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for 1994 
 
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 I 
have been appointed auditor are set out in the Financial Administration 
Act.  The Auditor General Act is included as Appendix A to Volume 1 of 
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 1994, 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 I 
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 1994 is presented herewith. 
 
  As auditor of the accounts of Canada, including those 
relating to the Consolidated Revenue Fund, I conducted such 
examinations and inquiries as I considered necessary to enable me to 
report as required by the Auditor General Act. 
 
  With respect to the matters reported, departments, agencies, 
and the Privy Council Office provided my Office with the information 
and explanations required to date, including Cabinet documents. 
 
  In this report, I refer to departments by their commonly used 
names.  I recognize that these may not reflect the formal legal names 
of some departments because legislation establishing their names in law 
has not yet been passed. 
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Preface 
 
This booklet of main points from the annual Report is one element 
of our continuing effort to communicate clearly the results of our 
work. 
 
The value in our auditing depends on getting our message across:  
to Members of Parliament, to the government, and to the taxpayers 
of Canada who provide the dollars the government spends. 
 
The Auditor General's annual Report contains more than 1,000 pages 
of detailed information.  Despite our best efforts, I recognize 
that its size alone limits its accessibility.  This is why we have 
published this booklet with the main points from each chapter. 
 
The contents of this booklet are very abbreviated.  When readers 
identify matters of particular interest, I urge them to go to the 
Report for the complete message. 
 
This booklet has been well received in the past.  I hope it 
continues to be a useful and convenient tool. 
 
L. Denis Desautels, FCA 
Auditor General of Canada 
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Matters of Special Importance and Interest 
 
1.1  Facing up to a difficult, challenging situation.  The 
country faces a difficult, challenging situation amid political, 
economic and social changes that reverberate throughout the world. 
 While Canada remains one of the best places in the world in which 
to live, Canadians cannot afford to be complacent. 
 
1.2  The tough choices are now.  The government is providing 
more information on debt and the deficit.  This information 
demonstrates the grave consequence of the interest bite -- so many 
of Canadians' tax dollars are going to service the debt, rather 
than to support needed programs.  This reduced financial 
manoeuvrability is one of the country's major challenges and 
points to the urgent need for innovation and the re-engineering of 
government. 
 
1.3  Four areas that require ongoing attention.  This chapter 
identifies four areas where sustained action is required.  First, 
there is a need to strengthen the performance of the tax system.  
Second, there is a need to find savings for Canadians through 
better management of federal programs and national assets such as 
real property.  This Report identifies potential opportunities 
worth exploring, in the hundreds of millions of dollars.  Third, 
the government needs to find a better way to manage a $7 billion 
annual investment in science and technology.  Fourth, governments 
must continue to find practical ways to manage parallel federal 
and provincial jurisdictions. 
 
1.4  Update on an intractable issue.  In addition to those 
four areas, the chapter includes an update on an "intractable 
issue" in the federal government -- public service renewal.  The 
chapter provides a brief summary of the Office's plans to enhance 
its service to Parliament through three additional reports each 
year, as well as a response to the proposed establishment of a 
Commissioner of Environment and Sustainable Development.  The 
chapter concludes by noting that the country faces some tough 
challenges ahead.  I believe Canada is capable of meeting those 
challenges. 
 



Follow-up of Recommendations in Previous Reports 
 
2.1  Departments are taking action to correct reported 
deficiencies, but progress is slow in some areas. 
 
2.2  Information Security Audit - Significant progress has 
been made by departments and lead agencies in establishing the 
basic security infrastructures.  However, progress has been slow 
in several areas, such as regular security training, threat and 
risk assessments and security reviews. 
 
2.3  Payments to Employees Under the Work Force Adjustment 
Policy  - The Treasury Board Secretariat has made significant 
progress in analyzing the issues, and in determining the tools 
necessary to improve the management of the Directive.  However, 
the measures undertaken are not sufficient for ensuring that 
departments are effectively managing work force adjustment and the 
payment provisions. 
 
2.4  Search and Rescue - Departments have taken some action 
on our recommendations.  However, there has also been a lack of 
action on many recommendations, mostly because the departments 
believe that what they are already doing is sufficient. 
 
2.5  Loans to Sovereign States - The Department of Finance 
does not believe there is a need for an annual review of the risks 
and costs associated with loans to individual sovereign states 
($19.1 billion at 31 March 1994) and has not yet provided to 
Parliament a comprehensive annual report on Canada's international 
financial commitments. 
 
2.6  Canadian International Development Agency and the 
Regional Development Banks - There is considerable overall 
progress in improving Canada's oversight of the banks.  The need 
to change the culture that rewarded new loans ("moving money") 
rather than effective management of existing projects has been 
identified as a priority at each bank.  We encourage CIDA to 
consider the option of periodically preparing for parliamentarians 
a performance-oriented report on the regional development banks. 
 
2.7  Department of Energy, Mines and Resources - Energy 
Megaprojects - Progress has been made in implementing our 
recommendations, but the Department should be moving with a 
greater sense of urgency in planning for the evaluations of the 
Hibernia and Bi-Provincial Upgrader energy megaprojects. 
 
2.8  Department of National Defence - The Canadian Forces 
Reserves - There was a varied, though mostly limited, response to 
our recommendations.  Accountability for Reserve performance, both 
within the Department and to Parliament, continues to require 
improvement. 
 
2.9  Public Works and Government Services Canada - Chapters 
in the 1987, 1988, 1989 and 1991 Reports - Many initiatives have 



been introduced to improve operations, but many of these have not 
yet been fully implemented to realize the potential benefits, 
which amount to millions of dollars on an annual basis. 



Other Audit Observations 
 
3.1  The Auditor General Act requires the Auditor General to 
include in his annual Report matters of significance that, in his 
opinion, should be brought to the attention of the House of 
Commons. 
 
3.2  The "Other Audit Observations" 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 on audits and studies of issues that 
relate to operations of the government as a whole.  This chapter 
is used to report individual matters that have come to our 
attention during our financial and compliance audits of the Public 
Accounts of Canada, Crown corporations and other entities.  It is 
also used to report some specific matters that have come to our 
attention during our comprehensive audits. 
 
3.3  The chapter contains a number of observations concerning 
departmental expenditures and tax revenues.  The issues addressed 
generally involve failure to comply with authorities, and the 
expenditure of money without due regard to economy. 
 
3.4  Observations reported cover the following: 
 
•after 20 years and $26.6 million, an issue of non-productive 

rental payments that remains unresolved; 
 
•approximately $3 million spent on two projects that have not 

served operating needs; 
 
•a grant agreement that fails to link payments to the recipient's 

financial requirements or performance targets; 
 
•the lack of due regard to economy in the delivery of an archival 

facility, and accommodation requirements not fully 
resolved; and 

 
•the matter relating to condominium corporations earning tax-free 

interest income that has not been resolved. 
 
3.5  Although the individual audit observations report 
matters of significance, they should not be used as a basis for 
drawing conclusions about matters we did not examine. 
 



An Innovative Society and the Role of Government  
 
5.1  Innovation has become a crucial survival issue.  A 
society that pursues well-being and prosperity for its members can 
no longer treat it as an option. 
 
5.2  Innovation tends not to arise by itself; it is generated 
and sustained through the efforts of people: innovation is where 
the spirit is.  It cannot be legislated, or brought about by 
edict.  It comes from individuals and from creative and 
interactive communities.  Like happiness, innovation wilts in a 
climate of criticism and repression, yet thrives in an environment 
of encouragement and support.   
 
5.3  Government therefore needs to work hard at creating an 
environment that is supportive of innovation.  Otherwise 
innovators will either not innovate ` they will "play safe" ' or 
they will leave for more encouraging societies. 
 
5.4  In an innovative society, individuals, groups, 
organizations, government and Parliament recognize that they are 
partners, rather than opponents, controllers or contenders.  The 
ideas of community, networking, collaboration and common purpose, 
of playfulness, fun and excitement, but also of healthy 
competition, openness and accountability need to be guiding 
principles. 
 
5.5  An important element of innovation is resolving  
dilemmas, that is, reconciling apparently competing values.  Truly 
innovative societies can, at the same time, meet real needs and 
control costs, address individual choices and satisfy societal 
priorities, considering both economics and compassion. 
 
5.6  Canada has the potential to be particularly innovative 
as a society because of the cultural diversity of its people.  If 
it could continue to establish and maintain the interconnection 
that is the basis for societal innovation, it might well become 
known as "Canada, the innovative country". 
 



Study of Key Federal Social Programs 
 
6.1  The government has identified eight program areas that 
are to come under scrutiny in its planned Social Security Review: 
 unemployment insurance, social assistance, training, employment, 
labour market regulation, taxes, program management and 
administration.  Our study focussed on three key social policy 
areas:  unemployment insurance, social assistance and training - 
examining their workings and exploring some serious issues raised 
for each.  In aggregate, these three areas accounted for more than 
$26 billion in federal program expenditures in 1993-94. 
 
6.2  A central concern in our study is that Parliament, as it 
reviews proposals for reform, lacks important information on the 
performance and effects of existing social programs.  We believe 
Parliament should know whether these programs are producing the 
results expected, whether value for money is being obtained, and 
whether the programs in certain circumstances are having possible 
negative effects on the economy. 
 
6.3  To assist Parliament, we attempted to put together, 
using official and public sources, an overview of Canada's social 
safety net.  We focussed on federal government expenditures and 
the role of federal social spending in the national economy.  We 
also reviewed certain economic and social trends that touch the 
lives of Canadians and that affect the shape of future social 
programs. 
 
6.4  We have also looked at the cross-subsidization occurring 
among industrial sectors and at the difficulties raised by the 
inclusion of seasonal workers in the Unemployment Insurance 
Program.  We discuss the timing and impact of premium rate 
increases on the economy, the cost of financing the UI deficit, 
and the effect of the current funding provisions on the federal 
deficit. 
 
6.5  We noted that studies of social programs may use 
different definitions of the activities that could be grouped 
under the title of social spending, and in the calculations of 
actual expenditure.  We are concerned that these differences in 
definition may cause difficulties for parliamentarians and others 
as they review existing and proposed social programs, because such 
differences complicate the tasks of comparing and analyzing 
program costs and benefits.  This point is important, as there is 
no consensus on how much our social security system costs and how 
it compares with those of other countries. 
 
6.6  What the numbers clearly show is that the scale of 
expenditure is huge, whether measured against the overall federal 
budget or against the size of the Canadian economy. 
 
6.7  A large portion of this money goes directly back to 
individual Canadians, although several studies indicate that this 



spending does not always serve to redistribute funds among the 
various income groups. 
 
6.8  The studies also indicate that the increased costs of 
social programs since 1975, combined with other government 
expenditures, could not be sustained over the years by the tax 
revenue available and, therefore, significant borrowing became 
necessary. 
 
6.9  Clearly, the economy is in the throes of change.  The 
changes provide a context for assessing existing and proposed 
social programs.  For example, the information available suggests 
that: 
 
•the pace of industrial adjustment is increasing, and requiring 

higher levels of education and skills from the work 
force; 

 
•labour force growth is slowing, the number of young workers is 

declining, and there are new pressures on long-time 
employees to adjust; 

 
•the unemployment levels have been moving upward, particularly 

since the 1970s; and 
 
•temporary or unstable jobs are on the rise. 
 
6.10  The studies we reviewed indicated that existing social 
programs are having positive results.  For example: 
 
•Unemployment Insurance benefits and Canada Assistance Plan 

transfer payments provide an important social safety net 
to people in need;  

 
•social programs appear to have made important contributions to 

reducing regional income disparities; 
 
•Unemployment Insurance has acted as an important economic 

stabilizer for the economy; 
 
•certain training programs have been effective in increasing 

earnings and employability of recipients. 
 
6.11  However, there are also indications of possible negative 
effects associated with the social programs under study.  We note 
that most, if not all, social programs, have the potential to 
produce such effects.  Thus, an analysis of proposed changes to 
existing programs should include an examination of the possible 
negative effects that could result from the changes.  Possible 
negative effects that have been associated with existing programs 
include: 
 



•rising social program use and high repeated use suggest the 
social programs may be creating a long-term dependence 
among some users; 

 
•disincentives to work when benefits from social programs are 

compared to earnings from jobs; 
 
•employers and employees may be using Unemployment Insurance to 

support short-term layoff strategies; 
 
•interactions among social programs may result in the programs 

working at cross-purposes; and 
 
•Unemployment Insurance may be a factor in Canada's rising level 

of unemployment and in the lower level of output that 
results. 

 
6.12  Although tentative conclusions can be made about the 
effects of social programs, there are insufficient data to make a 
proper assessment.  It is only recently that the government began 
an assessment of the impacts and effects of the Unemployment 
Insurance regular benefits on the clientele and on the economy as 
a whole.  More assessment is needed to get an overall picture.  
There is even less information on social programs that are 
supported by the Canada Assistance Plan and operated provincially. 
 
6.13  To assist in identifying the needed information, we 
summarize our findings on key gaps in information available on the 
workings and impact of the programs studied.  We realize that it 
will not be possible to address all our concerns on information 
gaps at once.  Therefore, it is important for the government to 
identify the gaps that should be addressed sooner rather than 
later. 
 
6.14  Parliamentarians need a clear picture of the impacts of 
social programs on the well-being of Canadians, and their effects 
on workers' and employers' behaviours toward the labour market.  
The size and complexity of these programs, and the links between 
them increase the need for comprehensive and reliable information 
about results, and particularly about those results that could 
have a major impact on the redesign of government social programs 
and policies.  We believe that efforts will be worthwhile, 
notwithstanding the difficulties that will undoubtedly be 
encountered. 
 



Information for Parliament 
 
Departmental Reporting on Sectoral Activities and Follow-up of 
1992 Chapter on Departmental Reporting 
 
7.1  Two years ago we called for government to reform its 
departmental reporting to be more transparent.  We suggested that 
Parliament should expect and receive a regular accounting for the 
exercise of the entire business of government: in a phrase, global 
stewardship.  This year, we continue this theme of transparency by 
following up on our 1992 Report, and extend it to the sectoral 
activities of government. 
 
7.2  As part of our normal follow-up process, we examined the 
government's intentions to reform departmental reporting as we 
recommended in our 1992 Report.  We found that the government is 
developing concepts and proposals for a broad reform of its 
management systems, which would include departmental reporting, 
but it has not yet released its plans.  With respect to 
implementing the pilot project to put the Part IIIs into 
electronic form, plans are currently under review. 
 
7.3  This year, we went beyond departmental reporting and 
examined the extent to which government reports on its many 
sectoral activities.  We did this because a considerable part of 
the government's business is delivered by more than one 
department.  In such cases, reporting that is department-oriented 
does not give a complete picture of those activities.  We found 
many examples of this in the sectoral audits we have reported on 
over the last few years.   
 
7.4  We believe that there should be better sectoral 
reporting.  This means that when a sectoral activity is 
identified, one department has to be given the lead responsibility 
to provide a summary-level report to Parliament for the entire 
sector. 
 
7.5  But, in the end, reporting of any kind will not change 
soon unless Parliament is explicit in letting government know that 
current reporting is inadequate and that it wants it changed. 
 



Information Technology: Reaping the Benefits and Managing the 
Risks 
 
The Rapidly Changing Environment Requires New Approaches to Reap 
the Benefits of Information Technology 
 
8.1  The effective use of information technology to deliver 
services that are tailored to the public's changing needs is a 
priority for government.  Information technology offers government 
the opportunity to deliver more services faster, at the same or 
lower costs.  Information technology also offers significant 
potential for delivering new services or delivering existing 
services in ways that provide added value to the public.   
 
8.2  To reap the benefits of the new information technology, 
the government must change the way it views and uses information 
and technology.  It must evaluate existing processes, look for new 
approaches, then re-engineer the way it delivers information and 
services.  The government must deliver flexible systems that 
provide easy communication of information among departments and 
with the public.  This will help consolidate the number of access 
points for the public and help change the public's view of the 
government as a number of disparate organizations. 
 
8.3  There are many risks and challenges in implementing 
information technology today. The rapid changes in technology and 
the environment in which it is implemented make it essential that 
government take the leading role in managing the risks that these 
changes bring.  The risks are both internal and external to 
government; they include organizational barriers, complexity of 
the technology, changes in the legislative and economic 
environment, and impacts on public servants.  Both management and 
employees have a responsibility to do their part.  Changing the 
role of information technology in government will require 
concerted action, vision and authority, to successfully realize 
the benefits while managing the risks.   
 
8.4  One of the challenges facing our Office is that of 
finding more effective and efficient means to audit the new world 
of information technology.  We have identified practices that 
other organizations use to manage the risks associated with 
technological change and to make more effective use of technology. 
 Using these practices as a foundation, our Office will assess the 
government's progress in realizing the benefits of technology. 
 



Science and Technology 
 
Overall Management of Federal Science and Technology Activities 
 
9.1  The government recently committed itself to managing its 
science and technology portfolio more strategically, announcing 
its intention to "put in place a true strategy, one with real 
priorities, real direction and a real review of results."  
Previous efforts to do so in the last 30 years have failed.  
 
9.2  There has been much activity but few results.  Previous 
government-wide reviews have not produced results-oriented action 
plans that lay out priorities to meet Canada's economic and social 
needs and opportunities.  Some of this lack of progress can be 
attributed to a lack of overall government-wide leadership, 
direction and accountability for implementing desired changes. 
 
9.3  While establishing real priorities will be difficult, it 
is essential.  There are not sufficient resources to meet all 
needs.  Government spending on science and technology must be 
focussed on areas with the greatest need, opportunity and 
potential pay-back.  The challenge is to determine what these 
areas are and to then actually implement the necessary changes.   
 
9.4  Successful development and implementation of a true 
strategy will require the joint effort of federal departments, 
provinces, industry and universities, and persistence and 
leadership by  Cabinet.  This may require a revised structure for 
science and technology in the federal government. 
 
9.5  The government needs a framework and indicators to 
monitor Canada's overall performance in science and technology and 
to determine the success of its own efforts to support science and 
technology.  The indicators must reflect both the federal 
government's objectives for its own agenda and larger national 
objectives that consider all public and private sector 
stakeholders in science and technology. 
 
9.6  Parliamentarians have no basis on which to assess 
whether the government's expenditures on science and technology 
reflect Canadian needs and opportunities, and to hold the 
government accountable for results.  
 
9.7  Parliamentarians can play an important role in ensuring 
that an appropriate, balanced and workable science and technology 
strategy is developed and implemented. 
 



Science and Technology 
 
Management of Departmental Science and Technology Activities 
 
10.1  The environment for federal science and technology 
managers has changed since our last government-wide audit of 
research and development, reported in 1981.  Managers are now 
facing an important challenge in attempting to increase the 
relevance and the economic impact of their activities and to do so 
in a time of fiscal constraints.  
 
10.2  While serious efforts are being made to set direction 
for science and technology activities, most research organizations 
we examined still need to set clear goals for their activities and 
focus more on results.  They also need to set priorities based on 
a full recognition of the needs of their clients and of the 
opportunities in their respective sectors of activity.  At 
present, there is no assurance that the activities they are 
performing and the means they have chosen to carry them out are 
those that provide the greatest benefits to Canadians.  
 
10.3  More attention needs to be placed on business 
development activities.  Most research establishments we examined 
should improve their capability for identifying potential uses and 
users of the results of their activities.  It is unclear how 
science activities can meet the missions of departments and 
agencies and the needs of clients when such clients are not 
adequately defined and their needs not adequately profiled. 
 
10.4  Departments and agencies must devote more effort to 
communicating new directions and objectives to their operational 
levels.  Accountability for implementing desired change must be 
clearly established.  This is particularly important in light of 
the current federal science and technology review. 
 
10.5  The majority of organizations we audited do not select 
and review projects in a rigorous manner.  The selection of 
projects tends to overemphasize revenue-generation considerations. 
 Furthermore, there are major deficiencies in project management 
practices.   
 
10.6  The commitment to evaluate science and technology 
activities varies significantly among departments and agencies.  
Much needs to be done before they are able to demonstrate the 
effectiveness of their activities.  



Science and Technology 
 
The Management of Scientific Personnel in Federal Research 
Establishments 
 
11.1  The results of research efforts and the credibility of 
research and development organizations rest ultimately on the 
expertise, knowledge, skills and motivation of scientific 
personnel doing the work, and on the way they are managed and 
nurtured.  Many of the significant problems related to the 
management of scientific personnel in the public service have been 
known for up to three decades.   
 
11.2  Given the concerns raised in previous studies, our audit 
focussed on two main issues that appeared to be the most relevant 
and critical to the present and future performance of federal 
research establishments operating in a rapidly changing 
environment:  the extent to which due consideration is being given 
to long-term human resource requirements, and the adequacy of 
measures taken to develop a stronger and more effective research 
management capability. 
 
11.3  In the research establishments we audited, there are 
important variations in the efforts made and the results achieved. 
 Overall, the hiring of newly graduated scientific personnel is 
too limited to provide for adequate renewal of scientific talent. 
 Career development activities are generally insufficient to 
ensure the best use of scientific talent and the longer-term 
"employability" of scientific personnel.  The management of 
scientific professional development activities often does not 
provide for adequate maintenance of the skills and knowledge base 
in research establishments. 
 
11.4  In spite of many recommendations that a stronger and 
more effective management capability be developed, it is still not 
a clear priority in most of the research establishments we 
visited.  We noted a direct relationship between the level of 
efforts made by research establishments to improve their 
management capability and the quality of important aspects of the 
management of research and development activities reported in 
Chapter 10. 
 
11.5  In attempting to assess the reasons why all these long-
standing problems have not yet been resolved, we concluded that 
some of the root causes rest with management in research 
establishments and science-based departments, while others rest 
with Treasury Board in its role as the employer. 
 
11.6  In our view, significant improvements are required in 
the management of scientific personnel if departments and research 
establishments are to tackle successfully the significant 
challenges facing them.  Achieving the objectives and adhering to 
the priorities to be determined by the government as a result of 
its current science and technology review and other reform 



initiatives will depend, to a large extent, on the degree to which 
sufficient attention is devoted to the management of scientific 
personnel and to the development of a stronger capability in 
research management. 
 
11.7  Our recommendations are addressed to management in 
research establishments and science-based departments and to 
central agencies, Treasury Board in particular.  They highlight 
the need for tailor-made, flexible solutions. 
 



Aspects Of Federal  Real Property Management 
 
12.1  Since 1986, the Canadian government has implemented 
structural, legislative and policy changes in real property 
management.  While this has laid the foundation for better 
management of the federal real property portfolio, we believe that 
significant opportunity and need for management improvement remain 
within this new regime.  In our opinion, the policy that real 
property must be managed to the maximum long-term economic 
advantage of the government is at risk because there have been 
instances where property considerations have been subordinated to 
program requirements, political direction and/or financial 
constraints. 
 
12.2  In part, problems identified by our examinations 
represent the cumulative effect of years of conflicting priorities 
for funds and of weak property management practices, such as 
maintenance deficiencies and failure to provide sufficiently for 
environmental clean-up costs, many of which were identified in our 
1984 Report.  Improvements are required in the acquisition and 
divestiture of property, the maintenance of property holdings, and 
planning for real property management.  In our opinion, unless the 
problems are addressed decisively and quickly, the government will 
continue to incur avoidable costs and face mounting expenditures 
to correct current problems and preserve its real property assets. 
 
12.3  The real property that the government administers and 
controls was estimated, by the Task Force on Program Review in 
1985, to have a value between $40 billion and $60 billion.  
Current stated accounting policies of the Government of Canada do 
not call for real property held by individual departments to be 
recorded as assets, although there are indications that the 
government is seriously considering changes to this policy, and a 
decision is expected in 1995.  We note, however, that the negative 
aspects of a capitalization policy must also be addressed, such as 
the administrative cost of implementation, and potential weakening 
of fiscal stewardship caused by leading people to believe that the 
government's overall financial condition is healthier than it is. 
 
12.4  We have concerns that insufficient attention has been 
given to ensuring that the federal government's real property is 
managed in accordance with Treasury Board policies.  We also note 
that program decisions are not always made with recognition of the 
cost implications related to real property.  We have further 
concerns that the lack of knowledge of the costs of holding 
property as an element of the cost of program delivery weakens the 
government's accountability for the effectiveness of this 
investment and the preservation of the value of these assets. 
 
12.5  The chapter also identifies several constraints to the 
businesslike management of real property.  We believe that there 
is an urgent need for government to strengthen the central 
oversight of the management of real property, including improved 
monitoring practices, and to make changes that  



will reduce constraints, to ensure that these valuable assets are 
managed more economically and efficiently.  We also believe that 
the government should include in this re-examination the lessons 
learned from  the initiatives  
undertaken in other jurisdictions where similar real property 
management issues are being addressed. 
 
12.6  Some key management tools for the management of real 
property are  
not yet fully implemented by the government.  These include:  a 
management information system that provides aggregated data on 
real property holdings to support acquisition, divestiture and 
maintenance policy decisions; effective accountability frameworks; 
and systematic assessments of departments, using clear measures of 
performance.   



Federal Management of the Food Safety System 
 
13.1  Canadian food products are recognized as safe and of 
high quality.  The federal food safety system works to ensure that 
food processed for sale in Canada and abroad is safe.  In the 
opinion of Canadians and our international trading partners, these 
efforts are successful. 
 
13.2  Federal management of the food safety system is co-
ordinated by the Interdepartmental Committee on Food Regulation, 
established in 1986.  Health Canada, Agriculture and Agri-Food 
Canada, Fisheries and Oceans Canada, Industry Canada and Revenue 
Canada-Customs manage and deliver the federal program of food 
safety.  The cost of this regulatory program, including the trade-
related inspection activities, was $226 million in 1993-94, with 
salaries of the 3,600 federal employees accounting for most of 
that expenditure. 
 
13.3  The goal of food safety programs is to reduce to 
negligible or acceptable levels the risk to human health.  Food 
safety regulations are found in the Food and Drugs Act and, in 
some cases, are elaborated further in several other federal and 
provincial statutes. 
 
13.4  In 1986, the Interdepartmental Committee on Food 
Regulation was given a mandate to implement specific changes to 
the food safety system and to promote innovation and efficiency in 
food inspection.  The Committee has yet to complete all of the 
assigned tasks and has not reported as intended.  Although 
progress has been made, several steps are still needed to promote 
efficiency and ensure that the system remains effective in keeping 
Canada's food supply safe. 
 
13.5  Health Canada cannot ensure that the food-related health 
and safety provisions of the Food and Drugs Act are applied fully 
and effectively to all food produced domestically or imported for 
sale in Canada.  Gaps exist in the information received from 
inspection agencies and in the coverage they achieve. 
 
13.6  The federal resources for food inspection are allocated 
on the basis of legislated safety and trade requirements.  One 
half of the federal inspection resources are spent on low-risk 
food processes, primarily to satisfy trade requirements.  Without 
this expenditure, for example, meat and some fish products could 
not be exported. 
 
13.7  The federal and provincial governments have proposed a 
new Canadian Food Inspection System in an effort to harmonize food 
safety standards and streamline inspection activities. 
 
13.8  Departments have not complied with the Treasury Board's 
policy on cost recovery.  In the five years the policy has been in 
place, hundreds of millions of dollars have not been recovered 



from industry for both safety- and trade-related inspection 
services. 
 
13.9  The Estimates Part III does not provide members of 
Parliament and others with an overall understanding of federal 
food safety activities.  Information on objectives, resources and 
performance is not readily available. 
 
13.10 The members of the Interdepartmental Committee on Food 
Regulation are collectively responsible for ensuring that federal 
food safety programs are evaluated periodically.  They have not 
carried out this responsibility and, as a result, the 
effectiveness of federal spending on food safety is unknown. 
 



Agriculture and Agri-Food Canada 
 
Farm Income Protection 
 
14.1  A wide range of federal farm income protection programs 
spanning many decades and Acts of Parliament has been designed and 
implemented in response to regional or commodity agricultural 
crises.  These programs have involved federal contributions of 
some $4.5 billion since 1991. 
 
14.2  The 1991 Farm Income Protection Act was intended to 
provide consistent and predictable safety nets, yet the current 
programs differ considerably from year to year and by commodity 
and region.  This has created geographical "balkanization" and a 
fragmented approach within the industry. 
 
14.3  We are concerned that the Department of Agriculture and 
Agri-Food continues to operate programs without a clear consensus 
on what they are expected to achieve.  Since program objectives 
are not commonly understood and performance is not measured 
against them, it is difficult for the Department to determine 
whether or not existing programs are adhering to the social, 
environmental, production neutrality and equity principles set out 
in the Farm Income Protection Act.   
 
14.4  The Crop Insurance Program is provincially delivered and 
is required to be self-sustaining.  In Saskatchewan, this program 
has received funding from federal and provincial reinsurance 
programs to cover a cumulative negative fund balance of $536 
million up to 31 March 1994.  Since 1991, there has been a 58 
percent increase in premiums in an effort to address this problem, 
while at the same time 20 percent of the producers in the program 
have withdrawn.  Consequently, it is difficult to see how the 
Saskatchewan program will ever become self-sustaining. 
 
14.5  To finance deficits under the provincial crop insurance 
programs, the federal government provides advances, as needed, to 
the provinces participating in the federal Crop Reinsurance 
Program.  The federal Crop Reinsurance Program is also required to 
be self-sustaining, but in order to achieve this, the terms and 
conditions of the program would have to be amended.  Based on the 
present contribution rate, it would take about 45 to 50 years for 
the current Saskatchewan deficit of $346 million to be recovered 
by the federal government. 
 
14.6  For several years, our audits have reported deficiencies 
in the Department's financial management and control of these 
programs.  While the Department has responded to many of our 
observations, deficiencies continue to arise whenever new programs 
or changes are introduced.  For example, when the Net Income 
Stabilization Account was introduced, deficiencies arose with 
respect to payment verification. 
 



14.7  Further, as a result of delays in preparing financial 
statements, annual reports and program evaluations, Parliament has 
not received all relevant information on these programs on a 
timely basis. 
 



Atomic Energy Control Board 
 
Canada's Nuclear Regulator 
 
15.1  Although the peaceful use of nuclear energy provides 
potential benefits, it can also involve serious potential hazards 
through radiation exposure.  The Atomic Energy Control Board 
(AECB) provides Canadians with assurance that the nuclear industry 
operates in a safe manner.  Independent studies have provided 
additional assurance that the nuclear power reactors are being 
operated safely.   
 
15.2  In the past decade, the setting in which the AECB 
regulates the nuclear industry has undergone major changes, 
presenting significant and difficult challenges to the regulation 
of nuclear power in Canada. 
 
15.3  The 1946 Atomic Energy Control Act requires updating to 
reflect current circumstances.  The weaknesses in the current Act 
have contributed to some of the deficiencies we observed. 
 
15.4  However, new legislation by itself will not correct the 
deficiencies identified in the management processes and practices. 
 In those areas we examined, we found that the AECB is not fully 
meeting its obligations as a regulatory body.  Although almost all 
the licensees and other stakeholders contacted expressed a high 
degree of respect for the technical competence of AECB staff, 
significant improvements are needed in a number of its key 
management processes and practices. 
 
15.5  The AECB needs a clearly documented regulatory strategy, 
a strategic plan, better documentation of its regulatory 
requirements, and development of criteria for assessing 
compliance.  In addition, the management of compliance inspection 
and enforcement activities related to prescribed substances and 
radioisotopes needs to be significantly strengthened. 
 
15.6  In these changing and difficult times, even greater 
vigilance is required if the AECB is to continue to provide 
assurance that the industry remains safe.  In our opinion, without 
updated legislation and improvements in its management processes 
and practices, the AECB will be hindered in its ability to provide 
such assurance. 
 



Correctional Service of Canada 
 
Custody of Inmates 
 
16.1  In 1992-93, Correctional Service of Canada (CSC) spent 
just under $1 billion to maintain 12,500 offenders who were 
incarcerated in federal prisons and to supervise another 9,500 
offenders who were released conditionally into the community.  The 
average direct cost to maintain an inmate in a CSC prison for the 
purposes of custody and rehabilitation was$48,000.  When the costs 
of capital, the costs of national and regional headquarters, and 
the expenses incurred by other departments are included, this 
average may be as high as $80,000. 
 
16.2  Even though Correctional Service is the agency 
responsible for administering federal prison sentences, it has 
limited control over its inmate population.  Although solutions to 
many of the accommodation problems discussed in this chapter are 
the responsibility of Correctional Service, decisions made by the 
courts and the National Parole Board affect the number of inmates 
in CSC prisons. 
 
16.3  Federal inmates are housed in prisons of different 
security levels (maximum, medium and minimum) according to the 
risk that they pose.  A well-designed inmate security 
classification system is critical for minimizing the risk to 
public safety and reducing prison operating costs.  We found 
deficiencies in the design and implementation of the Service's 
security classification processes.  Correctional Service needs to 
have accurate and up-to-date information on inmates' 
classification and placement. 
 
16.4  In both 1981 and 1986, we observed significant 
weaknesses in CSC's inmate accommodation planning.  In this audit, 
we found that the Service has continued to favour retrofitting and 
replacement projects.  The Service must spend some of its capital 
funds to maintain and retrofit deteriorating facilities to 
preserve capacity, but it has not performed the required life-
cycle cost-benefit analyses to demonstrate the merits of this 
approach.  It has also been slow to consider shared accommodation 
(cells built to accommodate more than one person) as an option.  
As a result, the Service was only able to increase its total 
capacity by 900 beds while the inmate population grew by more than 
2,000 between 1986 and 1993.  Consequently, double bunking 
(placing two inmates in a cell intended for one person) increased 
from seven percent in 1986 to 24 percent in 1993. 
 
16.5  During the audit, the Service had to address the 
dichotomy of a growing inmate population and dwindling financial 
resources.  As a result, Correctional Service plans to adopt a new 
double-bunking and shared - accommodation policy.  We estimate 
that increased double bunking since the early 1980s has saved the 
taxpayer about $240 million in one-time future capital costs for 
building new prisons and has reduced operating expenses by about 



$60 million annually.  If the Service implements its new policy of 
allocating up to 25 percent of its existing cell capacity for 
double bunking and shared accommodation, we estimate the Service 
would avoid a further one-time future capital cost in excess of 
$100 million and would save an additional $30 million annually in 
operating expenses.  However, the Service needs to proceed with 
caution because this policy is a major departure from its 
traditional philosophy, and the long-term effects of double 
bunking and shared accommodation on the effectiveness of 
corrections are still unknown.  The Service will also need to 
revise its long-range accommodation plan once this new policy is 
formally adopted. 
 



National Parole Board 
 
17.1  On an average day, there are approximately 6,500 federal 
offenders serving a portion of their sentence in the community on 
day or full parole.  The National Parole Board, established in 
1959, is responsible for authorizing the release of these 
offenders on parole.  National Parole Board members have a very 
difficult job to do.  Six to eight times during a day of hearings, 
Board members must attempt to assess whether an offender's risk is 
manageable in the community.  This assessment is complex and 
crucial - particularly in light of the general acknowledgement 
that it is difficult to predict, with any certainty, whether an 
offender will commit another offence after release.  Moreover, 
before making their decision, Board members have only a short time 
to read and digest large amounts of information on the offender, 
some of which may be incomplete or even contradictory. 
 
17.2  Good members are essential.  Given the importance of the 
job, it is essential that the Board have good members.  Thus it is 
also essential that the selection process be open to all suitable 
applicants, with selection based upon the applicant's skills and 
abilities.  While improvements have been made to the selection 
process, in our view it could be strengthened further.  
Specifically, it is important that part-time members be subject to 
the same selection process as full-time members.  In addition, the 
government requires professional advice on the suitability of 
applicants for appointment to the Board. 
 
17.3  The Board needs to review its operations.  How the Board 
operates contributes directly to the quality of the decisions it 
makes.  Accordingly, we believe that the Board needs to ask itself 
a number of key questions about its operations: 
 
•What on-the-job training could it provide to members that would 

help them to better meet their responsibilities? 
 
•How can it evaluate how well Board members are performing on an 

individual level? 
 
•What information and feedback does it need to provide to members 

on the outcome of their decisions? 
 
•What is the best way to ensure that individual members and the 

Board as a whole can learn from past mistakes, and what 
can be done to identify and deal with recurring 
problems? 

 
•How is it measuring its performance, and could it develop better 

or more comprehensive measures to assess how well it is 
doing (the quality of decisions)? 

 
•Is the time allocated to dealing with a given offender related to 

the risk he poses to the community? 
 



•Does it know enough about using current models for predicting 
risk? 

 
•Given that information is the cornerstone of its work, what can 

it do to reduce the quantity and improve the quality of 
information that Board members receive? 

 
We believe that carefully considered answers to these questions 

would contribute greatly to improving the operations of 
the National Parole Board. 

 



Correctional Service of Canada 
 
Supervision of Released Offenders 
 
18.1  Corrections is costly.  In 1992-93, Correctional Service 
of Canada was responsible for about 22,000 offenders, of which 
about 9,500 or 40 percent were supervised in the community.  The 
Service spent about 13 percent ($125 million) of its budget on 
community supervision of offenders.  The average annual operating 
cost of maintaining an offender in the community was $9,500. 
 
18.2  Risk presented by offenders is highest in the community. 
 Virtually all offenders presently in prison will at some time be 
released to the community.  Based on past experience, most will 
complete their sentence without reoffending.  Each year, between 
110 and 160 supervised offenders are charged with committing a 
violent offence.  When these offences do occur, they have tragic 
consequences that can shatter the lives not only of the victims, 
but their families as well. 
 
18.3  Risk assessment can never be 100 percent accurate.  It 
is not possible to predict with certainty who of the 9,500 
offenders supervised in the community will reoffend and, in 
particular, those who will reoffend violently.  The state of the 
art for predicting human behaviour is imprecise.  Consequently, 
parole supervision requires judgment, training, skill, dedication 
and perseverance. 
 
18.4  Community supervision of offenders needs more attention 
by Correctional Service of Canada.  Supervision in the community 
is the final link in the chain that makes up the Canadian justice 
system.  It is the last point at which the system can directly 
influence or control offenders. It is also the point at which 
offenders are the least separated from the public and therefore 
present the greatest risk to society.  For that reason, it is 
crucial that the supervision of offenders in the community be 
managed well.  We found, however, that Service management is not 
paying enough attention to this area of corrections.  Senior 
management of the Service needs to provide more direction to 
supervision of offenders in the community. 
 
18.5  Approaches and practices to managing offenders vary 
widely.  In some instances, these variations have produced 
positive results, which were due in part to the creativity of 
staff in adapting and refining the Service's approaches to 
managing offenders.  However, in other instances, the various 
approaches have reflected significant variations in management 
practices and in resources available among area parole offices.  
Again, senior management's attention is required to provide 
necessary discipline and adherence to professional standards and 
practices.   
 
18.6  Very high-risk offenders on community supervision need 
greater attention.  Ensuring public safety is particularly 



difficult when supervising very high-risk offenders.  Correctional 
Service of Canada needs to identify these offenders more 
consistently and accurately; balance parole resources with the 
risk offenders present; ensure that a commonly defined and 
understood set of management practices is used consistently across 
the regions of the country; ensure that sufficient management 
information is available to implement these practices effectively; 
and foster an organizational climate that encourages learning from 
both successful and unsuccessful practices. 
 



Environment Canada 
 
Environmental Partners Fund 
 
19.1  The Department of the Environment (Environment Canada) 
does not know in a substantive way whether the Environmental 
Partners Fund (the Fund) has achieved its intended results.  An 
interim evaluation was carried out in 1993-94.  However that 
evaluation relied mainly on a review of selected projects 
perceived by management as successful and did not address, in a 
comprehensive way, all the Fund's objectives. 
 
19.2  Information on the success of the Fund in generating 
additional contributions appears to be overstated.  Information on 
the environmental benefits of projects is not being reported to 
management or to Parliament. 
 
19.3  A number of fundamental management deficiencies 
identified in a 1991 internal audit continue to exist. 
 



Environment Canada 
 
Ice Services 
 
20.1  The Ice Services Branch of the Atmospheric Environment 
Service is a recognized world leader in ice information.  Based on 
our review of documentation and on interviews with clients, the 
operational management of the Ice Services Program appears 
satisfactory to the extent that it is delivering the prescribed 
ice information products to clients in accordance with program 
objectives.  Furthermore, the Branch is taking steps to improve 
the economy and efficiency of its program. 
 
20.2  Action is under way to change the program's main 
component, ice reconnaissance, from an aircraft-based to a 
satellite-based activity.  This change is occurring at a time when 
the Atmospheric Environment Service is converting to a client-
oriented management approach with a focus on results, and when 
Treasury Board is requiring that departments reduce budgets and 
maximize cost recovery. 
 
20.3  The Branch has no formal statement of Canadian Coast 
Guard operating requirements for ice information.  There is no 
formal feedback mechanism in place for determining the developing 
needs of the Branch's clients, other than for the Coast Guard.  
Nor does the Branch have a science and technology policy.  All of 
these are required to guide long-term planning and to establish 
priorities for individual components of the program.  For example, 
the priority given to data archiving within the overall program 
has not been clearly established. 
 
20.4  Before the Ice Services Branch can completely achieve 
the desired results while ensuring economy and efficiency in its 
operations, it must be able to identify fully, track and analyze 
evolving demands for ice information and determine cost-recovery 
expectations over the next decade, based on input from all client 
groups.  
 
20.5  Any failure in the ice information program due to 
aircraft, satellite or computer malfunction or communications 
failure could result in a rerouting or disruption of ship traffic 
in and out of Canadian ports or, at worst, loss of life and 
property.  In view of Canada's dependence on maritime trade, such 
a failure could have a considerable economic impact.  The Branch 
must therefore ensure that its contingency plans can be put into 
effect quickly and successfully. 
 



Foreign Affairs and International Trade Canada 
 
Technical Assistance Contributions to Central and Eastern Europe 
and the Former Soviet Union 
 
21.1  Canada's assistance to Central and Eastern Europe and 
the former Soviet Union has three primary objectives:  to support 
democratic development; to support the transition to market 
economies; and to increase trade and investment links with the 
region. The assistance program is based on Canada's national 
interests and on Canada's assumption of its burden-sharing 
responsibilities as a member of the 
G-7 and G-24.  
 
21.2  The Department's technical assistance contributions 
program for the region has grown rapidly since 1989.  In 1993-94, 
contributions totalled $74 million and cumulative disbursements 
totalled $145 million. 
 
21.3  The government has conducted evaluations, including a 
financial management review, to determine whether the program had 
adequate management systems and practices in place and whether it 
was meeting its objectives. 
 
21.4  One of the evaluations concluded that the program has 
quickly delivered a substantial amount of technical assistance to 
the region; however, in the Department's view, it is not 
practicable to measure the impact of the assistance of any single 
donor on democratic development and the transition to market 
economies in the region. 
 
21.5  Although Canadian companies that participate in the 
program report significant positive short-term impacts, sustained 
trade and investment benefits can be assessed only in the long 
term.  An evaluation has concluded that the program requires a 
more strategic focus to maximize the full potential of the trade 
and investment opportunities that are available. 
 
21.6  The Department has recently taken steps toward more 
results-oriented project management, but it is too early to assess 
their impact.  We intend to follow up on the implementation of the 
various plans developed and initiatives taken by the Department. 
 
21.7  There is a need to improve the quality of the 
information provided to Parliament on the program's objectives, 
resources employed and results achieved.  



Foreign Affairs and International Trade Canada 
 
Financial Management and Control 
 
22.1  Foreign Affairs and International Trade Canada (the 
Department) spent $1.4 billion in 1993-94 on programs to promote 
and defend Canadian interests and serve Canadians at home and 
abroad.  Parliamentarians and this Office have long been concerned 
with the prudence, probity and financial management and control of 
these programs.  Our audit was designed to monitor the degree to 
which the government is addressing this concern. 
 
22.2  There have been improvements in financial management and 
control in many areas since our last major audit of this aspect of 
the Department in 1987.  A substantive effort has been made over 
the last two years.  For example, the financial accounting system 
has been strengthened and there is increased awareness that cost 
is an important element in decision making.  The need to link cost 
with results should follow. 
 
22.3  The war is not yet won.  Further progress is needed in 
many areas.  The Department realizes that this will require a 
sustained effort over a period of time.  Strong leadership will be 
necessary to encourage acceptance of financial management and 
control as a management priority throughout the Department 
worldwide. 
 
22.4  There are distinct opportunities to deliver programs and 
related services more cost-effectively through the use of 
information technology and a more results-oriented management 
style, and through changes in the way foreign service allowances 
and properties are managed by the Department and the Treasury 
Board. 
 
22.5  Where appropriate, increased delegation of authority 
from the Treasury Board to the Department could facilitate the 
realization of these opportunities. 
 
22.6  We propose to keep a watching brief over further 
progress in the areas of concern. 
 



Indian and Northern Affairs Canada 
 
Social Assistance 
 
23.1  Social assistance to Indians living on reserves is 
generally provided by their communities and agencies with funding 
from Indian and Northern Affairs Canada.  The Department's 
expenditures on its social assistance activities have risen over 
time and have exceeded $1 billion.  The rate of increase in 
expenditures is higher than the rates of inflation and population 
growth of on-reserve Indians combined. 
 
23.2  The social assistance dependency rate, as defined by the 
Department, is a measure of the demand for aid for basic needs 
such as food, clothing and shelter.  The rates among on-reserve 
Indians are high and have been on the rise.  In 1992, an average 
of 43 percent of on-reserve Indians were beneficiaries of these 
services.  In many First Nations communities the reliance on 
assistance for subsistence is substantial. 
 
23.3  While the Department has undertaken several initiatives 
over the years to alleviate the high level of demand for services, 
it needs to work more closely with First Nations communities and 
their leaders to search for an effective solution.  It requires 
appropriate data to analyze the major causes of dependency and to 
help mitigate them.  In addition, the Department needs to co-
ordinate with other federal departments and other levels of 
government in providing the necessary support.  In connection with 
the federal review of Canada's social security system, the 
Department needs to provide input and advice and to co-ordinate 
participation with First Nations. 
 
23.4  The Department did not use provisions of the Canada 
Assistance Plan.  As a result, it has no substantive legislative 
authority for its social assistance activities.  It relies on 
annual appropriation Acts as well as Treasury Board decisions as 
the basis to provide and fund social assistance.  The resulting 
framework for delivering social assistance is complex, cumbersome 
and difficult to manage. 
 
23.5  The Department does not have sufficient assurance that 
social assistance activities it funded have been provided in 
accordance with the standards it adopted.  Our analysis of its 
monitoring reports showed that there has been a significant degree 
of non-compliance with requirements; the Department does not have 
summary information on its monitoring efforts.  The Department's 
arrangements with some provinces need to be re-examined to ensure 
that they provide an appropriate basis for services to be 
delivered to on-reserve Indians with the Department's funding. 
 
23.6  The Department needs better data on demographics and 
social assistance and, for management purposes and accountability 
to Parliament, it needs to develop additional indicators to 
measure the effects of its activities. 



National Defence 
 
Defence Management Systems 
 
24.1  The Department of National Defence uses a complex 
management structure that, fundamentally, has been unchanged since 
1972.  It employs about 11,000 military and civilian staff in its 
major headquarters to operate this structure. 
 
24.2  We examined the basic building blocks of the 
Department's overall management system:  the defence policy 
planning and force development system; cost management systems; 
the military readiness reporting systems; and the systems used to 
manage personnel, supplies and medical resources in emergencies 
and war.  We found significant problems in each of these building 
blocks. 
 
24.3  Affordability of long-term plans remains a problem.  The 
1993 force structure -- which omitted many of the elements needed 
to implement defence policy -- required more resources than were 
available to the Department. 
 
24.4  Policy statements need to contain details of the kinds 
of conflict situations the Canadian Forces are designed to deal 
with.  This information is required by force planners and the 
Canadian public to understand the  capabilities that are required 
and that are being created.  
 
24.5  The Department recognizes the importance of cost 
management and has begun to improve its systems by implementing 
"business planning".  In the meantime, however, departmental 
studies have found that managers lack necessary information and 
that there are often few incentives to minimize costs.  Cost-
saving initiatives have been delayed because information is not 
available. 
 
24.6  The main system for reporting on current military 
readiness is not based primarily on objective data, as 
departmental documents state, but on commanders' judgments.  
Higher headquarters cannot always determine easily how units have 
applied readiness standards.  Command-level systems have not been 
implemented fully.  During the last year, the Commands carried out 
about 73 percent of the major military exercises approved by 
commanders, primarily due to United Nations taskings and budget 
reductions.  This has diminished the ability of commanders to 
assess the overall readiness of their forces.  
24.7  Long-standing deficiencies still exist in information 
needed to manage personnel, supplies and medical resources in 
emergencies and war.  The Department has projects under way to 
address these problems; they will not be fully implemented until 
2002. 
 



National Defence 
 
Information Technology 
 
25.1  The Department of National Defence spends 30 percent of 
the federal government's information technology budget.  The total 
annual cost of information technology in National Defence is $630 
million.  The information technology projects planned or in 
progress in the Department's 15-year plan are projected to cost 
$9.5 billion. 
 
25.2  Military command and control information systems used to 
manoeuvre forces in the field have not been developed in a co-
ordinated way.  Sea, land and air systems have not been designed 
to work together and have little capability to communicate with 
each other.  Existing interim Land Force systems have limited 
capability for survival on the battlefield.  Development work has 
been duplicative. 
 
25.3  The systems and processes the Department uses to manage 
information technology are not adequate.  Information technology 
projects take an average of seven years to complete after funding 
is allocated.   With the current rate of change both in technology 
and in defence, there is a high risk that the technology acquired 
will be obsolete before it is implemented. 
 
25.4  There are plans for future information technology 
projects with projected costs of $1.2 billion that are not 
supported by adequate cost estimates or for which the need has 
already been filled by other means.  
25.5  Although we recognize that military operational 
requirements take top priority, we found that the Department did 
not have an adequate system in place to assess the cost-reduction 
potential of information technology projects or to weigh the 
benefits of cost reduction against other priorities.  As a result, 
the Department has not benefited from at least $700 million in 
possible savings.  Reduction in support costs would allow funds to 
be redirected to meet other military requirements. 
 
25.6  The Department has experienced difficulty in 
implementing complex, developmental information technology 
projects.  Of 12 projects we examined, three failed to deliver an 
adequate product.  A fourth project has expended most of its 
contingency fund before beginning the most complex development 
phase, while a fifth has spent 10 years and over $52 million in 
the project definition phase.  These five projects account for 93 
percent of the total value of the projects in the sample. 
 
25.7  The delivery of computer and telecommunications services 
is becoming more efficient, but much more remains to be done.  The 
Department plans to eliminate one of its two major data centres 
and has reduced telecommunication costs by about $10 million a 
year.  Although the Department recognizes that millions could be 
saved each year in telecommunications, adequate plans are not in 



place to realize those savings.  We estimate the savings at over 
$30 million per year. 
 
25.8  The Department is increasing its use of modern 
techniques and tools to maintain its computer software. 
 
25.9  The Department recognizes that it must change its 
approach to information technology and has set up a Defence 
Information Services Organization to manage that change. 
 



National Defence 
 
Infrastructure Reductions 
 
26.1  The Department of National Defence operates 30 Canadian 
Forces bases, several exercise and training areas, and numerous 
radar stations and other smaller fixed installations in every part 
of Canada.  It spends about $750 million annually to operate and 
maintain these sites, on which it has approximately 34,000 
buildings. 
 
26.2  The Department has carried out three major studies of 
its portfolio of infrastructure holdings since 1975, but has not 
adequately linked its portfolio to the requirements created by its 
force structure.  Overall, the portfolio is neither linked to the 
needs of war and emergency nor configured to minimize costs. 
 
26.3  Decisions intended to reduce Defence infrastructure 
holdings have been delayed because of government concern about the 
impact of base closures on local economies as well as the 
potential political impact. Our study of the closure of two bases 
-- Base Summerside and Base Portage La Prairie -- indicates that 
the government saved a substantial amount of money, when all costs 
are considered.  To date, the local economies have suffered few 
ill effects.  However, the absence of a coherent government 
framework for carrying out the closures and of a clear strategy 
for mitigating negative economic impacts led to enormous 
resistance in the communities concerned. 
 
26.4  The use of the federal budgetary process, with its 
attendant secrecy, provides no opportunity to prepare the labour 
force and communities for change, and to plan a strategy for 
government assistance.  After the 1989 Budget announcement of 
closures, emergency financial assistance was provided to affected 
communities; not all announced closures and reductions actually 
took place. 
 
26.5  An open process, as used in the United States and as 
recommended by the Minister's Advisory Group on Defence 
Infrastructure, would permit open, rational planning.  Although 
officials pointed out that such a process is time-consuming, major 
restructuring of Defence bases is required only infrequently. 
 
26.6  We compared current holdings with those of the 
Australian Defence Force and with alternatives considered by the 
Department during its own studies.  Both comparisons indicate that 
there will be room for further base reductions after the 1994 
Budget cuts have been implemented. 
 



National Defence 
 
Infrastructure Management 
 
27.1  The Department of National Defence administers the 
largest portfolio of property in the country.  Its capital 
construction budget is around $270 million, the largest in 
government.  It employs 2,000 military and 6,900 civilian person-
years to manage its infrastructure and spends over $750 million 
annually on personnel, operations and maintenance.  Of the 34,000 
buildings in its portfolio, roughly 24,000 are married quarters. 
 
27.2  Management of infrastructure acquisition needs to be 
improved.  As we pointed out in previous audits, the processes for 
capital acquisition are cumbersome.  Poor definition of 
requirements, design inconsistencies and a nine-year average 
completion time for projects resulted in excess costs to the 
Department, and projected savings from projects were not realized. 
Some major replacement construction projects were not supported by 
approved long-term force development plans. 
 
27.3  National Defence has complied with government directives 
and set up an environmental program.  However, the clean-up 
portion of the program will not be accomplished within the 
original objective of 10 years and may take as many as 20 years.  
Estimated costs are higher than planned resources.  Accountability 
for achieving the objectives is diffused.  The $700 million 
estimated cost for clean-up is significant, but has not been 
consolidated and reported fully to Parliament. 
 
27.4  Unsatisfactory accountability contributes to 
inefficiency and high costs in infrastructure management.  
National Defence has been slow to correct known problems, such as 
delays in the approval of capital replacement projects and losses 
on permanent married quarters.  Information systems are 
antiquated, poorly linked and provide little costing data.  Known 
cost-saving initiatives developed in one location are not 
implemented across the Department. 
 
27.5  The Department needs to make fundamental improvements in 
its management of infrastructure to match commercial quality.  We 
estimate a potential for operational savings of over $100 million 
per year.  National Defence's objectives for holding and managing 
permanent married quarters are unclear, and costs are excessive.  
The productivity of in-house maintenance trades is significantly 
lower than in the private sector.  Infrastructure is ageing and 
approximately $1.7 billion of maintenance has been deferred.  
Operating funds are being used to refurbish existing buildings or 
replace works because the process for construction approvals is 
excessively cumbersome. 
 
27.6  National Defence recognizes that change is necessary to 
reduce costs.  It is attempting to introduce business planning to 
improve accountability, is proposing a special operating agency to 



manage its permanent married quarters and is conducting trials of 
new management techniques.  There is no formal government support 
for exposing internal operations to competition, and certain 
provisions of the government's Work Force Adjustment policy work 
against such an approach.  National Defence's efforts to make its 
internal operations competitive with the private sector are 
lagging behind those of defence departments in certain other 
countries where legislative support exists.  Where it has taken 
initiatives, it has been successful in streamlining operations or 
achieving savings. 
 



Revenue Canada 
 
Customs Assessment Activities 
 
28.1  Canada collects about $4 billion a year in customs 
duties.  At the start of our audit, Customs had recognized that 
the existing assessment system was overburdened and inappropriate 
for today's rapidly evolving trade environment.  Our review found 
ample evidence that the system is overburdened.  Customs officers 
are unable to deal with the 21,000,000 transactions processed each 
year.  Of these, about 8 percent are reviewed.  In our opinion, 
this review is inadequate and allows importers to pay less than 
the required amounts of duty. 
 
28.2  Customs is addressing these problems by developing a new 
way of working called the New Business Relationship (NBR).  This 
project is an ongoing attempt to redesign the relationship between 
Customs and its clients.  We looked at two specific NBR 
initiatives that related to customs assessment and found them to 
be innovative and useful to clients who used them.  The more 
important of the two initiatives-periodic verification-has just 
passed through the pilot stage.  This initiative, which addresses 
the concerns of large importers, now must be widened to include 
more companies. 
 
28.3  Another area of concern involves origin and end-use 
audits.  Under free trade agreements, importers must present a 
certificate declaring that the goods being imported fall under the 
rules of origin.  We believe that these certificates could be more 
thoroughly checked.  We also found that not enough audits of 
preferential end-use provisions were being done.  A final area of 
concern is the appeal process, which, due to legislative 
constraints, we found to be slow and cumbersome. 
 



Revenue Canada 
 
Collecting Income Tax Debts 
 
29.1  In the last decade, Revenue Canada's goal, to stop or 
reverse the trend of growth in delinquent income taxes, has often 
proved to be unattainable.  From 1988-89 to 1992-93, the 
Department experienced sustained growth in the dollar value of 
delinquent income taxes.  This increase significantly outpaced the 
growth in net federal income tax revenue for that period.  The 
Department noted that the recession and slow economic recovery 
have affected the ability of many taxpayers to settle their 
accounts in a timely manner.  There was no year-over-year growth 
in delinquent income taxes in 1993-94; the value of these taxes 
remained relatively constant at the 1992-93 level. 
 
29.2  In an effort to curtail the rising inventory of tax 
debts, Revenue Canada undertook a number of initiatives and 
increased the number of collectors in 1992-93 and 1993-94.   
Approximately 10 percent of the Department's Taxation employees 
work on collection activities, and about $100 million, or 7 
percent of Taxation annual expenditures, are used to collect 
income tax debts. 
 
29.3  On 31 December 1993, about 1.6 million taxpayers (mostly 
individuals, including the self-employed) owed income tax 
totalling $9.2 billion.  At the time, 29,000 taxpayers had amounts 
in dispute.  Unpaid income tax debts (net of amounts not 
immediately payable under "taxes in dispute" legislation) amounted 
to $6.5 billion.  However, not all income tax debts are 
collectable. 
 
29.4  The Department estimates that of the $6.6 billion 
outstanding on 31 March 1994,  $1.1 billion might never be 
collected.  In our view, Revenue Canada's methodology for 
assessing collectability of income tax debts tends to overstate 
the potential cash value of this asset. 
 
29.5  The ratio of cash payments collected to value of 
accounts resolved has fluctuated over the past several years.  
Recently, it has decreased, dropping from 84 cents on the dollar 
in 1990-91 and 1991-92 to 79 cents in 1992-93.  One factor 
affecting this statistic is the level of income tax debts written 
off in a given year.  At current collection levels, for each one-
cent drop in average cash recovery, there is a reduction of about 
$34 million in revenue.  The Department forecasts that this ratio 
will increase to 81 cents in 1993-94.  
 
29.6  The Department has a number of initiatives under way 
aimed at improving collection operations, such as the introduction 
of a single business identifier number for all accounts within 
Taxation, Customs and Excise and an on-line management information 
system for collection activities.  The Department has successfully 
expedited payments on small balance accounts.  Departmental 



records indicate that payments of $22 million in 1992-93 and an 
estimated $57 million in 1993-94 have resulted from this 
initiative. 
 
29.7  Revenue Canada needs to further improve its operational 
and performance information to help ensure that tax collectors are 
handling accounts in a timely and productive manner. 
 
29.8  The Fairness Package has been used to forgive interest 
and penalties on unpaid amounts in certain circumstances.  Revenue 
Canada has neither kept records that would allow for the totalling 
of all adjustments nor adequately monitored the circumstances in 
which they were applied. 
 



Revenue Canada 
 
Goods and Services Tax: Audit and Special Investigations 
 
30.1  Revenue Canada relies upon registrants to assess their 
own Goods and Services Tax (GST) liability, file returns and pay 
amounts owing on time.  Self-assessment greatly facilitates 
administration of the GST.  During the introduction of the GST, 
the Department's strategy emphasized registrant education and 
assistance to ensure compliance with the legislation.  As the GST 
matures, the Department's strategy is shifting emphasis from 
education to other compliance activities. 
 
30.2  However, because some citizens fail to obey the law, 
well-targeted, credible sanctions against non-compliance are 
necessary.  Non-compliance has significant effects: it results in 
loss of tax revenue needed to fund government programs and to 
service the national debt; it places those who comply at a 
competitive disadvantage; it contributes to an inequitable 
distribution of the burden of taxation; and it undermines the 
integrity of the tax system.  When registrants do not remit GST 
collected from customers, they are misappropriating funds that 
belong to the government and creating a breach of trust. 
 
30.3  From 1991-92 to 1993-94, there has been continued 
improvement in terms of additional tax revenue assessed as a 
result of GST audits.  During this period, more than $2.1 billion 
was assessed by audit. 
 
30.4  While significant, this amount was below projections.  
For example, in 1993-94, it was projected that audits, excluding 
those conducted in the province of Quebec, would generate $1.36 
billion in additional tax assessments, but the actual amount was 
$613 million.  The variance was due, in part, to projections that 
may have been too optimistic, fewer resources devoted to audits 
than planned, and lack of effectiveness in the audits that were 
carried out. 
 
30.5  We reported in 1992 and 1993 that competing priorities 
have affected the development and implementation of enforcement 
activities such as registration and collection.  In this chapter, 
we observe the impact on audit and investigations.  Enforcement is 
impeded by a lack of information about registrants; by the absence 
of reliable tools for identifying and selecting registrants for 
audit; and by inadequate monitoring practices.  Because of these 
and other factors, 40 percent of all audits conducted in 1993-94 
did not result in additional tax assessments or reductions in 
refunds or rebates. 
 
30.6  Raising additional tax assessments is one objective of 
audit.  Another is to demonstrate enforcement efforts in the 
registrant population to remind people that they might be audited. 
 During the last three years, the number of GST audits has 
declined, and the number of investigations and prosecutions has 



been low.  Furthermore, close to one half of all audits consisted 
of limited checks conducted in GST offices, which do not generate 
significant awareness of enforcement among registrants. 



Revenue Canada 
 
Ensuring Fairness of the Income Tax System:  Detection of Non-
Filers and Special Investigations 
 
Ensuring Fairness of the Income Tax System:  Detection of Non-
Filers 
 
31.1  Filing a tax return is central to the Canadian income 
tax system.  It establishes the amount of tax owing and puts 
taxpayers on the tax roll so they can be monitored by Revenue 
Canada's enforcement programs, such as the Non-Filer Program.  The 
purpose of the Non-Filer Program is to identify taxpayers who have 
failed to file current tax returns and to secure the required 
returns from them. 
 
31.2  In 1993-94, Revenue Canada generated 509,000 tax returns 
through its Non-Filer Program, bringing in $124 million in income 
tax, plus an additional amount in interest and penalties.  Over 
half of these returns were received as a result of reminder 
notices issued by the automated non-filer system.  The remainder 
were obtained from follow-up by departmental staff of non-filers 
identified by the automated system, the document matching program, 
internal referrals and information from external sources.  The 
Department has increased its use of external sources and is 
continuing its efforts to access other sources. 
 
31.3  Due to missing social insurance numbers, the Department 
could not use automated document matching for millions of T5 
slips.  Limited manual tests of these slips, however, indicated 
that most taxpayers properly reported their T5 slips on tax 
returns.  While there is a small penalty for failure to provide a 
social insurance number, no penalties have been assessed.  
Instead, the Department is consulting with financial institutions 
on a plan for action, either separate or joint, to improve social 
insurance number compliance.  It intends to review the results of 
this effort before it reconsiders the need for a withholding 
requirement if a social insurance number is not provided.  
 
31.4  The Non-Filer Program has resulted in hundreds of 
thousands of returns and millions of dollars of tax revenue due 
under the Income Tax Act, but the Department does not know how 
effective it has been in enhancing taxpayer compliance.  For 
example, it does not know yet how many non-filers who are caught 
begin to file tax returns voluntarily thereafter.  The Department 
is currently developing an automated system designed to capture 
information for an evaluation of the subsequent compliance of non-
filers. 
 
Ensuring Fairness of the Income Tax System:  Special 
Investigations 
 
31.5  Tax evasion is a serious criminal offence. It results in 
a loss of revenue; it shifts the tax burden from dishonest 



taxpayers to honest taxpayers; and it creates unfair competition 
between businesses that abide by the law and those that don't. 
 
31.6  Criminal prosecution can be a powerful incentive to 
comply with tax laws and thus deter tax evasion. The Department 
detects tax fraud through its audit and other enforcement 
activities, investigates suspected cases of tax evasion and, where 
appropriate, recommends them to the Department of Justice for 
prosecution. The Special Investigations Division of Revenue Canada 
is responsible for enforcing the criminal provisions of the Income 
Tax Act.  
 
31.7  Suspected tax evasion cases identified by tax auditors 
and referred to Special Investigations have decreased by 50 
percent from 1,000 to 500 a year since 1990. 
 
31.8  Revenue Canada has planned to refer about 170 cases a 
year to the Department of Justice for prosecutions.  This target 
is based on the resources that have been assigned to Special 
Investigations.  It is not based on research to determine to what 
extent Special Investigations should be used in combatting tax 
evasion and in improving voluntary compliance. 
 
31.9  In order to achieve its target of 170 prosecutions a 
year, the Department has reduced the number of preliminary 
investigations and limited the number of tax years and tax 
offences to be investigated and recommended for prosecution in 
each case; in addition, the Department has relied heavily on the 
acceptance of guilty pleas. 
 
31.10 The main objective of special investigations and other 
enforcement activities is to improve voluntary compliance. 
However, Revenue Canada measures and reports the results of its 
various enforcement activities in terms of additional taxes 
reassessed, including penalties and interest. Measuring 
performance in terms of dollars of tax reassessed may encourage 
tax auditors to focus on potential dollar reassessments, which may 
be to the detriment of fulfilling the Department's obligation to 
detect tax evasion.  Furthermore, this performance measure  does 
not encourage accountability in achieving the objective of 
improving the level of compliance. The Department does not know 
the final disposition of those reassessments. 
 
31.11 Compliance research is essential if Revenue Canada wants to 
pursue a strategy of maximizing revenue and voluntary compliance. 
Despite our audit recommendation in 1990, the Department abandoned 
its research function in 1992. Recently, however, the Department 
has announced an initiative to reintroduce compliance research.  



Department of Finance and Revenue Canada 
 
Income Tax Incentives for Research and Development 
 
32.1  As part of its investment in science and technology, the 
federal government has encouraged research and development in the 
private sector through various income tax provisions for many 
years.  Canadian companies have taken up the incentives in 
increasing numbers over the past few years and are now claiming 
over $1 billion of investment tax credits annually. 
 
32.2  In common with most tax provisions, the tax incentives 
for scientific research and experimental development are demand-
driven.  Every taxpayer who complies with the incentive provisions 
of the Income Tax Act is entitled to the benefits.  Low levels of 
eligible spending by taxpayers result in low costs to the 
government.  High levels of spending by taxpayers result in high 
costs.  Ongoing and thorough monitoring of the incentives is 
required to manage the costs properly. 
 
32.3  In the past four years, many taxpayers have refiled tax 
returns for prior years after learning that they had carried out 
qualified activities but had not claimed the investment tax 
credits.  The 1994 Budget proposed changes restricting 
expenditures that qualify for the tax credits to those that the 
taxpayer identifies no later than 18 months after the year in 
which the expenditures were incurred.  This will help the 
Department of Finance in its monitoring of the costs of the 
incentives. 
 
32.4  The Department of Finance needs to monitor these tax 
incentives more thoroughly and systematically, in order to control 
their costs in foregone revenue and to ensure that the types of 
activities that qualify under the definitions and rules in the 
Income Tax Act are those the government wants to encourage. 
 
32.5  Data are an integral part of monitoring the incentives 
for both the Department of Finance and Revenue Canada.  Better and 
more reliable data need to be collected. 
 
32.6  The Department of Finance has plans to evaluate the tax 
incentives for research and development and has identified 
important issues to be addressed.  We encourage the Department to 
complete the evaluation studies and to publish the results as 
quickly as possible. 
 
32.7  The Department of Finance needs to improve its 
accounting for the tax incentives for research and development, 
particularly in the areas of projected costs and actual results.  
It is important for Parliament and the Canadian public to know 
what these incentives are achieving and what they are costing. 
 
32.8  In addition to its usual work of reviewing claims for 
compliance with the Income Tax Act, Revenue Canada has taken new 



approaches to delivering the tax incentives for research and 
development.  It has improved its review process so that all 
claims are now subject to some minimum verification.  However, the 
increasing workload is putting pressure on the Department's 
ability to administer the incentives in a timely and consistent 
manner. 
 



Department of Finance and Revenue Canada 
 
Tax Assistance for Retirement Savings 
 
33.1  The federal government provides tax assistance for 
retirement savings (TARS) through the Canadian income tax system. 
 The primary purpose of TARS, as derived from the Department of 
Finance's publications, is to encourage Canadians to save for 
their retirement.  Another objective is to ease financial pressure 
on public pension and social security programs.   The government 
has estimated that the amount of deferred tax revenue it did not 
collect in 1991 because of the TARS program was about $15 billion, 
or 2.2 percent of gross domestic product.  This figure excludes 
provincial tax expenditures for retirement savings. 
 
33.2  In 1992, approximately 7 million Canadian tax filers 
received tax assistance for retirement savings as contributors to, 
or members of, either registered pension plans (RPPs) or 
registered retirement savings plans (RRSPs), or both.  About 5.2 
million people and their employers contributed $19.7 billion to 
RPPs, while about 4.8 million individuals contributed $16 billion 
to RRSPs.  In 1992, withdrawals amounted to $19 billion from RPPs 
and $4.7 billion from RRSPs, and the assets accumulated in plans 
were $417 billion. 
 
33.3  Accountability for the costs and results of tax 
assistance for retirement savings needs to be improved.  The 
Department of Finance needs to state clearly the objectives of the 
TARS program, and to improve monitoring and reporting of its 
costs, workings and results annually in order to foster scrutiny 
and evaluation.  It also needs to develop alternative cost 
estimates to assist policy makers in assessing the long-term 
fiscal implications of TARS.  The Department should ensure that 
its evaluations address key results and other issues of major 
concern.  
 
33.4  While Revenue Canada has adequate procedures for 
reviewing and approving contributions to defined benefit plans and 
for verifying pension adjustments, its monitoring of registered 
plans' compliance with the Income Tax Act needs to be 
strengthened.  The current compliance strategy needs to be 
reviewed and revised, as appropriate.  The Department needs to 
develop, keep, report and use summary information on the nature, 
extent and revenue implications of identified non-compliance.  It 
needs to document compliance profiles for registered plans.  It 
also needs to increase the level of audit coverage of registered 
plans, and implement procedures to verify RRSP contributions, 
transfers between plans, and transactions of deferred profit 
sharing plans.  Finally, in collaboration with the Department of 
Finance, Revenue Canada needs to establish effective penalties for 
cases of non-compliance where revocation of registration is 
considered inappropriate.  
 



33.5  Both Finance and Revenue Canada need to improve the 
information provided to Parliament on TARS.  We are concerned 
about inadequate documentation to support the cost estimates that 
Finance provided to a parliamentary committee in 1990.  Finance 
needs to ensure that the results of its evaluation studies are 
provided to Parliament.   



Public Works and Government Services Canada  
 
Management and Operation of Crown-owned Office Buildings 
 
34.1  Extensive internal and external changes are impacting on 
the Public Works component of Public Works and Government Services 
Canada.  These include:  an ageing inventory, a marked downturn in 
the real estate market, a restructuring of government departments, 
innovations in workplace design and modifications in the 
requirements for office space. 
 
34.2  To meet these challenges, the Department needs to 
improve its strategic management of real property.  It should 
ensure that accommodation planning is better linked to government 
program plans and is carried out in close collaboration with 
Treasury Board and other key players who share this 
responsibility.  The Department's two recent policy initiatives, 
the National Investment Strategy and Shared Accommodation 
Leadership, should help foster a strategic approach. 
 
34.3  In general, the 28 office buildings we examined - some 
old and deteriorating, others quite modern - were reasonably well 
operated and maintained, providing an adequate quantity and 
quality of space to federal departments. 
 
34.4  More efficient management of Crown-owned office 
buildings and opportunities for savings are possible through 
developing and carrying out a renovation policy to optimize space 
usage and implementing energy and water savings initiatives.   
34.5  The government faces two fundamental issues:  Should 
departments pay rent for accommodation?  Should departments have 
greater freedom in choosing their own office space?  These issues 
need to be addressed as a matter of urgency. 
 
34.6  Since space is provided free to most departments, there 
is little incentive for them to limit their use of it.  In order 
to ensure proper management of office accommodation, the 
government should hold tenant departments accountable for the 
efficient use of their office space. 
 
34.7  Public Works and Government Services Canada should 
provide office accommodation and service to departments with clear 
and consistent delineation of staff roles and responsibilities and 
project leadership. 
 
34.8  While carrying out initiatives to simplify and reduce 
the costs of its services and administrative practices, the 
Department should improve its management information on asset 
condition, building maintenance and operating costs and 
performance, and departments' use of space. 
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Matters of Special Importance and Interest 
 
Main Points 
 
1.1  Facing up to a difficult, challenging situation.  The country 
faces a difficult, challenging situation amid political, economic and 
social changes that reverberate throughout the world.  While Canada 
remains one of the best places in the world in which to live, Canadians 
cannot afford to be complacent. 
 
1.2  The tough choices are now.  The government is providing more 
information on debt and the deficit.  This information demonstrates the 
grave consequence of the interest bite -- so many of Canadians' tax 
dollars are going to service the debt, rather than to support needed 
programs.  This reduced financial manoeuvrability is one of the 
country's major challenges and points to the urgent need for innovation 
and the re-engineering of government. 
 
1.3  Four areas that require ongoing attention.  This chapter 
identifies four areas where sustained action is required.  First, there 
is a need to strengthen the performance of the tax system.  Second, 
there is a need to find savings for Canadians through better management 
of federal programs and national assets such as real property.  This 
Report identifies potential opportunities worth exploring, in the 
hundreds of millions of dollars.  Third, the government needs to find a 
better way to manage a $7 billion annual investment in science and 
technology.  Fourth, governments must continue to find practical ways 
to manage parallel federal and provincial jurisdictions. 
 
1.4  Update on an intractable issue.  In addition to those four 
areas, the chapter includes an update on an "intractable issue" in the 
federal government -- public service renewal.  The chapter provides a 
brief summary of the Office's plans to enhance its service to 
Parliament through three additional reports each year, as well as a 
response to the proposed establishment of a Commissioner of Environment 
and Sustainable Development.  The chapter concludes by noting that the 



country faces some tough challenges ahead.  I believe Canada is capable 
of meeting those challenges. 
 
Introduction 
 
Facing up to a Difficult, Challenging Situation 
 
1.5  Canadians hear daily of global events that are often 
troubling, unforeseen and seemingly impossible to resolve.  The 
political, economic and social changes reverberating throughout the 
world affect us.  It is a disquieting time in the lives of individuals, 
families, communities and nations.  Change is occurring at a rapid 
pace, and we are often unable to predict the events of tomorrow.  We 
may long for a different environment, a slower rate of change, a more 
stable world, but those are not the realities we face. 
 
1.6  Nevertheless, Canadians are fortunate:  we remain steadfast 
in the pursuit of our aspirations for prosperity, peace and democratic 
leadership.  In surveys conducted on a global scale by the United 
Nations and other international agencies, Canada remains one of the top 
countries in the world in the quality of life it offers its citizens.  
Around the world, millions of people seeking a better life are anxious 
to emulate the way Canadians live. World leaders look to Canada for 
models of social and economic policies to protect and promote the well-
being of their citizens.  While Canadians enjoy relative peace, 
prosperity and security, we are increasingly aware that Canada cannot 
isolate itself from international events. 
 
1.7  Canadians cannot be complacent.  Our nation is facing new and 
challenging situations, within and outside our boundaries, that could 
affect the quality of life for present and future generations.  The 
economy is undergoing structural changes.  Individual Canadians are 
uncertain about their own future, and the future of their children.  
Universal entitlements are shadowed by a lack of financial resources 
and the need to re-evaluate the allocation of those resources.  
Citizens wonder whether Canada can continue to provide the same systems 
of health care, old age income support, unemployment insurance 
benefits, job creation programs, support for education, social 
assistance, foreign aid and peacekeeping. 
 
Reduced Fiscal Manoeuvrability 
 
1.8  There are good reasons for Canadians to be concerned.  
Persistent deficits and growing debt have become a fixture of the 
financial condition of successive governments for two decades.  Public 
Accounts across Canada reported that, in the fiscal year ended 31 March 
1993 (the last year for which we have complete federal and provincial 
information), the federal, provincial and territorial governments added 
$68.3 billion to their combined debt burden:  up 12 percent over the 
previous year.  The added debt load pushed the net debt of governments 
to a record high of $639.1 billion, or just under $23,000 per Canadian: 
an approximately five-fold increase compared to Statistics Canada 
estimates for a decade ago.  The obvious question is, how much debt can 
Canada afford to carry? 



 
1.9  This is an issue of paramount concern to the country and to 
the Office.  Last year's Report addressed these important issues in 
Chapter 1 and in Chapter 5, "Information for Parliament -- 
Understanding Deficits and Debt".  Our objective was to help Canadians 
gain an appreciation of the country's financial condition, rather than 
to point toward specific solutions.  The Office made four 
recommendations: 
 
 • Succinct annual report.  In a single document, such as a 
succinct annual financial report, the government should report a 
suggested set of five financial indicators. 
 
 • Forum for discussion.  The federal government should develop 
an appropriate forum for rational discussion of budget choices. 
 
 • Indicators for "Canada, Inc."  The government should work 
with the provinces to develop debt indicators on a consolidated basis. 
 
 • Long-term projections.  The government should provide longer-
range projections of anticipated values for key indicators, projecting 
anticipated fiscal manoeuvrability over 30 to 40 years. 
 
1.10  The Office is pleased that the government has, in fact, taken 
action on the first two recommendations and announced its intention to 
explore the third.  Specifically, the government included a helpful 
summary section in the Public Accounts.  This fall it published for the 
first time a succinct annual report.  In addition, the Minister of 
Finance announced his intention to review with the provinces the need 
for relevant information on debt and deficits.  The government has 
initiated consultations, with a view to establishing a more open budget 
process. 
 
1.11  These are important steps and I am gratified by the 
government's actions.  However, I remain convinced that there is a need 
for longer-term projections that extend beyond the traditional five-
year horizon.  The debt burden keeps growing and the Office believes 
information over a longer time horizon will help support the tough, 
long-term choices needed to manage the size of the debt and put us back 
in a position where interest payments on the debt no longer constrain 
our manoeuvrability. 
 
1.12  Among the five indicators we wrote about last year, the 
interest bite illustrates the squeeze that interest payments cause.  In 
1968 the interest bite was only 13 percent.  By 1994 it had risen to 33 
percent.  What this means is that, for every dollar the government 
collected in 1968, 13 cents went to pay interest on debt; today, it is 
33 cents.  This strain on resources is one of the country's major 
challenges and limits Canada's ability to deal with pressing national 
and global issues.  The grave consequence of the interest bite is that 
so many of Canadians' tax dollars are going to service the debt, rather 
than to support needed programs.  These debt servicing costs crowd out 
spending that could benefit taxpayers. 
 



1.13  The strain of a high interest bite will continue to plague 
all levels of government as long as the public debt load remains high. 
 The key indicator that reflects the debt load is the ratio of debt to 
gross domestic product.  An increase in this ratio means that the 
volume of debt is growing faster than the income base the government 
draws on to generate its revenues.  As shown in the government's Annual 
Financial Report for 1993-94, the legacy of growing government deficits 
has resulted in federal debt equal to more than 71 percent of the gross 
domestic product: approximately four times as much as two decades ago. 
 
1.14  Bringing order to Canada's finances means finding ways to 
increase the growth in the economy while, at the same time, keeping in 
check both the interest payments on the debt and our expenditures on 
the regular business of government.  Clearly, any economy like Canada's 
will benefit from growth.  But relying exclusively on economic growth 
does not deal with the underlying structures of government programs 
that, among other things, led to this fiscal predicament.  Compounding 
the problem is the dilemma that the larger the interest payments we 
make on our growing debt, the tighter the control must be on other 
expenditures. 
 
The Tough Choices Are Now 
 
1.15  This reduced fiscal manoeuvrability is the overriding reality 
that governments face in allocating resources today.  It is also the 
driving force behind efforts to re-engineer government, such as the 
program reviews under way in the federal government.  As governments 
face the challenge of serving their constituents with relatively fewer 
resources and reduced discretionary funds, they must evaluate and 
redesign the administration and delivery of existing and proposed 
programs.  Globally, governments are trying to find innovative ways to: 
 
 • increase the efficiency and effectiveness of public sector 
administration; 
 
 • evaluate and realign priorities; 
 
 • increase co-ordination between levels of government, where 
possible,  to avoid unnecessary administrative duplication; and 
 
 • promote economic growth by investing in the future, through 
programs such as research and development incentives, manpower 
training, and other proactive investments. 
 
1.16  Our federal and provincial governments face these same 
challenges.  Canadians used to be able to say that there were tough 
choices ahead, but "ahead" is now. 
 
1.17  In light of reduced fiscal manoeuvrability, Canada, like 
other nations, must "re-engineer" government.  We are past the point 
where incremental improvements and across-the-board percentage cuts are 
sufficient.  The government must look at its primary goals and 
objectives when evaluating existing programs and services and other 
identified needs.  This is dramatically different from across-the-board 



percentage cutbacks.  In  re-engineering, there is a recognition that a 
solution may well include the complete elimination of some programs, 
the complete restructuring of other programs and the introduction of 
new initiatives.  In the current economic context, emphasis must be 
placed on meeting the essential needs of Canadians in the most 
innovative, efficient and effective ways.  The objective of this Report 
is to support that process. 
 
Areas That Require Ongoing Attention 
 
1.18  This chapter identifies four areas that I believe require 
sustained attention.  First, there is need to strengthen the 
performance of the tax system.  Second, there is a need to find savings 
for Canadians through better management of federal programs and 
national assets such as real property.  Third, the government needs to 
find a better way to manage a $7 billion annual investment in research 
and development.  Fourth, governments must find practical ways to 
manage parallel federal and provincial jurisdictions. 
 
1.19  Of the four issues that require sustained attention, I have 
chosen to emphasize throughout this Report the need to strengthen the 
performance of the tax system.  To increase fiscal manoeuvrability, the 
government needs to address both the revenue and the expenditure sides 
of the deficit equation.  To ensure a stable source of revenue,  Canada 
needs a strong and productive economy with an equitable portion of that 
revenue paid to the government through the tax system.  A stable source 
of revenue also requires a fair and efficient tax collection process. 
 
Strengthening the Performance of Our Tax System 
 
Integrity, fairness and equity are the goals 
 
1.20  Honesty and taxpayers' good will are the foundation of a 
self-assessment tax system.  Canada has chosen such a system for 
collecting taxes.  This means that Canadians are expected to understand 
the tax laws and comply with them.  It is the government's 
responsibility to assist them in understanding how to meet their tax 
obligations.  Taxpayers are expected to report their income truthfully 
and to pay their taxes, and they have a right to expect that everyone 
else does the same.  They have a right to expect that those who do not 
pay their fair share will be detected and dealt with accordingly.  
Nobody wants to pay someone else's taxes, and no one has respect for 
people not paying their fair share of taxes.  Non-compliance gives the 
dishonest an unfair advantage over honest taxpayers. 
 
1.21  The success of the tax system depends ultimately on the 
public's willingness to meet its tax responsibilities through voluntary 
compliance.  This willingness is fostered when government shows respect 
for the taxpayer.  Respecting the taxpayer means much more than 
treating taxpayers with courtesy and fairness.  It means achieving a 
proper balance between facilitation and enforcement efforts; it means 
maintaining taxpayers' confidence that their money is well spent, that 
it is achieving results. 
 



1.22  Previous auditors general have observed that it behooves 
government to be firm, fair and vigilant, noting that if taxpayers 
begin to sense that others are taking advantage of the system, their 
perception could have an immense negative impact on the ability of 
future governments to collect taxes. 
 
1.23  A tax system must be backed by appropriate enforcement 
strategies to facilitate compliance and to penalize those who do not 
comply.  There must also be an effective collection strategy.  Two key 
pillars of the Canadian government's strategy for collecting income 
taxes are "deduction at source" and "third-party reporting" through, 
for example, the requirement to deduct income taxes from wages and the 
reporting on T5 slips of interest paid.  These measures allow the 
government to get much of its revenue up front, and to verify the 
income reported by taxpayers with the information provided by third 
parties.  Income tax deducted by employers amounted to over 60 percent 
of personal income taxes collected by the government in 1992-93. 
 
1.24  It is the role of Parliament to ensure that there is well 
thought out, equitable legislation in place that is consistent with 
fiscal realities and government objectives.  The Government of Canada 
has chosen to separate the development of tax policy from the 
administration of the tax system, with the Department of Finance 
primarily accountable for policy and Revenue Canada accountable for 
administration.  Parliament plays an oversight role, holding the 
government to account for the overall functioning of the tax system. 
 
1.25  This Office has a statutory requirement to bring to the 
attention of Parliament any situation where the rules and procedures 
applied have been insufficient to secure an effective check on the 
assessment, collection, and proper allocation of revenue.  The balance 
of this section of Chapter 1 summarizes the Office's work over the past 
five years, concluding that there is a pressing need for closer 
parliamentary scrutiny of tax policy and administration, to strengthen 
the performance of our tax system. 
 
Revenue Canada has shown that it can be flexible and innovative 
 
1.26  Until recently, Revenue Canada operated as two departments -- 
Customs and Excise, and Taxation -- each with its own Deputy Minister. 
 Today, the Department has one Deputy Minister and is in the process of 
merging its activities to allow greater integration.  Clearly, this is 
a large and challenging undertaking, and creates a department that 
handles approximately 30 million tax returns a year, collects gross 
revenue of more than $180 billion and has over 40,000 employees. 
 
1.27  Audit work over the past five years has demonstrated that the 
Department has made progress in improving services to taxpayers.  
Processing of tax returns generally is done in a timely manner.  A 
dispute resolution process for settling disagreements between taxpayers 
and the Department is in place and functions in a fair and equitable 
way.  The Department has undertaken a number of initiatives to deal 
with weaknesses in the tax system.  Chapters in this Report highlight 
areas that must be dealt with on a priority basis. 



 
1.28  We have serious concerns about the amount of unpaid income 
tax assessments.  As noted in Chapter 29, "Revenue Canada-Collecting 
Income Tax Debts", in the last decade, the Department's goal to stop or 
reverse the trend of growth in delinquent income taxes has, for the 
most part, proved to be unattainable.  Accounts receivable from 
taxpayers for income taxes -- at least, those not in dispute -- have 
risen from $4.2 billion in 1989 to $6.6 billion today.  What is 
troubling is that the age of many of these receivables suggests that a 
significant portion may never be recoverable.  According to the 
Department, about 17 percent, or $1.1 billion, may never be collected; 
in the Office's view this figure may be understated. 
 
1.29  These receivables are an important national asset, and 
leaving them uncollected has a serious impact on the deficit.  A one-
cent increase in the average amount recovered for each dollar owed 
would result in an additional cash injection of $34 million.  Clearly, 
reducing deficits through more effective tax collection is preferable 
to raising taxes.  The Department has a number of initiatives under way 
to improve tax collection.  In my view, enhancements to certain areas 
of collections, noted in Chapter 29, could generate millions of dollars 
of additional revenue and lower the cost of collections. 
 
Enforcement activity levels are low 
 
1.30  Recent pronouncements by the Minister of National Revenue and 
the Minister of Finance say that levels of compliance are 
deteriorating.  The Office's concern is that there may be a growing 
risk that the tax base is eroding. 
 
1.31  On the topic of the underground economy, the Minister of 
National Revenue recently noted: 
 
As you are probably aware, estimates vary widely depending on the 

methodology that is used, from 2.5 or 3 percent of GDP to over 20 
percent - or $20 billion to $140 billion. 

 
The underground economy and tax evasion is making it difficult for 

governments to reduce deficits and eventually cut taxes, not to 
mention its impact on government programs and services. 

 
For the past five years, the Office has been concerned that enforcement 
activity levels are low.  For example, our 1989 chapter on Customs and 
Excise noted that the reduction of audit resources had resulted in a 
marked decline in audit coverage over the years.  Departmental data 
have shown record low rates of audit penetration.  The 1990 Report 
chapter on enforcement concluded that coverage had declined to such a 
low level that it was a cause of concern as to whether enforcement was 
acting as an effective deterrent to non-compliance.  The Office 
reported in 1992 that competing priorities have affected the 
development and implementation of GST enforcement activities. 
 
 
1.32  Audits of GST registrants have resulted in $2.1 billion of 



additional assessments.  However, there still is cause for serious 
concern.  For example, Chapter 30, "Revenue Canada - GST Audit and 
Special Investigations", reports that the audit presence in the GST 
registrant population has declined and the investigative presence has 
been weak.  This is especially worrisome because an assessment or a 
reassessment for GST must generally be issued within four years after 
the day on which the taxes become payable.  For many registrants, the 
four-year period is almost over.  We also noted that the revenue 
generated from GST audits was far below projections.  Overdue 
receivables from GST have risen from $650 million in March 1993 to over 
a billion dollars today.  Non-compliance with GST regulations is a 
serious matter.  When registrants do not remit GST collected from their 
customers, they are misappropriating funds that belong to the 
government and are creating a breach of trust. 
 
1.33  Chapter 31 of this Report, "Revenue Canada - Ensuring 
Fairness of the Income Tax System", raises similar concerns in the area 
of special investigations.  In the last five years, the Department has 
planned to refer, on average, 170 cases a year for prosecution.  Actual 
referrals have been approximately 150 per year.  These numbers are not 
based on research to determine the extent to which criminal 
investigations should be used to combat tax evasion, but on the 
availability of resources.  As well, there has been a 50 percent 
decline in auditors' referrals of potential tax fraud cases to Special 
Investigations over the last four years.  Chapter 31 also documents the 
Department's concern about "non-filers", or taxpayers who choose not to 
participate in the tax system.  Chapter 33, "Department of Finance and 
Revenue Canada - Tax Assistance for Retirement Savings", points out the 
need to increase the level of audit coverage of registered savings 
plans, and to implement a program for verification of over $16 billion 
a year in annual RRSP contributions. 
 
1.34  The need to manage tax expenditures.  In addition to the need 
for better collection and enforcement strategies, there is a need for 
better management of tax expenditures.  Tax expenditures are 
instruments to provide relief from the payment of taxes through income 
exclusions and deductions, tax credits and deferrals.  Put in place to 
promote social or economic purposes, they represent an alternative to 
direct expenditures as a form of government assistance.  However, they 
are called tax expenditures because the net impact on government 
finances is similar to that of direct government expenditures.  A 
dollar of revenue intentionally foregone is just as important as a 
dollar spent.  This Office does not express an opinion on whether 
government support should take the form of tax expenditures or direct 
expenditures.  Rather, our concern is that both be managed and 
accounted for adequately. 
 
1.35  In 1986, the Office conducted a study of tax expenditures, 
which at that time were estimated to be $28 billion annually.  Since 
then, the amount has increased to $37 billion.  In 1986, the Office 
expressed serious concern that the Department of Finance was not 
adequately managing tax expenditure programs.  Given their magnitude, 
the Office expects to see clear statements of their objectives and 
anticipated results, and evaluations of actual results.  There should 



be periodic monitoring, oversight and, possibly, changes to programs to 
achieve their objectives.  In addition, there should be comprehensive, 
timely and meaningful disclosure to Parliament of information on tax 
expenditures. 
 
1.36  Two chapters in this Report suggest that the Department of 
Finance is not managing tax expenditures with the due care expected in 
direct expenditure programs.  Chapter 32, "Revenue Canada - Income Tax 
Incentives for Research and Development", reports that the Department 
of Finance is not adequately monitoring and evaluating tax expenditures 
on research and development.  Chapter 33 on tax assistance for 
retirement savings concludes that the accountability for costs and 
results of the substantial tax assistance for retirement savings needs 
to be improved.  In the Office's view, there is an urgent need for the 
Department of Finance to meet its full responsibilities for the 
management of tax expenditures. 
 
1.37  For direct expenditure programs, Parliament is routinely 
provided with estimates of anticipated expenditures, as well as 
information on objectives and some information on results.  In 
addition, it receives information on direct expenditures from the 
Public Accounts.  But Parliament does not receive this type of 
information on tax expenditures.  The minimal information it does 
receive is not sufficient to allow it to exercise a systematic 
oversight of "spending" through the tax system. 
 
Parliament can help strengthen the performance of our tax system 
 
1.38  Currently, two standing committees of the House of Commons 
deal with revenue issues -- the Public Accounts Committee and the 
Standing Committee on Finance.  As well, other committees are involved 
in revenue issues when tax expenditures touch on their area of 
expertise.  For example, the tax incentives for research and 
development would fall within the purview of the House of Commons 
Standing Committee on Industry. 
 
1.39  In the area of tax compliance, parliamentary committees may 
wish to review whether the tax base is being maintained, and to review 
the extent to which Revenue Canada has implemented an effective 
compliance strategy for both the taxed and the untaxed economy.  
Parliamentary oversight would be easier if the Department were able to 
advise Parliament about the results of its enforcement activities, 
including the impact on compliance.  The results of the Department's 
efforts are reported in its Part III of the Estimates only in terms of 
additional taxes, penalties and interest reassessed. 
 
1.40  In the area of tax expenditures, there is a need for 
parliamentary committees to be provided with information annually on 
the costs of tax expenditure programs and their expected results, so 
that they can get a complete picture of the government's involvement in 
a particular policy area.  There is also a need to provide periodic 
information on the results these tax expenditures are achieving, in 
order to hold the government to account for its spending through the 
tax system.  This is particularly important in areas where tax 



expenditures are used in conjunction with direct expenditures to 
achieve policy objectives.  Last year, Chapter 1 pointed out the need 
for strategic evaluations that deal with sectoral issues.  Such 
evaluations should include related tax expenditures. 
 
1.41  The success of our tax system depends on the confidence and 
co-operation of taxpayers.  This confidence is based on a perception of 
fairness in the system, the achievement of value for taxpayers' money 
and the integrity of our leaders.  Parliament has a key role to play in 
upholding these principles and, by doing so, will help to preserve a 
vital national asset, our tax base.  In November 1993 the Minister of 
Finance reported: 
 
The underground economy is not all smugglers.  It is hundreds of 

thousands of otherwise honest people who have withdrawn their 
consent to be governed, who have lost faith in government.  That 
is why over the next four years, one of the most important things 
we can do is to re-establish the credibility of government and, to 
do that, we must restore control over the nation's finances. 

 
1.42  In my view, we cannot overestimate the importance of 
protecting the integrity of the tax base, which provides the essential 
revenues to fund government services.  The tax base is one of the most 
valuable assets of a civilized society.  All stakeholders -- 
parliamentarians, governments and the Canadian public -- must make 
every effort to preserve it.  The Office will continue to monitor the 
performance of our tax system and report back to Parliament annually. 
 
Finding Savings for Canadians 
 
Opportunities worth exploring 
 
1.43  The Office is committed to making a difference for the 
Canadian people by promoting, in all our work for Parliament, 
answerable, honest and productive government.  This section of Chapter 
1 describes some opportunities for savings that the Office believes are 
worth exploring.  The Office recognizes that, at this particular 
juncture, the government and public servants are also looking for ways 
to find savings for Canadians.  On balance, our work suggests that 
reducing government expenditures has begun, but much more needs to be 
done.  The Public Accounts Committee and other concerned parliamentary 
committees may wish to explore some of these opportunities in greater 
detail with the departments and agencies accountable for managing the 
expenditures. 
 
1.44  These examples are drawn from the current audits where the 
Office was able to quantify savings.  Because the Office audits major 
departments on a cyclical basis, the list is not exhaustive.  In the 
future, the Office will report examples from other programs and 
departments. 
 
1.45  Opportunities for more productive spending.  In some 
instances, departments have not moved quickly enough to take advantage 
of known opportunities to reduce costs.  We report in Chapter 25, 



"National Defence -- Information Technology", that the Department did 
not have an adequate way to compare the importance of its information 
technology projects, or to weigh their cost-reduction benefits against 
other priorities.  As a result, the Department has not taken advantage 
of at least $700 million in possible savings.  The issue here is one of 
productive spending.  While the savings might not have resulted in a 
reduction in the deficit, the funds could have been better directed to 
meet other military needs. 
 
1.46  Opportunities for cost recovery.  There are also 
opportunities for the government to save tax dollars through recovering 
program costs.  The Office estimates that fully applying the federal 
government's cost-recovery policy to food inspection could recover more 
than $200 million annually.  This is described in more detail in 
Chapter 13, "Federal Management of the Food Safety System".  As 
reported in Chapter 20, "Environment Canada -- Ice Services", the 
Department of the Environment is seeking to increase revenues from 
cost-recovery of ice information services. 
 
1.47  An opportunity to save even more.  Chapter 25 reports that 
the Department of National Defence has already reduced 
telecommunications costs by about $10 million a year, and plans to 
generate more savings by eliminating one of its two major data centres. 
 The Department recognizes that additional savings could be achieved, 
but adequate plans to do so are not in place.  We estimate the 
potential additional savings to be more than $30 million each year. 
 
1.48  As noted in the next section, tens of millions of dollars in 
costs could also be avoided by improving the government-wide management 
of federal real property. 
 
Managing tens of billions of dollars in real property in a way that 
recognizes its value 
 
1.49  There is no definitive estimate of the value of the 
government's extensive real property holdings in land, buildings, 
laboratories, office accommodation, airports, military bases, etc.  
However, 1985 estimates ranged from $40 billion to $60 billion.  The 
government's real property holdings not only are a significant national 
asset, but also require large annual expenditures on management, 
maintenance and repair.  Chapter 12, "Aspects of Federal Real Property 
Management", and other chapters in this Report describe the management 
of approximately two thirds of the government's real property 
portfolio. 
 
1.50  Since 1986, the government has undertaken major initiatives 
to improve its real property management practices, including important 
structural changes.  These include the creation of the Bureau of Real 
Property and Materiel in the Treasury Board Secretariat; the transfer 
of special-purpose buildings, such as laboratories, to user 
departments; and changes to the legal and regulatory framework for the 
management of real property.  However, whether the changes have 
resulted in improved real property management across the government has 
yet to be demonstrated. 



 
1.51  Improvements needed in management tools and practices. Some 
management tools considered in the private sector to be essential to 
making informed decisions on managing real property  are not in place 
in the government.  One such tool is a management information system 
that provides current and comparable data on real property holdings to 
support policy decisions on acquisition, divestiture and maintenance. 
 
1.52  Moreover, the government needs to improve management 
practices.  An operational review conducted for Public Works and 
Government Services Canada by external consultants estimates that $12 
million in annual costs could be avoided through the reduction and 
simplification of that Department's administrative practices in the 
management of federal real property.  And Chapter 27, "National Defence 
- Infrastructure Management" reports that National Defence has the 
opportunity to make significant improvements to its management of 
infrastructure. 
 
1.53  The Office's work demonstrates that departments can achieve 
significant savings by better compliance with existing policies.  
Chapter 34, "Public Works and Government Services Canada - Management 
and Operation of Crown-owned Office Buildings", reports a government 
estimate that $100 million in annual costs could be avoided through the 
adoption of energy conservation measures in federally owned buildings. 
 The Department of the Environment estimates that $30 million in annual 
costs could be avoided through improving the efficiency of water use in 
all federal facilities.  Achieving these savings would require 
significant initial capital investments by the private sector firms 
contracted to do the work, who would then be repaid from the savings. 
 
1.54  There is a need for the government to review the existing 
policy and management frameworks.  Such a review would assess whether 
the roles assigned to the custodial departments and the central 
agencies ensure that departments are able and encouraged to exercise 
sound management of these costly resources. A framework that removes 
some constraints and provides better incentives would encourage 
departments to economize in their use of real property.  There is also 
an overriding need for central agencies and custodial departments to 
work together to produce  a long-term strategy. 
 
1.55  Long-term implications of decisions on real property.  One 
key issue in real property management is making decisions on the size 
of the portfolio.  These decisions have long-term implications and are 
critical to the reduction and control of future expenditures.  Once a 
decision has been made to acquire or retain real property, the costs to 
hold, operate and maintain it are relatively fixed.  Decisions to 
dispose of real property such as federal buildings in small towns, or 
the closing down of military bases, are especially difficult for the 
government and the people affected by these decisions.  The government 
currently is facing a number of such tough decisions in an era of 
government restructuring and downsizing.  Chapter 26, "National Defence 
-- Infrastructure Reductions", illustrates the complexities of this 
issue.  Decisions to close military bases should be consultative and 
open and  include the affected communities. 



 
1.56  The real issue is cutting future losses rather than "saving 
money".  The need to make decisions on the retention, disposal and 
maintenance of the government's inventory of real property is 
especially critical at a time of rising concern about the federal 
deficit.  In these circumstances, there is an increased risk that 
short-term decisions will be made to minimize the effect on the annual 
deficit and will increase total government expenditures over the long 
term.  These include decisions to use operating leases instead of Crown 
purchase or construction, and to use lease-purchase arrangements or 
other "off balance sheet" arrangements. 
 
1.57  In exercising its oversight function, Parliament may wish to 
ensure  that the long-term interests of Canadians are not sacrificed to 
minimize the deficit in the short term.  Because of the long-term, 
inflexible nature of real property, strategies must transcend short-
term government or political objectives.  The Standing Committee on 
Operations may wish to explore opportunities to be realized in real 
property management. 
 
The Need to Treat a $7 Billion Annual Investment in Science and 
Technology as a Strategic National Asset 
 
Science and technology is a dominant vehicle of economic growth 
 
1.58  The global economy is increasingly driven by knowledge-based 
industries.  According to the Secretariat for Science and Technology 
Review, in constant-dollar terms, global production by high-technology 
industries more than doubled between 1980 and 1990.  This compares with 
a 23 percent increase in other manufacturing industries.  Research and 
development is a vital tool in the leap from a resource-based economy 
to one based on meeting consumer needs for services and products.  It 
is an integral part of any nation's global competitiveness. 
 
The evolving role of government 
 
1.59  Canada has recognized these developments.  The federal 
government participates in science and technology through an investment 
of $7 billion per year:  $6 billion in program support and $1 billion 
in tax incentives.  The $6 billion dollars represents over 10 percent 
of the government's total  non-statutory spending. 
 
1.60  The federal government is a major player in research and 
development in Canada.  Partners in research and development include 
universities, the provinces and the private sector.  In 1993-94 the 
federal government spent $1.7 billion on research and development in 
over 150 laboratories. 
 
1.61  The federal contributions to research and development are 
used for three basic purposes:  creating wealth, managing risk and 
improving quality of life, and advancing knowledge through basic 
research.  Wealth creation involves, for example, the development of 
new technologies to increase the competitiveness of the Canadian 
economy.  Managing risk and improving quality of life includes research 



to support regulation in environmental and health areas, for example, 
to ensure the safety of foods and drugs, to set standards for toxins 
and to assess and manage risks such as nuclear radiation.  Advancement 
of knowledge involves basic scientific research. 
 
Past and current studies consistently advocate a strategic approach 
 
1.62  As described in detail in Chapter 9, "Science and Technology 
- Overall Management of Federal Science and Technology Activities", 
during the past three decades the government and the scientific 
community have recognized the need to continually improve federal 
support for research and development.  In 1963 the Royal Commission on 
Government Organization (Glassco Commission) noted that the science 
policy advisory apparatus had been ineffective and had failed to 
function as intended.  In the 1970s, the Senate Special Committee on 
Science Policy (the Lamontagne Committee) recommended that a central 
co-ordinating body be established and that investment in scientific 
research follow the pattern of national priorities. 
 
1.63  Earlier this year, the National Advisory Board on Science and 
Technology recommended that the government manage its investment in 
science and technology as a distinct strategic asset.  It appeared to 
the Board that budget decisions have reflected historical 
incrementalism rather than strategic management of a national asset.  
It also appeared to the Board that the government lacks the capability 
to allocate science and technology resources in a way that reflects 
broad government objectives. 
 
Problems in the implementation stage 
 
1.64  With all the efforts in the last 30 years to provide some 
overall direction and to streamline the management of science and 
technology activities, the Office believes it would be reasonable to 
expect the government to have a clear sense of what it is trying to 
achieve through those activities and to direct its efforts in a way 
that would yield maximum return.  Unfortunately, as Chapter 9 reports, 
that is not the case. 
 
1.65  The present allocation of funds among various fields is more 
incidental than the result of a well-formulated strategy.  The lack of 
focus at the government-wide level contributes to a lack of focus in 
departments and agencies.  The absence of government-wide guidelines 
and criteria has contributed to departments becoming involved in 
activities that we believe they should question.  Moreover, the 
expected results of science and technology programs are defined in such 
general terms that they do not create a sense of urgency among the 
performers of research and development. 
 
Future directions 
 
1.66  Time is of the essence.  The Office's work suggests that an 
effective, more focussed, national science and technology strategy is 
critical to survival and growth in today's high-technology economic 
environment.  In the 1994 Budget, the government announced a major 



science and technology review.  Parliamentarians could play an 
important role in ensuring that a Canadian strategy emerges from the 
proposals to be tabled by the Minister of Industry.  Parliamentary 
committees may wish to ensure that this time there is a science and 
technology strategy that is results-oriented, with clear priorities and 
the coherent direction that is necessary to achieve a concerted effort 
across the government. 
 
Intelligent Solutions to Managing Overlapping Federal and Provincial 
Jurisdictions 
 
Parallel or overlapping jurisdictions are a fact of life 
 
1.67  Reduced fiscal manoeuvrability at all levels of government 
has focussed attention on the need to manage overlapping jurisdictions, 
whether federal, provincial, territorial, regional or municipal.  
Across the country there is a growing recognition that taxpayers want 
the most efficient and effective service, no matter which level of 
government delivers that service. 
 
1.68  The Constitution Act divides powers between the federal and 
provincial governments in Canada.  Following the Second World War, both 
levels of government grew in size and complexity.  New policy areas 
emerged, such as the environment, and entanglement of jurisdictions has 
developed in almost all areas.  Chapter 6, "Study of Key Federal Social 
Programs", illustrates the current extent of that entanglement in the 
social programs Canadians receive from governments. 
 
1.69  It would be naive to suggest that overlapping jurisdictions 
can be avoided in a modern federal state.  In my opinion, it is neither 
feasible nor desirable to eliminate all overlap among different levels 
of government.  The scale and complexity of modern governance no longer 
permit a clear separation of powers.  Moreover, overlap does not 
necessarily mean waste or duplication.  In fact, the involvement of two 
or more levels of government can provide checks and balances and a 
broader consensus in policy formulation.  Public safety is an example 
of the co-operative involvement of federal, provincial, territorial, 
regional and municipal levels of government. 
 
1.70  However, reduced fiscal manoeuvrability, among other factors, 
requires effort to avoid overlap that results in unnecessary 
administrative costs and an undue regulatory burden on the private 
sector and other clients.  In auditing areas of overlapping 
jurisdiction, the Office expects that bureaucrats will manage those 
areas intelligently, ensuring that the public interest is paramount and 
that inefficiencies are corrected. 
 
Problems have been identified 
 
1.71  Over the last two decades, a number of studies have 
documented the need for improvement in managing federal-provincial 
programs.  As early as 1937, the Rowell-Sirois Commission was directed 
in its terms of reference to examine whether "government expenditures 
are increased by overlapping and duplication of services as between the 



Dominion and provincial governments in certain fields of activity."  
More recently, the 1978 Federal-Provincial Review and the 1984 Task 
Force on Program Review looked for ways to streamline programs. 
 
1.72  In the course of our audits of such issues as environmental 
protection, food safety and the handling of radioactive materials, the 
Office has encountered cases of overlap.  We have made some initial 
observations based on these cases.  We have commented on unclear 
accountability between federal and provincial governments, lack of 
clarity in roles, overlapping regulations, inadequate information-
sharing between levels of governments, and the need to increase co-
operation in delivering related programs.  For example, in 1993, 
Chapter 26 -- "Pulp and Paper Regulations" reported that, as federal 
pulp and paper regulations were being introduced, four provinces -- 
Quebec, Ontario, Alberta and British Columbia -- were proposing similar 
or more stringent regulations.  Industry and the provinces asked for 
one administration and inspection system to reduce the cost to industry 
of regulatory compliance. 
 
1.73  In this Report, two chapters in particular focus on 
overlapping jurisdictions in the area of public safety.  Chapter 13, 
"Federal Management of the Food Safety System", illustrates some 
initial progress in managing overlapping authorities, as well as some 
real challenges that lie ahead.  Inspections of food-processing 
establishments are conducted by both the federal and provincial 
governments, under their respective jurisdictions and statutes.  
Federal-provincial agreements have been signed to reduce both gaps and 
duplications in the inspection of some plants.  The governments agree, 
however, that greater efficiencies are possible.  Progress has been 
limited by differences in the food safety standards of federal and 
provincial governments.  The audit outlines the potential advantages of 
implementing the Canadian Food Inspection System, a proposed re-
engineered system to streamline inspection activities and harmonize 
food safety standards. 
 
1.74  Chapter 15, "Atomic Energy Control Board - Canada's Nuclear 
Regulator", illustrates the complex joint jurisdiction of federal and 
provincial governments over the transportation of dangerous goods, 
uranium mining, the environment and occupational health and safety.  
The co-operative efforts of both levels of government have contributed 
to public safety and the avoidance of a major nuclear disaster.  In 
this joint regulatory process, the Atomic Energy Control Board acts as 
the lead agency, while other stakeholders contribute expertise in their 
respective areas.  Although the Atomic Energy Control Board attempts to 
avoid them, there still are areas of regulatory duplication and 
overlap, and gaps in regulatory protection.  The Office believes that 
the challenge for all parties is to rationalize arrangements in order 
to achieve efficiency and co-operation while, at the same time, 
continuing to protect the public safety. 
 
Cost-effective and practical administrative solutions are possible 
 
1.75  In the areas of overlapping jurisdiction that have come to 
the attention of the Office, equivalency agreements and administrative 



delegation through agreements appear to provide models that help to 
manage complex, multijurisdictional programs.  Under an equivalency 
agreement, for example, a federal minister and his or her provincial 
counterpart agree that the province has legislation in force that is 
equivalent to federal legislation.  In such a case, the federal 
legislation would not apply in that province.  In the administrative 
delegation protocol, program functions that are the constitutional 
responsibility of one level of government are delegated to another 
level with parallel or similar responsibilities to create a single 
system rather than two parallel systems.  Delegation can flow from the 
federal to the provincial level or from the provincial to the federal 
level.  One level of government is delegated responsibility and 
authority to work on behalf of the other.  There are agreed standards, 
clear accountability contracts and increased efficiency for 
stakeholders -- clients and taxpayers alike. 
 
1.76  An excellent example of this protocol is illustrated by a 
chapter in the 1992 Report, "Provincial and Municipal Policing".  
Through contractual arrangements developed over several decades, the 
RCMP has served as the provincial, territorial and municipal police in 
eight provinces (all but Ontario and Quebec), the two territories and 
191 municipalities.  Under the contractual arrangements, the federal 
government charges the provinces and municipalities for RCMP services. 
 This long-standing partnership has stood the test of time and has 
conferred significant benefits on all parties involved. 
 
1.77  The cases the Office has reviewed illustrate that tangible, 
practical administrative solutions can usually be found within the 
existing constitutional framework.  It would be naive to assume, in the 
real world, that there will not be conflict within and among levels of 
government; increasing the co-operation and commitment of all partners 
will be a complex and challenging problem.  However, I believe that the 
reduced fiscal manoeuvrability at all levels of government will keep 
the pressure on to find practical administrative solutions that make 
sense for the taxpayers of Canada. 
 
1.78  Government has made a commitment to reduce unnecessary 
overlap and duplication wherever possible in federal-provincial 
programs.  The Minister for Intergovernmental Affairs has been given a 
mandate to reduce duplication and overlap between the two levels of 
government.  In July 1994, the First Ministers began the process of 
signing agreements to negotiate harmonized regulations covering such 
areas as environmental assessment and food inspection.  The Office 
supports the government's commitment and believes that joint delivery 
of federal-provincial programs can indeed be made to work efficiently, 
with the co-operation and commitment of all partners.  The Office will 
explore ways to forge links with our provincial counterparts to enable 
concurrent auditing of the management of overlapping federal and 
provincial programs. 
 
Update on an Intractable Issue 
 
1.79  In Chapter 1 of last year's Report, I listed six intractable 
issues that were complex, that challenged the status quo and, in many 



cases, that constrained the role of Parliament in exercising its 
traditional duty to oversee the public purse.  The action needed to 
address those issues included: 
 
 • interdepartmental co-operation -- encouraging departments to 
co-operate in delivering services that cut across departmental 
boundaries (a continuing concern to be revisited in future reports); 
 
 • public service reform -- effecting administrative and public 
service reform (a continuing concern, as described later); 
 
 • involving parliamentarians in the budgetary process -- 
reconciling parliamentary conventions with the need to involve 
Parliament in the budgetary process (some government action initiated); 
 
 • stewardship reporting -- promoting stewardship reporting by 
government departments to Parliament (a continuing concern, as 
discussed in Chapter 7, "Departmental Reporting of Sectoral 
Activities"); 
 
 • comptrollership -- implementing comptrollership in government 
(a continuing concern); and 
 
 • information on results -- ensuring that program evaluations 
report on the results of significant expenditures (a continuing concern 
to be revisited in future reports). 
 
Every year in Chapter 1, the Office will be reporting on the 
government's progress toward resolving those issues.  This year Chapter 
1 discusses public service renewal. 
 
 
The Continuing Imperative of Public Service Renewal 
 
1.80  Every year for the past three years, I have stressed the need 
to achieve public service renewal.  This remains a matter of the utmost 
importance. 
 
1.81  A major public service renewal initiative began five years 
ago as Public Service 2000 ("PS 2000").  Significantly, studies carried 
out by two parliamentary committees demonstrated widespread agreement 
on the need for fundamental change in the management of the public 
service.  They also showed strong support for the objectives and broad 
thrusts of the initiative. 
 
1.82  Today, under a new government, PS 2000 has been subsumed into 
a broader renewal exercise, one sometimes referred to as "government 
renewal".  This renewal initiative encompasses a series of policy 
reviews dealing with such areas as social security, science and 
technology, defence, foreign policy and international development 
assistance, to name a few.  It also includes a systematic examination 
of all federal programs, agencies and activities to ensure that the 
government's diminished resources are directed to the highest-priority 
requirements.  As well, government renewal encompasses initiatives 



aimed at improving the efficiency of the federal system through 
agreements between the federal and the provincial and territorial 
governments to better align roles and responsibilities in the delivery 
of programs and services. 
 
1.83  I believe that Canadians could benefit greatly from the kinds 
of changes that might emerge from this broad government renewal 
initiative.  More affordable and cost-effective programs, and delivery 
systems that maximize value for money for the Canadian taxpayer -- that 
eliminate duplication and harmonize federal and provincial efforts 
whenever possible -- are essential to the resolution of the fiscal 
difficulties Canadians face, and to enhancing the credibility of 
government. 
 
1.84  Equally important in these difficult times is the need to 
follow through on inculcating the values and management principles that 
are the essence of public service renewal and on resolving problems 
that PS 2000 sought to address - to modernize public service management 
systems and practices, to increase management flexibility, reduce 
overheads and enhance the quality and adaptability of public servants, 
and "to achieve a results- and client-oriented culture". 
 
1.85  As I noted last year, real progress toward these goals -- 
goals that the government continues to endorse -- can best be achieved 
by integrating public service renewal efforts with the government's 
broader policy and fiscal agenda and its vision of the future role of 
the public service. 
 
Parliament needs to know what results are being achieved 
 
1.86  In 1992, and again in 1993, my Report emphasized the 
importance of an annual report on the progress of public service 
renewal.  This reflected my view that there is a need for periodic 
assessments to determine if specific reform objectives are being met, 
to identify lessons learned and to point to new directions.  
Furthermore, Parliament requires a systematic way of assessing whether 
results are being achieved, so as to influence the nature, direction 
and pace of change and ensure that Canadians are benefiting. 
 
1.87  The White Paper on public service renewal, issued in December 
1990, called for an annual report by the Clerk of the Privy Council 
(Head of the Public Service) to the Prime Minister "... on the state of 
the public service in general and, for the next five years, on the 
implementation of Public Service 2000 in particular."  In the interim, 
the Public Service Reform Act was passed.  It requires an annual report 
on the state of the public service, and that the report be tabled in 
Parliament.  However, the Act does not specifically require reporting 
on the progress of the renewal initiative. 
 
1.88  When the first report by the Head of the Public Service was 
presented, I indicated that to be useful to Parliament, future reports 
would need to evolve from focussing on activities to reporting on 
results.  Although the second report, issued in the spring of 1994, 
does deal with the progress of renewal, in my opinion it is 



disappointing in the limited extent to which it systematically examines 
the results that have been achieved and the impact of this major 
renewal initiative. 
 
1.89  We have a long history of reform attempts that did not 
achieve their goals; a breakthrough is required!  Strong central 
leadership -- political and bureaucratic -- will be required.  
Furthermore, a regular and timely report is essential -- a report that 
is based on a more systematic assessment of progress toward the 
government's public service renewal aims, and that reflects results of 
importance to parliamentarians and to Canadians more generally.  Such a 
report would facilitate productive debate on issues and concerns, and 
thereby enhance the prospects for successful renewal. 
 
1.90  In my view, the Report to the Prime Minister by the Head of 
the Public Service needs to better reflect the latter's stewardship 
responsibility for maintaining and improving the health and effective 
performance of the public service.  It needs to meet the test of 
providing the information necessary to permit Parliament to fulfil its 
related oversight responsibilities. 
 
Special Operating Agencies:  A Case Study in Administrative Renewal 
 
1.91  First announced in 1989, special operating agencies (SOAs) 
explore a different way to organize government, in which tailor-made 
organizational agreements for individual agencies are intended to: 
 
 • free their managers from government-wide rules that 
unnecessarily constrain productive management: 
 
 • allow them to develop a different culture and approach to 
conducting the government's business; and 
 • encourage better results that cost less. 
 
1.92  In early 1993, the Secretary of the Treasury Board and I 
agreed that it was time to take stock of the SOA initiative.  We agreed 
to set up a joint public and private sector steering group to direct a 
co-operative study, directly involving officials responsible for the 
initiative and staff from my Office.  In May 1994, the steering group 
agreed to the conclusions and recommendations reproduced as Appendix E 
to this Report.  Its full report was transmitted formally to the 
Secretary of the Treasury Board and to me in August 1994. 
 
1.93  The steering group concluded that special operating agencies 
could contribute to better, less costly government if its seven-point 
framework of recommendations were adopted. 
 
1.94  I find the results of special operating agencies 
disappointing to date.  Despite early enthusiasm and increased focus on 
service, the government is not in a position to show sustainable 
benefits for the taxpayer.  The special operating agency seems too weak 
in its current form to make a lasting difference.  I believe the 
challenge is to use past experiences to improve future performance.  
The steering group's recommendations are comprehensive and 



constructive.  It will take considerable political will to have them 
implemented as a package; support from other stakeholders, including 
Parliament, is essential.  As in other aspects of renewal, the nature 
and extent of parliamentary interest, criticism and support will matter 
greatly to the outcome. 
 
Significant Events Affecting the Office 
 
1.95  The Office itself is not exempt from innovation and change.  
Two events have occurred in the last year that will have a significant, 
positive impact on the work of the Office and the service it provides 
to Parliament.  The first event was a change to the Auditor General Act 
 that will allow the Office to publish three additional reports each 
year.  The second event is a proposal to create a Commissioner of the 
Environment and Sustainable Development. 
 
Responding to Changes in the Auditor General Act 
 
Three additional reports 
 
1.96  On 23 June 1994, Bill C-207 to amend the Auditor General Act 
received royal assent and ushered in a new era for the Office.  Under 
the terms of the amendment, the Office will continue to publish an 
annual report before the year's end but will now be able to publish up 
to three additional reports every year. 
 
1.97  For some years now, the Office has been concerned that 
publishing only one report each year did not provide Parliament with 
support that was as timely as possible.  That view was shared by 
several parliamentarians, including MP Jean-Robert Gauthier, who 
introduced Bill C-207.  As former Chair of the Public Accounts 
Committee, Mr. Gauthier was very much aware that periodic reporting 
could significantly increase our  service to the House.  Rather than 
one annual Report of approximately 30 chapters and 600 pages,  three or 
four reports of approximately eight chapters each will enable 
Parliament, ministers and public servants more readily to analyze, 
integrate and implement the recommendations of the Office. 
 
1.98  I am convinced that more timely and less voluminous reports, 
tabled three or four times a year, will greatly increase the 
effectiveness of our support to Parliament.  Now that the Auditor 
General Act gives the Office the discretion to publish the results of 
our audits up to four times a year, I have promised the Public Accounts 
Committee that we will adopt a publication schedule that will take into 
account the parliamentary calendar and the views of MPs.  Once the 
Office has completed its consultations, it will indicate in the annual 
Report the dates on which it intends to publish the additional reports 
in the year ahead.  Of course there will be occasions when unforeseen 
developments will require modifications in that schedule. 
 
1.99  I am very appreciative of this vote of confidence in the 
Office, and I am committed to using it to maximize our support of the 
House. 
 



Commissioner of Environment and Sustainable Development 
 
1.100 In May 1994, the Standing Committee on Environment and Sustainable 
Development recommended the establishment of a Commissioner of 
Environment and Sustainable Development.  The recommended functions of 
the Commissioner are quite broad.  One of the most significant roles 
would be the independent evaluation of all federal policies, laws, 
regulations, programs and guidelines to assess their compatibility with 
the concept of sustainable development.  The Committee recommended that 
the Commissioner report to Parliament at least annually. 
 
1.101 In addressing the Standing Committee during its proceedings in 
March 1994, I emphasized that the Office will ensure that it makes a 
positive contribution, through its audits, to the protection and 
improvement of the environment.  I also explained to the Committee, in 
anticipation of any suggestions to that effect, that I believe 
responsibility for such matters as policy review and arbitration of 
environmental disputes could jeopardize the Office's traditional 
independence, objectivity and credibility.  In Canada, as in many other 
countries, it is generally accepted that legislative auditors should 
avoid commenting on the merits of policy.  Other witnesses appearing 
before the Committee also supported the separation of program policy 
review from audit.  The Committee recognized the separate roles and 
affirmed the importance of the positive role played by the Office.  It 
concluded that the Auditor General Act should be amended to explicitly 
mandate the audit of issues related to the environment and sustainable 
development. 
 
1.102 Insofar as our resource base will allow, the Office will continue 
to audit environmental and sustainable development issues.  We will 
continue to provide Parliament with information on the results of our 
audit work to assist it in holding the government to account for its 
stewardship responsibilities for the environment, on behalf of all 
Canadians. 
 
Conclusion 
 
Commitment at All Levels to Serving the Public Interest 
 
1.103 When the Office audits departments critically, there is an 
underlying purpose.  Governments are often very large, complex 
organisms, by any standard.  Many opportunities exist for things to go 
wrong, for breakdowns, problems, failures and malfunctions.  
Increasingly rapid changes in society, new technologies, new cultural 
norms and expectations may lead to obsolescence, gaps or duplications 
in government services.  In short, governments will always have 
problems and areas that need attention. 
 
1.104 One of our purposes is to identify those problems with a view to 
getting them corrected before they become too costly.  Most of these 
problems are curable, although some have proved to be intractable.  The 
Office goes further :  it makes recommendations, pointing out the 
direction in which improvements might be made.  If a patient is to get 
better, the doctor must not remain silent.  Many problems noted by the 



Office have been corrected in the past, but we have to keep working on 
the outstanding ones. 
 
1.105 A thread running through this chapter and throughout the whole 
Report is the need to obtain full commitment at all levels within and 
between governments for innovations designed to make government work 
better.  Full commitment is the essential ingredient that will help us 
to balance stability and innovation and allow us to maintain the 
essence of our national institutions. 
 
Balancing stability and innovation 
 
1.106 It is clear that Canada must strive to balance the need for 
stability and predictability with the forces of change and adaptation. 
 National and global realities force us to consider what is affordable 
and what is sustainable; change is inevitable.  There is a need to 
manage change, to act fairly and equitably and to consider the diverse 
needs of our population.  And it is the role of Parliament to guide 
deliberate change, supported by rigorous analysis of results and 
relevant costs in the long term as well as the short term. 
 
1.107 Governments must recognize social, economic and environmental 
changes; they must address issues such as job creation, health care for 
an ageing population, initiatives to maintain and enhance national 
productivity, the transition to a knowledge-based economy, preservation 
of our natural heritage and the impact of any one program on others.  I 
recognize that this is a long, tough list.  But I believe Canada has 
the capability to meet tough challenges.  We have done it before; we 
can do it again.  Canada can remain one of the best places in the world 
in which to live. 
 
1.108 In May 1994, the United Nations Development Program ranked Canada 
the best place in the world to live in terms of "human development".  
Canada was compared to 173 countries on the basis of average income, 
life expectancy and educational attainment.  I believe that our 
national institutions play an important role in achieving this quality 
of life.  The Office is committed to helping Canadians maintain the 
essence of these institutions.  It is committed to making a difference 
for the Canadian people by promoting, in all our work for Parliament, 
answerable, honest and productive government. 
 
1.109 I feel it is important that we not be naive in sizing up the 
challenges facing us.  But it is not naive to hold to a vision of 
Canada's national institutions -- a vision arising not only from the 
collective experience and commitment of Parliament, the government and 
public servants,  but also from the hopes and dreams of Canadians, 
young and old alike. 
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Follow-up of Recommendations in Previous Reports 
 
Main Points 
 
2.1  Departments are taking action to correct reported 
deficiencies, but progress is slow in some areas. 
 
2.2  Information Security Audit - Significant progress has been 
made by departments and lead agencies in establishing the basic 
security infrastructures.  However, progress has been slow in several 
areas, such as regular security training, threat and risk assessments 
and security reviews. 
 
2.3  Payments to Employees Under the Work Force Adjustment Policy 
 - The Treasury Board Secretariat has made significant progress in 
analyzing the issues, and in determining the tools necessary to improve 
the management of the Directive.  However, the measures undertaken are 
not sufficient for ensuring that departments are effectively managing 
work force adjustment and the payment provisions. 
 
2.4  Search and Rescue - Departments have taken some action on our 
recommendations.  However, there has also been a lack of action on many 
recommendations, mostly because the departments believe that what they 
are already doing is sufficient. 
 
2.5  Loans to Sovereign States - The Department of Finance does 
not believe there is a need for an annual review of the risks and costs 
associated with loans to individual sovereign states ($19.1 billion at 
31 March 1994) and has not yet provided to Parliament a comprehensive 



annual report on Canada's international financial commitments. 
 
2.6  Canadian International Development Agency and the Regional 
Development Banks - There is considerable overall progress in improving 
Canada's oversight of the banks.  The need to change the culture that 
rewarded new loans ("moving money") rather than effective management of 
existing projects has been identified as a priority at each bank.  We 
encourage CIDA to consider the option of periodically preparing for 
parliamentarians a performance-oriented report on the regional 
development banks. 
 
2.7  Department of Energy, Mines and Resources - Energy 
Megaprojects - Progress has been made in implementing our 
recommendations, but the Department should be moving with a greater 
sense of urgency in planning for the evaluations of the Hibernia and 
Bi-Provincial Upgrader energy megaprojects. 
 
2.8  Department of National Defence - The Canadian Forces Reserves 
- There was a varied, though mostly limited, response to our 
recommendations.  Accountability for Reserve performance, both within 
the Department and to Parliament, continues to require improvement. 
 
2.9  Public Works and Government Services Canada - Chapters in the 
1987, 1988, 1989 and 1991 Reports - Many initiatives have been 
introduced to improve operations, but many of these have not yet been 
fully implemented to realize the potential benefits, which amount to 
millions of dollars on an annual basis. 
 
Introduction 
 
2.10  Departments are taking action to correct deficiencies noted 
in our previous Reports.  Progress is slow in some areas.  Timely 
resolution of these deficiencies is desirable to ensure funds are being 
used in the most efficient and effective manner. 
 
2.11  Observations and recommendations made in our annual Report 
are normally followed up and their status reported two years after 
publication of the original chapter.  This year, two follow-ups are 
reported in separate chapters, three have been deferred, one chapter is 
being partly followed up, and one does not require follow-up. 
 
2.12  The 1990 chapter "Department of Agriculture - Farm Safety Net 
Programs" is followed up in Chapter 14 "Agriculture and Agri-Food 
Canada - Farm Income Protection". 
 
2.13  Follow-up on the 1992 chapter "Information for Parliament - 
Departmental Reporting" is included in Chapter 7 "Departmental 
Reporting of Sectoral Activities". 
 
2.14  Follow-up on the 1992 chapter "Change and Control in the 
Federal Government" has been deferred until 1995 so that proposed 
changes for 1994, such as a new control framework, can be included in 
the follow-up review. 
 



2.15  The 1992 chapter on "Employment and Immigration Canada - 
Employment - Monitoring Performance Against Expectations" will be 
followed up in 1995 along with the 1993 chapter on "Canadian Aboriginal 
Economic Development Strategy". 
 
2.16  Follow-up on the 1992 chapter "Department of National Revenue 
- Taxation - Resolving Disputes on Income Tax Assessments" has been 
deferred until 1995, so that it can be performed in conjunction with 
the follow-up of an "Other Audit Observations" on a related matter that 
appeared in our 1993 annual Report. 
 
2.17  Follow-up on the 1992 chapter "Federal Emergency 
Preparedness", included in this chapter, focusses on the status of 
preparation of the National Earthquake Support Plan.  We plan to follow 
up other areas reviewed in that chapter in the future. 
 
2.18  The 1992 chapter on "The Learning Organization" was a study, 
not an audit.  Studies are done to increase understanding of important 
and complex issues.  Among other things, the insights gained during a 
study may help us in subsequent audits.  No recommendations were made 
in this study.  Therefore, no formal follow-up is required. 
 
Information Security Audit - 1990, Chapter 9 
 
Background 
 
2.19  In 1990, we reported on the departmental management of 
information security in government, based on a sample of 13 
departments.  In addition, we assessed the leadership provided to 
departments by central agencies.  We delayed our follow-up review to 
allow internal auditors in those departments to complete their security 
reviews due December 1993, as required by the Government Security 
Policy.  In the meantime, a rapidly changing information technology 
environment has been drawing more attention and effort to information 
technology security.  In our follow-up, we reviewed the action taken by 
the sample departments to address our observations concerning their 
implementation of the Government Security Policy.  The government 
reorganization of 1993 reduced our sample to 11 departments:  the 
Department of Communications was merged into other departments, while 
Taxation and Customs and Excise became one department under Revenue 
Canada. 
 
Conclusions 
 
2.20  We found that all but one of the departments in the sample 
had addressed the basic infrastructure requirements of the Government 
Security Policy, including the definition of departmental security 
responsibilities and the establishment of security policies, standards 
and procedures.  However, progress has been slow in several areas of 
information security, such as regular security training, threat and 
risk assessments and security reviews.  Several departments have 
identified their mission-critical systems and have been establishing 
and testing plans to restore these systems in the case of disasters.  
However, no department has yet established and tested formal, 



comprehensive contingency plans for all critical systems at all sites. 
 
2.21  Since 1990, the central lead agencies in information security 
have produced some key information security standards and guides and 
have created training opportunities.  They have also been actively 
developing strategies to meet the security requirements of rapidly 
evolving government-wide information technology systems.  The 
Government Security Policy was under revision during the audit and a 
new version was approved in June 1994.  However, lead agencies are 
constrained by limited resources in their support of information 
technology security. 
 
Observations 
 
2.22  The Treasury Board Secretariat, the Royal Canadian Mounted 
Police (RCMP) and the Communications Security Establishment (CSE) are 
lead agencies in the support of information security.  They have put in 
place new policies, standards and training opportunities and have taken 
important initiatives in the area of security strategies for the 
future.  However, based on our interviews and discussions with the 
departments, there is a perception that the lead agencies lack the 
resources to be strong leaders in their respective activities.  Based 
on the risks involved, the agencies should review their appropriate 
level of resources required to adequately support information security, 
including the functions of monitoring, central co-ordination of 
security agencies, product evaluation and independent security reviews. 
 The increasing integration of communications and computing across 
government has caused confusion between the roles of CSE and the RCMP. 
 The new Security Policy explains and allocates the responsibilities 
for information technology security among the lead agencies and other 
departments.  Hopefully, these clarifications will be sufficient. 
 
2.23  Departments have achieved significant progress in 
establishing a basic security infrastructure but they must pursue their 
efforts to implement the Government Security Policy.  All except one of 
the 11 departments we visited have put in place security policies, 
standards and measures, including control of computer viruses, and have 
clear lines of security responsibilities.  Six of the 11 departments 
have also identified their mission-critical systems.  Although progress 
has been made, much remains to be done on periodic security activities 
that are more resource-intensive, such as formal security training and 
reviews and comprehensive threat and risk assessments.  Five 
departments have developed contingency plans or business resumption 
plans for some critical systems and have been testing them to ensure 
that they are fully operational and effective.  No department, however, 
has yet tested formal and comprehensive plans for all critical systems 
at all sites. 
 
Payments to Employees Under the Work Force Adjustment Directive - 1992, 
Chapter 7 
 
Background 
 
2.24  In 1992, we reported on the management of lump-sum payments 



made to surplus employees who, in the context of work force adjustment, 
offered to resign before being laid off.  Such payments were made under 
the Work Force Adjustment Policy, which had been in force until 15 
December 1991. 
 
2.25  Upon completing our audit, we concluded that the payment 
provision had been well-managed in some situations, whereas in others 
it had not been managed in a satisfactory manner.  The provision was 
increasingly being used for purposes not intended by the Policy, such 
as facilitating work force renewal, solving performance problems and 
rewarding employees. 
 
2.26  Among the primary factors contributing to this deterioration, 
we found a number of major weaknesses in the management frameworks of 
the Treasury Board Secretariat and of departments.  We therefore 
recommended that the Treasury Board Secretariat improve its management 
framework, notably its monitoring and control mechanisms, and that it 
work with the departments to help them improve theirs.  We also 
recommended that it determine the need to develop other policies or 
mechanisms for managing certain human resource issues. 
 
2.27  In the spring of 1993, the Standing Committee on Public 
Accounts held three hearings on our audit.  During these hearings, the 
Treasury Board Secretariat, as the agency with ultimate responsibility 
for the Policy, made a commitment to seek improvement in management of 
lump-sum payments.  The Standing Committee on Public Accounts had not 
issued any recommendations as of the October 1993 federal election. 
 
2.28  The policy we reviewed (now called a directive) was amended 
considerably in December 1991: 
 
 • The concept of work force adjustment was expanded to include 
cases of devolution, privatization and contracting out, thus increasing 
the number of situations to which lump-sum payment provisions could be 
applied; 
 
 • Departments must now ensure that a reasonable job offer is 
made to employees they declare surplus who are mobile, retrainable and 
who fully collaborate.  Surplus employees can then be laid off only if 
they refuse such an offer; 
 
 • Surplus employees henceforth normally benefit from salary 
protection if they are reassigned to a position at a lower level until 
they can be reassigned to a position at the same level as the one held 
when declared surplus.  This protection was previously limited to one 
year. 
 
2.29  At the time of writing this report, the Directive, which 
forms part of the collective agreement, was subject to consultation 
with the unions as part of a triennial review.  The Directive no longer 
has an expiry date.  It is thus deemed to be in force until such time 
as the employer and the unions agree to amend it, or until the 
government passes legislation to amend it. 
 



2.30  Despite these changes, we believe that the recommendations we 
made in 1992 are still relevant.  The need to reduce expenditures is 
becoming more pressing.  It is therefore important to ensure that any 
ensuing work force adjustment situations are managed effectively and 
that the payment provisions are used appropriately. 
 
Objective and Scope 
 
2.31  Our objective was to determine the extent to which the 
Treasury Board Secretariat had followed up on our observations and 
recommendations. 
 
2.32  Our follow-up included discussions with representatives of 
the Treasury Board Secretariat, the Public Service Commission and a 
number of departments.  It also included a review of various working 
documents and reports dealing with work force adjustment, including 
those issued by the Treasury Board Secretariat. 
 
Conclusion 
 
2.33  The Treasury Board Secretariat has made significant progress 
in analyzing the issues and in determining the tools necessary to 
improve the management of the Directive.  It has also adopted a more 
global and strategic approach to work force adjustment. 
 
2.34  Though the measures undertaken are appropriate, we believe 
that they are not sufficient.  We are particularly concerned about how 
little information the Secretariat has to ensure that departments are 
now effectively managing work force adjustment and the payment 
provisions.  It has not yet developed the structure and mechanisms to 
be put in place to monitor the performance of departments.  The 
Secretariat is aware of the need to continue to improve the management 
of work force adjustment situations and the payment provisions. 
 
Observations 
 
Efforts to improve management of the Directive in departments 
 
2.35  During the spring of 1993, the Treasury Board Secretariat 
asked departments to audit some payments they had made, including a 
number of payments made under the revised Directive.  In conjunction 
with the Public Service Commission, the Secretariat also initiated a 
review of the Directive.  This review had numerous objectives, 
including the degree of compliance with the Directive and the quality 
of the management control framework in departments. 
 
2.36  In their review report, dated December 1993, the Secretariat 
and the Commission indicated weaknesses similar to those we had noted 
in the departments' management framework, such as lack of planning, 
insufficient control and monitoring mechanisms, and inadequate 
information systems.  Moreover, in its audit report, dated March 1994, 
the Secretariat concluded that the management of lump-sum payments 
continued to pose problems.  In June 1994, the Secretariat forwarded to 
the Standing Committee on Public Accounts the conclusions and the 



reports of the audit and the review.  In September 1994, these reports 
were also forwarded to departments. 
 
2.37  As a follow-up to these studies, the Treasury Board 
Secretariat set up, in November 1993, the departmental work force 
adjustment co-ordinators network.  This initiative was aimed at 
enhancing the expertise of departments and fostering a common approach 
to the interpretation and application of the Directive.  Co-ordinators 
have met on a regular basis. 
 
2.38  The Secretariat has also developed a "departmental framework 
for the management of employment adjustment activities".  According to 
the Secretariat, this framework is the cornerstone of the measures to 
be taken to improve the management of work force adjustment in the 
Public Service.  The framework places work force adjustment in a 
strategic setting, taking into account government priorities and the 
department's strategic and operational plans.  It also includes the 
administrative infrastructure that departments require to effectively 
manage work force adjustment situations.  Finally, it deals with the 
specific requirements set out in the Directive.  In June 1994, the 
Secretariat forwarded a copy of the framework to the Standing Committee 
on Public Accounts.  In September 1994, the Secretariat communicated 
this framework to all departments and stated its intention to inform 
departments of the implications on the way they operate. 
 
2.39  In spite of these significant improvements, in our view, more 
needs to be done to ensure that departments are effectively managing 
the Directive.  Indeed, the Secretariat requested corrective action 
plans where our or its audit had identified weaknesses.  However, it 
has not determined if the plans forwarded were appropriate, and it has 
done little follow-up to determine if any progress has been made. 
 
Efforts to improve control and monitoring mechanisms in central 
agencies 
 
2.40  Since our audit, the Treasury Board, through the Secretariat, 
undertook a number of measures designed to improve the co-ordination of 
work force adjustment situations and the control of lump-sum payments. 
 
2.41  In December 1992, a steering committee for employment 
adjustment was created to oversee progress in work force adjustments.  
This committee includes senior representatives of the Treasury Board 
Secretariat, the Public Service Commission and the Privy Council 
Office. 
 
2.42  The Secretariat has also taken other measures.  It has 
withdrawn the authority granted to Deputy Ministers to sub-delegate 
authorization of lump-sum payments requests.  Moreover, in conjunction 
with the Public Service Commission, the Treasury Board announced that 
there would be restrictions on hiring in the Public Service in order to 
improve the redeployment of surplus employees.  It also placed 
limitations on departments' eligibility for Vote 5 - Government 
Contingencies - in order to make managers more accountable for the 
costs of their decisions.  In addition, the Secretariat began 



developing a model for analyzing the costs associated with work force 
adjustment to assist departments in making informed decisions.  The 
Secretariat is finalizing a manual aimed at helping managers to better 
manage work force adjustments.  In spite of these improvements, 
additional corrective actions are needed. 
 
2.43  During the 1992 audit, we noted that the Secretariat's data, 
obtained from central payroll records, was not reliable.  The 
Secretariat has not corrected the weaknesses reported and is still 
using the same data source. 
 
2.44  Moreover, in September 1994, the Secretariat once again 
authorized Deputy Ministers to sub-delegate authority for payments, 
under certain conditions.  We do not know what mechanisms the 
Secretariat will use to effectively ensure that departments comply with 
these conditions since it will not evaluate the structure and 
procedures needed to monitor the performance of departments until 
negotiations on the Directive have been completed.  Without adequate 
information, the Secretariat risks being unable to call to order 
departments that might abuse the payment provisions. 
 
2.45  Finally, in our view, the monitoring of work force adjustment 
should no longer be restricted to departments and agencies for which 
Treasury Board is the employer.  In the past few years, many small 
organizations with separate employer status, such as councils and 
commissions, have been dissolved or amalgamated.  In such situations, 
unless the organization has agreed to the Directive with employee 
representatives, it does not apply.  As the manager of public funds, 
the Treasury Board has, however, issued a directive on the benefits to 
be granted to employees affected by such adjustments. 
 
2.46  Observations from our financial audits of some of these 
organizations have raised concerns about the management of work force 
adjustments and about payments made to a number of employees.  For 
example, the implementation of the compensation program varies 
significantly from one organization to another, despite the 
Secretariat's intent to ensure a certain degree of equity.  Moreover, 
it is difficult to determine who is ultimately responsible for 
effective application of the Treasury Board's directives when the 
organization has been dissolved, since management is no longer there to 
account.  Given that the review undertaken by the government on the 
size, mandate and the costs of similar organizations could eventually 
lead to major restructuring, Treasury Board needs to be vigilant. 
 
The effectiveness of the Work Force Adjustment Directive as a 
management tool 
 
2.47  The report presenting the conclusions of the review carried 
out by the Treasury Board Secretariat and the Public Service Commission 
reiterated what we said in 1992 - in the absence of an integrated human 
resource management policy for managing involuntary separations, the 
Directive was being used for purposes other than those for which it had 
been intended. 
 



2.48  This report also raised some concerns about the Directive's 
effectiveness.  The report notes:  "There is contradiction between the 
objective of the Directive and that of the government, which, by 
contrast, is to reduce the size of the Public Service.  Furthermore, 
the emphasis on employment security does not recognize termination 
incentives as a viable option, even though the Directive does contain 
provisions respecting employee resignation and related lump-sum 
payments." 
 
2.49  The review also indicated a major shortcoming of the 
Directive, in that it does not recognize that employees are not 
necessarily interchangeable or that it is difficult to offer another 
job to highly specialized employees who are declared surplus.  The 
authors of the review conclude that this shortcoming could have serious 
consequences in cases of major work force adjustments. 
 
2.50  The Secretariat has taken certain steps to facilitate work 
force adjustments in specific situations or to alleviate problems 
identified in its review of the Directive.  For example, it is 
developing a training program for managers to assist them with the 
management of poor performance.  Furthermore, it has consulted with 
departments to identify changes required in the Directive.  In 
response, departments have provided numerous comments and suggestions. 
 In the case of National Defence, the Secretariat, in conjunction with 
the Department and the unions, has developed an improved compensation 
program, available for a limited period of time, to help the Department 
carry out the reduction of its civilian staff by 8,400 persons as 
announced in the February 1994 Federal Budget. 
 
2.51  There are nevertheless situations where applying the 
Directive could present difficulties given the specialization of 
employees affected by work force adjustments.  For example, Chapter 27 
of this report deals with the management of infrastructure at the 
Department of National Defence and discusses the fact that the 
Department will face significant constraints on ensuring a more 
efficient management of resources once the special compensation program 
expires.  Similarly, as indicated in Chapter 11, departments and 
scientific research establishments must be able to adapt their work 
force to the strategic and technological changes they must make.  These 
departments believe that they have no effective tool for managing work 
force renewal.  In fact, in cases where researchers are declared 
surplus, their level of specialization makes reassignment difficult.  
We recognize, however, that departments and research establishments 
have not always clearly demonstrated the need to modify the Directive 
or to develop other tools.  Treasury Board should either adapt the 
Directive, through consultation with unions or legislation, as 
appropriate, or develop other tools to meet these specific needs.  In 
the current context of expenditure and wage restraints, this represents 
a significant challenge. 
 
Search and Rescue - 1992, Chapter 8 
 
Background 
 



2.52  Our 1992 audit of the search and rescue program focussed 
primarily on the federal search and rescue activities to aid people in 
distress.  We also reviewed the management of the National Search and 
Rescue Program.  Our audit covered the Department of National Defence, 
Department of Transport, National Search and Rescue Secretariat and 
Department of Fisheries and Oceans (the departments). 
 
Scope 
 
2.53  Our follow-up involved reviewing and discussing with 
departmental officials the departments' June 1993 and January 1994 
status reports to the Public Accounts Committee on action taken in 
response to our 1992 observations and recommendations.  We obtained and 
reviewed documentation to support reported progress. 
 
Conclusion 
 
2.54  The departments have taken some action in response to our 
recommendations, but work remains in most areas to fully address our 
concerns.  The lack of action by the departments on many of our 
recommendations is mostly due to the belief that what they are already 
doing in many areas is sufficient. 
 
Observations 
 
Significant elements of a National Search and Rescue Program have not 
been developed 
 
2.55  In 1992, we recommended that all departments and agencies 
involved in search and rescue accelerate efforts to reach agreement on 
the principles of the National Search and Rescue Program and develop 
applicable legislation, if required.  The departments have held 
multijurisdictional meetings and briefings with the provinces starting 
in the spring and early summer of 1993.  The meetings to date have 
focussed on gaining agreement on the objectives and principles of the 
National Search and Rescue Program. 
 
2.56  During the last round of discussions, general agreement was 
reached on the broad outline of the program.  However, more remains to 
be done to achieve the agreement needed for effective management of all 
search and rescue resources. 
 
Service standards including performance information are lacking 
 
2.57  At the time of our follow-up, the Department of National 
Defence and the Canadian Coast Guard were continuing to refine their 
readiness standards.  However, the departments have neither established 
nor used time-based search and rescue service standards to plan for 
resources and indicate to the public the expected response standards 
for search and rescue resources.  They continue to believe that time-
based service standards would not be beneficial or practical because 
they do not provide a true indication of the effectiveness of the 
search and rescue program. 
 



2.58  The departments involved in search and rescue are currently 
enhancing and integrating their information systems.  However, they 
continue to lack an automated performance information system to provide 
timely data on the performance of federal search and rescue resources. 
 In addition, further analysis of the severity of the incident and the 
type of assistance provided continues to be required for decisions on 
level of service, acquisition and management of resources. 
 
Expanded use of volunteer and other resources should be pursued 
 
2.59  In 1992, we recommended that the departments pursue the 
opportunities to increase the use of volunteers and other resources in 
search and rescue activities. 
 
2.60  The Canadian Coast Guard has implemented procedures to assist 
volunteers in establishing search and rescue programs, and the 
Department of National Defence has recently renewed its Memorandum Of 
Understanding with the Civil Air Search And Rescue Association.  The 
departments believe that those efforts have resulted in more use of 
volunteers and other resources in conducting search and rescue 
activities. 
 
Greater use of other federal resources for search and rescue is 
possible 
 
2.61  In 1992, we recommended that the Department of National 
Defence and the Canadian Coast Guard pursue the opportunities for 
increased use of other federal resources in providing search and rescue 
services. 
 
2.62  The Department of National Defence is currently conducting a 
Defence Policy Review, and the search and rescue and Navy helicopter 
replacement project is being re-examined in conjunction with this 
Review.  As a result, the Department was unable to indicate what impact 
this Review will have on the resources available to conduct search and 
rescue operations. 
 
2.63  The Canadian Coast Guard states that it is currently pursuing 
the use of other federal resources. 
 
The provision of search and rescue service with patrol vessels requires 
re-examination 
 
2.64  A 1992 Department of Transport program evaluation of search 
and rescue indicated that the costs of providing patrol vessels 
exceeded the benefit provided.  Further, we recommended in our 1992 
chapter that the Canadian Coast Guard consider the appropriateness of 
decommissioning all search and rescue patrol vessels and discontinuing 
search and rescue patrols.  At the time of our follow-up, a search and 
rescue program needs analysis had concluded that two of six Type 600 
and two Type 500 search and rescue patrol vessels should remain in 
service, to be supplemented by using more multi-tasked vessels.  By 
implementing more multi-tasked vessels, the costs reported for search 
and rescue activities has increased significantly, because some costs 



of operating the larger multi-tasked vessels are now charged to search 
and rescue rather than icebreaking or navigational aids as in the past. 
 
Analysis of the causes of beacon failures and false alarms is required 
 
2.65  In 1992, we recommended that the Department of Transport 
ensure that information on the causes of beacon failures and false 
alarms is collected, analyzed and considered before taking action 
designed to address beacon failures.  The Department is aware of causes 
of beacon failures through its participation in international aviation 
and marine organizations working to address these problems.  However, 
it still does not conduct ongoing analysis of the causes of aircraft 
and marine beacon failures and false alarms in Canada. 
 
Canadian Coast Guard Comments:  The Coast Guard has established Levels 
of Service for Search and Rescue which focus on quality and extent of 
service and the effectiveness of response, based on the actual 
probability for effecting a rescue.  On the basis of these Levels of 
Service criteria it should be noted that the comparable results between 
Canada and the US for the period 1986 to 90 are 90.5% versus 80.3%.  
The departments are nonetheless committed to their efforts at improving 
performance reporting and analysis. 
 
The Coast Guard specifically conducted the search and rescue program 
needs analysis cited in the report to address, in part, the issues 
raised by the Auditor General.  This needs analysis confirmed the 
benefits of patrol mode operations in high-risk areas.  The apparent 
increased cost arising with the use of multi-tasked vessels was 
attributable to the lack of clear guidelines regarding how they were to 
be accounted.  This is an accounting issue and it will be resolved in 
the future financial reports. 
 
Information on causes of beacon failures and false alarms is collected 
and analyzed before any action is taken to address beacon failures.  
The problem is one of universal concern and is being actively examined 
by the International Regulating bodies of IMO and ICAO and has resulted 
in the move to adopt more reliable equipment.  Most importantly, 
special procedures have been put in place to enable the Rescue 
Coordination Centres to identify their sources and ascertain whether 
these are genuine. 
 
Loans to Sovereign States - 1992, Chapter 10 
 
Background 
 
2.66  In 1992, we reported on how the government recognizes and 
accounts for the risks associated with direct loans to sovereign states 
as well as those it guarantees.  In addition, we reported on the 
adequacy of the information presented to Parliament on all sovereign 
lending, including the various risks associated with these loans.  Our 
follow-up reviewed the actions taken by the government to address our 
1992 observations and recommendations. 
 
Exhibit 2.1 



 
Government of Canada Consolidated Sovereign Loan Exposure (1)

 
Millions of Dollars 
(unaudited) 
 
      31 March 1994 31 March 1992 Difference 
 
Government of Canada: 
 
 Department of Finance     540    600    (60) 
 Canadian International 
   Development Agency   1,970  2,350   (380) 
 External Affairs - 
   Canada Account    2,400  1,570    830 
Agent Crown Corporations (2) 
 Export Development 
   Corporation (3)    7,360  6,320  1,040 
 Canadian Wheat Board   6,830  5,860    970 
 
Total Consolidated Exposure  19,100 16,700  2,400 
 
Source:  Department of Finance 
 
(1) Including accrued interest (booked and unbooked) on loans 
(2) EDC and CWB are not consolidated in the Public Accounts 
(3) Excluding provisions made for uncollectable loans 
 
Conclusion 
 
2.67  The Department of Finance still does not believe there is a 
need for an annual review of the risks and costs associated with loans 
to individual sovereign states.  In this regard, the Department has 
taken limited action.  Notwithstanding our opinion that the allowance 
was adequate as of 31 March 1994, we continue to disagree with its 
basis. 
 
2.68  Parliament still needs to receive comprehensive annual 
reporting on Canada's international financial commitments.  The 
Department of Finance has stated its willingness to provide additional 
information to Parliament on an aggregate basis, and is examining ways 
of doing so. 
 
Observations and Recommendations 
 
Risks Associated with Sovereign Loans 
 
2.69  In 1992, we reported that individual sovereign states owed 
Canada $16.7 billion as of 31 March 1992.  This amount had increased to 
$19.1 billion as of 31 March 1994 (see Exhibits 2.1 and 2.2) and 
continues to grow as additional credit is extended by Canada and 
interest compounds on amounts rescheduled.  Most of this credit - $14 
billion - was extended by two Crown corporations, the Export 
Development Corporation (EDC) and the Canadian Wheat Board (CWB), to 



support export sales.  Also included was $2.4 billion loaned to 
sovereign nations through the Canada Account to enable them to buy 
Canadian exports on credit.  This account is managed for the government 
by the EDC and is used to make loans deemed to be in the national 
interest. 
 
2.70  Both the EDC and the CWB finance their export sales to 
sovereign states by borrowing domestically and internationally, using 
the Government of Canada as guarantor.  As the government guarantees 
this borrowing, in effect it assumes the risks and the resultant costs 
if a sovereign state is unable to pay or if it delays repayment of its 
loans to the corporations. 
 
2.71  In our 1992 Report, we suggested that the government review 
its current policies for recognizing and accounting for risks 
associated with loans to sovereign states to ensure that they are 
appropriate and realistic and that the government's financial 
statements adequately reflect the costs of those risks. 
 
2.72  In accordance with its stated accounting policies in the 1994 
Public Accounts:  "The Government views loans to sovereign states as 
collectable unless formally repudiated by the debtor.  The Government 
establishes allowances in respect of potential debt or debt service 
relief measures for financially troubled countries under multilateral 
agreements".  In addition, the EDC, in accordance with its accounting 
policies as stated in the 31 December 1993 financial statements, 
"prudently sets aside a general allowance based on Management's best 
estimates of potential losses on the commercial and sovereign loans 
receivable portfolio for which no specific provision has been made".  
Unlike the EDC, the CWB's stated accounting policy is not to record any 
allowance for its sovereign loans, because of its reliance upon the 
guarantee of the government. 
 
Exhibit 2.2 
 
Aggregated Sovereign Loan Exposure (1), by Country (Consolidated EDC and 
CWB and Government of Canada) 
 
Millions of Dollars 
(unaudited) 
 
The top ten countries represent 67% (1992-65%) of the total loan 
exposure. 
 
     31 March 1994 31 March 1992 Difference 
 
1. Poland     3,778   3,516    262 
2. Russia/U.S.S.R.   2,566   1,712    854 
3. China     1,423     771    652 
4. India     1,050   1,001     49 
5. Brazil       886     917    (31) 
6. Egypt       657     702    (45) 
7. Peru        608     531     77 
8. Algeria       599     706   (107) 



9. Mexico       591     495     96 
10. Pakistan       567     583    (16) 
11. Other     6,375   5,766    609 
 
Total Aggregated Exposure 19,100  16,700  2,400 
 
(1)  Including accrued interest 
 
Source:  Department of Finance 
 
2.73  Many financial institutions, including Canadian commercial 
banks, recognize and quantify the risks associated with their sovereign 
loans, based on guidelines established by their national governments 
(in Canada, these guidelines are established by the Office of the 
Superintendent of Financial Institutions).  Even the World Bank and 
regional development banks (see paragraphs 2.81 to 2.121), which have 
`preferred creditor status' ahead of national governments such as 
Canada, recognize and quantify the risks associated with their 
sovereign loans.  For the year ended 30 June 1993, in recognition of 
the increased risk of sovereign debt, the World Bank increased its loan 
loss provision from US $2.5 billion to US $3.1 billion, for exposure 
totalling US $105 billion.  The decision to increase the provision was 
supported by Canada's Department of Finance. 
 
2.74  In November 1993, the Department of Finance analyzed the 
risks associated with debt or debt service relief for sovereign loans 
under existing Paris Club multilateral agreements, and provided support 
for the amounts held in the related allowance.  The analysis considered 
specific debt or debt service relief options available to the 
government, and their costs.  It indicated to the Department that, 
together with allowances recognized by the EDC, the government had 
adequate provisions as of 31 March 1993 to cover these specific debt 
and debt service relief options. 
 
2.75  In connection with our audits of the government's financial 
statements as of 31 March 1993 and 31 March 1994, it was our view that 
the allowance was sufficient to result in a fair presentation of those 
statements.  Notwithstanding our opinion that the allowance was 
adequate as of 31 March 1993, and 31 March 1994, we continue to 
disagree with its basis.  We believe that the basis of the allowance 
should be the risk associated with the loans to individual sovereign 
states rather than a general allowance for only those loans to 
sovereign states that have negotiated, or have reasonable certainty of 
negotiating, multilateral agreements. 
 
2.76  We also believe that the Department of Finance should review, 
on a regular basis, the risks associated with its loans to individual 
states; especially those loans with the greatest exposure, such as 
those to some Eastern European countries (see Exhibit 2.2).  With the 
exception of the allowances established for debt relief under 
multilateral agreements, the Department informed us that, due to the 
rarity of outright repudiation of sovereign debt, there is no need for 
the government to take action to recognize or account for the risks 
associated with loans to sovereign states. 



 
Better Information to Parliament 
 
2.77  In our 1992 Report, we also suggested that better information 
be provided to Parliament on overall sovereign loan exposure, including 
adequate disclosure of total costs and commitments with respect to debt 
relief. 
 
2.78  Parliament needs to receive comprehensive information on 
Canada's sovereign loan portfolio and commitments, including exposure 
by country, and on yearly activities including debt or debt service 
relief.  The need for such `sectoral' information is discussed in 
Chapter 7 of this Report; the information that we believe could be 
disclosed by the lead department (Finance) is set out in Exhibits 2.1 
and 2.2.  Information could also be provided on the International 
Assistance Envelope and on Canada's participation in the International 
Monetary Fund, the World Bank and the other international financial 
institutions that extend loans to sovereign states (see paragraphs 2.81 
to 2.121). 
 
2.79  As reported in our 1992 Report, in 1991 the Canadian 
government agreed, pursuant to a Paris Club agreement, to pay the EDC 
and the CWB a portion of the interest payments due from Poland and 
Egypt ( debt service relief).  Over a period of 18 to 25 years, an 
estimated $3.1 billion of the allowance was to have been used as 
payments were made to the EDC and the CWB for debt service relief to 
Poland and Egypt (the present value of the series of payments is about 
$2 billion).  Recently, the Department of Finance informed us that it 
intended to switch from debt service relief to debt relief (forgiveness 
of principal and interest) for Poland and Egypt.  Rather than 
continuing to make a series of interest relief payments over the next 
20 years, the Department of Finance informed us the result may be 
multiple drawdowns of the allowance over a two to three year period.  
This is another example of the type of information that could be 
provided to Parliament. 
 
2.80  In response to our follow-up work, the Department of Finance 
has stated its willingness to provide additional information to 
Parliament on an aggregate basis.  The Department informed us that it 
is currently examining mechanisms to present this information. 
 
Department's response:  Risks Associated with Sovereign Loans.  The 
Department of Finance's policies and procedures are reflected 
adequately.  A difference of opinion remains regarding applicability of 
the principle of ultimate collectibility to loans to sovereign 
governments and about the risks of outright repudiation.  In this 
connection, we would wish to point out that Paris Club reschedulings 
have protected the net present value of Canada's sovereign loans.  
Also, we are pleased to note that there is agreement on the adequacy of 
the government's contingency reserve. 
 
Better Information to Parliament.  The Department of Finance is in the 
process of identifying the best means of providing information to 
Parliament on Canada's sovereign loan exposure aggregated on a country-



by-country basis.  The Department will continue to work with 
parliamentary staff to determine the most appropriate content and 
format of such information. 
 
The Department of Finance will also be providing information to 
Parliament on Canada's debt reduction activities.  Parliamentary 
authority was previously obtained for debt reduction payments made over 
the past three years.  The Department of Finance is now seeking to 
renew its authority to make such payments.  Accordingly, the amount of 
debt reduction that will be provided to each country and the related 
beneficiaries will be appearing in the Public Accounts of Canada in 
1994-95 and subsequent years. 
 
Canadian International Development Agency and the Regional Development 
Banks - 1992, Chapter 11 
 
Background 
 
2.81  In 1992 we reported on CIDA's management of Canada's 
participation in the regional development banks (RDBs):  the African 
Development Bank, the Asian Development Bank and the Inter-American 
Development Bank.  Noting that Canada's involvement with the RDBs was a 
significant and growing aspect of multilateral co-operation, we 
conducted the audit to help Parliament scrutinize the activities, 
financial resources and, most important, the developmental results 
associated with Canada's participation.  We recommended that CIDA: 
 
 • periodically assess and report how Canada's objective of 
promoting social and economic development in developing countries has 
been achieved through the regional development banks; 
 
 • seek clarification from the appropriate authority, possibly 
through legislation, of what the Minister could reasonably be asked to 
account for in terms of the means chosen and the results achieved in 
respect of Canada's participation in the regional development banks; 
 
 • urge the regional development banks to carry out systematic 
analyses of their loan portfolios based on the sovereign risk of 
individual borrowers; 
 
 • in consultation with the Department of Finance and the Office 
of the Comptroller General, reconsider the accounting treatment of 
paid-in capital of the regional development banks; 
 
 • seek amendments to the International Development (Financial 
Institutions) Assistance Act that would require the Minister to obtain 
the approval of Parliament before financial commitments are made to the 
unpaid capital subscription of the regional development banks; 
 
 • in consultation with the Department of Finance and the Office 
of the Comptroller General, reconsider and revise, as appropriate, its 
accounting for and reporting of notes payable to the regional 
development banks; 
 



 • try to link the results expected from its participation in 
the regional development banks with the money spent.  If CIDA finds 
that this link cannot be made, it should disclose the basis for this 
finding in its Part III of the Estimates; and 
 
 • seek, possibly through amendments to the International 
Development (Financial Institutions) Assistance Act, a requirement for 
conducting a periodic assessment and report to Parliament on the 
developmental and other returns from Canada's participation in the 
regional development banks. 
 
2.82  The need to enhance the effectiveness of the banks as 
instruments of development has become a matter of growing concern to 
many member nations.  In 1994, the Development Committee of the 
International Monetary Fund/World Bank agreed to establish a task force 
to review the development impact of these institutions.  The task force 
is expected to report to the Committee at its October 1995 meeting.  
CIDA has informed us that it proposes to monitor this task force 
through the office of the Canadian directors to ensure that there is 
comprehensive coverage of the regional development banks as well as of 
the Bretton Woods institutions. 
 
Conclusion 
 
2.83  There is considerable overall progress in improving Canada's 
oversight of the banks.  As an active member in the RDBs, Canada has 
helped to modify some of their policies and programs in light of 
Canadian concerns and developmental objectives.  CIDA has fully 
recognized the need to strengthen the Minister's accountability to 
Parliament for the effective use of funds provided to these 
institutions for the fight against poverty and to report periodically 
on the results achieved.  The quality of the loan portfolio of each 
bank is being assessed for its development impact.  Major reforms are 
under way to improve management at the banks and the quality of the 
projects they fund.  Systematic analyses of the banks' loan portfolios, 
based on the sovereign risk of individual borrowers, are now being 
conducted in conjunction with assessment of their financial viability. 
 The need to change the culture that rewarded new loans ("moving 
money") rather than effective management of existing projects has been 
identified as a priority at each bank. 
 
Observations 
 
How effective are the regional development banks? 
 
2.84  CIDA agreed that the objectives and results of Canada's 
participation in the banks needed to be clearly stated, and it has 
taken a number of actions in this regard. 
 
 • CIDA has sponsored, along with other donors, a study of the 
banks by the North-South Institute.  The study examines a series of 
indicators related to the objectives of the banks and provides 
information on what Canada has achieved through its contributions to 
the banks.  The study states, however, that it is very difficult to 



determine exactly how effective the banks are.  The Institute points to 
the need to monitor the performance of the banks in implementing 
strategies aimed at reducing poverty, and to continue to press them to 
demonstrate the results of those strategies.  CIDA has reviewed the 
methodology used for the study and agrees with its conclusions. 
 
 • CIDA has encouraged the banks to focus more on developmental 
activities that support the objectives of Canada's aid policy - poverty 
reduction, environmental sustainability and good governance.  For 
example, in the recent general resource increase of the Inter-American 
Development Bank, the Bank agreed to increase its programming for the 
social sector to 40 percent of total lending.  The African Development 
Bank has agreed to channel "...around 20 to 25 percent [of lending] for 
the social sectors...the bulk [of which] should be committed in support 
of primary health care and primary education...." Special emphasis will 
be put on the environmental aspect of the energy and forest sectors.  
The strategic objectives for the Asian Development Bank include 
economic growth, poverty reduction, more involvement of women in 
development, population planning, and environmental protection...all 
Canadian priorities. 
 
 • CIDA has started a series of reviews of the development 
impact and quality of projects funded by the banks.  It is using these 
reviews as tools to advocate greater emphasis on areas important to 
Canadian objectives. 
 
 • CIDA has also played an important role in advocating the 
establishment of portfolio task forces by the banks, which have 
examined the quality of bank projects and made far-reaching 
recommendations to bank management to improve that quality.  The banks 
are now implementing action plans to address the recommendations of the 
task forces.  It is too early to assess their impact. 
 
Clarifying accountability 
 
2.85  CIDA has embarked on a comprehensive "management renewal" 
process, which incorporates, as one of its central tenets, "results-
based management".  It is fully committed to enhancing accountability, 
including its accountability for participation in the regional 
development banks.  We urge the Agency to complete this component and 
to report on its findings to Parliament as soon as practicable. 
 
Monitoring the quality of loan portfolios 
 
2.86  CIDA has completed the second annual update of its 
assessments of financial viability of each of the banks.  These 
assessments form the basis for CIDA's monitoring of the financial 
aspects of the banks, including their portfolio quality and the 
adequacy of their financial policies.  The assessments are shared with 
like-minded donor countries and, as appropriate, with bank management. 
 Through its executive directors at each institution, CIDA has 
encouraged the banks to improve their comprehensive analyses of the 
quality of their loan portfolios. 
 



2.87  The banks are responding with greater transparency in regard 
to country risk.  The Asian Development Bank, for example, has decided 
to establish a special unit to assess sovereign risk.  Similarly, at 
Canada's urging, the Inter-American Development Bank is preparing a 
special report on credit risk while African Development Bank management 
has proposed a comprehensive upgrading of its financial policies and a 
revision of its policy on country exposure and risk assessment. 
 
2.88  CIDA is currently revising its Framework for the Assessment 
of Financial Viability and will soon complete its third set of 
financial viability assessments of the banks. 
 
Accounting for Canada's paid-in capital 
 
2.89  CIDA still agrees with the Comptroller General of Canada that 
the current accounting treatment is appropriate:  that paid-in capital 
is used by the development banks to make loans to developing countries; 
that these investments are essentially a flow-through mechanism for 
Canada and other countries to make loans to sovereign states; and that 
government's valuation policy for sovereign loans also applies to these 
subscriptions.  In other words, the loans are viewed by the government 
as collectable unless formally repudiated by the debtor countries.  
Notwithstanding this stated position, we continue to believe that it 
does not reflect reality. 
 
Parliamentary approval for unpaid capital subscriptions 
 
2.90  CIDA has disclosed, in Part III of the Estimates, the 
financial commitments for the unpaid capital subscriptions of the 
banks.  In the 1994-95 Part III, for example, CIDA clearly identified 
the callable capital for each bank.  As previously indicated, it is 
CIDA's intention to change the vote wording for financial commitments 
for the unpaid capital subscriptions of the regional banks.  A modified 
vote wording will be reflected in the 1995-96 Estimates documents. 
 
Accounting for notes payable 
 
2.91  CIDA continues to believe that the current accounting 
treatment is appropriate, and has not undertaken any additional 
measures.  It points out that the Department of Finance holds the same 
view. 
 
Parliament needs to know the risks and benefits 
 
2.92  CIDA agreed to the periodic assessment and reporting of how 
Canada's objectives, as set out in the International Financial 
Institution (IFI) Act, are being achieved through the banks.  It 
attempts to make such assessments on an ongoing basis and, in 
particular, in the context of decisions on fund replenishment or 
capital increase negotiations.  It undertook to try to improve the link 
between funds disbursed by Canada to the banks and the results expected 
from our memberships.  CIDA noted, however, that assessing the benefits 
of participation against Canada's objectives in unequivocal and 
quantifiable terms is difficult.  The banks engage in a range of 



activities that provide benefits to Canada and the international 
community but that are not easily measured. 
 
2.93  In addition, CIDA has analyzed the various task force reports 
on portfolio quality, and the findings will be factored into the extent 
and nature of Canada's future participation in the banks. 
 
Reporting to Parliament 
 
2.94  CIDA has begun to improve its reporting through Part III of 
the Estimates, and in 1994-95 stated:  "CIDA is continuing its review 
of the IFIs which began in 1992-93 ...This research will help the 
Agency assess the developmental effectiveness of the RDBs and better 
define long-term objectives for both the IFI system and its component 
parts." In addition, CIDA officials and Canadian executive directors 
have continued to appear before parliamentary committees as requested, 
including the subcommittee on IFIs.  CIDA is currently considering how 
to more systematically provide pertinent information from Canada's 
directors in the regional banks to parliamentarians.  We encourage CIDA 
to consider the option of periodically preparing for parliamentarians a 
performance-oriented report on the regional development banks. 
 
Department of Finance - Participation in the Bretton Woods Institutions 
and in the European Bank for Reconstruction and Development - 1992, 
Chapter 12 
 
Background 
 
2.95  In 1992, we noted that because of the significant financial 
commitments involved, the Department of Finance and the government 
needed to carry out periodic reviews and assessment of the objectives, 
extent and results of Canada's participation in the Bretton Woods 
institutions (the International Monetary Fund and the World Bank Group) 
and weigh them against Canada's financial commitments to these 
institutions and other demands on the public purse. 
 
2.96  We observed that several factors pointed to the need for such 
review.  Those factors included the reported decline in the success 
rate of projects supported by the World Bank, the evolution in the 
roles and operations of the institutions, and domestic fiscal 
restraint.  We also observed that the Department of Finance needed to 
further improve the information on the objectives and results of 
participation and on the associated financial commitments and risks to 
which Canada was exposed. 
 
2.97  Since our audit, there have been a number of relevant 
developments.  A sub-committee of the House of Commons Standing 
Committee on Finance, which was established to study the management and 
policies of international financial institutions, in particular the 
International Monetary and the World Bank Group, completed its work and 
issued a report in June 1993.  The report confirmed our recommendations 
and went even further to recommend analysis and review of the World 
Bank's practices. 
 



2.98  A Special Joint Committee of the House of Commons and the 
Senate is currently carrying out a review of Canadian foreign policy, 
which includes a review of Canada's international assistance 
priorities, policies and approaches.  The Committee's report is 
expected in the fall of 1994. 
 
2.99  In 1994, the Development Committee of the International 
Monetary Fund/World Bank decided to establish a small task force to 
review the development role being played by multilateral development 
banks, including the World Bank and the main regional banks.  The task 
force is expected to report to the Committee at its meeting in 
September/October 1995. 
 
2.100 Our follow-up reviewed actions taken by the Department of Finance 
to address our recommendations. 
 
Conclusion 
 
2.101 Finance has initiated actions to address our major 
recommendations.  However, it is too early to assess the impact of 
those actions.  The Department has embarked on a review to examine the 
effectiveness of Canada's participation in international financial 
institutions (IFIs) as a means of influencing economic development in 
developing countries and achieving other Canadian foreign policy, 
economic development and commercial objectives.  The review is yet to 
be finalized and provided to Parliament. 
 
2.102 Canada and other member countries were instrumental in encouraging 
the World Bank management to focus more on results in its evaluation 
than on the amount of loans for development projects, and in having the 
Bank management review the adequacy of loan loss provisioning and 
reserves-to-loans ratio. 
 
2.103 The Department of Finance has improved information it provides to 
Parliament on Canada's participation in the International Monetary Fund 
and World Bank Group.  However, it needs to pursue further the 
difficult task of selecting and reporting on indicators that could 
serve in assessing how well Canada's objectives for participation in 
these institutions are being achieved. 
 
Observations 
 
Objectives and results of Canada's participation 
 
2.104 We recommended that the government provide a clear and 
comprehensive statement of the objectives of Canada's participation in 
the Bretton Woods and related institutions.  We also recommended that 
the Department of Finance identify, monitor, analyze and report 
selected indicators that can serve in assessing how well Canada's 
objectives for participation in these institutions are being achieved. 
 
2.105 The Department agrees that the objectives of Canada's 
participation in these institutions need to be clearly stated.  In its 
1993 Report on Operations under the Bretton Woods and Related 



Agreements Act, the Department identified three main objectives to 
support sustainable development in the poorest countries, which the 
International Development Association (IDA 10) agreement emphasized 
that IDA should focus on - poverty reduction, economic adjustment and 
growth, and environmental protection.  The Department also listed a 
number of specific benefits to Canada of International Monetary Fund 
membership, and reported on Canada's role, along with other countries, 
in encouraging the World Bank to integrate environmental criteria into 
its lending programs. 
 
2.106 In internal documents on the IDA 10 review, the Department 
reviewed specific indicators of results of developmental assistance, 
such as proportion of population below poverty line, life expectancy, 
education attainment index and GDP per capita - by country and region. 
 However, other than indicators such as procurement in Canada by the 
World Bank and the International Development Association, and the 
number of Canadians working in the Bank, which it had reported in the 
past, the Department has not selected and reported such indicators to 
help in assessing how well Canada's objectives for international 
financial assistance through participation in these institutions are 
being achieved. 
 
Evaluation 
 
2.107 We recommended that the Department of Finance investigate the 
feasibility of Canada undertaking a joint evaluation with other 
interested members to assess the cost-effectiveness of participation in 
the Bretton Woods and related institutions as a way of promoting 
national objectives.  Lessons learned could be applied to improve the 
functioning of the institutions, particularly concerning the objectives 
of countries that supply hard currencies and the financial backing for 
market borrowing.  We also recommended that Finance consider combining 
its evaluation capacity with that of other departments and agencies 
involved, such as CIDA, to assess the extent of Canada's overall 
participation in multilateral financial institutions. 
 
2.108 Finance has initiated a review of Canadian participation and 
strategy, to examine the effectiveness of Canada's participation in 
international financial institutions (IFIs) as a means of influencing 
economic development in developing countries and achieving other 
Canadian foreign policy, economic development and commercial 
objectives.  A draft report has been prepared and circulated 
interdepartmentally for discussion prior to being finalized. 
 
2.109 The draft report specifies current Canadian objectives for 
participating in IFIs, and provides qualitative and some quantitative 
assessment of their achievement.  It also raises questions, but 
provides no specific answers, about the most cost-effective way of 
combining the bilateral and multilateral mechanisms for delivering aid 
programs, and how large a presence is necessary to continue to 
influence IFI activity in order to advance Canadian objectives.  In 
addition, the report presents guiding parameters for Canada's 
participation in IFI replenishment negotiations. 
 



2.110 Two of the conclusions of the review are that multilateral 
development banks (MDBs) have been important in advancing a number of 
Canadian objectives, thereby complementing Canada's bilateral 
assistance program; and that MDBs have had a more mixed success in 
addressing the Canadian policy agenda of poverty reduction, social and 
private sector development and environmental sustainability.  The 
report is yet to be finalized.  We encourage the Department to complete 
the review and to include a summary of its conclusions in its next 
Report on Operations under the Bretton Woods and Related Agreements Act 
or in its Part III of the Estimates. 
 
2.111 The Department supported a comprehensive study of the banks by the 
North-South Institute, which was sponsored by CIDA and other donors.  
(see paragraph 2.84 in CIDA follow-up, which reported on this study). 
 
2.112 Canada and other member countries were instrumental in encouraging 
the World Bank management to focus more on results than on the amount 
of loans for development projects.  In May 1993, the World Bank adopted 
a program of action to respond to the recommendations of a task force 
that it had established in 1992 to examine problems affecting the 
quality of its portfolio of loans and credits.  One of the 
recommendations of the task force was to enhance the role of the 
Operations Evaluation Department (OED) of the Bank, as an instrument of 
independent accountability, and to give greater emphasis to impact 
evaluations. 
 
2.113 The OED has begun work on impact evaluations and has completed 
seven by mid-1994.  Canada continues to influence the results-oriented 
direction and emphasis of OED's evaluations through its executive 
director who is a member of the Joint Audit Committee of the Bank, 
which, among other functions, oversees OED's work. 
 
Financial risk 
 
2.114 We recommended that, because the financial risk to which Canada is 
exposed in the World Bank is closely linked to the level of 
provisioning, Finance consider calling for an assessment, in 
collaboration with its G-7 partners, of the loan loss provision rate 
and the method used to determine it.  The assessment would ensure the 
adequacy of accumulated provision for loan losses from the perspective 
of shareholders, so that the risk of a call on capital would remain 
low. 
 
2.115 As a result of encouragement from Canada and other member 
countries, the World Bank carried out a review of the adequacy of its 
loan loss provisions and reserves.  In April 1993, the executive 
directors of the Bank (which includes those from all G-7 countries) 
were presented with a paper entitled "Review of the Adequacy of Loan 
Loss Provisions and Reserves".  The paper discussed how loan loss 
provisions for the Bank are determined to ensure the adequacy of 
accumulated provision for loan losses from the perspective of the 
shareholders.  In May 1993, the executive directors of the Bank 
approved an increase in the rate of loan loss provisioning from 2.5 
percent to 3.0 percent.  As well, the target for the ratio of reserves 



to loans was increased to a range of 13 to 14 percent, to be achieved 
during fiscal years 1994 to 1995. 
 
Information for Parliament 
 
2.116 We recommended that the vote wording in the Appropriation Act for 
payments to the World Bank indicate that the payments are for the 
purchase of shares, and the amount of financial commitment for the 
callable capital portion.  We recommended that, as Finance continues to 
improve the information it provides to Parliament on Canada's 
participation in the International Monetary Fund, the World Bank Group 
and the European Bank Group for Reconstruction and Development, the 
Department should also provide more complete and understandable 
information on the objectives and results of participation and on the 
resulting financial commitments. 
 
2.117 Since our 1992 audit, Parliament has approved one payment to the 
World Bank for the purchase of shares.  The vote wording in the 
Appropriation Act did not indicate that the payment was for the 
purchase of shares; nor did it indicate the amount of financial 
commitment with respect to the callable capital portion.  However, in 
Part III of its 1994-95 Estimates, the Department specified that 
payments for the purchase of World Bank shares represent only the paid-
in portion of the shares, as the callable portion would become payable 
only in the unlikely event that the funds were required. 
 
2.118 Finance has further improved information it provides to Parliament 
on Canada's participation in the International Monetary Fund and World 
Bank.  Since our 1992 audit, new information on Canada's objectives and 
benefits from such participation has been added to the annual report 
under the Bretton Woods and Related Agreements Act.  This new 
information includes specific benefits to Canada resulting from 
membership in the International Monetary Fund, Canada's particular 
interest and the reason why it supported the enlarged International 
Monetary Fund Enhanced Structural Adjustment Facility, and Canada's 
policy priorities in regard to the World Bank's Special Program of 
Assistance.  However, our concern about inadequate information on the 
results of Canada's participation has yet to be fully addressed.  The 
completion and publication of the results of the Department's current 
review of Canadian participation and strategy should help to do so. 
 
2.119 Information reported on financial commitments has improved.  The 
annual report on the Bretton Woods and Related Agreements Act now 
includes a table outlining Canada's financial position in the 
International Monetary Fund.  However, the report still does not 
clearly indicate how much money has been committed and how much money 
has been spent for International Development Association subscriptions. 
 Again, this information, including comparative cumulative capital 
subscriptions by G-7 countries as of 31 December 1992, is presented in 
the draft report on the review of Canadian participation and strategy. 
 
Accounting for notes payable 
 
2.120 We recommended that the government reconsider, and revise as 



appropriate, its accounting for and reporting of notes payable to the 
International Development Association. 
 
2.121 Finance believes that the accounting for and reporting of notes 
payable to the International Development Association are appropriate.  
However, the government is working on a paper to review the current 
accounting treatment and assess whether any changes are needed.  We 
will continue to work with the government in that review to resolve 
this accounting issue. 
 
Department's response:  The Department has reviewed with interest the 
follow-up report and appreciates the constructive dialogue which has 
taken place with the Office of the Auditor General. 
 
We wish to make only one comment relating to the suggestion that the 
Department should reconsider the way it accounts for notes payable to 
the International Development Association (IDA).  On this point, we 
would simply note that current accounting standards allow for either 
methodology.  Both Finance and the Treasury Board Secretariat share the 
view that the current practice of accounting for our contributions as 
notes are encashed, rather than issued, is fully appropriate.  However, 
as mentioned in the report, the current accounting treatment is being 
reviewed to assess whether any changes are needed. 
 
Department of Finance - Loan Guarantees - 1992, Chapter 13 
 
Background 
 
2.122 In 1992, we reported on the extent of compliance with the 
government's guidelines to control the design of new loan guarantees; 
on how the risks and related costs are recognized and accounted for; 
and on the adequacy of the information provided to Parliament about 
loan guarantees. 
 
2.123 We recommended that the government recognize the cost or risk of 
loss of a loan guarantee on an annual basis and account for loan 
guarantee costs by establishing an appropriate reserve in its Statement 
of Assets and Liabilities.  We also indicated that there was a need for 
the government to review the way it estimates the costs of loan 
guarantees. 
 
Conclusion 
 
2.124 The government has revised its accounting policy on loan 
guarantees, and the accrued costs of loan guarantees are now included 
in the Financial Statements of Canada. 
 
Observations 
 
Accounting for loan guarantee costs 
 
2.125 In 1993, changes were made in accounting policies for loan 
guarantees.  An allowance for loan guarantees is now recorded, and 
included in accounts payable and accrued liabilities when it is likely 



that a payment will be made in the future to honour a guarantee and 
where the amount of the loss can be reasonably estimated. 
 
Estimation of risk of losses 
 
2.126 The government has revised the way it estimates the risk of loss 
on loan guarantees.  The estimation of the risk is now based on 
departmental assessments of the likely payments on any loan guarantee 
issued and in effect at the end of the fiscal year.  This new 
estimation method provides a more realistic indication of the risk 
associated with loan guarantee programs and their potential liability. 
 
Security against government-guaranteed loans 
 
2.127 In 1992, we noted that the terms and conditions of the Small 
Business Loans Program did not require lenders to take a first fixed 
charge on the assets used to secured guaranteed loans.  The Small 
Business Loans Regulations were amended in 1993 and now impose such a 
requirement. 
 
Department of Energy, Mines and Resources - Energy Megaprojects - 1992, 
Chapter 14 
 
Background 
 
2.128 In 1992, we examined and reported on the Hibernia, Lloydminster 
Bi-Provincial Upgrader and Regina NewGrade Upgrader energy megaprojects 
assisted and funded by Natural Resources Canada (which incorporates the 
former Department of Energy, Mines and Resources). 
 
Conclusion 
 
2.129 We were encouraged to see progress in implementing our 
recommendations. 
 
 • For Hibernia, the Department has taken initiatives to improve 
its monitoring of benefits and recommendations arising from the 
environmental assessment and review process. 
 
 • The Department has improved access to information on the Bi-
Provincial Upgrader project and has set up a specific unit to monitor 
the environmental impacts. 
 
 • The Treasury Board has issued a policy to aid departments in 
managing future projects of this type.  This policy addresses the 
concerns raised in our 1992 Report. 
 
 • The Canada Hibernia Holding Corporation (CHHC) is 
appropriately fulfilling its mandate to manage Canada's 8.5 percent 
equity interest in Hibernia in a commercial manner. 
 
2.130 The Department has also improved reporting to Parliament about its 
own funding responsibilities for the energy megaprojects.  The 
separation of responsibilities between the Department and CHHC for 



funding Hibernia creates a division in the reporting of financial 
information.  This makes it difficult for parliamentarians to obtain a 
full understanding of the overall financial arrangements and exposures 
relating to the Hibernia Development Project. 
 
2.131 In its recently completed draft evaluation framework, the 
Department has made progress in identifying the issues that need to be 
addressed by an evaluation of Hibernia.  However, it has not completed 
an assessment of the precise information it requires to do such an 
evaluation.  The framework has yet to be approved within the 
Department. 
 
2.132 The government is accountable to taxpayers and to Parliament for 
the results obtained from the large federal investments in the Hibernia 
and Bi-Provincial Upgrader energy megaprojects.  We believe that the 
Department should be moving with a greater sense of urgency in planning 
for evaluations of these projects. 
 
2.133 In light of these ongoing issues concerning the megaprojects, we 
will continue to monitor government participation in the projects. 
 
Observations 
 
Introduction 
 
2.134 NewGrade Upgrader.  The nature of Canada's support to the NewGrade 
Upgrader has changed since our 1992 audit.  The federal commitment was 
for up to $275 million in loan guarantees.  The Government of Canada, 
the Province of Saskatchewan and Consumers' Co-operative Refineries 
Limited, the operator, have agreed to a financial restructuring of the 
project.  A combination of a heavy debt load and depressed oil price 
differentials threatened the Upgrader's ability to meet its debt 
obligations.  Under the terms of the new agreement, Canada will make a 
one-time payment of $125 million to the project.  In exchange for this 
payment, Canada is to be relieved of any future financial obligations 
related to the project, and Saskatchewan will indemnify the Government 
of Canada in the event that Canada's loan guarantees are called. 
 
2.135 Bi-Provincial Upgrader.  Construction of the Bi-Provincial 
Upgrader (a joint venture between Husky Oil Limited and the governments 
of Alberta, Saskatchewan and Canada) was completed in November 1992.  
Since the start of production, the Bi-Provincial Upgrader has required 
funding to cover operating shortfalls.  As of 30 June 1994, Canada had 
advanced $28.2 million to fund its share of those shortfalls.  At the 
time of the audit, discussions were under way among the Joint Venturers 
on the future funding of shortfalls and on future options for the 
project. 
 
Natural Resources Canada Comments:  On 5 August, 1994, Canada, Alberta, 
Saskatchewan and Husky Oil Limited announced a new financial structure 
for the Bi-Provincial Upgrader.  Canada and Alberta agreed to sell 
their interests in the Bi-Provincial Upgrader to Husky Oil Limited and 
Saskatchewan.  Canada will receive $41.96 million for its 31.67 percent 
interest in the project.  In addition, Canada will receive an upside 



interest in project revenues, if the differential between heavy oil and 
synthetic crude exceeds $6.50 a barrel. 
 
2.136 Hibernia.  Since our 1992 chapter, there have been significant 
changes in Canada's financial obligations to the Hibernia Development 
Project, with the assumption of an 8.5 percent equity interest.  
Canada's direct involvement in this project is in the form of 
contributions, loan guarantees, other loans and the equity interest.  
As of 31 March 1994, the federal government's contribution expenditures 
to Hibernia totalled $492 million and its loan guarantees had been 
drawn upon to a total of $484 million.  As of 31 December 1993, 
Canada's equity in Hibernia totalled $69.4 million. 
 
2.137 As an equity owner in Hibernia, Canada has the opportunity to 
benefit from any profits resulting from the sale of its 8.5 percent 
interest or from production.  However, Canada is now responsible for 
its share of any cost overruns incurred, plus any other 
responsibilities that fall to the owners.  Previously, Canada's 
financial exposure was capped by the agreements.  At the time Canada 
acquired an 8.5 percent interest in the project, its equity investment 
to production start-up, based on the original 1990 estimate, was 
expected to total approximately $357 million.  In June of 1994 the 
owners announced that the preproduction capital cost of the Hibernia 
Development Project would increase from the 1993 estimate by $1.172 
billion.  As a result of a previous reduction in the total estimated 
preproduction capital cost, and the recent cost overrun, Canada's 
equity investment to production start-up is now expected to total 
approximately $410 million. 
 
Monitoring of Canada's 8.5 percent equity interest in Hibernia 
 
2.138 Canada's 8.5 percent equity interest in Hibernia is held by the 
Canada Hibernia Holding Corporation (CHHC), which is a wholly owned 
subsidiary of Canada Development Investment Corporation (CDIC) and is 
funded through the Department of Finance.  CDIC reports to Parliament 
through the Minister of Finance.  The arrangement was made for the 
federal government to provide for independent commercial management of 
the investment and to effectively market its interest in the project at 
an appropriate time.  Thus Natural Resources Canada and CHHC have 
distinct and separate responsibilities for managing Canada's interest 
and obligations in the Hibernia Development Project. 
 
2.139 The sole purpose of CHHC is the holding, management and funding of 
the 8.5 percent interest in Hibernia, with CDIC having responsibility 
for the ultimate disposal of the 8.5 percent interest on a commercial 
basis.  CHHC has its own Board of Directors consisting of five members, 
including one senior Natural Resources Canada official, three Directors 
from CDIC and the President of CHHC.  Two of CDIC's officers are 
officers of CHHC.  The President of CHHC sits on the Executive 
Committee of the Hibernia Development Project.  This structure allows 
CHHC and CDIC to fulfil their mandate appropriately by active 
participation in the project and by providing monitoring of and 
accountability for Canada's equity investment in the Hibernia 
Development Project. 



 
2.140 A memorandum of understanding among the Department of Energy, 
Mines and Resources (EMR), the Department of Finance, CDIC and CHHC 
outlines how information is to be co-ordinated and shared.  The parties 
agreed to establish a committee as a forum to exchange information, on 
a regular and timely basis, on the status of the Hibernia Development 
Project and to consult fully on any major issues or developments 
concerning the project.  The committee was to consist of officials of 
each of the parties and to be chaired by an official designated by the 
Minister of EMR. 
 
2.141 However, the committee is not active.  CDIC and Natural Resources 
Canada have informed us that they maintain informal communications on 
an ongoing basis.  In our opinion, the agreement suggests use of a more 
formal method of communication. 
 
Evaluation 
 
2.142 In responding to our 1992 chapter, the Department noted that it 
was determining evaluation requirements for the megaprojects.  The 
Department also agreed to undertake, at an appropriate time, an 
evaluation of the Hibernia project. 
 
2.143 In October 1992, the Department prepared an evaluation assessment 
to review possible approaches to the evaluation of the energy 
megaprojects.  The assessment recommended that both the Bi-Provincial 
Upgrader and Hibernia be evaluated by focussing on impacts and the 
achievement of objectives, a course of action that we strongly support. 
 
2.144 The Department had planned to complete an evaluation of the Bi-
Provincial Upgrader project by the end of March 1995.  It now intends 
to reassess this plan in the light of change to the project (see 
paragraph 2.135 and the Department's comments).  Regardless of the 
change, we believe it is important to determine, and account for, the 
results achieved with the federal money spent, as well as to identify 
lessons learned that may be applied in the future. 
 
2.145 The Department has recently completed a draft evaluation framework 
for Hibernia.  Among other things, the framework identifies the 
evaluation issues to be addressed and goes some way towards determining 
the requirements and sources for the information that will be needed to 
address those issues.  However, the Department has not completed an 
assessment of the precise information it requires to evaluate Hibernia. 
 The framework has yet to be approved within the Department. 
 
2.146 The draft Hibernia evaluation framework does not propose a 
specific time for the evaluation to be completed.  However, 
departmental officials have indicated that they plan to carry out an 
evaluation after oil production starts. 
 
2.147 Given the very substantial federal investment and financial 
exposure in Hibernia, we believe it is important for the Department to: 
 
 • move quickly to complete and approve the evaluation 



framework; 
 
 • put in place additional procedures, as necessary, to collect, 
on an ongoing basis, information required for the evaluation; and 
 
 • assess the need for interim evaluation work that draws 
together available information on results to date, analyzes it and 
reports to Parliament. 
 
2.148 In our opinion, it is important for both the government and 
Parliament to be able to assess whether Hibernia has been a good 
investment for Canada. 
 
Information for Parliament and the public 
 
2.149 The Department has improved its reporting of the financial status 
of energy megaprojects in Part III of the Estimates, especially in 
relation to the funding it provides to the projects.  As well, the 
Department's information on megaprojects is now consolidated in one 
section. 
 
2.150 Although Natural Resources Canada has improved the reporting of 
its share of the funding, the separation of responsibilities between 
the Department and CHHC for financing Hibernia creates a division in 
reporting.  The Department's Estimates show information related to its 
responsibilities for Hibernia.  The Department of Finance's Estimates 
show CHHC's appropriation for Canada's equity interest.  CDIC, in its 
annual report, provides information about CHHC's appropriation and its 
ongoing investment in Hibernia. 
 
2.151 Canada also has an indirect investment in Hibernia through its 
ownership of 70 percent of Petro-Canada shares.  Petro-Canada is a 25-
percent participant in Hibernia, and provides information on its 
investment in the project through its annual report. 
 
2.152 Another important source of information on Hibernia is provided by 
the Annual Report of the Canada-Newfoundland Offshore Petroleum Board, 
which is tabled in Parliament. 
 
2.153 Each organization reports separately on its own area of 
responsibility for Hibernia.  Thus, if parliamentarians wish to obtain 
a full understanding of the overall financial arrangements and 
exposures relating to the Hibernia Development Project, they have to 
examine five separate documents.  In our opinion, for projects of such 
a scale as Hibernia, a complete picture needs to be available from one 
source. 
 
2.154 The problems involved in sectoral reporting are more fully 
addressed in Chapter 7, Departmental Reporting of Sectoral Activities. 
 
Department of Indian Affairs and Northern Development - Indian Forest 
Management - The Manitoba Northern Flood Agreement - 1992, Chapter 15 
 
INDIAN FOREST MANAGEMENT 



 
Background 
 
2.155 In 1992, we reported that the Department of Indian Affairs and 
Northern Development (Indian and Northern Affairs Canada) needed to 
develop a statement delineating its own responsibilities and those of 
the bands for Indian reserve forests.  We noted that the Indian Timber 
Regulations were outdated and inadequate for the proper management of 
Indian forests.  In addition, we reported that the Department did not 
have adequate expertise available to enable it to discharge its 
statutory and fiduciary responsibilities for Indian forests, and that 
there was a lack of adequate information to make effective decisions 
about reserve lands. 
 
Conclusion 
 
2.156 The Department has initiated action on all our recommendations, 
with varying degrees of progress. 
 
2.157 We recognized that, to address our recommendations, the Department 
needed to consult with and obtain the participation of First Nations 
and Canadian Forest Services of Natural Resources Canada.  We also 
recognized that initiatives to address our recommendations would be 
time-consuming and complex.  Our follow-up confirmed this to be the 
case.  The Department needs to continue to implement our 1992 
recommendations. 
 
Observations 
 
Clarifying statutory and fiduciary responsibilities 
 
2.158 In its response to our chapter, the Department stated that it has 
legal obligations for the disposition of timber on reserves.  The 
Department has developed a fiduciary management strategy.  The strategy 
outlines how the Department intends to manage fiduciary 
responsibilities arising from managing and administering reserve lands 
and natural resources, including timber.  However, it has not clearly 
stated the Department's fiduciary responsibilities and objectives in 
managing Indian forests.  Without this statement of fiduciary 
responsibilities and objectives, it is difficult to assess the extent 
to which the Department is fulfilling its responsibilities. 
 
Development of an Indian forestry strategy 
 
2.159 Under the leadership of Canadian Forest Services, the Department 
and the National Aboriginal Forestry Association (NAFA) plan to develop 
a comprehensive Aboriginal forestry strategy.  The Department initiated 
a joint planning process with Canadian Forest Services and NAFA, but 
there has been no substantive progress to date. 
 
Amendments to the Indian Timber Regulations 
 
2.160 The Department drafted several technical amendments to the Indian 
Timber Regulations, which received approval from the Governor in 



Council in May 1993.  In 1994, additional technical amendments to the 
Regulations are being considered.  The Department is continuing to work 
with Indian forestry leaders to develop an alternative legislative 
framework for Indian forestry to put in place a modern, multi-use 
forestry management regime. 
 
Expertise to discharge statutory responsibilities 
 
2.161 The Department has undertaken some initiatives to develop 
appropriate expertise to discharge its statutory mandate for reserve 
forestry.  It is finalizing a forestry policy and procedures manual and 
has developed courses to train staff in implementing the procedures. 
 
Interim measures are needed 
 
2.162 As stated in the 1992 chapter, in many cases, forests on reserve 
lands represent a major opportunity for the social and economic 
development of Indian bands.  Forests are the single most important 
asset of many bands.  However, forests on many Indian reserves are 
seriously depleted due to a lack of forestry management.  Judging from 
the Department's past experience, corrective action may encounter many 
constraints and take a number of years to take effect.  In the 
meantime, to protect against further depletion of forestry resources, 
interim measures are needed. 
 
Department's response:  The Department will continue to act on the 1992 
recommendations of the Auditor General, insofar as they relate to its 
statutory mandate. 
 
In addition, the Department is undertaking interim measures, in 
conjunction with Indian forestry leaders and the Canadian Forest 
Services, to promote good forest management practices for reserve 
forests. 
 
THE MANITOBA NORTHERN FLOOD AGREEMENT 
 
Background 
 
2.163 The Manitoba Northern Flood Agreement (the Agreement) provides a 
framework for compensating five Indian bands for the adverse effects of 
hydro-electric development projects undertaken or to be undertaken by 
the Manitoba Hydro-Electric Board. 
 
2.164 The parties to the Agreement, which was signed in 1977, are Indian 
and Northern Affairs Canada, the Manitoba Hydro-Electric Board, 
Northern Affairs of the Government of Manitoba, and the Northern Flood 
Committee Inc., an Indian corporation representing the five bands.  
These parties have joint and separate obligations under the Agreement, 
depending on the nature of their respective responsibilities. 
 
2.165 In 1992 we reported on the Department's management and 
implementation of the Agreement.  The Department concurred with our 
recommendations. 
 



2.166 We recommended that the Department encourage and monitor 
compliance with the Agreement by all parties; ensure that a valid 
environmental assessment is performed to determine and report on the 
impact of the hydro-electric projects; use the environmental assessment 
as a basis for further implementation of the Agreement; and capture and 
report performance information and all costs associated with the 
Agreement. 
 
2.167 We also recommended that, before entering into any future 
agreements of this nature, the Department ensure that the obligations 
of each party are clearly stated.  We further recommended that such 
future agreements contain commitments from all parties on specific 
matters of implementation such as progress target dates and the methods 
to be used to evaluate the adequacy of implementation. 
 
Conclusion 
 
2.168 The Department advised us that the assessment of environmental 
impact and other outstanding issues, such as clarification of 
responsibilities, are still under study and discussion.  In our view, 
the Department ought to ensure that the performance of ongoing 
responsibilities and the implementation of any settlement agreements 
are based on sufficient and appropriate information. 
 
Observations 
 
2.169 The Department and the other parties have focussed their efforts 
on negotiating comprehensive settlement agreements with the bands to 
satisfy their respective obligations under the Manitoba Northern Flood 
Agreement.  Under a comprehensive settlement approach, the Department 
and other parties to the Agreement seek to reach an overall final 
settlement agreement with each band, covering financial and other 
compensation for damages sustained.  The purpose of such agreements is 
to supersede all outstanding and future claims and effectively provide 
a full and final release of the parties from past, present and future 
responsibilities under the Agreement. 
 
2.170 As of June 1994, a comprehensive settlement had been reached with 
one band; comprehensive negotiations were under way with three bands; 
and one band, as in the past, had elected to pursue its own claims, 
thereby opting out of the comprehensive settlement approach.  The 
Department's financial commitments under the one settlement agreement 
reached are approximately $16 million.  Comprehensive settlement 
amounts have not been finalized with the other three bands. 
 
2.171 In negotiating comprehensive settlement agreements, it is 
fundamental that the environmental impact be appropriately assessed and 
used as a basis for any settlement.  Without an adequate assessment of 
the environmental impact, the possibility remains that comprehensive 
settlements and their implementation may not be appropriate.  It is 
also essential in any settlement that a clear understanding and 
consensus be reached on the nature and extent of each party's 
respective obligations under the agreements.  At the time of our 
follow-up, the Department was continuing its efforts to address these 



and other issues reported in 1992. 
 
Department's response:  The Department agrees with the conclusion.  
While there has been little change in the environmental impacts of the 
Northern Flood Agreement (NFA) project since 1988, when the last report 
on environmental impacts was compiled, the Department is preparing a 
report on the years 1988-1994 prior to the end of March 1995. 
 
The Department agrees, in principle, that it is fundamental that the 
environmental impact be appropriately assessed and used as a basis for 
any settlement.  However, it should be pointed out that the objective 
of negotiations to implement the NFA in a comprehensive way also 
focusses upon what is required by the affected First Nations to live 
with the impacts of the NFA project.  The value of compensation under 
the comprehensive agreements is not determined by the damage done by 
the project per se but by the economic development and administrative 
requirements of a community to change their way of life in view of how 
the project has changed the environment in that part of Manitoba. 
 
The comprehensive implementation packages, such as the Split Lake 
Agreement, put in place practical arrangements that will clarify 
responsibilities and ensure that the obligations of the parties are 
implemented in a manner that can demonstrably assist in improving the 
quality of life for members of the NFA reserves and effectively 
implement this recommendation. 
 
Department of National Defence - 1992, Chapters 16, 17 and 18 
 
Introduction 
 
2.172 The Auditor General's 1992 Report included three chapters on the 
Department of National Defence (DND).  Two chapters dealt with capital 
spending:  one of them reported on industrial development initiatives 
and the other on project initiation and implementation.  The third 
chapter reported on the Canadian Forces Reserves. 
 
2.173 In general, the Department of National Defence's response to the 
chapters has been to study and propose possible solutions to the 
problems that we raised.  It has taken action on some issues. 
 
2.174 We have found that while the Department of National Defence has 
generally concurred with our recommendations, it takes a long time to 
implement improvements.  It has completed action on only 44 of 79 
recommendations made in our reports from 1984 to 1990 (see Exhibit 
2.3).  Although 35 recommendations remain incomplete, action has been 
taken on satisfying many of them.  In some cases, action cannot be 
considered complete until the new Canadian Forces supply system is in 
place.  It takes a similar length of time to react to its own studies, 
as Chapters 24 and 27 of this Report illustrate. 
 
Major Capital Projects - Industrial Development Initiatives - 1992, 
Chapter16 
 
Background 



 
2.175 Achieving value for money in major capital projects entails three 
major objectives:  meeting operational requirements in the most cost-
effective manner; achieving cost-effective, long-term industrial and 
regional development; and achieving other national objectives.  The 
1992 chapter addressed the interplay between the first two of these 
objectives. 
 
2.176 National Defence is responsible for defining the most cost-
effective way of meeting its operational requirements.  Industry Canada 
is the lead department responsible for achieving cost-effective 
industrial development. 
 
2.177 In our 1992 Report, we noted that government procurement policies 
were not being followed and made several recommendations.  The 
recommendations were to improve strategic planning, to provide decision 
makers with adequate analyses of costs and benefits, to share costs of 
the initiatives among the relevant departments, and to improve 
information reported to Parliament. 
 
Conclusion 
 
2.178 Since our 1992 Report, departments responsible for industrial 
initiatives have reviewed industrial and regional benefits policy and 
practices, and consulted with industry.  However, Industry Canada has 
yet to fully respond to our recommendations. 
 
Observations 
 
2.179 Our follow-up has identified that Industry Canada has pursued what 
a draft departmental report calls an "opportunistic strategy" for 
industrial benefits.  Under this strategy it is difficult to provide an 
advance assessment of the benefits and costs of the initiatives due to 
the uncertainty concerning what companies will offer in their 
proposals. 
 
2.180 Since 1992, studies by Industry Canada and other parties have 
confirmed the need for a different strategic approach to industrial 
development.  In response to our Report, Industry Canada initiated a 
policy review by a task force, which completed a draft report in July 
1992.  The federal government's Prosperity Initiative in 1992-93 
provided additional feedback from industry and led to further 
interdepartmental consultation.  An interdepartmental working group 
carried out a review and analysis of the government's industrial 
benefits policy.  The resulting report, "Federal Procurement in the 
90s", summarized most of the issues pertaining to benefits policy and 
practices, and recommended changes.  A recent draft report by Industry 
Canada reviewed previous work and recommended that separate strategies 
be developed for the various industrial sectors.  In response to these 
studies, Industry Canada has streamlined its reporting requirements for 
industrial initiatives, but has done little else to change departmental 
policies and procedures. 
 
2.181 We could not determine whether decision makers are receiving 



better information on the costs and benefits of initiatives, as the 
government has not approved any new major Crown projects since 1992.  
Thus the opportunity for Industry Canada to take action in this area 
has been limited. 
 
2.182 In 1992, we identified the need for increased monitoring and 
auditing of projects and better reporting to Parliament on industrial 
development initiatives.  We note that since 1992, Industry Canada has 
devoted fewer resources to monitoring existing projects.  We also note 
that the various departments responsible for industrial initiatives 
remain unco-ordinated in their reporting to Parliament on individual 
projects. 
 
 
Exhibit 2.3 is not available, see the Annual Report. 
 
 
Major Capital Projects - Project Initiation and Implementation - 1992, 
Chapter 17 
 
Background 
 
2.183 Our 1992 chapter on the initiation and implementation of capital 
projects examined the effects of defence program management system's 
policies and procedures on achieving value for money in major capital 
projects.  We found that defence program management was suffering due 
to the lack of a stable Canadian Forces strategic plan, that there was 
a lack of information for managing the defence program, and that the 
purchasing of spare parts for new equipment could be improved. 
 
2.184 We recommended improvements in Canadian Forces long-term strategic 
planning and in the day-to-day management systems of the overall 
capital program.  We also recommended that a system of priorities be 
established for the entire Defence Services Program, and suggested that 
the Department reconsider its practice of buying initial stocks of 
spare parts from its prime contractors. 
 
Conclusion 
 
2.185 National Defence has acted to address our recommendations, but 
some activities are not yet complete and the action taken may be 
inadequate.  Our 1994 chapters on Information Technology (Chapter 25) 
and Infrastructure Management (Chapter 27) point to continuing problems 
with the project and program management systems. 
 
Observations 
 
2.186 The Department met the requirement for a stable long-term 
strategic plan with the approval of the "Defence Development Plan" in 
1993.  The plan translates defence policy commitments into a force 
structure and is supposed to provide a 15-year strategic plan for 
capable and affordable armed forces.  Its aim is to detail the force 
structure deemed most capable and affordable; provide the necessary 
guidelines for resource planning to effectively man, equip, house and 



sustain that force structure; and provide a framework to guide the 
implementation of the force structure.  The Department will also work 
to review and update the development plan as national or international 
events dictate.  Except for reservations about its overall price (see 
paragraphs 24.39 to 24.45) and its comprehensiveness (see paragraphs 
24.27 to 24.38 and 26.26), the plan meets the intent of our 1992 
recommendation. 
 
2.187 Our chapter found that the Defence Program Management System 
generates an enormous staff workload and that the program control 
process did not effectively track changes to projects.  The Department 
has included several changes to the Defence Program Management System, 
which provide more guidance for day-to-day management of the program.  
The Department also has measures and processes in place intended to 
bring significant changes in project costs and scope to the attention 
of senior management in a timely fashion.  However, our chapter on 
Information Technology (paragraph 25.56) indicates that these problems 
continue to exist. 
 
2.188 Since our recommendations in 1992, the Department has also 
redesigned the Defence Services Program Information System.  The system 
records the details of individual projects as project documents are 
circulated and approved.  Information from project offices that used to 
take four to six weeks to be incorporated into the system is now 
entered automatically or, if manually, in less than one week.  Program 
management staff now have direct access to the system and update it 
regularly.  Several of the project offices will also have direct access 
to the system in the near future.  Although the information system 
appears to be significantly improved, we are concerned about the 
quality of some of its data, particularly the data related to 
information technology projects (see paragraph 25.46). 
 
2.189 The Department has made progress in establishing a priority system 
for the entire Defence Services Program.  It now has criteria to assign 
priorities to projects among the Maritime, Land Force and Air Commands, 
as well as within the environmental command structure.  The criteria 
for ranking priorities among the environmental Commands include 
operational need, safety, government direction, international 
agreements and strong business cases.  These criteria were helpful to 
program managers in determining which projects to postpone as a result 
of the February 1994 budget cuts.  Nonetheless, more guidance is needed 
on how to assess the benefits offered by some projects and the 
opportunity cost of delaying their funding (see paragraph 25.52). 
 
2.190 In 1992, we suggested that National Defence and Supply and 
Services Canada consider buying spares directly from the manufacturers 
of the original equipment instead of from the prime contractor as is 
the current practice.  We also pointed out the benefits of conducting a 
value engineering analysis during the specifications process. 
 
2.191 Since then the Department has made progress by completing some 
value engineering analyses.  The Department has also made progress by 
expanding its "Buy Our Spares Smarter" program.  This program obtains 
price comparisons for spare parts submitted for review.  Over 4,500 



items have been reviewed under the program, contributing to savings of 
almost $10 million.  Still more money could be saved if National 
Defence increased its efforts to realize savings that the program has 
identified. 
 
The Canadian Forces Reserves - 1992, Chapter 18 
 
Background 
 
2.192 Our follow-up focussed on recommendations from our 1992 Report in 
seven areas:  Reserve Force planning, human resource management, 
training, equipment, facilities, readiness and accountability. 
 
2.193 In our 1992 Report, we noted that the Department needed to address 
the definition of cost-effective roles for the Reserves.  Clearly 
defined, appropriate roles lead to effective human resource structures 
and policy, training, equipment and facilities; they also provide good 
indicators to determine and communicate levels of military readiness.  
Defining appropriate Reserve roles is a key element in having cost-
effective Reserves. 
 
Conclusion 
 
2.194 Our follow-up audit found a varied response to our 
recommendations.  The Department continues to define and implement 
Total Force Reserve roles according to unique command environments.  
Responses to our 1992 recommendations therefore varied by command, and 
the specific nature of Total Force implementation in that command.  In 
general, the Department has taken limited action in response to our 
recommendations. 
 
Observations 
 
Reserve Roles and Organizational Structure 
 
2.195 The Militia is the largest component of the Primary Reserve with 
73 percent of the personnel budget during 1994-95.  Land Force Command 
has extensively studied solutions that we believe would satisfy many 
concerns arising from our 1992 audit.  Those solutions include 
rationalizing Militia roles, force structure and unit organization.  
However, the Command has decided not to take complete action on the 
proposed solutions, pending completion of the 1994 Defence Review and 
clarification of the Land Force's role in national defence policy.  
Until the Command is able to take appropriate action, the Militia will 
continue to provide only limited military capability.  We intend to 
conduct additional follow-up work on the Militia in 1995. 
 
2.196 In our 1992 Report, we noted the need for appropriate cost 
information on the Reserves.  Additional cost information is needed to 
support Reserve decision making at all levels, but particularly when 
Reserve roles are being decided.  Since 1992, the Department has done 
cost studies to support specific decisions and, in some cases, new 
Reserve efforts are being field-tested to determine their costs before 
full implementation.  Although the Department is trying to include 



costs in Reserve decision making, departmental systems may not identify 
all the costs necessary to support the Department's decisions (see 
paragraph 24.70). 
 
2.197 Our 1992 Report also recommended that the Department make greater 
effort to ensure that Reserves are available for training and 
emergencies.  After studying the issue, the Department has acted to 
strongly support the National Employers Support Committee, now called 
the Canadian Forces Liaison Council.  This council has a mandate to 
promote the Reserves so that employers will grant leave-of-absence for 
training without loss of job promotion and vacation time, and to 
encourage the hiring of Reservists.  The Council reports that it has 
approached thousands of employers and, over an 18-month period, its 
list of employers offering their general support has grown from 20 to 
more than 1200 names.  In 1996, the Council expects to carry out a 
fundamental review of its program and report on the program's results 
to senior departmental management. 
 
2.198 Land Force Command has rejected, as a concept and in practice, the 
assignment of operational roles, tasks or missions to individual 
Militia units.  Instead, Militia units are to be assigned specific 
training missions that will allow individual unit members to augment 
the Regular Force.  To implement these training missions, and to solve 
a continuing rank-qualification problem and a disproportionate ratio of 
officers to non-commissioned members, the Command has proposed "total 
army establishments".  These new establishments would provide a 
standard for all army units.  Based on the size of the units, the 
Militia would have the same unit establishments, or organizational 
structure, as their respective functional counterparts in Regular Force 
units. 
 
2.199 At this stage, it is too soon to determine if "total army 
establishments", based on Regular Force organizational and rank 
structures, are the most efficient way to achieve a training mission in 
a Reserve unit of part-time volunteers.  No trial of this new model is 
being planned.  However, the Command expects to implement the structure 
over the next three years. 
 
2.200 Over the last two years, Communication Reserve has reviewed and 
expanded its roles.  Reserve units will not have operational roles but 
will be expected to provide trained members to perform tasks.  In 
addition to individual augmentation, Communication Reserve plans to 
start providing small groups of people trained to meet specific tasks. 
 This provision should serve as a basis to review the establishments 
and organizational structure. 
 
2.201 Communication Reserve intends to improve the efficiency of unit 
organization and establishments by restructuring and standardizing the 
units.  A "standard model unit" has been developed for all units 
providing augmentation personnel.  The tasks of these units should be 
finalized in the fall of 1994.  The size, manning level and rank 
structure of each unit will be examined and matched with its ability to 
meet task requirements.  The standard model unit is being field-tested 
at several locations; its results will be evaluated in 1995-1996 to 



determine its operational effectiveness and efficiency. 
 
2.202 The Naval Reserve is in the process of conducting a complete 
review and reorganization of the Naval Reserve Establishment, which it 
plans to complete by the end of 1994.  The proposed establishments for 
the Naval Reserve are based on assigned operational roles, which is a 
significant change from the Total Force augmentation role assigned to 
the Naval Reserve in 1991.  A major effort is being made to rationalize 
requirements and establishments in Naval Reserve Divisions.  We were 
not able to assess the adequacy and efficiency of the proposed changes. 
 The Naval Reserve told us that it intends to monitor the 
implementation of the new establishments over the next year. 
 
2.203 The Air Force is also revising roles for the Reserves with the 
development of new Airfield Engineering Squadrons.  Officials told us 
that Reserves will be providing almost half the personnel for three new 
squadrons in support of contingency deployment plans. 
 
Reserve Occupational Structure 
 
2.204 The Canadian Forces occupational structure identifies the 
aggregate skills and knowledge necessary to do the jobs required by the 
Canadian Forces.  In 1992, we reported that the Reserve structure was 
deficient.  Over the past two years, the Department has undertaken a 
review of its policies and procedures with the objective of meeting the 
"Total Force" occupational structure requirements.  A draft paper has 
been produced, but senior management has not yet approved it. 
 
2.205 In 1992, we also pointed out that specifications outlining the 
duties, tasks and skill levels for each occupation were generally poor 
in quality or non-existent.  The Department has responded by reviewing 
the 143 occupational specifications in the Canadian Forces, and by 
developing the Canadian Forces Integrated Occupational Specifications. 
 Those specifications detail the job requirements for all Forces 
components including the Reserves.  Updating occupational 
specifications and converting them to the new format is scheduled for 
completion in 1997-1998, assuming the current resource arrangements 
continue. 
 
2.206 The Reserve occupational structure is composed of 27 officer 
occupations and 38 other rank occupations.  As of July 1994, about 18 
percent of Reserve occupations had been updated and converted to the 
new format.  About 37 percent of the Reserve occupations are at various 
stages of the conversion process and about 45 percent are outdated or 
lack specifications. 
 
2.207 As we reported in 1992, the application of the Total Force concept 
to personnel functions, such as promotion, is still not adequately 
defined.  There is no clear definition of the kind of qualifications 
and experiences that are required of members at each rank level of the 
Reserves to achieve its mission.  Reserve officer promotion policies 
have not been updated over the last 16 years, and policies for non-
officers were written seven years ago, before the adoption of the Total 
Force concept.  The qualification levels and the time-in-rank criteria 



are still formulated to seem identical to those of the Regular Force, 
but actually bear no resemblance to them.  For instance, the time-in-
rank prerequisite is stated in calendar time for both components, 
although the Regular Force has a full-time commitment while the Reserve 
Force is composed of part-time volunteers with no actual attendance 
obligation.  The Department is currently undertaking a Primary Reserve 
Career Management Study in which several Reserve promotion concerns are 
examined and major improvements are expected to receive departmental 
approval in the coming year.  However, the study has not yet adequately 
addressed the key issue of the type and length of experience necessary 
to meet operational requirements at each rank level, for each command 
environment. 
 
Reserve Recruiting 
 
2.208 The Department accepted and has sought to act on our 1992 
recommendations on recruiting.  It reports that older, more skilled 
people are now being targeted for recruitment, but that progress has 
been inhibited by the downsizing in the Regular force and by reductions 
in recruiting funds.  In 1992, we observed that targeting more skilled 
people should reduce training costs and costs due to attrition. 
 
Reserve Training 
 
2.209 We did not do a complete assessment of training to determine the 
Department's progress; nor did we assess its progress in improving the 
efficiency of training delivery.  We also did not completely assess 
training at Communication or Air Command because these areas were not 
examined in that part of our 1992 audit. 
 
2.210 In 1992, we said that existing training standards and objectives 
were inadequate and poorly applied.  The Militia has not yet been able 
to realign its training because, as mentioned previously, the 
Department is still trying to define Militia roles and establishments 
and is still developing integrated occupational specifications. 
 
2.211 Departmental officials told us that some individual Reservists are 
now at a high level of readiness due to the amount of Regular Force 
training they have undergone for peacekeeping missions.  Land Force 
Command also expects that its devolution of training responsibility to 
Area Commands, and its new Warrior Program, which is now being field-
tested, will enhance the basic combat readiness of the Militia. 
 
2.212 Naval Reserve roles and training objectives are much more 
developed, but the Naval Reserve training is also being affected by the 
slowness in the development of integrated occupational specifications, 
which are the basis for developing training standards and programs.  In 
addition to a better definition of roles and the development of 
establishments, Maritime Command is making progress in validating its 
training, and expects to have all courses validated by 1996. 
 
Equipment and Facilities 
 
2.213 In 1992 we recommended that Reserve equipment acquisitions be part 



of a long-term affordable force structure plan, and said that 
individual equipment projects could be managed better.  The Department 
addressed the first point with the 1993 approval of the Defence 
Development Plan, except for the question of its overall cost (which is 
discussed in Chapter 24).  It addressed the second point by amending 
its internal procedure manuals to clarify the roles of key project 
personnel, thereby improving the likelihood of compliance with 
departmental policies. 
 
2.214 The Department has not yet completed a strategic plan for Reserve 
facilities, as we recommended in 1992.  The Department expects that 
detailed Reserve requirements will be developed after further 
refinement to the Defence Development Plan and completion of a Land 
Force Infrastructure Development Plan.  However, Defence Information 
Services Organization (formerly Communication Command) has already 
incorporated a Reserve facilities assessment into its development plan, 
and has a capital project to take corrective action.  Other commands 
have yet to complete similar action. 
 
2.215 In our Report we noted that Land Force Command did not have a 
rationale for existing Militia units and that Militia replacement 
construction was proceeding without adequate justification.  Since our 
Report, commands have continued to bring forward Militia armoury 
projects and the Department has continued to complete projects. 
 
2.216 Chapter 27 of this Report, on National Defence Infrastructure 
Management, confirms that many problems we identified in Reserve 
construction were found generally for all departmental construction 
projects. 
 
Supplementary Ready Reserve 
 
2.217 The Supplementary Ready Reserve is a group of former Canadian 
Forces members and individuals with special skills who can assume a 
military role in times of emergency.  In 1992, we noted fundamental 
problems with the Supplementary Ready Reserve and a lack of value for 
money.  Since our Report, the Department has made further studies of 
the Supplementary Ready Reserve and individual commands have taken 
steps to improve the Supplementary Ready Reserve's efficiency and 
effectiveness.  However, the commands are only now reaching a limited 
consensus on the future of this Reserve.  The Department is also 
waiting validation of the Supplementary Ready Reserve concept by the 
1994 Defence Review. 
 
Reserve Accountability and Reporting 
 
2.218 We could identify no comprehensive review of organizational 
accountability for the Reserves, as we recommended in 1992.  However, 
Land Force Command, Communication Command and Air Command have 
continued to integrate Reservists into their headquarters structures, 
while Maritime Command has plans to do the same.  This action should 
lead to greater awareness of Reserve issues at the headquarters level. 
 In addition, Land Force Command has continued to develop its area 
headquarters concept.  Under that concept, individual area commands are 



held responsible for all the land forces in their respective areas, 
whether Regular or Reserve.  Although the Department has not undertaken 
a comprehensive review of organizational accountability, it has taken 
some steps to improve the awareness of Reserve issues at headquarters 
levels. 
 
2.219 The Department has made little progress in reporting Reserve cost-
effectiveness in Part III of the Estimates.  For example, it continues 
to report the paid ceiling of each command.  We reported that paid 
ceiling was an extremely poor indicator of available military manpower. 
 The Department is providing little meaningful information to 
Parliament while increasing its reliance on a component of the Canadian 
Forces that has undisclosed performance problems.  The Department 
expects that after 1996, its business planning initiatives should 
eventually improve reporting to Parliament. 
 
Department of National Revenue - Customs and Excise - Special Import 
Measures Act - 1992, Chapter 19 
 
Background 
 
2.220 The Special Import Measures Act (SIMA) is a law that protects 
Canadian industries from two sources of unfair trade.  The first source 
is "dumped" goods.  Dumping refers to the selling of foreign goods to 
Canadian importers at prices lower than their home market prices or 
their costs of producing and selling the goods.  The second source of 
unfair trade is goods imported into Canada which have been "subsidized" 
through an economic incentive program sponsored by a foreign 
government.  A Canadian manufacturer or producer who has evidence that 
the dumped or subsidized foreign goods have "injured" its business may 
request Revenue Canada to investigate the matter further. 
 
2.221 Our 1992 chapter contained observations and recommendations in the 
following areas:  consideration of injury during the investigation 
stage; monitoring of undertakings; program evaluation; and limitations 
resulting from technical aspects of the legislation. 
 
Conclusion 
 
2.222 Revenue Canada and the Department of Finance have made reasonable 
progress responding to our recommendations.  The Department of Finance 
expects that the Special Import Measures Act will be amended in 1995 to 
reflect the recent changes to the General Agreement on Tariffs and 
Trade (GATT) that have come as a result of the Uruguay Round of 
Multilateral Trade Negotiations (MTN).  It is anticipated that the 
GATT-based changes to the SIMA legislation will address some of the 
concerns identified in our 1992 audit while others will be addressed 
during the Department of Finance's own review of the Act (see below). 
 
Observations 
 
Injury determination 
 
2.223 In order for a case to be opened, Revenue Canada must have 



evidence that the goods have been dumped or subsidized and that these 
practices have caused injury to the Canadian manufacturer or producer. 
 Injury is often evidenced by a decline in sales, market share or 
profits; price erosion or suppression; a drop in employment levels; 
negative growth; and decreased utilization of production capacity.  The 
Department evaluates information supplied by the complainant (a 
Canadian manufacturer or producer) when determining whether there is a 
reasonable indication of injury. 
 
2.224 In 1992, we recommended that Revenue Canada maintain a broader 
perspective to give greater consideration to the injury sustained by 
the complainant during the investigation stage leading to a preliminary 
decision. 
 
2.225 Once the Department makes a preliminary decision on a case, it 
issues a "Statement of Reasons".  Since the audit in 1992, the 
Department has revised the document to better demonstrate its work 
completed in considering the evidence of injury. 
 
2.226 In our 1992 audit we noted that, at the early stage of an 
investigation, interested parties have the right to refer a case to the 
Canadian International Trade Tribunal to determine whether an 
investigation is warranted on the grounds of injury.  Under the current 
legislation, once the Tribunal confirms that the evidence discloses a 
reasonable indication of material injury, the Deputy Minister of 
National Revenue must treat the issue of injury as settled, even if 
evidence obtained later raises doubt about the earlier finding.  
However, the proposed changes to the SIMA legislation to implement the 
MTN results envisage that the Deputy Minister will no longer be 
precluded from further consideration of the injury issue in light of 
additional evidence. 
 
Undertakings 
 
2.227 Undertakings are an alternative method for exporters or foreign 
governments to resolve the injurious action they have caused.  Instead 
of proceeding through a full investigation, the exporters responsible 
for dumping goods into Canada agree to increase their prices to a level 
which eliminates the injury to the Canadian manufacturer or producer or 
eliminates the dumping.  Likewise, the foreign government can eliminate 
the subsidy or limit the volume of subsidized goods, thereby removing 
the injurious effect. 
 
2.228 In 1992, we recommended that Revenue Canada implement a plan to 
monitor undertakings more closely.  Since that time, the Department has 
shifted additional responsibility to the regions for the monitoring of 
several undertakings.  This results in more timely monitoring of 
undertakings and has other advantages since regional offices are more 
familiar with the various goods that are being imported into their 
region and they often have closer ties with the local importing 
community. 
 
2.229 Although undertakings are a less costly alternative to the full 
length proceeding they can easily be vetoed and terminated at any time 



by any interested party.  In 1992, we recommended that the Department 
of Finance consider, if appropriate, amendments to the SIMA provisions 
concerning the veto of undertakings.  The Department of Finance 
indicated that this would be addressed in its review of the Act. 
 
Review of the Special Import Measures Act 
 
2.230 The Department of Finance is responsible for the SIMA policy and 
legislation.  Since the inception of the Act in 1984, a formal 
evaluation of the program had not been completed although Finance had 
established preliminary plans to complete a review. 
 
2.231 In 1992, we recommended that the Department of Finance resume and 
complete its formal evaluation of the Special Import Measures Act.  In 
August 1993, the Department of Finance advised Revenue Canada, the 
Canadian International Trade Tribunal and other interested departments 
of the initiation of the review.  The Department of Finance has worked 
with Revenue Canada, the Tribunal and other interested departments to 
identify the pertinent issues.  Some of the issues identified will be 
addressed by the Omnibus Trade Bill from the Multilateral Trade 
Negotiations while the others will be earmarked for the review of the 
Special Import Measures Act. 
 
Department of National Revenue - Customs and Excise - Goods and 
Services Tax:  Registration and Related Sub-Activities - 1992, Chapter 
20 
 
Background 
 
2.232 Our 1992 audit of the Goods and Services Tax (GST) focussed on 
registration and response to requests for information from the public. 
 We also examined simplification, particularly with respect to small 
business, and reports of GST implementation costs to Parliament.  
During our follow-up, we reviewed a status report prepared by Revenue 
Canada explaining the action it has taken on our observations and 
recommendations.  We conducted interviews and reviewed related 
documentation to assess the extent of the progress. 
 
Conclusion 
 
2.233 We found that the Department has taken action on all of the 
recommendations and observations in our 1992 chapter.  Progress is 
continuing in improving the accuracy and completeness of registration 
information and in implementing new initiatives for small business.  
However, further work needs to be done in certain areas. 
 
Observations 
 
Registration 
 
2.234 In 1992, we observed that most of the registration staff were 
occupied with follow-up and maintenance of the initial registration 
program.  This limited their capacity to actively identify new 
registrants.  We recommended that the Department ensure a proper 



balance between registrant identification and maintenance functions.  
The Department subsequently strengthened the registration program, by 
decentralizing the registration function from regional to district 
offices and by increasing the number of registration staff.  We found 
that there is an increased focus on ensuring the correctness of 
information gathered, including Standard Industrial Classification 
(SIC) codes from new registrants.  However, additional steps are 
required to ensure the completeness and accuracy of annual sales 
amounts and SIC codes for existing registrants.  The Department stated 
that, starting in January 1995, SIC codes will be assigned by 
Statistics Canada for new "single business registration number" 
registrants (those having a common registration number for Taxation, 
GST and Customs).  Existing registrants will remain the responsibility 
of Revenue Canada. 
 
2.235 In order to better identify registrants, we also recommended that 
the Department facilitate a further exchange of information and 
techniques with other taxing authorities.  Exchange-of-information 
agreements have been initiated with the provinces; eight have been 
finalized and two are nearing completion.  The Department is also 
involved in finalizing co-operation agreements with the provinces, 
which deal with underground economy initiatives. 
 
Information to Registrants 
 
2.236 In 1992, we noted a high volume of telephone enquiries and written 
requests for information from registrants.  We recommended that the 
Department periodically analyze the reasons for the volume of telephone 
enquiries, with a view to identifying measures to reduce the demand.  
We also recommended that the Department consider means to prioritize 
written requests and explore ways to better inform users of changes.  
Our follow-up found that the volume of telephone requests, walk-in 
requests and written requests remains high due to the flow of new 
registrations and cancellations and to the legislative changes that 
were introduced.  Actual telephone enquiries were 1.6 million in 1992-
93 and 1.7 million in 1993-94.  Walk-in requests increased from 147,000 
in 1992-93 to 175,000 in 1993-94.  The Department has taken appropriate 
measures to cope with the volume of registrant enquiries, through staff 
training, experience and improved telephone systems.  In fact, the 
actual response rate for telephone enquiries was 87 percent, 
considerably better than the planned target of 75 percent.  On a 
national basis, written requests continue to be assigned on a first-
come, first-served basis.  Brief instructions have been included in the 
1994-95 planning guidelines indicating types of requests carrying a 
higher priority. 
 
2.237 In order to minimize the number of requests for information, we 
recommended that the Department of Finance be informed of the 
difficulties caused by the significant delay in enacting amendments 
concerning the GST.  Over the past two years, Revenue Canada has 
provided support and assistance to Finance in advancing proposals for 
legislative amendments that were included in Bills C-13 and C-112. 
 
Simplification and the Small-Business Sector 



 
2.238 Our 1992 report noted that most registrants are from the small-
business sector, and that streamlining administration for this sector 
has the potential for significant gains in efficiency to both the 
registrants and the Department.  We recommended that the Department 
continue its efforts to address issues arising in the small-business 
sector, and compile revenue and cost data to support analysis of the 
appropriate treatment of small suppliers.  Our follow-up found that the 
Department had taken a number of steps to address this recommendation, 
such as active promotion of annual filing; a revamped quick method of 
accounting; a simplified combined annual return; default annual filing; 
a simplified tax credit calculation; and temporary cessation of filing 
for registrants with seasonal business activity.  However, these steps 
have not yet resulted in much reduction in the workload associated with 
the significant number of registrants from the small-business sector.  
For example, as of March 1994, approximately 59,000 registrants were 
using the Quick Method of Accounting, whereas the number potentially 
able to use that method exceeds 1 million.  In addition, more than 1.5 
million registrants eligible to file annually continue to file 
quarterly.  As well, approximately 26 percent of the registrant 
population consists of small suppliers having less than $30,000 in 
annual sales and, consequently, have registered voluntarily.  The 
Department stated that businesses often have legitimate reasons for not 
opting for some of the simplification initiatives that were introduced. 
 
Accountability and Reporting 
 
2.239 In 1992, we recommended that the Department address the needs of 
the main users of the GST automated system, and consider means to 
improve its accountability and reporting on this major Crown project.  
According to the original agreement with Treasury Board, the Department 
was to have submitted seven progress reports by September 1993.  
Instead, only two progress reports were submitted, with a final report 
submitted in November 1993.  The final report reviews overall GST 
development to date and indicates that the project is complete, except 
for a number of initiatives currently in progress to improve the 
reporting and accountability for the GST.  These remaining initiatives 
will be blended in with the ongoing integration activities of the 
Department. 
 
Royal Canadian Mounted Police - Provincial and Municipal Policing - 
1992, Chapter 22 
 
Background 
 
2.240 In 1992, we reported that the Royal Canadian Mounted Police (RCMP) 
could improve the efficiency of its provincial and municipal policing 
operations in a number of areas.  We also reported that the federal 
government needed to improve the financial management of RCMP policing 
contracts and to provide better financial information to Parliament on 
these contracts. 
 
Conclusion 
 



2.241 The RCMP and the Department of the Solicitor General have 
initiated corrective action on all recommendations.  However, most of 
the corrective action and related projects had yet to be completed at 
the time of this Report. 
 
Observations 
 
2.242 Cost sharing.  A study by the Department of the Solicitor General 
is ongoing to determine the total cost incurred by the federal 
government for the provision of the RCMP contract police services.  The 
Department has yet to establish mechanisms to ensure an adequate review 
of the RCMP's billing practices.  We have noted inaccuracies in the 
RCMP's billing to the provinces for 1992-93, the first billing under 
the new 20-year contract.  The RCMP has issued a corrected billing.  
This latter billing corrected some inaccuracies and the remainder are 
being addressed. 
 
2.243 Policing operations.  As part of its ongoing activities for the 
general implementation of the community-based policing concepts across 
the Force, the RCMP is studying ways to implement differential response 
strategies in its management of calls for service.  It is also carrying 
out studies on the 12-hour shift scheduling practices in detachments 
("E" Division) and on its case ("occurrence") reporting requirements.  
We note that federal, provincial and municipal budgetary constraints 
are exerting pressure on the RCMP to reassess the delivery of its 
police services and to find ways to improve the efficiency of its 
operations. 
 
2.244 The RCMP has progressed on another important project with the 
completion of the development of its Computerized Integrated 
Information and Dispatching System (CIIDS).  The RCMP aims at 
completing the installation of CIIDS in the lower mainland of British 
Columbia in 1994-95.  It anticipates that, where appropriate, the 
installation of CIIDS in the rest of the country should be completed 
over the next five years. 
 
Royal Canadian Mounted Police - Human Resource Management - 1992, 
Chapter 23 
 
Background 
 
2.245 In 1992, we reported on the RCMP's human resource management 
systems and practices concerning its uniformed members.  We reported 
that the RCMP needed to improve its human resource planning, recruit 
selection and training, refresher training, career management and 
member physical and psychological health.  We also noted that the RCMP 
had major initiatives addressing those issues. 
 
Conclusion 
 
2.246 The RCMP has continued with its major initiatives, and corrective 
action has been ongoing for all issues raised in 1992.  In many cases, 
that action is still continuing at the time of this Report. 
 



Observations 
 
2.247 Civilianization.  The RCMP has made progress on its 
civilianization project.  It has revised the definitions of the Force's 
three categories of employees.  It has also set up a working group with 
a mandate to review the classification of positions, that is, to 
determine whether a uniformed member, a civilian member or a public 
service employee is to occupy a given position.  That group aims to 
make recommendations to RCMP management in the fall of 1994 concerning 
the full implementation of this project, which is expected to take a 
period of time. 
 
2.248 In the meantime, while the Force has converted a few uniformed 
member positions to civilian member or public service employee 
positions, it is not yet in a position to evaluate the total potential 
savings that may be realized through civilianization. 
 
2.249 Recruit selection.  The RCMP has made significant progress in the 
selection and screening of potential recruits, with the institution, in 
1993, of new management tools and procedures.  However, the Force still 
needs to further improve its current Recruit Selection Test.  It also 
needs to compile and analyze appropriate data to assess the 
effectiveness of its recruiting, screening and selection processes.  
The RCMP has plans to address those remaining issues. 
 
2.250 Training.  The RCMP has resolved many training issues; the others 
are being or have yet to be addressed.  For example, the Force plans to 
revise its Recruit Field Training programs and orientation packages in 
the fall of 1994.  Recently, the RCMP completed an evaluation of its 
Second Language Training Program, of which the Recruit Official 
Languages Training Program is an important component.  The management 
of the Force is reviewing the recommendations arising from that 
evaluation. 
 
2.251 Psychological Health.  The RCMP reports an increase in the use by 
members of its emotional health programs and it perceives a basic 
change in the members' attitude toward receiving psychological help.  
However, the Force has yet to evaluate the effectiveness of its 
emotional health programs for members.  The Force also notes that its 
national statistics on psychological services and its member assistance 
program are incomplete.  The Force is currently examining what data 
need to be collected for carrying out such evaluation. 
 
Federal Emergency Preparedness - 1987, Chapter 15, 1989, Chapter 27 and 
1992, Chapter 24 
 
Background 
 
2.252 We reported to Parliament on federal emergency preparedness in 
1987, 1989 and 1992.  The focus of this follow-up audit is the status 
of preparation of the National Earthquake Support Plan, which primarily 
concerns dealing with the consequences of a possible catastrophic 
earthquake in lower British Columbia. 
 



2.253 We expressed our concern about the status of federal emergency 
response plans in our first report to Parliament on federal emergency 
preparedness in 1987 and subsequently in 1989.  One of the major 
findings of those audits was the absence of clear goals and deadlines 
to complete federal emergency plans.  We were concerned that the delays 
in developing co-ordinated plans for major emergencies would reduce the 
speed of the emergency response, which is a critical factor in saving 
lives and protecting property. 
 
2.254 In 1990, the Standing Committee on Public Accounts recommended to 
the House of Commons that Emergency Preparedness Canada complete a 
National Earthquake Support Plan as soon as possible in conjunction 
with provincial authorities. 
 
2.255 Our 1992 audit found that a National Earthquake Support Plan was 
nearing completion but that it was a framework for detailed planning 
rather than an operational plan. 
 
Observations 
 
2.256 We asked Emergency Preparedness Canada to provide us with 
information on the current status of the Plan.  In March 1994, 
Emergency Preparedness Canada informed the Office that CANATEX II, the 
first major test of the National Earthquake Support Plan, would take 
place as scheduled in May 1994 and that a comprehensive evaluation of 
the exercise would be available relatively rapidly after the test.  We 
were also informed that the Plan was expected to lay the groundwork for 
a generic plan to co-ordinate a nation-wide federal response for major 
civil disasters. 
 
2.257 British Columbia has the lead role in response to a major 
earthquake in its Lower Mainland; the national government's role is to 
co-ordinate federal support to the affected province(s) or 
territory(ies).  The aim of CANATEX II was to "test the National 
Earthquake Support Plan for British Columbia and its interface with the 
British Columbia Earthquake Response Plan". 
 
2.258 The national objectives of the CANATEX II exercise were: 
 
 • to evaluate the federal Plan's effectiveness to assist 
British Columbia regarding the effectiveness of the emergency 
structures and systems; consultative procedures associated with the 
activation, implementation and operation of the Plan; national crisis 
management operation and communications; the interface between the 
National Plan and earthquake arrangements of British Columbia and 
Alberta; and other emergency preparations. 
 
 • to provide provincial and federal departments and agencies in 
British Columbia and Alberta with an "opportunity to evaluate their 
joint and several response and support arrangements and interfaces with 
the national structures, procedures and systems." 
 
2.259 Emergency Preparedness Canada plans to complete its evaluation of 
CANATEX II by the end of September 1994.  We plan to review the 



evaluation. 
 
Public Works and Government Services Canada:  Procurement and 
Accounting Services - 1987, Chapter 11, 1988, Chapter 16, 1989, Chapter 
21, and 1991, Chapters 18 and 19 
 
Background 
 
2.260 Since June 1993, Public Works and Government Services Canada has 
provided the centralized procurement, and the banking and accounting 
services of the government.  Between 1987 and 1991, we conducted a 
series of audits that identified opportunities to improve four aspects 
of the performance of these services, then operated by the Department 
of Supply and Services.  There were opportunities to: 
 
 • achieve more fully the public purposes of centralized 
procurement; 
 
 • weigh more carefully the costs and benefits of secondary 
objectives of procurement activities; 
 
 • improve productivity; and 
 
 • improve systems development capability. 
 
A senior official describes below the context in which the Department 
has sought to realize these opportunities: 
 
The period since these performance opportunities were identified has 
been a turbulent one for the Public Service in general and Public Works 
and Government Services Canada in particular.  Public Service 2000, and 
its theme of empowerment of line managers; a revised Treasury Board 
Common Services Policy, which favours optionality; and, the creation of 
quasi-commercial Special Operating Agencies have introduced, in a 
somewhat tentative manner, a new administrative model composed of 
mostly autonomous departments managed within a fairly loose 
administrative framework.  At the same time, the demand for openness, 
integrity, consistency and simplicity in government administration, 
generated by increased public scrutiny of government, Canada's 
obligations under international and internal trade agreements, and the 
possibilities offered by information technology, suggest the 
continuation and strengthening of centralized administrative services. 
 The effective use of government procurement as an instrument of social 
and economic development also demands strong policy and administrative 
direction. 
 
The Department has had to steer a course through this shifting and 
confused landscape.  In doing so, it has been guided by a belief that 
sound procurement practice, encompassing integrity, openness, value for 
money, and the government's broader social and economic goals, must be 
an objective shared by all parts of government.  In the event of 
conflict, the Department finds itself in the unfortunate position of 
front line enforcer.  Such a position is consistent, however, with the 
Department's accountability for the procurement process. 



 
Scope and limitations 
 
2.261 We prepared this report by discussing progress with departmental 
officials, reviewing and analyzing departmental data and documents and 
comparing and analyzing information from different sources.  This 
process of enquiry, discussion and comparison, unless otherwise stated, 
enabled us to confirm the plausibility of the information presented.  
We have not, however, conducted a full audit of departmental 
performance in these areas. 
 
Conclusion 
 
2.262 The Department has introduced many initiatives as part of its 
overall strategy for improvement, which generally respond to our 
observations of 1987-1991.  Once these initiatives have been fully 
implemented - for example, when computer systems become fully 
operational - significant improvement may occur.  Departmental 
officials report some important progress has been made, which is at a 
point where adding audit assurance to their reports would add value. 
 
Observations 
 
Achieving the public purposes of centralized procurement 
 
2.263 Each year the government spends about $15 billion (1992-93) on 
goods and services.  This represents 11 percent of total government 
expenditures, excluding interest payments on the public debt.  
Government policy is to contract for these goods and services in a 
manner that will: 
 
 • meet operational requirements of user departments; 
 
 • stand the test of public scrutiny in matters of prudence and 
probity, facilitate access, encourage competition, and reflect fairness 
in the spending of public funds; and 
 
 • where appropriate, support long-term industrial and regional 
development and other national objectives. 
 
2.264 The acquisition of goods and services for clients by Public Works 
and Government Services Canada (except those relating to construction 
and real property services) is the responsibility of the Supply 
Operations service.  The service comprises the Supply Operations 
service Branch plus regional components that provide much of the 
delivery.  The service procures goods and services costing about $11 
billion, or two thirds of the amount spent, on behalf of government 
departments.  Thus it plays a key role in achieving government policy. 
 
2.265 Our audits between 1987 and 1991 identified opportunities to 
improve five specific aspects of performance linked to the above-noted 
broader public purposes.  These areas are:  sharing responsibility and 
authority more effectively, increasing the extent of competition, 
ensuring reasonableness of profit levels, strengthening the monitoring 



of contracts, and linking the "track record" of suppliers to contract 
awards. 
 
2.266 Sharing responsibility and authority more effectively.  The 
Department of Supply and Services Act gives the Minister responsibility 
for the acquisition of goods and services when such functions are not 
"by law assigned to any other department, board or agency...".  Within 
the framework of Treasury Board Regulations, the Minister is 
responsible for procuring most goods, unless he has delegated the 
responsibility to another minister and for procuring services when 
requested to do so by other departments.  In practice, the Department 
and user departments share responsibilities for meeting public 
purposes, even where delegation has not been granted.  In 1989, we 
pointed out opportunities to delegate further authority to departments, 
minimizing red tape and administrative constraints and allowing the 
Department to concentrate on high-value items.  In 1991, we noted the 
opportunity to clarify roles where the responsibility for procurement 
was being shared with user departments. 
 
2.267 Since 1989, the Department has increased the general level of 
delegation to procure goods from $500 to $2,500.  It has also arranged 
some 23,000 standing offers for both goods and services.  By using 
standing-offer arrangements, departments are generally allowed to 
contract up to $40,000 per transaction.  The Department advises that at 
this time it cannot determine the proportion of original contracts of 
less than $10,000 to total contract activity.  But such measures have 
reduced the number of low-value contracts handled by the Department.  
In 1986-87, 224,000 (81%) of 277,000 contracts and amendments processed 
by the Department were for less than $10,000.  By 1991-92, the 
Department had reduced the number and proportion of such contracts and 
amendments to 103,000 (59%) out of 174,000, and in 1992-93 to 83,000 
(54%) out of 153,000.  The Department received legal advice that the 
ministers of the user departments have full responsibility when the 
Department delegates procurement responsibility to them. 
 
2.268 The Department is seeking, in co-operation with Treasury Board, a 
review of existing and potential new delegations before recommending 
that future delegations be granted.  This review will presumably permit 
assessment of how well delegated responsibilities have been discharged. 
 
2.269 Increasing the extent of competition.  The Department acknowledges 
that competition is the cornerstone of government procurement.  Where 
feasible, effective competition reduces the price that the government 
pays, and promotes fairness, openness and equity in the government's 
relationships with business. 
 
2.270 In 1991, we found that about 40 percent of the contracts that the 
Department of Supply and Services processed, valued at approximately $3 
billion, had been awarded on a non-competitive, sole-source basis.  At 
that time we pointed out that research in other jurisdictions indicated 
potential for significant price savings (depending on the type of 
commodity and the state of the market, for example) if previously non-
competitive contract requirements were competed, where feasible.  We 
acknowledged that it would not be feasible to compete every contract.  



We recommended that the Department look more closely at the underlying 
reasons for sole-sourcing contracts, increase competition where 
feasible, and remind client departments that responsibility for 
ensuring maximum competition is shared. 
 
2.271 Departmental statistics for 1992-93 show that 38 percent of the 
174,000 contracts and amendments the Supply Operations Service issued 
(representing 39 percent of the value or $4.7 billion) were sole-
sourced.  Comparable data for 1993-94 are not available, but officials 
advised that the Department sole-sourced 39 percent of 126,000 
contracts with a total value of $7.1 billion.  The value sole-sourced 
was $2.5 billion or 35 percent of the value. 
 
2.272 Departmental managers point out, and we agree, that these 
statistics provide an incomplete indicator of the real level of 
competition in federal procurement.  They do not cover direct 
contracting by other departments.  Further, these statistics classify 
as: 
 
 • "non-competitive" contracts - those for which advance notice 
of intention to award to a single source without competition was 
publicized, thus giving other suppliers an opportunity to challenge the 
award; and 
 
 • "competitive" contracts - those for which only one bid was 
received. 
 
2.273 Interpreting available data is made more difficult because the 
Department classifies contracts in different ways for different 
audiences and purposes.  Better indicators, not currently available , 
would classify contracts more consistently and take into account, for 
example, the number of bids attracted.  Departmental officials have 
concluded that the current level of competitiveness is significantly 
improved and they do not believe that they could realize significant 
savings by using competitive processes instead of sole-sourcing. 
 
2.274 They base their assessment on the successful implementation of the 
electronic Open Bidding System, the rate of complaints and successful 
appeals, and their day-to-day experience.  The Open Bidding System 
moves government procurement into the electronic era, connecting the 
department and suppliers through a network operated by a contractor.  
An important element of the Open Bidding strategy gives suppliers an 
opportunity to identify their ability to compete, by advertising 
proposed sole-source procurements.  The Department issues such notices 
for about 40 percent of proposed sole-source contract awards over 
$25,000.  A preliminary review by the Department suggests that 
competitors challenge slightly less than 10 percent of advertised sole-
source proposals and that they succeed in about one third of their 
challenges.  The Department has not analyzed the monetary effect of 
successful challenges on the prices government pays and, after 
completion of our review, stated that it considers that such analysis 
is not feasible.  The Department also acknowledges that the Open 
Bidding System has moved from a pilot project to full acceptance 
without a formal assessment of its impact. 



 
2.275 The data regarding the impact of advanced contract award notices 
are indefinite.  We estimate that savings achieved to date probably lie 
within a range from less than $1/2 million to more than $6 million per 
year.  We encourage the Department to continue its attempts to increase 
the level of effective challenge to sole-source awards in the system by 
advertising more proposed awards and encouraging more suppliers to 
connect to the system.  We still believe that there is an opportunity 
for substantial savings. 
 
2.276 In view of the importance of fair and open competition, the 
materiality of the potential savings, and the imprecise data, the 
Department is prepared to work with the Office, to develop a consistent 
series of data that will provide a proper foundation for analysis and 
comment.  This data will clarify the extent and impact of competitive 
tendering, substantiate the progress reported, and develop better 
indicators of the extent of competition for both departmental and 
delegated procurement. 
 
2.277 Ensuring reasonableness of profit levels.  According to 1992-93 
data, about 3 percent of contracts, representing about 23 percent of 
total value, are let on the basis of cost reimbursement or other bases 
that include allowances for profit and contribution to general business 
overhead.  The Department's profit policy establishes boundaries 
limiting the costs that are allowable and the amount of profit a 
business can make on government work.  In 1991, we recommended that the 
profit policy be revised to relate the profit calculation more 
effectively to the level of risk assumed by the supplier. 
 
2.278 In 1992, the Department proposed changes to the profit policy, 
which drew objections from industry.  The Department engaged 
consultants to study the effects of the profit policy.  The consultants 
were selected in conjunction with the relevant industry association and 
they then used data from companies who had volunteered to participate. 
 The results of the study were presented in 1993.  The consultants had 
developed two indicators to compare the relative profitability of 
government work with that of similar work done for others.  One 
indicator showed that contractors earned significantly less profit per 
dollar for government work than for other work.  A second, more 
relevant, but considerably less reliable indicator showed that 
contractors earned slightly higher return on capital invested for 
government work.  Following the studies, the Department concluded that 
the contractors studied were realizing a reasonable level of profit 
from government work and that the Department should not implement the 
proposed changes to the profit policy. 
 
2.279 Strengthening the monitoring of contracts.  Contract auditing is 
an important element of monitoring contract performance.  About 11 
percent of contracts, representing 61 percent of contract value, are 
priced on cost-plus or other mechanisms that could create incentives 
for contractors to charge the government for borderline or even invalid 
costs.  In 1988, we reported a number of opportunities to improve 
audits of contract performance.  In summary, the Department could 
improve its selection of the contracts it audits, and individual audits 



could focus more on determining whether the Crown was paying too much 
for goods and services. 
 
2.280 To improve contract selection, the Department has implemented a 
sampling plan to select the optimum mix and coverage of contracts to 
audit.  To catch up on its backlog and implement its sampling plan, the 
Department decided to skip two sample years.  Officials point out that 
their audits of contracts have uncovered a relatively low level of non-
compliance.  Further, they can always look at past years should future 
audits suggest a problem with particular suppliers. 
 
2.281 One indicator of the effectiveness of individual audits is the 
proportion of unallowable costs detected by audits to the amount 
actually recovered.  In 1991-92, the Department's audits identified $13 
million in non-allowable costs.  Of that amount, it now estimates that 
it will recover about $6.5 million.  The Department is analyzing why 50 
percent of the disallowable charges found by audit are ultimately 
collected, and whether changes might be needed either in audit 
practices or in procedures used to negotiate the disposition of 
findings. 
 
2.282 Linking "track record" of suppliers to contract awards.  For a 
number of years, unsatisfactory performance by suppliers has been 
recognized as a problem entailing additional cost to the government.  
In our 1991 Report, we recommended that Supply and Services investigate 
the feasibility and cost-effectiveness of revising its computer systems 
to include key information related to suppliers' past performance. 
 
2.283 In May 1993, the Department produced a draft Supplier Sanctions 
Policy that calls for assessing suppliers' performance and provides for 
sanctions against those who do not perform satisfactorily.  The 
Department is in the process of testing its Vendor Information 
Management system, a prerequisite to both implementing the policy (once 
it has been approved) and dealing effectively with the problem of 
unsatisfactory performance by suppliers. 
 
Weighing the costs and benefits of secondary objectives of procurement 
activities 
 
2.284 Government procurement policies and practices can produce certain 
secondary benefits, such as more opportunities for Canadian suppliers 
through Canadian content requirements, and increased industrial and 
regional development. 
 
2.285 Canadian content policy.  Our 1991 audit found that certain 
aspects of domestic preference policies were complex to administer and 
might conflict.  Furthermore, the policy to buy Canadian products 
encourages the use of domestic agents by foreign suppliers.  These 
agents charged approximately 16 percent to cover their administrative 
costs and profits.  We recommended that if the policy of providing 
preference to domestic agents continued, procedures be established to 
evaluate the additional costs and benefits of applying the policy. 
 
2.286 The Department introduced a new Canadian content policy on 1 April 



1992.  Where allowable under trade agreements, the policy gives 
preference on the basis of the origin of goods and services rather than 
distribution channels.  For certain contracts, suppliers are advised 
that where sufficient competition exists in Canada, other bids will be 
rejected. 
 
2.287 The Department does not capture data on the operation of the 
policy (a policy that we estimate applies to more than 10 percent of 
procurement contracts over $25,000), and advised that it is not in a 
position to evaluate the effects. 
 
2.288 Industrial and regional development.  In response to our findings 
in 1991, the Treasury Board Secretariat stated that it was reviewing 
and updating its policy on management of procurement.  One of the 
objectives of the review was to establish a better framework for 
analyzing and evaluating proposals to use procurement to promote 
industrial and regional development in a selective, judicious and cost-
effective manner.  The proposed framework would include criteria for 
evaluating project performance risks. 
 
2.289 In June 1992, Treasury Board approved a revised policy on 
management of procurement.  As under the former policy, procurement 
review committees are convened, as required, to assess the potential 
for achieving socio-economic benefits case by case. 
 
2.290 The reviews are carried out under a new framework, directed by a 
senior interdepartmental committee known as the Procurement Strategy 
Committee, and are chaired by a senior official from Public Works and 
Government Services Canada.  The Committee provides the previously 
missing link between individual procurements and the government's 
industrial and regional development policy and direction on other 
national objectives. 
 
2.291 Operating departments are now required to produce annual forecasts 
providing details on all planned purchases exceeding $2 million.  The 
Procurement Strategy Committee gives further consideration to any of 
these purchases that are not subject to international agreements and 
that have potential for achieving industrial and regional development 
benefits. 
 
2.292 The new policy requires that any significant increased cost and 
risk associated with industrial and regional benefits be disclosed and 
that the source of the necessary extra funding be identified.  Although 
we have not reviewed the documentation on the individual procurement 
proposals that the Procurement Strategy Committee has considered, we 
have been advised that the Committee has looked at only a few.  In 
those proposals, operating departments did not identify any significant 
increased cost and risk attributable to industrial or regional benefits 
that a proposed procurement strategy might provide. 
 
2.293 In view of our past audit findings in this area, we believe there 
is a need to review how this policy is being implemented by 
departments.  The Department states that it is a Treasury Board policy, 
and thus the Treasury Board Secretariat should undertake the 



evaluation. 
 
Improving productivity 
 
2.294 In our 1987 Report, we noted that the Department had a 
productivity problem.  The services it provided were of adequate 
quality, but they were expensive.  We identified the keys to improving 
performance as: 
 
 • management attention and leadership; 
 
 • better performance information; and 
 
 • exploiting the benefits available from automation. 
 
2.295 We illustrated the extent of the potential for improvement by 
comparing cost and productivity levels of different regional offices 
and identifying significant discrepancies among them.  Further, we 
established that the per-unit cost of administering the public service 
payroll and superannuation services were between two and three times 
higher than those of other governments whose quality of service was 
essentially the same.  We estimated that the government could save up 
to $46 million a year of the $82 million it then spent by bringing its 
unit-cost in line. 
 
2.296 Since 1987, management has initiated a series of strategic 
projects and is now providing leadership and focus on productivity.  
The Department states that between 1987 and 1993 it significantly 
improved its performance measurement system.  It reports that its new 
system regularly provides data on workload, effectiveness and 
efficiency, including cross-regional comparisons.  While amalgamation 
of Supply and Services and Public Works into Public Works and 
Government Services Canada required the redevelopment of corporate 
systems, inhibiting progress in this area, the Department reports that 
work is proceeding and will be completed over the next several years.  
Hopefully, this will enable departmental officials to better analyze 
their situation, set targets and manage performance, and explain and 
support their positions. 
 
2.297 The Department has significantly increased its expenditure on new 
systems development.  It has developed and introduced a number of 
"strategic projects" to update the technology it uses.  Significant 
portions of the computer budget have been reallocated from maintenance 
to development.  The Department estimates that four completed projects 
have produced annual savings of about $23.2 million. 
 
2.298 For regional variations in cost and productivity, the Department 
has estimated the amount of work that could be eliminated, in 
connection with system development plans.  Furthermore, it has 
developed new standards for management and support levels in regional 
offices. 
 
2.299 Since 1987, the Department has been planning and developing a 
Public Service Compensation System as one of its strategic projects to 



reduce costs significantly.  Officials project the system will cost 
about $137 million, come on line in 1996, and save the Department an 
estimated $24.4 million annually.  In the meantime, the Department 
reports that per-unit costs are generally the same today as in 1987, 
representing an improvement in efficiency of 18 percent for pay, and 4 
percent for pensions (for an overall improvement of 14 percent), when 
salary increases of 26.5 percent and other changes are factored in. 
 
2.300 The Department agrees with the findings in the 1987 Report.  
However, it does not believe that the cost differential between 
provincial and federal systems can be eliminated because of differences 
in the overall approach requiring a complex model for compensation.  
The Department maintains that responsibility for the federal government 
approach to compensation rests with the employer, Treasury Board. 
 
2.301 The 1985-86 comparison of provincial payroll costs indicated that 
the provincial unit costs were then in the $50 to $70 per account range 
(federal unit costs were then $172).  A 1993-94 survey carried out by 
the Province of Alberta found unit costs of provincial payroll systems 
for those with over 30,000 accounts to be in the $45 to $116 per 
account range.  (Federal unit costs are $162 for payroll and $63 for 
pensions.)  The Department estimates that post Public Service 
Compensation System costs will be in the $80 to $90 range for payroll 
and the $50 to $60 range for pensions. 
 
2.302 The Office of the Auditor General believes that the Department 
could have better supported its position as described above, and would 
be in a better position to move forward, had it: 
 
 • bench-marked its processes and costs to establish targets and 
quantified the incremental costs of the federal compensation model 
features; and 
 
 • established the total cost to the government of implementing 
the Public Service Compensation System. 
 
2.303 The Department reported, in 1988, its intent to proceed carefully, 
balancing the pressure to reduce costs with the need to avoid past 
errors and the need for its people to adjust to automation.  The Office 
of the Auditor General accepts that it is the Department's 
responsibility to make such trade-offs.  We have concerns, however, 
that the returns expected from investment in the Public Service 
Compensation System may not fully cover its costs, taking into account 
the combined effects of: 
 
 • the level of improvement sought; 
 
 • the time frames adopted; 
 
 • the time value of money; and 
 
 • the total investment required by the government. 
 
Improving systems development capabilities 



 
2.304 In 1987 we pointed out opportunities to make significant 
improvements in systems development and computer support.  We 
illustrated the importance of seizing those opportunities by noting 
systems development projects that had not always fulfilled their 
objectives and that had not been completed on time and within budget. 
 
2.305 The Office is conducting a government-wide audit of "Systems Under 
Development".  We plan to report our findings on these projects in 
1995. 
 
Department's response:  The Department is constantly seeking ways to 
improve productivity and has made good progress since 1987.  With 
respect to the compensation area, once the Public Service Compensation 
System (PSCS) is implemented, unit costs will be within the range of 
costs of other jurisdictions.  However, the Department does not believe 
simple comparisons across jurisdictions provide for useful productivity 
targets.  Costs for compensation administration are heavily influenced 
by the compensation framework, that is, collective agreements and 
personnel policies.  In this regard, the federal system is more complex 
than provincial jurisdictions.  The mandate of Public Works and 
Government Services Canada is to administer the framework as determined 
by the employer.  The Department advises on the cost implications 
associated with changes in that framework.  It is in no position to 
assess the relative costs or benefits of that framework. 
 
With respect to the Auditor General's concerns on the business case, 
the Department believes that the business case for PSCS continues to be 
sound and in accordance with Treasury Board Secretariat guidelines.  As 
part of its system development methodology, however, the Department is 
planning a post-implementation review to verify benefits and address 
this issue. 



Chapter 3 
 
Other Audit Observations 
 
Table of Contents 
 
             Page 
 
Main Points           3-5 
 
Introduction           3-7 
Environment Canada, Public Works and Government Services 
 Canada and Treasury Board Secretariat     3-7 
  Twenty years and $26.6 million later, the 
   federal government has still not resolved 
   an issue of non-productive rental payments  3-7 
 
Fisheries and Oceans Canada        3-9 
  Approximately $3 million spent on two projects 
   that have not served the 
   Department's operating needs     3-9 
 
Industry Canada          3-13 
  Grant agreement fails to link payments to the 
   recipient's financial requirements 
   or performance targets      3-13 
 
National Archives of Canada and Public Works and 
 Government Services Canada       3-15 
  Lack of due regard to economy in the delivery 
   of an archival facility, and accommodation 
   requirements not fully resolved    3-15 
 
Revenue Canada           3-20 
  The matter relating to condominium corporations 
   raised in our 1992 Report has not been 
   resolved         3-20 
 
Exhibits 
 
3.1 Comparative Analysis of Resource Requirements   3-10 
(Exhibit 3.1 is not available, see the Annual Report) 
 
Other Audit Observations 
 
Main Points 
 
3.1  The Auditor General Act requires the Auditor General to 
include in his annual Report matters of significance that, in his 
opinion, should be brought to the attention of the House of Commons. 
 
3.2  The "Other Audit Observations" 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 on audits and studies of issues that relate to operations of the 
government as a whole.  This chapter is used to report individual 
matters that have come to our attention during our financial and 
compliance audits of the Public Accounts of Canada, Crown corporations 
and other entities.  It is also used to report some specific matters 
that have come to our attention during our comprehensive audits. 
 
3.3  The chapter contains a number of observations concerning 
departmental expenditures and tax revenues.  The issues addressed 
generally involve failure to comply with authorities, and the 
expenditure of money without due regard to economy. 
 
3.4  Observations reported cover the following: 
 
•after 20 years and $26.6 million, an issue of non-productive rental 

payments that remains unresolved; 
 
•approximately $3 million spent on two projects that have not served 

operating needs; 
 
•a grant agreement that fails to link payments to the recipient's 

financial requirements or performance targets; 
 
•the lack of due regard to economy in the delivery of an archival 

facility, and accommodation requirements not fully resolved; 
and 

 
•the matter relating to condominium corporations earning tax-free 

interest income that has not been resolved. 
 
3.5  Although the individual audit observations report matters of 
significance, they should not be used as a basis for drawing 
conclusions about matters we did not examine. 
 
Introduction 
 
3.6  This chapter contains matters of significance that are not 
included elsewhere in the annual Report and that we believe should be 
drawn to the attention of the House of Commons.  The matters reported 
were noted during our financial and compliance audits of the Accounts 
of Canada, Crown corporations and other entities, or during our 
comprehensive value-for-money audits. 
 
3.7  Section 7(2) of the Auditor General Act requires the Auditor 
General to call to the attention of the House of Commons any 
significant cases where he has observed that: 
 
 • 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; 
 
 • 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; 
 
 • money has been expended other than for purposes for which it 
was appropriated by Parliament; 
 
 • money has been expended without due regard to economy or 
efficiency; or 
 
 • satisfactory procedures have not been established to measure 
and report the effectiveness of programs, where such procedures could 
appropriately and reasonably be implemented. 
 
3.8  Each of the matters of significance reported in this chapter 
was examined in accordance with generally accepted auditing standards; 
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 department heading. 
 
3.9  Consistent with Office policy on the follow-up of matters in 
our annual Report, other audit observations included in this chapter 
are normally followed up two years after initial reporting.  In our 
follow-up of the observations included in our 1992 Report, we found 
that for seven of the ten observations, either corrective action had 
been taken to address the matter or we no longer considered the matter 
to be an outstanding issue.  One observation has resulted in another 
observation this year.  Two observations remain outstanding because 
they involve matters that we are continuing to monitor, and corrective 
action or the lack thereof will be reported as deemed appropriate. 
 
Environment Canada, Public Works and Government Services Canada and 
Treasury Board Secretariat 
 
Twenty years and $26.6 million later, the federal government has still 
not resolved an issue of non-productive rental payments 
 
We have reported five times since 1976 that the federal government has 

been making unproductive lease, property tax and grant in-lieu-of 
taxes payments for land in Vancouver.  Sixteen years after the 
Standing Committee on Public Accounts recommended that the 
government resolve the matter, the payments continue.  Since 1974, 
the government has paid about $26.6 million net of sub-lease 
revenue for the land.  The Crown has recently sought private 
sector interest to develop the site under an environment centre 
concept with a federal presence, and is currently evaluating 
proposals received.  Although numerous attempts to date to resolve 
the issue have been unsuccessful, the federal government believes 
that its present approach will finally produce results. 

 
3.10  Background.  In 1974, after acquiring an existing leasehold 
at a cost of $4 million, Environment Canada (Department of the 
Environment) entered into a 71-year lease with the Squamish Indian Band 



for approximately 22 hectares (55 acres) of reserve land near the Lions 
Gate Bridge in Vancouver. 
 
3.11  The Department was to construct and operate facilities 
consistent with an environment centre on the property.  This would 
restrict the government to building a mixture of office, laboratory and 
storage type facilities.  The lease provides that the government's 
interest in the land, plus any buildings built on it, will revert to 
the Band at the end of the lease in 2045. 
 
3.12  Under the terms of the lease, the Department of the 
Environment pays rent for the land on the basis of the "highest and 
best use" of the property.  This formula is based on a hypothetical mix 
of office, laboratory, residential, commercial (including hotels) and 
industrial space.  The resulting rent is reviewed and adjusted every 
five years for existing market conditions.  The result of basing the 
rental on highest and best use is that the Band will always achieve the 
maximum rent potential, no matter how the land is developed or whether 
it is developed at all. 
 
3.13  In 1976, the then Minister of the Environment announced that 
the Pacific Environment Centre would not proceed, but committed the 
Crown to continue honouring the payment of rent according to the terms 
and conditions of the lease.  Since that time, the Crown has 
unsuccessfully attempted to negotiate Band approval for either a 
termination of the lease or alternative realty management schemes.  To 
date, these negotiations have been fruitless. 
 
3.14  Issues.  In view of the obligation to make continuing rental 
payments, the challenge for the federal government is to make effective 
use of the land in a manner consistent with the original environment 
centre concept -- a mixture of office, laboratory and storage space.  
Alternatively, the federal government must negotiate with the Band 
another effective use for the land. 
 
3.15  Between 1974 and 1994, the federal government paid $28.8 
million for lease payments, property taxes and grants in lieu of taxes. 
 Over this same period, the government received a total of $2.2 million 
in revenue from a sub-lease of a small portion of the property.  
However, the federal government has received little value or benefit to 
date in return for its net payments of about $26.6 million.  The 
government's current annual net payments are about $4.4 million. 
 
3.16  In 1977, 1984 and 1988, we noted the government's lack of 
action to resolve the matter.  The Standing Committee on Public 
Accounts recommended that either the federal government dispose of the 
lease or negotiate a change of use for the property.  The government 
has tried several approaches in the past, which have been unsuccessful 
in resolving this matter. 
 
3.17  The Department of the Environment, the Department of Public 
Works and Government Services and the Treasury Board Secretariat are 
presently considering potential uses for the site.  The federal 
government has sought and received "expressions of interest" from the 



private sector to develop the site in a manner consistent with the 
terms of the lease.  Officials are now assessing these. 
 
3.18  Conclusion.  Further delays in resolving this matter will 
result in continuing non-productive payments for unused land. 
 
Departments' response:  The Crown is diligently trying to resolve the 
issue of the non-productive payments for unused land.  The Crown will 
report back on its present efforts by March 1995. 
 
Fisheries and Oceans Canada 
 
Approximately $3 million spent on two projects that have not served the 
Department's operating needs 
 
Fisheries and Oceans Canada (Department of Fisheries and Oceans) spent 

approximately $3 million on two projects without conducting 
appropriate analyses in their initial stages.  In one case, 
because the Department failed to adequately address the ongoing 
resource requirements for a planned replacement of a fisheries 
patrol vessel, about $1 million was expended over a ten-year 
period on the design of a vessel that was never built.  In another 
case, the Department did not conduct an analysis of the planned 
utilization of a deep-sea research system to support departmental 
operations before deciding to participate in its funding and 
development.  The Department developed a remotely operated 
submersible system that, to date, has been rarely used.  The 
system was developed at an estimated cost of $3.2 million to the 
federal government, of which the Department's share was about $1.8 
million.  In both cases, funds were expended on projects that have 
not served the Department's operating needs. 

 
Case 1 -- Replacement of a fisheries patrol vessel 
 
3.19  Background.  The acquisition of a new vessel is usually made 
in two phases, each leading to a separate contract.  The first (design) 
contract provides a vessel design to meet specific requirements set out 
in the request for proposal.  The second (construction) contract 
requires a design check to validate the vessel design, development of 
more detailed specifications as needed, and construction of the vessel 
according to the specifications. 
 
3.20  In 1982, the Department identified the need for, and approved 
in principle, the design and construction of a vessel to replace an 
aging fisheries patrol vessel that was operating on a seasonal basis.  
In order to meet a higher demand for its patrol and surveillance 
activities, the Department envisioned that the replacement vessel would 
be larger and capable of surveillance further offshore year-round and 
would thus require more resources to operate.  The design contract was 
awarded in 1984. 
 
3.21  In 1987-88, Treasury Board approved up to $7.6 million to 
fund the construction of the replacement vessel, on the understanding 
that any incremental resources needed to operate the new vessel would 



be funded internally by the Department. 
 
3.22  Issue.  In December 1989, a departmental analysis identified 
a concern that operating resources for the new vessel had not been 
allocated internally.  Despite this concern, the Department did not 
explore options for redeploying resources.  It was planning to seek 
Treasury Board approval for additional funding or, failing that, to 
redeploy resources at a later date.  It continued the acquisition 
process, awarding the construction contract in January 1990, and 
committed further significant funding to the project. 
 
3.23  In April 1990, the design check showed that the vessel, if 
built as originally designed, would not have sufficient capacity to 
accommodate all the systems and equipment specified and would not float 
properly.  The construction contract contained a provision that would 
have permitted the Department to terminate the project, at that time at 
a nominal cost.  At about the same time, concern was again expressed 
that operating the new vessel would require a significant reallocation 
of resources; the Department did not proceed to seek additional funding 
from Treasury Board. 
 
3.24  The Department decided to rectify problems identified in the 
design check, which called for the vessel to be lengthened.  As a 
result, the Department remained committed to the terms of the 
construction contract without having identified a source of funding to 
operate the new vessel when constructed. 
 
3.25  In March 1991, after spending almost $700,000 on the project, 
the Department analyzed options to redeploy enforcement resources in an 
attempt to fund the new vessel's operations.  For greater efficiency, 
the vessel was to be operated continuously, year-round.  This would 
require a seven-fold increase in human resources and about a six-fold 
increase in the annual budget, in comparison with resources used for 
the aging vessel that was operating on a seasonal basis (Exhibit 3.1). 
 The Department concluded that the incremental resources needed could 
be made available only by removing a number of other vessels from 
service, which would compromise overall surveillance coverage of that 
region. 
 
 
Exhibit 3.1 is not available, see the Annual Report. 
 
 
3.26  On the basis of the analysis and recognizing that seeking 
additional funding from Treasury Board was unrealistic, the Department 
cancelled the construction contract in June 1991.  A settlement of 
$264,000 was paid in March 1994 to the shipyard to cover costs incurred 
as a result of the cancellation.  The Department currently has no plans 
to construct a vessel using the completed design. 
 
3.27  In our view, the Department should have conducted appropriate 
analysis of options for meeting incremental resource requirements 
before engaging in the construction contract, since it was clear that 
operating the new vessel year-round would require more resources.  In 



addition, it should have pursued the availability of internal funding 
to operate the new vessel when the design failed to meet the validation 
test of the construction contract.  Over a ten-year period, 
approximately $1 million was spent on the design of a vessel that was 
never built, and the Department had not taken timely and appropriate 
action to safeguard the use of public funds. 
 
Case 2 -- Development of a remotely-operated submersible system 
 
3.28  Background.  From 1974 to 1986, the Department operated a 
crewed submersible system to conduct deep-sea scientific research.  The 
Department was the operator and one of the system's users; other users 
included scientists from Natural Resources Canada (formerly Energy, 
Mines and Resources Canada), Environment Canada and Canadian 
universities.  In 1986, due to budget reductions, the Department 
cancelled the charter for the mother ship carrying the submersible 
system.  The cancellation effectively rendered the crewed system 
inaccessible to the Department's operations. 
 
3.29  The concept of developing and constructing a remotely 
operated submersible system was discussed between 1984 and 1986.  The 
development was initiated in 1986, as part of the government's program 
of unsolicited proposal aiming to support government operations and 
research and development activities in the private sector.  The system 
was developed to provide a capacity for conducting deep-sea activities 
to a depth of 5,000 metres, much further than the 2,000-metre limit for 
the crewed system.  The Department advised us that another objective 
was to support the sub-sea industry. 
 
3.30  The Department provided leadership and major funding during 
the system's development and was the scientific authority for the 
contract.  The Department is also responsible for the ongoing operation 
of the new system.  Of an overall development cost of approximately 
$3.2 million, the Department's share was about $1.8 million.  Public 
Works and Government Services Canada and Natural Resources Canada 
contributed an estimated amount of $900,000 and $500,000 respectively. 
 The former contributed on the basis of the unsolicited proposal 
program; the latter funded the development of a winch and some 
components of the system. 
 
3.31  Issue.  The Department decided to contribute to the 
development of the new system without conducting an analysis to ensure 
that the project could be justified based on the planned use to serve 
its need for deep-sea research.  In arriving at its decision, the 
Department assumed that other users would continue to require a 
capacity for deep-sea manoeuvres similar to that provided by the crewed 
system.  The Department did not prepare a plan to market the system 
when developed. 
 
3.32  The remotely operated submersible system became operational 
in late 1990.  As of 31 March 1994, the utilization of the system has 
been minimal, particularly in deep seas.  In 1992-93 and 1993-94, the 
Department did not use the system for deep-sea operations to support 
its activities; it conducted testing and trouble-shooting on the system 



in shallow water for about 20 dives.  Other users during the two years 
made a total of about 50 dives, approximately 40 of which were 
conducted in deep seas.  Although the sea-bed time in dives from the 
remotely operated system is generally higher than in dives from the 
crewed system, the latter made an average of about 120 dives annually 
over a 12-year period. 
 
3.33  To date, the new system has been rarely used.  The 
Department's research requirements have largely been in shallow waters. 
 Moreover in 1993-94, the Department started to charge for the 
operating and maintenance costs of the system and, due to decreased 
availability in funding to all users, scientists were making less use 
of it. 
 
3.34  The Department is currently identifying other potential 
domestic and international users.  Current departmental analysis shows 
that usage of the new system has to increase at least six-fold to break 
even.  It is also developing options that include allowing Canadian 
user groups to take over the ongoing responsibility for operating its 
remotely operated submersible system. 
 
3.35  In our opinion, the Department should have ensured that the 
project was justifiable on the basis of operational needs prior to 
making its decision to participate in the development of the remotely 
operated submersible system. 
 
3.36  Conclusion.  In both cases, the Department failed to take 
appropriate steps at the early stages of the projects to ensure that 
public funds were expended in a manner that would achieve good value 
for money. 
 
Department's response: 
 
Case 1 -- Replacement of a fisheries patrol vessel.  The Department 
contends that appropriate analyses had been conducted on the 
incremental cost of operating the replacement vessel at the outset of 
the project, and proper consideration was given to options to meet 
these incremental resource requirements before engaging in the 
construction contract.  In the early 1980s, it was reasonable to assume 
that needed resources to operate the vessel would be available from 
within.  However, successive operating and personnel cuts over the 
ensuing years mandated recourse to considering a Treasury Board 
submission to obtain the required resources.  This led to the 
development of a departmental omnibus Treasury Board submission that, 
until the spring of 1991, had well-founded expectations that additional 
vessel resources for the entire departmental fleet would be approved. 
 
With the tabling of the February 1991 Federal Budget and continuing 
fiscal restraints, it became evident that the request for additional 
resources was no longer a realistic expectation.  Internal funding 
sources that had been constantly eroded during the period could not be 
reallocated at that time without prejudicing higher-priority programs. 
 The Department had no choice but to reluctantly cancel the project, 
thus avoiding the fiscally irresponsible state of having delivered a 



vessel, at a cost of $7.6 million, that it would not have been able to 
operate efficiently. 
 
Case 2 -- Development of a remotely operated submersible system.  The 
remotely operated submersible system (ROPOS) today remains an example 
of leading-edge technology and is one of the relatively few 
submersibles in the world capable of diving to Canada's continental 
shelf territory.  At the time of the unsolicited proposal, there was a 
requirement for an unmanned remotely operated vehicle.  There was 
support from other users with sources of funds identified.  The 
proposal was put forward by industry, confident there would be a 
commercial market.  This was an opportunity to support Canadian 
enterprise in leading-edge technological development, and there was a 
climate that encouraged Canadian scientific achievement.  A user 
survey, in 1988, verified client need for a submersible of this type. 
 
The Auditor General's conclusions appear premature.  The submersible is 
now available for use.  As the economy picks up, with the Law of the 
Sea Convention coming into force in November 1994, and with a 
revitalized Canadian and international marine industry, it is expected 
that dives with the ROPOS will increase substantially. 
 
Industry Canada 
 
Grant agreement fails to link payments to the recipient's financial 
requirements or performance targets 
 
Under a grant agreement, the Department has paid $12.75 million to a 

venture capital corporation.  This agreement was not structured to 
ensure that financial assistance was provided only when needed; 
nor was it linked to performance targets.  The Department 
continues to pay grant money despite the fact that the 
corporation's income from investments exceeds its operating 
expenses. 

 
3.37  Background.  In May 1988, the Department of Regional 
Industrial Expansion (now Industry Canada or the Department of 
Industry) entered into a $15 million grant agreement (subsequently 
reduced to $14.55 million) to a labour-sponsored venture capital 
corporation.  The purpose of the grant was to assist the corporation in 
the establishment, development, promotion, operation and investment of 
a venture capital fund.  It is to be paid over seven years, from May 
1988 to March 1995.  The grant is not repayable unless the corporation 
does not meet the terms of the agreement. 
 
3.38  The main objective of the corporation, as endorsed by the 
Department in approving the grant, is to make investments in Canadian 
small and medium-sized businesses in order to stimulate the economy and 
promote job creation and maintenance. 
 
3.39  As of 31 March 1994, the corporation had raised over $280 
million in share capital.  Approximately 11 percent of the share 
capital had been invested in Canadian small and medium-sized 
businesses.  The balance of approximately $250 million remained in low-



risk interest-bearing securities.  This level of investment activity 
does not violate the terms of the grant agreement or the tax act. 
 
3.40  Issues.  Up to 31 March 1994, the Department of Industry had 
provided the venture capital corporation with $12.75 million.  The 
payments, to be used to establish and operate a venture capital fund, 
were in compliance with the terms of the grant.  The result, however, 
was that the grant provided government support for start-up and ongoing 
operating costs to a corporation that, as of 31 March 1994, had made 
few investments in Canadian small and medium-sized businesses. 
 
3.41  Financial assistance provided to the corporation was 
justified by the Department on the basis of offsetting start-up and 
operating costs.  However, we found no evidence that the Department had 
analyzed the operating requirements of the corporation or considered 
structuring an agreement with sufficient flexibility to ensure that 
payments were made only on the basis of demonstrated need.  Also, the 
Department did not assess the impact expected from the corporation's 
investments in Canadian businesses or include specific performance 
targets in the agreement. 
 
3.42  Currently, the income generated by the corporation's 
investments exceeds its operating expenses; yet, under the grant 
agreement, the Department must continue to provide financial support 
until March 1995. 
 
3.43  In our view, the agreement should have been structured so 
that financial support was provided only as long as a review of the 
corporation's financial position indicated that assistance was needed. 
 Our review of the corporation's financial position at 31 March 1994 
indicated that the corporation would be in a position to meet its 
operating costs without continuing to receive financial assistance from 
the government. 
 
3.44  Conclusion.  In our opinion, the Department has not been 
prudent in the spending of public funds.  We believe that agreements of 
this type need to provide sufficient flexibility to ensure that 
financial assistance is provided only when needed or when specific 
performance targets are achieved. 
 
Department's response:  In 1988, Treasury Board approved a grant of $15 
million, to be disbursed over seven years, to support the establishment 
of a national, labour-sponsored venture capital corporation.  The size 
and structure of the grant were based on an analysis conducted for the 
recipient by a respected private sector firm with recognized expertise 
in the operations of the venture capital industry. 
 
Up to March 1994, the corporation had spent in excess of $16 million on 
start-up, development and operation.  It expects that amount to reach 
about $20 million by March 1995 when the grant expires.  The grant has 
permitted the corporation to keep its management expense ratio within 
industry norms, allowing it to compete with others for investors' 
funds. 
 



Industry Canada considers that the grant was appropriately structured 
to meet both federal objectives and the needs of the venture capital 
corporation. 
 
National Archives of Canada and Public Works and Government Services 
Canada 
 
Lack of due regard to economy in the delivery of an archival facility, 
and accommodation requirements not fully resolved 
 
As part of a composite project to respond to the needs of the National 

Archives of Canada, its new conservation and laboratory building 
under construction in Gatineau, Quebec is designed to provide a 
safe environment for the country's valuable archival records.  
However, the location in the planned city centre of Gatineau has 
resulted in a design that responds to factors other than the 
functional requirements.  Funds are being spent on site and design 
considerations that are in excess of the need for the building's 
intended role.  In addition, although there will be a total 
investment of $107 million for a storage and laboratory facility, 
the choice of the "split-facility, two-site option" by the 
government results in one of the three major problems expressed by 
the House of Commons Committee on Communications and Culture 
remaining unresolved (see paragraph 3.55). 

 
3.45  Background.  Responding to concerns that over 75 percent of 
archival holdings were stored in substandard facilities, the House of 
Commons Standing Committee on Communications and Culture initiated a 
study of the National Archives accommodation in 1987.  The Committee 
identified three major problems facing the National Archives:  a need 
for additional storage space; operating out of dispersed locations and 
the associated risks of transporting archival records between sites; 
and current storage and laboratory spaces that were well below 
acceptable standards.  The Committee concluded that the situation posed 
serious consequences for the sound operation of the institution and the 
protection of the archival heritage of Canadians. 
 
3.46  The Committee recommended to Parliament that a single new 
building be constructed to house all archival functions.  The Committee 
also identified a split-facility as the second best option.  These 
options had been developed by the National Archives as part of a draft 
long-range accommodation plan in 1987. 
 
3.47  The Minister of Communications tabled the government's 
response to the Committee's recommendations in May 1988, which accepted 
the split-facility, two-site option.  The response stated that the West 
Memorial Building would be renovated to serve as the new headquarters, 
housing administrative services, reading and research rooms and 
exhibition areas.  The laboratories and heritage collection storage 
areas would be accommodated in a new satellite facility located outside 
the core area of the National Capital Region. 
 
3.48  The National Archives Architectural Program explained that it 
was unacceptable to have the public shuttle between facilities and 



that, accordingly, the West Memorial Building would house public 
displays and research rooms as well as all administration functions.  
The satellite facility would house the conservation functions, primary 
records storage and archival work spaces and other support spaces. 
 
3.49  In July 1989, Public Works and Government Services Canada was 
authorized by Treasury Board to begin preliminary design work for the 
West Memorial Building.  However, in December 1989 work on the project 
was frozen for two years as part of the government's restraint 
measures.  In June 1993, National Archives resubmitted its requirements 
to Public Works and Government Services Canada for the renovation of 
the West Memorial Building.  Approval to proceed with the renovation 
has not been given. 
 
3.50  Treasury Board granted Preliminary Project Approval for the 
Gatineau Building Phase I (the satellite facility) in October 1990 for 
$107 million (Phase II containing additional archival storage would be 
built at a later date).  Effective Project Approval was given in April 
1992 for the same budget, with a usable area of 23,500 square metres.  
The total project budget is:  construction $59.2 million; fees, 
contingencies and GST $23.1 million; land (including fees) $6.7 
million; and National Archives (project management, preparation of the 
collection, additional fit-up, shelving and moving) $18.2 million.  As 
of September 1994, the project managers have said that there are no 
indications that the budget will be exceeded. 
 
3.51  Public Works and Government Services Canada is building the 
facility; the National Archives will be the tenant and is responsible 
for describing the program requirements and obtaining space 
authorization from Treasury Board.  The project is now under way and 
has an expected construction completion date of November 1996. 
 
3.52  Audit Scope and Objectives.  The audit examined the 
preliminary stages of the construction of a new facility in Gatineau 
for the National Archives of Canada.  Specifically, we reviewed the 
needs definition, the options analysis, the project definition, and the 
design and review processes.  We did not audit the construction 
activities, but will review the appropriateness of doing so at a later 
date. 
 
3.53  The objectives of the audit were to determine:  whether the 
concerns of the Committee on Communications and Culture are being 
addressed; whether the National Archives facility in Gatineau will meet 
the project's objectives; and whether the project is being implemented 
with due regard to economy and efficiency.  We included in our audit a 
review of the West Memorial Building project, its impact on the 
National Archives' Accommodation Program and how it supports the 
mandate and objectives of the National Archives. 
 
3.54  Issue - Committee's concerns not fully resolved.  One of the 
three major problems facing the National Archives, identified by the 
House of Commons Committee, is not fully resolved by the construction 
of the Gatineau Building. 
 



3.55  The Gatineau project is expected to remedy the long-term 
problems of providing state-of-the-art storage and laboratory space and 
allowing for future growth of the collection.  However, the problem of 
the risks inherent in transporting the documents has not been fully 
resolved.  Furthermore, the requirement for new public research and 
display spaces, identified in the government's response to the 
Committee's report, has also not been resolved because a decision on 
whether to proceed with the renovation of the West Memorial Building 
has not been made. 
 
3.56  The Effective Project Approval for the Gatineau Building 
involves the use of four facilities:  the current National Library 
building, the unrenovated West Memorial Building, the Renfrew building 
(for additional storage space) and the new Gatineau Building.  As a 
result of the decision to locate the public space and the archivists in 
the West Memorial Building, the documents will have to be brought there 
from the storage facilities.  However, National Archives acknowledges 
that "it is inherently risky to move the records between buildings 
regardless of security and handling precautions."  As well, the House 
of Commons Committee noted, in 1987, that the documents were 
deteriorating as a result of being transported from one building to 
another. 
 
3.57  In an effort to mitigate the risk, the National Archives is 
planning to implement measures to reduce the transportation of fragile 
records.  It is also planning to use specially modified trucks with 
controlled environments.  The National Archives will transport some of 
the documents to the unrenovated West Memorial Building, which does not 
have environmentally controlled research or storage rooms and loading 
docks.  In our opinion, despite the National Archives' efforts, 
transporting the documents continues to place them at some risk. 
 
3.58  Plans for the new Gatineau facility and the renovation of the 
West Memorial Building were fully co-ordinated as two components of a 
single accommodation program.  It was assumed that the two facilities 
would open at the same time.  However, at the time of the audit, Public 
Works and Government Services Canada did not have authority to proceed 
with the West Memorial Building renovation.  As a result of this major 
change in planning assumptions, the National Archives and Public Works 
and Government Services Canada need to develop contingency plans, which 
could include changes to the Gatineau Building. 
 
3.59  Issue - lack of due regard to economy.  The Treasury Board 
submission requesting authority to purchase the land stated that the 
site chosen for the Gatineau facility was selected because it met all 
the National Archives criteria.  However, we found that the selected 
site did not meet several of these criteria.  In addition, we found no 
documented evidence that a comparative analysis of the eight Gatineau 
sites identified by Public Works and Government Services Canada was 
carried out against the criteria.  Furthermore, although the analysis 
of the selected site acknowledged that there were costs associated with 
not meeting the criteria, these costs were not determined before the 
site was purchased, despite a specific requirement in the site 
selection criteria to do so.  We noted that costs related to the site 



are now being incurred that were not discussed in the Treasury Board 
submission.  Given the lack of comparative analysis and documentation 
on the site selection process, we could not determine the basis for the 
choice of site or if it was the most appropriate one. 
 
3.60  The downstream effects of choosing this site are significant. 
 More expensive design considerations were required to fit the new 
facility into the proposed Gatineau town centre development, as well as 
to maintain a prominent public presence.  These design elements exceed 
the basic building requirements and do not significantly enhance the 
preservation of the records.  Treasury Board indicated its intended 
role for the Gatineau facility by directing that emphasis be placed on 
functional requirements.  A Public Works and Government Services Canada 
design document supported this view by noting that the exterior finish 
and landscaping for the Gatineau Building should be appropriate for a 
laboratory and storage facility, and not to the level of a cultural 
facility. 
 
3.61  Treasury Board Secretariat was informed that the cost premium 
for building in downtown Gatineau was considered minimal, about $2 
million; the facility would include upgraded external cladding and 
landscaping, consistent with any large federal project, and finishes 
were intended to be utilitarian. 
 
3.62  The roof is intended to be clad in stainless steel supported 
by stainless steel columns.  The "building within a building" design 
incorporates a concrete structure enclosed by exterior glass walls that 
buffer the inner vault environment from the outside.  In our opinion, 
this design is not consistent with the commitment to Treasury Board 
that simple approaches were to be used. 
 
3.63  At the time of our audit, plans called for $4.8 million to be 
spent on landscaping and site development that included, among other 
things, artificial marshes in a park-like setting for the building.  
Because of the facility's proximity to the Gatineau city core and a 
residential neighbourhood, special efforts have been made to reduce the 
imposing nature of the building and to ensure that it does not look 
like a warehouse.  For example, the building will be surrounded by 
contoured land (berms). 
 
3.64  The selected site was three times larger than required for 
Phases I and II.  The 37.4-hectare (92.4 acres) site was purchased at a 
cost of $ 6.6 million (including fees), although the land requirement 
was only 12.8 hectares (31.6 acres).  Furthermore, because the site is 
adjacent to the residential neighbourhood, the building has been 
situated well back from the property line, resulting in an inefficient 
use of land. 
 
3.65  The Gatineau Building is a unique special-purpose building, 
although a few similar projects exist to provide a basis for 
comparison.  We considered several archival facilities in Canada and 
the United States and selected the recently completed United States 
National Archives and Records Administration (NARA II) facility in 
College Park, Maryland, for a comparison of total project costs.  Our 



preliminary analysis indicated that on a comparable unit-cost basis, 
the Gatineau project appears to be significantly more expensive.  In 
reviewing our findings with the project management team, it was 
determined that further analysis would be required to confirm and 
explain the cost differences.  We have asked Public Works and 
Government Services Canada, with support from National Archives and 
this Office, to undertake this analysis and to provide us with the 
appropriate explanations.  We believe that such cost analyses are 
useful if completed early in the life of any project, and may 
contribute to identifying potential savings in the remainder of this 
project. 
 
3.66  Conclusion.  In our view, the original intent of both the 
Committee and the government was to provide the National Archives of 
Canada with proper and up-to-date archival storage, conservation 
laboratories, public spaces and research rooms.  We concluded that the 
Gatineau Building is designed to provide a safe environment for the 
country's valuable archival records and should meet those project 
objectives.  However, in our opinion, the project demonstrates a lack 
of due regard to economy because funds are being spent on site and 
design considerations that exceed the needs of the building's intended 
role.  The choice of this site and the concerns with public visibility 
have added costs to the project and have resulted in a design that 
responds to factors other than the functional requirements. 
 
3.67  Furthermore, although there will be a total investment of 
$107 million, the Commons Committee's concerns for adequate public 
space and research rooms may remain unresolved; the National Archives 
will still have to transport some fragile archival records; and 
researchers will continue to use them in buildings that do not meet 
archival standards. 
 
National Archives of Canada's response:  The National Archives is 
assisting in implementing an accommodation solution, consistent with 
government decisions, and within approved budgets.  Laboratories and 
storage spaces will meet all known safety, health and conservation 
standards for long-term preservation of the various media held by the 
Archives.  The program and design of the Gatineau Building is 
consistent with the 1988 decision to accommodate the Archives in split 
facilities - separating storage and labs from public and office spaces. 
 This split requires the Archives to move records between locations; 
however, significant investments have been made in order to eliminate 
risk to collections from transportation.  The risks noted in the audit 
were not the subject of an examination, nor were the strategies 
developed by the National Archives examined in any detail.  It is our 
informed opinion that any transportation-related risks are well below 
those related to other mandated responsibilities, such as the 
examination and use of records by researchers, a public right enjoyed 
by all Canadians.  Finally, space limitations in the core of the 
National Capital has imposed, in Canada as in most developed countries, 
split facilities for the National Archives because of the inevitable 
growth of the collections. 
 
Although the audit observation suggests that changes to the Gatineau 



Building should have been considered because of fiscally imposed delays 
in the West Memorial project, it is irresponsible and fiscally 
imprudent to make any such changes in mid-construction and contrary to 
the government's intent for the Archives accommodations. 
 
The Gatineau location provides the National Archives with a storage and 
laboratory facility in relative close proximity to the downtown 
location (12 minutes away).  It also offers the very important 
advantage of knowing that only safe and compatible activities will be 
located close by in the future, as the site is part of a planned town 
centre.  Most other locations will not provide this assurance of future 
compatible use required for the safety of collections. 
 
Public Works and Government Services Canada's response:  The purchase 
was based on the Gatineau Site Analysis that recommended "... 
proceeding with the purchase of the site (is) based on a predominance 
of positive factors and the judgment that the negative factors can be 
successfully mitigated."  This project was developed consistent with 
the parameters defined and approved by Treasury Board.  The design and 
construction are appropriate for a utilitarian building and were chosen 
to ensure the long-term safekeeping of the archival collection and due 
regard to economy. 
 
As to the statement that, on a comparable unit-cost basis, the Gatineau 
project appears to be significantly more expensive, as compared to the 
NARA II project, we believe it is premature to draw any indication as 
to which project has the higher cost until the study is completed. 
 
Revenue Canada 
 
The matter relating to condominium corporations raised in our 1992 
Report has not been resolved 
 
In 1992 we reported that Revenue Canada was allowing condominium 

corporations to earn tax-free interest income for the benefit of 
their members, the individual condominium owners. 

 
3.68  Background.  Revenue Canada's Information Circular No. 79-7 
states that, although a condominium corporation cannot qualify as an 
exempt non-profit organization, Revenue Canada is prepared not to tax 
any interest earned on a condominium corporation's operating or reserve 
funds provided that such funds are not maintained at an unreasonably 
high level in relation to the purposes for which they were created. 
 
3.69  The tax exemption for interest earned on a condominium 
corporation's operating and reserve funds indirectly benefits the 
condominium owners.  Homeowners not living in condominiums must pay tax 
on any interest earned on funds set aside for maintaining their homes. 
 This situation creates an inequity between homeowners who own 
condominiums and those who own other types of residential dwellings. 
 
3.70  In 1992, Revenue Canada advised us that it was studying the 
status of these condominium corporations under the Act.  In July 1994, 
Revenue Canada further advised us that it had undertaken a detailed 



study of this practice, including a review of various provincial laws, 
and had prepared tentative recommendations.  It also informed us that 
The Canadian Condominium Institute and The Association of Condominium 
Managers of Ontario were contacted for input, but consultation had been 
delayed.  Revenue Canada recently received comments from these 
organizations. 
 
3.71  There are hundreds of thousands of condominium units in 
Canada.  A 1992 Canada Mortgage and Housing study on the Toronto Census 
Metropolitan Area (which includes the regional municipalities of Metro, 
York, Peel, and parts of Durham and Halton regions) reported that there 
were about 163,800 residential condominium units just in that area. 
 
3.72  Issue.  While some activity, primarily relating to 
consultations and research, has occurred, Revenue Canada has not 
resolved the matter by changing its Information Circular or its 
assessing practice.  In our opinion, undertaking a study of the issue 
does not relieve Revenue Canada of the responsibility for resolving the 
matter. 
 
Revenue Canada's response:  It is our intention, by the end of January 
1995, to have the consultative process completed with all stakeholders, 
to clarify any issues related to the taxability of interest earned by 
condominium corporations, and to set in motion processes required, if 
any, to modify Revenue Canada's application of the law related to the 
taxability of interest earned by condominium corporations. 
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Introduction 
 
4.1  This Report contains chapters that describe the results of 
audit work and studies completed by the Office during the past year. 
 
4.2  The purpose of this chapter is to provide some background on 
a few key features of the audit process, including what the Office 
considers when deciding what programs or activities to audit.  
Information on the cost of audit work in Crown corporations is also 
included.  This chapter contains a summary organization chart shown in 
Exhibit 4.1. 
 
 
Exhibit 4.1 is not available, see the Annual Report. 
 
 
4.3  A more complete description of the activities and costs of 
the Office, and its organization and staff, is shown in its Part III of 
the Estimates for 1994-95. 
 
Selecting an Area for Audit 
 
4.4  A long-range audit plan is prepared for all departments, 
multidepartmental programs, and a number of functions that are common 
across government, such as internal audit and program evaluation.  This 
plan normally covers a five-year period and identifies the proposed 
approach to completing the annual financial attest, compliance with 
authority, and value-for-money audit work required for a comprehensive 
audit of the entity. 
 
4.5  The plan lays out a proposed cycle for audit work for each 



entity.  These proposed cycles vary according to the nature of the 
entity, its level of expenditure and importance in government 
operations, and the resources available to carry out the audit.  The 
Office's approach does not call for all operations of an entity to be 
audited within a fixed audit cycle.  The principles of audit worthiness 
and auditability are fundamental in deciding what to audit. 
 
4.6  Some issues are such that they are included in all entity 
audits.  For example, in every audit, the Office considers the quality 
of reporting by a department or agency on its stewardship of the 
resources voted by Parliament, and on the results achieved with those 
resources.  There are other issues on which the Office exercises its 
judgment as to what it believes is important to Canadians at a given 
time.  An example is the Office's concern that Canadians receive better 
information about the deficit and accumulated debt. 
 
4.7  In assessing whether something is worth auditing, the Office 
looks at the significance of an entity or activity, including both its 
impact on government spending and revenue and the social, economic, 
environmental, safety or equity issues involved.  The risk factor is 
another important consideration in assessing audit worthiness.  The 
Office assesses the possibility that an undesirable result might occur, 
and what its consequences might be. 
 
4.8  A further aspect of judging audit worthiness is sensitivity 
to the general political and managerial climate.  The Office wants its 
work to be as timely and relevant as possible.  For example, it must 
determine whether the area under consideration is the subject of 
current public attention.  If it is, then the Office will determine 
whether an audit at that time could produce additional independent 
information to Parliament.  If not, the audit would probably be 
delayed.  The Office must at all times remain - and be seen to remain - 
independent and objective. 
 
4.9  Another fundamental consideration is auditability, or whether 
a particular audit is possible.  This involves consideration of such 
questions as the following: 
 
 • Does the proposed area fall within the Office's audit 
mandate? 
 
 • Can the Office obtain sufficient evidence to reach an 
objective conclusion on the audit area? 
 
 • Can the Office assemble the expertise needed to carry out the 
audit successfully? 
 
 • Does the Office have the resources needed to conduct the 
audit in accordance with generally accepted auditing standards? 
 
4.10  A proposed audit area must meet the tests of being both audit 
worthy and auditable to be selected for audit. 
 
Ensuring Audit Quality 



 
4.11  Once an area has been selected for audit, the Office 
establishes an advisory committee to provide advice throughout the 
course of the audit.  These committees usually have advisors from 
outside the Office and the public service, as well as from inside the 
Office. 
 
4.12  Advisors are chosen to bring the perspectives and experiences 
of managers or auditors of similar entities, or of persons 
knowledgeable in the area under audit, or of others affected by the 
operations of the entity.  External advisors have included former 
members of Parliament and deputy ministers, business executives, 
academics, representatives of client groups, and recognized subject-
matter experts. 
 
4.13  The purpose of these advisory committees is to provide advice 
and guidance on matters such as audit scope, criteria, methodology, the 
reasonableness of observations and recommendations, and the overall 
presentation of the report.  In short, these committees guide, review 
and challenge the work of audit teams over the life of an audit. 
 
4.14  For this year's Report, the Office used 76 outside advisors 
based on their current or former positions in a variety of professions, 
including: 
 
Deputy ministers and other senior officials from federal, 
provincial or foreign governments       25 
University professors         10 
Accountants            8 
Business executives           7 
Management consultants          6 
Ex-military officials          4 
Economists            4 
Actuaries             3 
Engineers             3 
Lawyers             2 
Architect             1 
Doctor             1 
Climatologist            1 
Aboriginal leader           1 
 
4.15  Observations, conclusions and recommendations are presented 
to entity management before an audit chapter is finalized.  This 
permits the Office to obtain confirmation of audit facts, and 
management's reaction to the chapter.  Management responses are 
included in the final report.  This process serves to highlight any 
areas of agreement or disagreement on any conclusions or 
recommendations emerging from an audit. 
 
4.16  This process is applied to all audits and reports to create 
an end product of the highest quality possible, in terms of both the 
way an audit is conducted and how it is reported.  It also permits the 
Public Accounts Committee to focus on the issues raised in a chapter. 
 



Costs of Crown Corporation Audits 
 
4.17  Section 147 of the Financial Administration Act requires that 
the Office disclose the costs of preparing audit reports on all Crown 
corporations other than those exempted under section 85 of the Act (see 
Exhibit 4.2).  An audit report includes an opinion on a corporation's 
financial statements and on its compliance with specified authorities. 
 It may also include reporting on any other matter deemed significant. 
 
Exhibit 4.2 
 
Costs of Preparing Annual Audit Reports for Fiscal Years Ending on or 
before 31 March 1994 
 



          Fiscal Year  Cost 
  Crown Corporation        Ended     Incurred 
 
Atlantic Pilotage Authority       31.12.93  $ 40,550 
Atomic Energy of Canada Limited        31.03.94   347,950 
Canada Deposit Insurance Corporation     31.03.94   225,160 
Canada Development Investment Corporation 
 (Joint Auditor)         31.12.93    37,820 
Canada Lands Company Limited       31.03.94     2,690 
Canada Lands Company (Vieux-Port de Québec) Inc.   31.03.94     5,650 
Canada Mortgage and Housing Corporation 
 (Joint Auditor)         31.12.93   378,050 
Canada Museums Construction Corporation Inc.    31.03.94     9,000 
Canadian Commercial Corporation      31.03.94    96,040 
Canadian Dairy Commission       31.07.93   120,880 
Canadian Museum of Civilization      31.03.94   129,200 
Canadian Museum of Nature       31.03.94   123,940 
Canadian Saltfish Corporation       31.03.94    56,020 
Cape Breton Development Corporation     31.03.94   232,670 
Defence Construction (1951) Limited     31.03.94    45,040 
Enterprise Cape Breton Corporation      31.03.94    60,890 
Export Development Corporation      31.12.93   263,250 
Farm Credit Corporation        31.03.94   330,200 
Federal Business Development Bank (Joint Auditor)   31.03.94   199,400 
Freshwater Fish Marketing Corporation     30.04.93   111,550 
Great Lakes Pilotage Authority, Ltd.     31.12.93    41,290 
Laurentian Pilotage Authority       31.12.93    77,090 
Marine Atlantic Inc. (Joint Auditor)     31.12.93   130,560 
National Capital Commission       31.03.94   214,150 
National Gallery of Canada       31.03.94   102,830 
National Museum of Science and Technology    31.03.94    53,470 
Old Port of Montreal Corporation Inc.     31.03.94   102,100 
Pacific Pilotage Authority       31.12.93    40,350 
Petro-Canada Limited (Joint Auditor)     31.12.93     6,800 
Queens Quay West Land Corporation      31.03.94    43,750 
Royal Canadian Mint         31.12.93   176,990 
The St. Lawrence Seaway Authority      31.03.94    86,760 
 Seaway International Bridge Corporation Ltd.   31.12.93    47,600 
 The Jacques Cartier and Champlain Bridges 



  Incorporated         31.03.94    98,660 
Standards Council of Canada       31.03.94    39,750 
Teleglobe Canada         31.12.93    13,410 
VIA Rail Canada Inc. (Joint Auditor)     31.12.93   184,810 
 
 



4.18  The Office is also required by section 68 of the Broadcasting 
Act to report the cost of any audit report on the Canadian Broadcasting 
Corporation.  For the fiscal year ended 31 March 1994, the full cost of 
the annual audit report was $634,070. 
 
4.19  Section 138 of the Financial Administration Act requires 
that, at least once every five years, each parent Crown corporation 
named in Schedule III of the Act undergo a special examination.  This 
is distinct from the requirement for the annual audit of financial 
statements. 
 
4.20  The objective of a special examination is to determine 
whether a corporation's financial and management control and 
information systems and its management practices provide reasonable 
assurance that: 
 
 • assets have been safeguarded and controlled; 
 
 • financial, human and physical resources have been managed 
economically and efficiently; and 
 
 • operations have been carried out effectively. 
 
4.21  In 1993-94 the Office completed the special examination of 
five Crown corporations.  The costs to the Office were: 
 
Atomic Energy 
  of Canada Limited   $ 1,048,290 
National Capital 
  Commission       948,960 
The St. Lawrence 
  Seaway Authority      731,400 
VIA Rail Canada Inc.   1,955,460 
Federal Business 
  Development Bank 
  (Joint Examiner)    1,016,810 
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An Innovative Society and the Role of Government 
 
Assistant Auditor General: Maria Barrados 
Responsible Author:  Otto Brodtrick 
 
Main Points 
 
5.1 Innovation has become a crucial survival issue.  A society that 
pursues well-being and prosperity for its members can no longer treat 
it as an option. 
 
5.2 Innovation tends not to arise by itself; it is generated and 
sustained through the efforts of people: innovation is where the spirit 
is.  It cannot be legislated, or brought about by edict.  It comes from 
individuals and from creative and interactive communities.  Like 
happiness, innovation wilts in a climate of criticism and repression, 
yet thrives in an environment of encouragement and support. 
 
5.3 Government therefore needs to work hard at creating an environment 
that is supportive of innovation.  Otherwise innovators will either not 
innovate -- they will "play safe" -- or they will leave for more 
encouraging societies. 
 
5.4 In an innovative society, individuals, groups, organizations, 
government and Parliament recognize that they are partners, rather than 
opponents, controllers or contenders.  The ideas of community, 
networking, collaboration and common purpose, of playfulness, fun and 
excitement, but also of healthy competition, openness and 
accountability need to be guiding principles. 
 
5.5 An important element of innovation is resolving  dilemmas, that 
is, reconciling apparently competing values.  Truly innovative 
societies can, at the same time, meet real needs and control costs, 
address individual choices and satisfy societal priorities, considering 
both economics and compassion. 
 
5.6 Canada has the potential to be particularly innovative as a 
society because of the cultural diversity of its people.  If it could 



continue to establish and maintain the interconnection that is the 
basis for societal innovation, it might well become known as "Canada, 
the innovative country". 
 
Introduction 
 
An innovative society is able to sustain well-being and prosperity for 
its members in times of rapid change. 
 
5.7  This study discusses features of a more innovative Canadian 
society, and the possible role of government in such a society.  By 
government we mean the public service, the government of the day, and 
Parliament. 
 
5.8  Similar to other projects in this series (see Exhibit 5.1), 
this study explores an important yet difficult topic, one that is not 
suited to routine auditing.  We report the results of our study hoping 
to generate the kind of discussion and action that will eventually 
enable this Office to review innovation in the government as part of 
its regular audit work. 
 
5.9  To stimulate discussion and action, we present our findings 
with the aim of strengthening our readers' conviction that innovation 
is possible, even necessary, in society; that it is a dynamic, ongoing, 
never-ending process; and that most people can be active partners in an 
innovative society -- both along the lines we outline in this report 
and, undoubtedly, in new, even more innovative ways. 
 
5.10  We present our findings in four parts.  We describe some 
innovative practices in Canada; we note some of the dilemmas and 
absurdities in which we engage as a society; we discuss how innovation 
is generated; and we suggest a number of specific points on which 
action can be taken to make ours a more innovative society.  The 
approach we used in conducting this study is outlined in Exhibit 5.2. 
 
Features of an Innovative Society 
 
5.11  To survive and prosper, that is, to achieve and maintain a 
high standard of living for its members, a society must do four things 
well.  First, it must build and sustain social, legal and economic 
structures and processes that support innovation, that are competitive 
while sustaining the natural environment, and that lead to well-being 
for the greatest number of people. 
 
 
Exhibit 5.1 is not available, see the Annual Report. 
 
 
5.12  Second, it must ensure that its members develop and 
continually update the knowledge, competencies, abilities and skills 
that are required to produce innovative products and services. 
 
5.13  Third, it must nourish and support the affective potential of 
its members, such as commitment to a common purpose, trust, 



collaboration, enthusiasm, caring and loyalty; this includes defining  
meaningful roles for those who are outside conventional work 
structures. 
 
 
Exhibit 5.2 
 
About This Study 
 
Unlike an audit, which is done in a verification mode and based on 
established audit criteria, a study can use an exploration mode.  In 
this study we explore a difficult yet important topic, with a view to 
developing criteria that can contribute to an audit of the topic at a 
future date. 
 
Earlier studies in this series were conducted mainly in the public 
service.  Much of the work was done through interviews and other 
personal contacts in participating government organizations, and senior 
officials became aware of our main study findings as they evolved.  
This study has a different topic.  Since part of its theme is society, 
we had to do much of our work outside the public service. 
 
This study's conclusions are based largely on our own field work, 
rather than on writings by others.  We conducted the normal literature 
review to learn about research already done in this area. 
 
We interviewed about sixty knowledgeable people  at different levels 
and in various parts of Canada. In addition, we met with about forty 
senior people in other countries, including Australia, France, Germany, 
Japan, the Netherlands, Singapore, Sweden and the United States.  The 
interviews and meetings were often combined with observations, field 
visits, comparisons and further correspondence.  Most of the people we 
saw work in the private sector, but some are government officials. 
 
Occasionally, prominent interviewees expressed conflicting points of 
view about findings that our analysis and synthesis generated during 
the study.  Because of that, we validated our conclusions toward the 
end of the study by testing them again with practitioners and 
researchers. 
 
The study team worked with a group of five advisors, one on methodology 
from Cambridge University in the United Kingdom, the other four from 
Canada: a chief corporate executive in the knowledge industry; a 
motivational and rehabilitation psychologist, President of a health 
centre; a Professor of Law and North-South Relations, former President 
of an international development agency; and an economic renewal 
consultant, now Director of an international association of research 
institutes. 
 
5.14  Fourth, it must build and sustain relationships, within 
itself and with other societies, that enable it to interact 
productively, both for its own and for mutual benefit; and it must do 
so with a long-term view, considering spans of generations. 
 



5.15  Furthermore, an innovative society is willing and able to 
discuss and examine openly all issues, even controversial matters and 
"sacred cows"; it retains the suppleness to explore and experiment; and 
it has the wisdom and persistence to pursue selected options in the 
quest for desirable results. 
 
5.16  Such a society anticipates the future, understands the 
concept of opportunity costs and makes choices wisely: with a given 
amount of resources, should it build a hospital, or a school, or a 
bridge?  It is able to envision a desired future, examine its 
possibilities, select preferred results, and pursue its choices 
vigorously. 
 
5.17  Such a society fosters an environment that is conducive to 
innovative behaviour.  That is, it fosters a climate of open discussion 
and challenge, of confidence and of responsible risk-taking.  It seeks 
to reduce the fear of failure, sees error as an important source of 
learning and recognizes the benefits of co-operation, but also of 
competition.  It promotes networking and interaction, and it resolves 
paradoxes and dilemmas productively. 
 
5.18  The innovativeness of such a society is based, in large part, 
on a coherent vision that leads to cohesion.  That is to say, an 
innovative society is more than a group of people who live in the same 
country.  Its societal innovations are a function of the quality and 
constructiveness of relationships within its communities, based on an 
overall common vision.  In Canada, for instance, the universal health 
care system was an outcome of such a coherent societal vision.  It was 
a major innovation and is still viewed by many as one of the finest in 
the world. 
 
Innovation is different from creativity 
 
5.19  Innovation is different from creativity.  Innovation is the 
application of creative new ideas, the implementation of inventions.  
In contrast, creativity is the generating and articulating of new 
ideas.  It follows that people can be creative without being innovative 
-- for instance, if they have ideas, make inventions, but never 
implement them.  By implementing them we mean winning acceptance for 
them, applying them, putting them to use, "exploiting" them, turning 
them into products and services that other people will pay for and use. 
 
5.20  Similarly, people can be innovative without being creative.  
For example, if they apply or implement inventions that were made 
elsewhere then they are innovative, even though the inventions, the 
creative ideas, were not their own.  The Sony Walkman, for example, 
started as an idea, an invention.  Once the invention was implemented, 
it became an innovation. 
 
Five features of innovation 
 
5.21  Our analysis resulted in a set of five features of 
innovation.  First, innovations and dilemmas do not occur by 
themselves; they are generated and sustained through the efforts of 



people.  Second, during times of rapid change, innovations designed for 
static situations can turn into absurdities, creating dilemmas, 
mismatches or clashing values.  Third, it takes hard thinking and hard 
work to generate and foster societal innovations, to disseminate them 
and to sustain them.  Fourth, innovations cannot be generated through 
edict; they result from the creativity, commitment and persistence of 
people and communities.  Finally, certain behaviors foster innovation; 
such behaviors can be identified, learned and applied. 
 
5.22  These features are based on two major premises:  that 
innovation is a crucial survival skill for society, especially during 
times of rapid change; and that the skill to innovate resides in 
people.  A society and its institutions must therefore do everything 
they can to develop, attract, support and retain innovative people. 
 
Canada Is an Innovative Society in Some Areas 
 
5.23  On a comparative basis, an innovative society is one that is 
doing at least as well as others -- and better than some -- at applying 
new ideas in a changing and challenging environment.  Such a society is 
innovative not only in economic terms but also in its social, cultural, 
environmental and political aspects, including the ability to live and 
work together constructively. 
 
5.24  When we compare Canada with other countries we find that, in 
many aspects, it is already an innovative society.  The United Nations 
Human Development Index lists the quality of life in Canada as one of 
the highest in the world.  Life expectancy in Canada matches that of 
Sweden and Switzerland and is higher than in the United States and 
Germany.  In adult literacy, Canada is equal to the most advanced 
countries.  Gross domestic product per capita in Canada is lower than 
GDP in the United States and Switzerland, but higher than in Japan, 
Germany and Sweden.  We are -- innovatively speaking -- "neighbours" of 
Switzerland, Sweden, Germany, Japan and the United States, as Exhibit 
5.3 shows. 
 
Exhibit 5.3 
 
Canada Compared with Five Other Countries 
 



    Canada US Japan Germany Sweden Switzerland 
  
UN Human 
Dev. Index   98 98  98  96  98  98 
Life expectancy  
  (in years, for women) 81 80  82  79  81  81 
Adult literacy (%)  99 99  99  99  99  99 
GDP per capita 
  (US = 100)   90 100  82  85  79  97 
 
Source:  World in Figures, The Economist, June 1993. 
 



Paradigm shift 
 
5.25  Traditionally, and particularly in the decades since the 
Second World War, Canada has become innovative in extracting its 
natural resources because of high demand for raw materials.  Countries 
without such resources have learned early on to be innovative in 
different ways.  They import raw materials, add value to them and 
export finished products.  What has always been necessary for them may, 
sooner or later, also be desirable for Canada.  This would require a 
paradigm shift, as Exhibit 5.4 illustrates. 
 
From "low-tech/low touch" to "high-tech/high-touch" 
 
5.26  Earlier this century, manufacturers replaced many low-skill 
jobs with simple machines to cut costs and improve efficiency, an 
example of low technology replacing low-skill labour, or "low-tech/low-
touch".  Over time, further innovation required that the low-tech 
machines be replaced by sophisticated robots, resulting in a system of 
"high- tech/low-touch".  Now, many innovative companies bring back 
highly skilled workers whom they also support with high technology, a 
combination of "high-tech/high-touch".  This is an effective 
combination for production runs that produce high-value products. 
 
5.27  These highly skilled people turn out to be a rich source of 
further innovation within the companies.  Also, their demanding jobs 
challenge them continually to improve their competence, which makes 
them even more employable, even though any one company may not be able 
to guarantee them lifetime employment. 
 
5.28  Some sectors of Canadian industry are using this innovative 
"high-tech/high-touch" approach for producing and globally marketing 
products that fill a niche in the market.  They produce differentiated, 
value-added specialty products for which international customers are 
willing to pay premium prices. 
 
5.29  They do this by using the high-tech/high-touch approach in 
conjunction with collaborative interaction and networking.  In parallel 
with the highly skilled craftspeople, marketing specialists are in 
regular contact with overseas customers, either in person through 
travel, or by fax, telephone or electronic mail.  Through this 
innovative combination of production, networking and interacting, some 
Canadian companies satisfy customers in the most demanding of 
international markets.  Exhibit 5.5 gives an example of one such 
company. 
 
Room for Improvement 
 
5.30  Although Canada is innovative in many ways, it could improve 
significantly in a number of areas.  For instance, Canada's 
unemployment rate is extremely high compared to other developed 
countries.  The teenage suicide rate in Canada is one of the highest in 
the world.  Per capita, Canada keeps more people in prison than any of 
the other Western industrialized democracies except the United States. 
 



5.31  In these and other areas, Canada could do much more, both in 
removing limits to innovation and in fostering it.  In many cases, 
society unwittingly creates innovative structures that, over time, lose 
their innovativeness and become obsolete, even detrimental.  They turn 
into dilemmas or systems out of balance. 
 
Imbalances, Dilemmas, Absurdities 
 
5.32  The health care system might serve to illustrate.  Such a 
system serves personal health in making available to individuals the 
knowledge and skills of medical services when illness strikes.  In 
parallel, the system serves public health purposes when it contributes 
to reducing the number of people who need medical attention in the 
first place, that is, when it helps to prevent illness. 
 
Exhibit 5.4 
 
A Paradigm Shift: Exporting by Satellite 
 
We interviewed insightful people in different countries for this study, 
one of them the Vice-President of a large Japanese corporation.  It was 
formerly owned by government, was privatized some half-dozen years ago 
and has since become very innovative and successful. 
 
At the end of the interview, we felt envious about this success and 
asked, Do you have some suggestions we can take back to Canada?  "Give 
me an example of what you mean," he said.  We described how we go to 
Canada's west coast, cut down one of those magnificent trees, float it 
over to Japan and obtain a certain price.  Japan will use the tree to 
make a piano and sell that back to us for several times the cost of the 
tree. 
 
At that, our interview partner's face broadened into a wide grin and he 
said, "You have just articulated the industrial strategy of Japan: 
Import by boat and export by airplane!" 
 
We in Canada might raise our sights even higher and resolve to "export 
by satellite" -- knowledge, information, ideas, insights, intelligence 
and innovation.  In addition to mining our mines, we should mine our 
minds. 
 
5.33  Polls continue to show that Canada's health care system is a 
major source of satisfaction and national pride.  The system has 
generally been successful in providing free access to people as they 
need it and in eliminating the financial risks of illness to 
individuals.  The security it provides is so precious that people 
resist threats to its integrity.  On a personal level, it is a sensible 
system. 
 
5.34  Yet, at a societal level, the system is in difficulty.  
Health care costs are rising, with some observers suggesting that many 
medical care interventions are inappropriate.  The dilemma is that 
structural arrangements and incentives in the system are such that 
doctors and patients tend to err on the side of more treatment rather 



than less.  Yet the overall level of public "illness" shows little 
decline.  The system seems imbalanced in favour of being sensible for 
personal health while being less effective at serving the purposes of 
public health. 
 
5.35  The health care system concentrates most of its attention on 
people after illness has struck, whereas the real potential for 
improving public health may lie in eliminating the underlying causes of 
illness -- which range from social dislocation and unemployment to an 
unhealthy environment.  It has long been known that social, 
environmental and behavioural factors are significant determinants of 
health.  In general, a high level of public health and longevity is 
often due not so much to victories of health care as to victories of 
hygiene and sensible living. 
 
Exhibit 5.5 
 
High-tech/High-touch Work in a Western Canadian Sawmill 
 
This sawmill has, over the past few years, upgraded from traditional to 
high-tech/high-touch work.  A significant part of this upgrading was 
the installation of an energy-efficient drying kiln, which allows the 
mill to dry wood on site, instead of shipping it to other sites for 
drying.  Dry wood is critical for almost all of the mill's products. 
 
The manager frequently visits international customers to determine 
their exact needs and to obtain the very precise specifications for 
specialty building products. The mill then produces customized window 
and door frames and secures  prices considerably higher than those paid 
for standard products.  Out of an annual output of 400,000 cubic metres 
of wood products, the mill exports 370,000 to Asia, Europe and the 
United States. 
 
High-tech/high-touch manufacturing of wood products is adding an 
estimated 100 to 125 skilled jobs at the sawmill, which has a 
significant positive effect throughout the local economy. 
 
5.36  Truly innovative solutions to our health care problems should 
not have to mean losing those characteristics of the system that 
society values so highly.  Structures and systems must be designed that 
can, at the same time, meet real needs and control costs, that can both 
nurture health and treat illness, that consider both economics and 
compassion.  This is an important element of innovation -- that it can 
find ways to resolve dilemmas, to reconcile apparently competing values 
in a balanced way. 
 
5.37  Other societal structures that take on the form of dilemmas 
or imbalances are elaborate systems in which the bulk of available 
energy is spent at the tail end of a process, on a cure, while the 
front end, prevention, is impoverished.  Corrections systems are an 
example.  Societies that concentrate on enforcement and correction to 
the exclusion of voluntary compliance and prevention find that they are 
facing a never-ending escalation in the cost of doing so.  The United 
States keeps a higher proportion of its citizens in prisons and other 



corrections facilities than does any of the other Western 
industrialized democracies.  Yet the occurrence of violence and crime 
in that society is increasing rather than declining, with attendant 
escalating costs. 
 
5.38  We refer to absurdities when societal structures seem to have 
gone beyond the stage of mere imbalances and dilemmas.  They are 
typically so self-evident that discussion is unnecessary.  Exhibit 5.6 
gives an example of an absurdity, from a Workers Compensation program. 
 
Genesis of Innovation 
 
Who Innovates? 
 
Innovation by individuals 
 
5.39  Many innovations are synonymous with the individuals who 
generated them:  "The real McCoy," Einstein, Bell, Bombardier, Salk, 
Bethune and Banting.  Knowing their names is knowing their innovative 
contributions -- in lubrication technology, relativity theory, 
telephones, snowmobiles and medical advances.  What processes do people 
follow when they innovate? 
 
5.40  In some cases, individuals generate innovation by design, the 
result of efforts to deal with a challenge or opportunity.  Several 
stages are involved.  Architects who need to create innovative designs 
for new public edifices will study the activities that will go on in 
the buildings.  For a court building, for example, they will immerse 
themselves in the topics of law, of legislation, of justice and of 
history: what sort of structure would satisfy the purpose?  They will 
also explore the site on which the building will stand:  what kind of 
structure will fit best here?  After that, they might go to a studio or 
a secluded place for a period to create clay models of different 
structures they  envision.  Finally, they will choose one model and 
develop it for further design.  The common thread is immersion in the 
work. 
 
Exhibit 5.6 
 
A Structural Absurdity from a Workers Compensation Program 
 
This illustration comes from a vocational rehabilitation consultant who 
works in one of Canada's workers compensation programs: 
 
A worker is making about $45,000 per year. He is married and has two 
small children.  His wife is looking after the children at home and 
brings in two or three thousand dollars per year doing occasional jobs. 
 
The man gets injured at work, and the Workers Compensation Board now 
pays him standard benefits, tax-free.  His mortgage and his automobile 
payments are insured and, since he can't work, those payments are made 
for him.  He applies for a Canada Pension Plan disability allowance and 
receives it.  Since he is now at home, he looks after the children,  
and his wife is able to take on a job outside the house.  This couple 



is earning far more now than when the husband was working. 
 
The man is taking rehabilitation training and gradually regains his 
strength and ability.  The day arrives when I have good news for him: 
`You are ready to work again, and I have a job waiting for you.' 
At this point, they both, husband and wife, want to throw me out of 
their house.  There is no way he wants to go back to work, because it 
would mean losing a substantial part of the family income. 
 
It is an insane system we have set up as a society.  We are continually 
confronted with structures that remove incentives for such people to go 
back to work, even though they are qualified and work is available.  
And that's an absurdity. 
 
5.41  In other cases, individuals generate innovation almost by 
chance, without a fixed purpose, the result of reflection and discovery 
at work.  We see this in people who have become expert in their 
vocation: professionals, craftsmen and artists.  The process involves 
immersion in work practices, becoming conscious of patterns and habits, 
reflecting on them and applying them in different ways.  A craftsman 
discovers a better way of doing a task, others emulate it, and an 
accepted practice changes, becomes more innovative.  Again, immersion 
in the work is the key element in generating innovation. 
 
5.42  Part of this process seems to be a sense of playfulness and 
curiosity.  A worker may bring to his work a childlike joy in playing 
and, by doing things in unconventional ways, may discover innovative 
approaches to producing intended results.  Playfulness at work might 
not necessarily change the result of the work, but it can result in a  
more innovative process for achieving that result. 
 
5.43  In still other cases, individuals generate innovation by 
deliberately asking "Why?"  One of our interviewees put it this way: 
"You never accept things the way they are.  You always ask, why?  Why 
this way?  Why now?  Why here?  Why me?  And the answers to these 
hundreds of whys become the generator for more innovative approaches." 
 Once again, innovation is predicated on immersion in the work process 
and, in this case, on challenging traditional ways. 
 
5.44  We reach several conclusions from this.  Individuals innovate 
for a purpose, based on a challenge before them; they create "something 
from nothing" by visualizing and mentally immersing themselves in a 
potential new creation.  Individuals also innovate through reflection 
and discovery at work, almost inadvertently, without a specific goal, 
simply by attempting to do their work in new ways.  And individuals 
innovate by consciously questioning conventionally accepted practices 
and work habits.  This questioning leads to the design of more 
innovative practices. 
 
5.45  In summary, a common quality among individuals who generate 
innovation is intense immersion in their work.  It is this immersion 
that leads to the understanding, discovery and experimentation on which 
innovation is based.  Without this passionate engrossment -- but also 
playfulness -- in work, innovation is unlikely to occur.  In other 



words, individuals who "work to rule", or who work superficially, 
complacently and without commitment, are unlikely to generate 
innovation. 
 
Innovation by groups and communities 
 
5.46  As we have noted, individuals generate innovation through 
reflection, and through immersion in their work.  Groups, communities 
and societies generate innovation through communication and 
interaction. 
 
5.47  A large part of community interaction is governed by formal 
structures: laws, rules of behaviour, etiquette, protocol, and 
prescribed channels of communication.  However, part of community 
interaction is also based on behaviour for which rules are not formally 
documented.  This includes norms, expectations, traditions and 
conventions.  Only if people are part of these community traditions 
will they follow them. 
 
5.48  An interconnected community typically has many common 
activities, including sports associations, debating groups, 
recreational events, music bands, choirs, hobby clubs and well-
supported civic and political organizations.  This interconnectedness 
generates social cohesion and common vision.  It also fosters 
innovation, which in turn leads to well-being and prosperity.  In 
contrast, a community that is merely a place of residence for a group 
of individuals who are otherwise not connected is unlikely to generate 
significant social innovation. 
 
5.49  In many societies, including Canada, the current trend is 
toward aggregates of individuals who live in the same place but have no 
other common bonds.  The disappearance of large families, the decline 
of religion as a source of common belief, high mobility and the need 
for both parents to work contributes to this trend.  As a result, the 
community at work is becoming, for many people, a substitute for the 
community at home. 
 
5.50  Progressive workplaces recognize this trend and take 
advantage of it in order to maximize the innovative potential of the 
work community.  For example, analysts design procedures that workers 
are asked to follow.  Workers then, over time, collectively turn a 
designed procedure into an evolved practice that is superior to the 
procedure: an innovative process has taken place through communication 
and interaction in the worker community.  Management is unable to 
design the superior practice in the first place; it also cannot 
understand the innovative process well enough to design it.  Therefore, 
it encourages the process by creating the conditions that foster it: a 
working climate in which learning is rewarded, experimentation is 
permitted, risk-taking is encouraged and errors are used for further 
learning. 
 
5.51  A society might apply this lesson by setting out procedures 
for a "maturing period" only, during which suggestions for improvements 
are collected and then incorporated into a more permanent design. 



 
5.52  Innovative groups and communities, then, deliberately create 
environments in which extensive communication, interaction and 
experimentation occur, because that in turn tends to generate societal 
innovation. 
 
How Does Innovation Occur? 
 
5.53  Innovation occurs in various ways, each based on distinct 
circumstances and practices.  In this section, we detail some of these 
ways.  One of them is when entirely new things enter a society:  
concepts or practices that didn't exist before.  Another is through 
rationalizing and improving existing things, for example, making a 
practice much more efficient or useful.  Still another way innovation 
occurs is through reorganizing and transforming societal practices, as 
with a radical change in traditional approaches through a paradigm 
shift.  Finally, innovation occurs through the discontinuing of 
practices that once were seen as being useful, but that have become 
obsolete, invalid or even harmful. 
 
Innovation through introducing new practices 
 
5.54  One way innovation occurs is through the introduction or 
development of entirely new concepts or practices.  The Gothic 
cathedral is such an example.  After the first ones were constructed in 
the twelfth and thirteenth centuries, the concept became standard for 
churches throughout Europe for several hundred years.  The approach 
originated with only a few architects, but it was soon emulated by most 
other builders. 
 
5.55  Another example is the introduction of universal health care 
in Canada.  A few visionaries in Saskatchewan pioneered the principle, 
and in the 1960s all provinces and the federal government agreed to 
implement it nation-wide.  The system has been widely hailed as one of 
the most innovative in existence; even the United States has looked to 
the Canadian system as a possible model to follow.  It is true that 
governments are facing a growing challenge in financing the expenses of 
the system, but that doesn't detract from the innovative concept. 
 
5.56  In 1921, Banting and Best, two Canadian scientists, 
discovered insulin, for which Banting was later awarded the Nobel Prize 
because of its importance in the treatment of diabetes.  Although 
insulin was discovered in Canada, it was developed for marketing 
internationally in Denmark and the United States.  This is an example 
of an innovation, then, in which the invention was made in one society 
and developed for implementation in another. 
 
5.57  What can we conclude?  The people who make an invention are 
rarely the ones who control the resources for implementing it.  Also, 
inventors usually do not possess the competencies needed to develop the 
invention for wider acceptance and commercial use.  Furthermore, 
innovations are rarely developed in all their aspects by one person.  
In most cases, they are developed in stages, through a process of 
amplification, over considerable time, using new patterns of 



unconnected ideas and a variety of skills residing in different people, 
some of whom may improve on something long after it was originally 
conceived. 
 
5.58  Fostering this kind of innovation requires interconnection 
and collaboration among different people in society.  We need creative 
people who are playful, yet who passionately believe in their 
inventions; we need people who have or control resources and are 
willing to support further development; and we need people who have the 
skills to move inventions to the point of general acceptance and use.  
In summary, a society is likely to be innovative only to the extent 
that it possesses interconnection, mutual trust and respect, cohesion 
and common vision. 
 
Innovation through improving practices 
 
5.59  Introducing new things into a society is one kind of 
innovation; improving on existing things is another.  It means taking a 
design or a practice and expanding its value, usefulness and appeal.  
After the Gothic cathedral was introduced, successive generations of 
artisans enhanced it over a period of centuries.  They refined the 
design, added spectacular adornments and included religious artwork. 
 
5.60  A different kind of effort is under way now to improve the 
efficiency of the Canadian health care system, because of escalating 
costs.  The U.S. and Canadian systems are the most costly in the world, 
on a per capita basis, yet people in countries like France, Switzerland 
and Japan live as long as North Americans.  Obviously, there is room 
for innovative improvement. 
 
5.61  A remarkable example of innovation by improving something is 
the advancement in the speed of computing and in the storage of 
electronic data.  Also remarkable is the rapidity with which that 
innovation is progressing.  Improvements in the Gothic cathedral took 
place over centuries; in the health care system over decades; in 
computing over a few years.  Time itself seems to have become a tool of 
innovation. 
 
Innovation through transforming practices 
 
5.62  Still another way innovation occurs is through transforming 
and reorganizing practices, based on a rethinking of traditional 
approaches.  Societies throughout history have had innovative insights 
that helped them progress, often over long periods of time.  Books, for 
example, have changed little since Johannes Gutenberg printed the first 
Bible five hundred years ago, indicating a particularly apt design.  
Generally, though, advantages of ideas are eventually exhausted, either 
through the realization that old approaches no longer fit or because of 
newly available knowledge and technology.  If a society is innovative, 
this leads to a paradigm shift, to the transformation and reorganizing 
of practices. 
 
5.63  An example is traditional tax collection as practised in some 
countries.  The tax administration agency is given resources in return 



for the promise of extracting more money from taxpayers.  For every 
additional unit of resource, the agency undertakes to obtain a certain 
amount of tax, based on the assumption that some taxpayers cheat when 
they declare their income.  The assumption is based on bad experiences 
with some taxpayers who do, in fact, cheat. 
 
5.64  However, an approach of relying only on forced compliance is 
not likely to solve the problem, because taxpayers will become more 
innovative in evasion and avoidance. 
 
5.65  Regardless of whether assumptions are true, they influence 
behavior.  Tax collectors will seek to become more innovative at 
enforcing compliance, taxpayers more innovative at avoiding payment.  
The system becomes the captive of a vicious circle. 
 
5.66  Modern tax administrations take a different route to 
innovation.  They try hard to find out how well the practice of self-
assessment and voluntary compliance is working.  Are taxpayers 
generally truthful or deceitful?  Why are some people reluctant to 
comply?  What are the trends of compliance?  If the system's results 
are getting better, they leave it alone.  If they are getting worse, 
the tax administration strengthens it to encourage greater voluntary 
compliance, combined with selective enforcement.  They create a 
"virtuous circle" instead of a "vicious circle". 
 
5.67  One lesson to learn from this is the need to avoid being 
captured in vicious circles, and the need to break out of them if 
captured.  On the other hand, it is important to be innovative at 
creating circles that are virtuous.  Self-reinforcing circles have a 
powerful dynamic because they grow stronger without needing care and 
feeding.  Learning to create and use them is one of the most innovative 
tools a society can employ in its pursuit of well-being and prosperity. 
 
5.68  A second lesson to learn is the importance of observing 
trends.  Taking a snapshot of a situation gives an accurate picture, it 
captures current data.  Observing a trend, however, indicates whether a 
situation is improving or deteriorating.  For example, Canada currently 
spends about 10 percent of Gross Domestic Product on its health care 
system.  Twenty years ago, it spent about 7 percent.  Observing the 
trend in a process is often more useful than knowing the particulars of 
a current situation. 
 
5.69  A note of caution is indicated here.  No system and no 
individual seem to be able to generate innovative results forever.  
Sooner or later, we find, the flow of benefits dwindles, and it is then 
time to shift paradigms and undergo a transformation.  That is a third 
lesson.  Just as numerous historic bubbles have burst over time -- 
including the Tulip Bulb bubble of the 1630s, the South Sea bubble of 
the 1720s and the Stock Market bubble of the 1920s -- it is likely that 
even innovative self-reinforcing circles will "burst" over time, 
particularly as societies change ever more rapidly. 
 
Innovation through discontinuing practices 
 



5.70  It is natural in an innovative society for new things or 
practices to enter; the Gothic cathedral, for example, represented an 
entirely new idea when it entered society.  Our analysis indicates that 
it is just as natural, in an innovative society, for other practices to 
exit. 
 
5.71  During the Second World War, the use of DDT as an insecticide 
became widespread in the agrarian world.  Because it destroyed leaf-
eating insects without affecting the growth of plants, the chemical 
helped raise food production.  Partly due to this success, the 
application of DDT became virtually universal for controlling insects, 
and even for purposes of convenience such as spraying grassy areas, 
hedges and ponds to destroy mosquitoes that were bothering people who 
wanted to enjoy warm summer evenings outside. 
 
5.72  In the early seventies, after a quarter century of use, 
society realized that DDT adversely affects the health of not only 
insects but also other animals and human beings.  It harms all life 
forms with which it comes in contact.  Since learning that, society has 
discontinued the use of DDT.  We note that the usefulness of DDT in 
protecting plants from insects remains undiminished.  Yet its 
unintended side effects are so grave that governments have banned its 
use -- a form of innovation through discontinuing a practice that 
became harmful. 
 
5.73  There are other examples of innovation through the 
discontinuing of obsolete, invalid or harmful practices:  stopping the 
use of mercury by hat-makers, thereby preventing people from becoming 
"mad hatters" due to mercury attacking the brain; stopping the practice 
of punishing children for writing with their left hand; and 
discontinuing leeching, the formerly common practice of attaching 
bloodsuckers to the human body for medical reasons. 
 
5.74  One of the more dramatic acts of societal innovation through 
creative destruction is the abolishing of organizations.  The rationale 
for this type of innovation is that even well-designed systems will 
deteriorate over time if they don't "learn," that is, if they don't 
adapt to changes in their environment.  This happens to organizations 
that no longer cope well in a changing environment, that need 
unjustifiable subsidies to continue operating.  They first become 
obsolete, then invalid and ultimately a drain on society's resources.  
This process goes on regularly in some parts of society, particularly 
in industry.  We see a steady flow of organizations that go out of 
business, are taken over by new management, merge with others or go 
bankrupt. 
 
5.75  In sectors that depend for survival on obtaining income 
direct from customers in exchange for products and services, this 
process of elimination and renewal occurs naturally.  If customers stop 
buying, income stops.  In sectors such as education, public services 
and health care, where funding does not come direct from customers but 
from third-party funding bodies, the process of "creative destruction" 
is more laborious.  Here, it requires a much more deliberate effort for 
society to be innovative. 



 
5.76  The main lesson from these examples is the realization that 
the exit of organizations is normal and that the elimination of 
established practices can be an important act of innovation.  Another 
lesson is the recognition that even well-designed rules and systems 
will deteriorate over time if they are too rigid, if they don't change 
with a changing environment.  An innovative society will attempt to 
develop "learning regulations" and "learning systems".  Part of such an 
approach is to have policy makers prescribe only general directions, 
ask field people to be responsible for detailed implementation, and 
maintain effective support systems that include capabilities for rapid 
feedback and communications. 
 
5.77  A further lesson is that even innovative solutions may have 
to be discarded after a while because of serious unforeseen side 
effects.  This implies that solutions should be seen as "experimental" 
because potential errors may be embedded in many of them. 
 
Suggestions for Government Action 
 
5.78  Being innovative is no longer an option for a society that 
pursues well-being and prosperity for its members.  Innovation has 
become a crucial survival issue.  At one time, the power and affluence 
of a society were based largely on the possession of land and natural 
resources, and on their exploitation.  Natural resources, and the 
environment itself, are still important assets that need to be 
innovatively developed and husbanded.  Increasingly, this is done by 
enlarging the knowledge component of activities.  At the same time, the 
success of advanced societies is determined more and more by knowledge 
itself, and by its exploitation.  Many industrial societies "import by 
boat and export by airplane."  They add value.  Further-advanced 
societies will also "export by satellite."  They will export 
information, knowledge, intelligence and innovation.  The lesson for 
Canada is clear:  in addition to mining its mines, it will need to mine 
its minds. 
 
5.79  Innovation tends not to arise by itself; it is generated and 
sustained through the efforts of people: innovation is where the spirit 
is.  It cannot be legislated, or brought about by edict.  It comes from 
individuals and from creative and interactive communities.  Like 
happiness, innovation wilts in a climate of criticism and repression, 
yet thrives in an environment of encouragement and support.  Society as 
a whole, and Parliament and government in particular, would do well to 
work hard at fostering such an innovation-friendly environment.  We 
offer the following points for consideration by government to help 
Canada become a more innovative society. 
 
Promote openness, networking and a community spirit 
 
5.80  Parliament might foster the principle that individuals, 
groups, organizations, government and Parliament itself represent 
partners in society, rather than opponents, controllers or contenders. 
 The idea of community, networking, collaboration and common purpose, 
of playfulness, fun and excitement, but also of healthy competition, 



openness and accountability should be our guiding principles.  We need 
to learn that we are all in this together, that we either will all win 
or will all lose, and that we should accept, encourage and support each 
other, rather than foster a culture of criticism and controversy. 
 
Create an environment that is supportive of innovation 
 
5.81  The reliability and predictability of government actions is 
crucial for innovation, because innovation itself is largely 
explorative, ambiguous and tentative.  Government therefore needs to 
work hard at creating an environment that is predictable, and 
supportive of innovation.  Otherwise innovators will either not 
innovate -- they will "play safe" -- or they will leave for more 
supportive and encouraging societies. 
 
Make laws and regulations that are adaptive and "self-learning" 
 
5.82  In proposing laws and regulations, government needs to be 
ever mindful that static rules will quickly become obsolete in today's 
age of rapid change.  Many of society's current dilemmas are due to 
rules, structures and institutions that were designed during a time of 
much greater stability and affluence.  Ideally, regulations and 
structures should be supported by systems and processes that are "self-
learning".  They should adapt to changing circumstances, yet continue 
to sustain the principles on which they are based.  If government were 
to do this, it could spend less of its energy on managing crises; it 
could devote more time to avoiding their occurrence. 
 
Engage in short-term experimentation combined with long-term vision 
 
5.83  Today's society is faced with rapid change and unforeseen 
challenges.  At the same time, society faces general trends that can be 
measured only in decades.  Therefore, in moving the country ahead, the 
government needs to follow a two-pronged strategy:  engage in short-
term experimentation and exploration to find innovative solutions to 
pressing current problems and, at the same time, look at root causes, 
trends and future consequences from a long-term point of view.  This 
two-fold strategy would be pursued under the umbrella of an articulated 
aim for Canadian society.  Such an aim might take the form of 
envisioning Canada's economic prosperity and social well-being in terms 
of that of a half dozen other advanced societies, plus the intent to 
have Canada become "number one" in two or three specific areas. 
 
5.84  The success of such a two-pronged strategy is predicated on 
having the wisdom to know when to use short-term experimentation and 
when to use long-term measures to obtain best results for society.  In 
fostering and sustaining such an innovative society, the government 
must be innovative in its own practices.  It must not only preach but 
also practice innovativeness. 
 
Go to great lengths to preserve Canada's physical environment as the 
basis for other innovative efforts 
 
5.85  Canada occupies one of the largest and most magnificent 



physical environments of any country on the planet, and as a society we 
have become prosperous by taking advantage of our abundant natural 
resources.  For a long time, we acted on the tacit assumption that 
environment and resources were "limitless," that we could take from the 
storehouse of nature without exhausting it.  We also acted on the 
assumption that we could return society's waste to nature without 
contaminating it.  It was unimaginable to us that this would create 
hardships for nature, let alone for ourselves. 
 
5.86  We now realize that environmental exploitation and 
contamination lead to degradation -- of nature, quality of life and 
health.  Nevertheless, temptations to degrade the natural environment 
persist, even though economic activities are increasingly knowledge-
based and service-oriented.  As a basis for innovating and progressing 
in other areas, we need to live and work in such a way that we preserve 
the quality of Canada's physical environment. 
 
Insist on much more innovation in education 
 
5.87  Innovation arises from the creativity and commitment of 
people who have learned to innovatively make a difference and produce 
results rather than memorize texts and pass examinations.  Much of our 
education system is based on teaching content.  While teaching content 
and skills is crucial, teaching the ability to acquire them is even 
more important in a rapidly changing world.  Canada's spending on 
education is comparatively high.  Yet the level of spending is not 
matched by a comparative level of scholastic achievement. 
 
Emphasize employability rather than employment 
 
5.88  The traditional relationship between employer and employee 
emphasized permanence and continuity of employment.  Job security in 
exchange for loyalty and commitment were highly regarded values.  
Today's work environment of rapid change, innovation, downsizing and 
frequent reassignments requires a more flexible arrangement.  The 
skills that allow an individual or an organization -- indeed, a society 
-- to stay innovative are rapidly changing and need to be updated 
continuously. 
 
5.89  During the foreseeable future, governments likely will face 
continuing reductions.  They could use this as an opportunity to become 
very innovative, by emphasizing employability rather than employment.  
Their employees would be eager to stay, because they would learn more, 
but able to leave, because they could market their skills elsewhere; 
their earning power would remain high.  That way, the present traumatic 
experience of separation would be replaced by the more acceptable 
experience of changing jobs, or even status:  Can't find an employer?  
Then look for a customer! 
 
Use the reduction of government programs as an opportunity for 
innovation 
 
5.90  Financial pressures are forcing governments to downsize their 
programs radically.  Some attempts at this have looked like the work of 



obsessed butchers: hacking, slashing and chopping away at the problem 
until it has been reduced to size.  The result has been lower cost, but 
also lower service.  And in the process, some capacities have been 
reduced, even disabled for years to come.  This is a bizarre outcome if 
we consider that the aim should be to maintain essential functions 
while significantly reducing their costs.  Radical downsizing could be 
seen as the opportunity to innovate, to harmonize structures and 
processes among different levels of government, and between government 
and business. 
 
5.91  Another opportunity for innovation on the way to less costly 
government, as it reduces its size, would be to develop a smaller, but 
much more flexible and competent work force.  In a rapidly evolving 
society such as Canada's, both the tasks and the way tasks are done 
will change during the working career of individuals.  This calls for 
arrangements that emphasize continuous learning, learning that is 
largely interwoven with work itself to ensure high levels of 
competence.  It also calls for efforts that emphasize commitment and 
the right values. 
 
Take further steps to progress in an entirely different kind of 
innovation:  helping poorer societies raise their quality of life 
 
5.92  The purpose of innovation is to enable a society to maintain 
or improve its standard of living through being able to compete with 
other societies.  In practice, this means producing innovative products 
and services that other countries then will buy instead of making such 
products themselves or buying them elsewhere. 
 
5.93  This objective is traditionally met by adopting a strategy of 
trying hard to sell ever more sophisticated products in the already 
saturated markets of the rich, that is, the Western industrialized 
nations.  This means largely ignoring the countries in which billions 
of people are living in conditions of poverty. 
 
5.94  Canada might think of an entirely different kind of 
innovation.  Besides trying to make ever more refined products for 
sophisticated -- and saturated -- markets, we might also become 
innovative leaders in producing products, services, knowledge and 
processes that will help raise the quality of life of poorer societies. 
 The lessons learned from this could also benefit poorer populations 
within Canada itself. 
 
Be determined to make Canada "the innovative country" 
 
5.95  Knowledge and innovativeness reside in people and their 
practices.  For a modern society to prosper, it must educate, attract 
and keep highly qualified knowledge workers who are committed to making 
a difference.  It must carefully assess how many and what kinds of 
people it gains (immigration), and how many and what kinds it loses 
(emigration).  Government must act on the realization that today's 
world is open, that there are no more Berlin Walls, that competent and 
motivated people will leave if they find that their efforts at building 
rewarding lives are frustrated by government, pressure groups or self-



righteous cliques. 
 
5.96  Canadian governments and their public service might aim to 
become world leaders in their practices -- to the point where they can 
package and export their knowledge of governance.  Canada might become 
known as "the innovative country".  A focus on exporting our knowledge 
will increase our orientation toward achievement, and success in that 
area will reflect back on us, encouraging us to become even better at 
it. 
 
5.97  In all this, innovation should not be seen as a competitive 
zero-sum game.  It not only means implementing and exploiting home-
grown ideas and inventions; it also means learning from others and 
implementing creative ideas and practices generated in other countries. 
 It even means encouraging innovation elsewhere, emulating it and being 
willing to likewise offer our successful innovations to others.  In the 
spirit of a global community, interaction in innovation will help raise 
the quality of life in all societies. 
 
Conclusion 
 
5.98  If all people in a society had exactly the same abilities, 
skills, outlooks and preferences, everyone would act and think the same 
way and little would occur that might be considered innovative.  
However, human beings are all distinct from each other.  Each of us is 
genetically unique and the variety and richness of the intellectual, 
emotional and spiritual tapestry is infinite. 
 
5.99  Canada is particularly blessed because it has, in addition, 
an astounding variety of cultural diversity due to the wide-ranging 
backgrounds of its people.  Canada thus has the potential to be 
particularly innovative as a society.  If we could continue to 
establish and maintain among us the interconnection that is the basis 
for societal innovation, we might well become known as "Canada, the 
innovative country". 
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Foreword 
 
 The decision by the government to conduct a Social Security Review 
came at a time when we were considering the importance of information 
to Parliament on the results that social programs have achieved over 
the years, and on the issues involved.  This presented the Office with 
a dilemma. 
 
 It is clearly the government's prerogative to review Canada's 
social policies with a view to seeking changes from Parliament, without 
interference from us.  Indeed, it is obviously the government's 
responsibility to deal with policy matters, not ours.  Furthermore, 
although we would be dealing with matters of legitimate concern to the 
Office, we would not wish our work to disrupt unduly the efforts of 
officials working on the government's policy review. 
 
 At the same time, we were convinced that we could make a 
contribution to Parliament's consideration of this subject, on the 
basis of both our past audit work and the work we could undertake.  
Therefore, we decided to publish a study that would be largely based on 
our past work and on material recently available on the programs under 
review. 
 
 This is a departure for the Office, in that large portions of this 
study are not based on regular audit work.  We believe, nevertheless, 
that our bringing available information on the value-for-money and 
financial elements of the programs under review together with 
background information can be useful to Parliament when it considers 
the government's eventual proposals.  We also believe that our analysis 
of program results and the identification of information gaps can make 
a worthwhile contribution to the information to be considered by 



Parliament. 
 
 The study was undertaken in such a way as to minimize disruption 
of the work being done by departments (Human Resources Development and 
Finance) in support of the government's policy review.  Departmental 
officials have had an opportunity to read this study report in draft 
form and were asked to confirm any data that originated from their 
departments and to indicate any important disagreement with the 
information provided. 
 
 One final point should be noted.  Much of the information 
available on the impact of these programs comes from economic and 
social studies.  These can be subject to a margin of error in 
individual instances.  However, since there is considerable 
corroboration of basic conclusions from a variety of sources, we 
believe that the material we cite gives a reasonable, if approximate, 
perspective on those areas where there is information on what the 
programs are doing.  We also note important areas where further 
information and clarification are required. 
 
Study of Key Federal Social Programs 
 
 
Assistant Auditor General:  Richard B. Fadden 
Responsible Auditor:  Louis J. Lalonde 
 
Main Points 
 
6.1  The government has identified eight program areas that are to 
come under scrutiny in its planned Social Security Review:  
unemployment insurance, social assistance, training, employment, labour 
market regulation, taxes, program management and administration.  Our 
study focussed on three key social policy areas:  unemployment 
insurance, social assistance and training - examining their workings 
and exploring some serious issues raised for each.  In aggregate, these 
three areas accounted for more than $26 billion in federal program 
expenditures in 1993-94. 
 
6.2  A central concern in our study is that Parliament, as it 
reviews proposals for reform, lacks important information on the 
performance and effects of existing social programs.  We believe 
Parliament should know whether these programs are producing the results 
expected, whether value for money is being obtained, and whether the 
programs in certain circumstances are having possible negative effects 
on the economy. 
 
6.3  To assist Parliament, we attempted to put together, using 
official and public sources, an overview of Canada's social safety net. 
 We focussed on federal government expenditures and the role of federal 
social spending in the national economy.  We also reviewed certain 
economic and social trends that touch the lives of Canadians and that 
affect the shape of future social programs. 
 
6.4  We have also looked at the cross-subsidization occurring 



among industrial sectors and at the difficulties raised by the 
inclusion of seasonal workers in the Unemployment Insurance Program.  
We discuss the timing and impact of premium rate increases on the 
economy, the cost of financing the UI deficit, and the effect of the 
current funding provisions on the federal deficit. 
 
6.5  We noted that studies of social programs may use different 
definitions of the activities that could be grouped under the title of 
social spending, and in the calculations of actual expenditure.  We are 
concerned that these differences in definition may cause difficulties 
for parliamentarians and others as they review existing and proposed 
social programs, because such differences complicate the tasks of 
comparing and analyzing program costs and benefits.  This point is 
important, as there is no consensus on how much our social security 
system costs and how it compares with those of other countries. 
 
6.6  What the numbers clearly show is that the scale of 
expenditure is huge, whether measured against the overall federal 
budget or against the size of the Canadian economy. 
 
6.7  A large portion of this money goes directly back to 
individual Canadians, although several studies indicate that this 
spending does not always serve to redistribute funds among the various 
income groups. 
 
6.8  The studies also indicate that the increased costs of social 
programs since 1975, combined with other government expenditures, could 
not be sustained over the years by the tax revenue available and, 
therefore, significant borrowing became necessary. 
 
6.9  Clearly, the economy is in the throes of change.  The changes 
provide a context for assessing existing and proposed social programs. 
 For example, the information available suggests that: 
 
 • the pace of industrial adjustment is increasing, and 
requiring higher levels of education and skills from the work force; 
 
 • labour force growth is slowing, the number of young workers 
is declining, and there are new pressures on long-time employees to 
adjust; 
 
 • the unemployment levels have been moving upward, particularly 
since the 1970s; and 
 
 • temporary or unstable jobs are on the rise. 
 
6.10  The studies we reviewed indicated that existing social 
programs are having positive results.  For example: 
 
 • Unemployment Insurance benefits and Canada Assistance Plan 
transfer payments provide an important social safety net to people in 
need; 
 
 • social programs appear to have made important contributions 



to reducing regional income disparities; 
 
 • Unemployment Insurance has acted as an important economic 
stabilizer for the economy; 
 
 • certain training programs have been effective in increasing 
earnings and employability of recipients. 
 
6.11  However, there are also indications of possible negative 
effects associated with the social programs under study.  We note that 
most, if not all, social programs, have the potential to produce such 
effects.  Thus, an analysis of proposed changes to existing programs 
should include an examination of the possible negative effects that 
could result from the changes.  Possible negative effects that have 
been associated with existing programs include: 
 
 • rising social program use and high repeated use suggest the 
social programs may be creating a long-term dependence among some 
users; 
 
 • disincentives to work when benefits from social programs are 
compared to earnings from jobs; 
 
 • employers and employees may be using Unemployment Insurance 
to support short-term layoff strategies; 
 
 • interactions among social programs may result in the programs 
working at cross-purposes; and 
 
 • Unemployment Insurance may be a factor in Canada's rising 
level of unemployment and in the lower level of output that results. 
 
6.12 Although tentative conclusions can be made about the effects of 
social programs, there are insufficient data to make a proper 
assessment.  It is only recently that the government began an 
assessment of the impacts and effects of the Unemployment Insurance 
regular benefits on the clientele and on the economy as a whole.  More 
assessment is needed to get an overall picture.  There is even less 
information on social programs that are supported by the Canada 
Assistance Plan and operated provincially. 
 
6.13  To assist in identifying the needed information, we summarize 
our findings on key gaps in information available on the workings and 
impact of the programs studied.  We realize that it will not be 
possible to address all our concerns on information gaps at once.  
Therefore, it is important for the government to identify the gaps that 
should be addressed sooner rather than later. 
 
6.14  Parliamentarians need a clear picture of the impacts of 
social programs on the well-being of Canadians, and their effects on 
workers' and employers' behaviours toward the labour market.  The size 
and complexity of these programs, and the links between them increase 
the need for comprehensive and reliable information about results, and 
particularly about those results that could have a major impact on the 



redesign of government social programs and policies.  We believe that 
efforts will be worthwhile, notwithstanding the difficulties that will 
undoubtedly be encountered. 
 
Background 
 
Purpose of the Study 
 
6.15  The Office of the Auditor General has undertaken a study of 
the federal government's social programs, with a focus on their 
characteristics, the expenditures involved and the results they have 
achieved to date.  We hope thereby to contribute to an informed public 
debate on the performance of federal social programs.  In particular, 
this chapter: 
 
 • provides background to the study, tracing the federal 
government's share of social programs and the impact of social spending 
on the federal debt; 
 
 • looks at some trends in the economic and social environment 
that are particularly relevant to the analysis of social programs; 
 
 • uses available information to determine how programs in three 
key social policy areas have performed; 
 
 • discusses in separate sections matters related to the 
financing of Unemployment Insurance and to key information gaps; and 
 
 • concludes by highlighting several concerns that we believe 
should be of significance to Parliament. 
 
6.16  We recognize that the government's Social Security Review 
raises important policy questions, some cutting across programs and 
levels of government and touching most Canadians.  It is obviously not 
our role to tell Parliament what to do.  Our concern is that 
parliamentarians have sufficient information to take appropriate action 
on value-for-money questions or information issues related to federal 
social programs.  Yet in any major reform of this nature, conditions of 
certainty are often lacking. 
 
Program Areas Included in Social Security Review 
 
6.17  The government's decision to reform Canada's social security 
system over the next two years was announced in the Speech from the 
Throne on 18 January 1994: 
 
"Canada's social security system must be responsive to the economic and 

social realities of the 1990s.  The Government will announce an 
action plan for major reform of the social security system to be 
completed within two years.  The Government will work closely and 
co-operatively with the provinces and will consult Canadians on 
the modernization and restructuring of our collective social 
security.  New legislation will then be placed before Parliament." 

 



Also, as announced in the speech, the government plans to sponsor, 
later this year, a Forum on Health in co-operation with the provinces, 
to discuss a renewal of Canada's health system. 
 
6.18  In a motion tabled in the House of Commons on 31 January 
1994, the Minister of Human Resources Development and of Western 
Economic Diversification offered more information about the 
government's decision.  The Minister delimited the Social Security 
Review to the following program areas: unemployment insurance, social 
assistance, training, employment, labour market regulation, taxes, 
program management and administration.  The Minister stated that change 
should not be piecemeal, ad hoc or simply tinkering.  Programs, he 
said, "link, they connect, they merge".  He added that Canadians 
themselves would help define the issues. 
 
6.19  The Minister also set two goals for his action plan: to 
clearly confront the issues facing Canadians and to propose clear 
options for change.  He described the issues and underlying goals in 
the following terms. 
 
Issues Facing Canadians: 
 
 • long-term structural unemployment, even in times of growth; 
 
 • the impact of accelerated technological change on  labour 
market and training systems; 
 
 • unacceptably high drop-out rates and illiteracy levels, and 
skills shortages; 
 
 • the need to make better use of workers and provide new 
opportunities for new workers; 
 
 • poverty, especially among children; 
 
 • lack of training and work for young people; 
 
 • tensions between new family structures and the demands of 
work; 
 
 • duplication of government programs; and 
 
 • limited financial ability of governments. 
 
Goals and Approaches Underlying the Action Plan: 
 
 • to meet basic labour market adjustments and insurance 
requirements; 
 
 • to restructure parts of the Unemployment Insurance Program 
and Canada Assistance Plan to create a new form of employment 
insurance; 
 
 • to help people make the crucial transition from school to 



work by providing a range of options and training, apprenticeship, 
community service and work; 
 
 • to broaden our educational and training assistance to support 
lifelong learning; 
 
 • to enhance support and care of our children in society; 
 
 • to redefine the distribution of work and rules of the 
workplace; 
 
 • to ensure that individuals with disabilities can achieve 
equality, independence and full participation; 
 
 • to seek a much better balance between incentives for job 
creation and payroll tax levels; 
 
 • to ensure basic security for those in need; 
 
 • to redefine responsibilities between governments and 
strengthen co-operative arrangements; 
 
 • to achieve savings through greater efficiency; and 
 
 • to design new, smarter ways to deliver services and avoid 
duplication. 
 
6.20  The Minister's motion also directed the House of Commons 
Standing Committee on Human Resources Development to consult broadly, 
to analyze, and to make recommendations for the modernization and 
restructuring of Canada's social security system, with particular 
reference to the needs of families with children, of youth and of 
working-age adults. 
 
6.21  The government also stated in the Budget Plan of February 
1994 that it will release a paper that will examine the challenges and 
opportunities posed by Canada's ageing society.  It also singled out 
the Canada Assistance Plan and the Post-Secondary Education transfers 
as programs that may be modified or replaced pursuant to the Social 
Security Review.  Options to reform the Canada Student Loans programs 
will be considered separately. 
 
6.22  Several important measures were announced in the Budget Plan. 
 It provided $400 million for 1995-96 and 1996-97, to develop 
innovative approaches for social security, and $1.7 billion over the 
next five years for displaced workers of the Atlantic groundfish 
industry.  Immediate measures were introduced to constrain or reduce UI 
expenditures and social security transfers to provinces and 
territories.  These are discussed further in paragraphs 6.62 to 6.66. 
 
6.23  In March 1994, the Standing Committee on Human Resources 
Development issued an interim report on the views of Canadians on the 
reform process.  A number of witnesses appearing before the Committee 
were concerned about: 



 
 • the fundamental alterations in the nature and organization of 
work itself; 
 
 • the constant interaction of economic changes with broader 
social and demographic shifts; 
 
 • the persistently high levels of unemployment, and jobless 
economic growth; and 
 • the fiscal situation facing Canada. 
 
6.24  Opinions differed on the emphasis that should be placed on 
the deficit in the context of a Social Security Review.  Some witnesses 
clearly felt that the deficit position threatens both current and 
future social security arrangements.  Other witnesses claimed that 
social spending is not the cause of the deficit but reflects low levels 
of employment and the attendant need to provide income support.  Others 
were of the view that the current economic situation causes increased 
spending and has important social and human costs. 
 
Transitions Occurring in the Labour Market: "Canadian Realities" 
 
6.25  Several studies and reports have depicted Canadian 
demographic and labour market trends that are important to any 
understanding of social needs today.  One report by the Canadian Labour 
Force Development Board looked at the kinds of transitions occurring in 
the labour market.  According to the Board, the demographics of the 
Canadian population and its uneven distribution have significant 
effects on transitions into employment.  Age, gender, and ethnic 
factors have profound consequences for Canadian society, and 
particularly for the labour force.  The combined effects of low 
fertility rate, increased life expectancy, and immigration are rapidly 
changing the structure of the population.  Exhibit 6.1 includes some of 
the "Canadian realities" described in the report. 
 
Exhibit 6.1 
 
The Canadian Environment 
 
The Diversity of Individual Situations 
 
Ageing of Canadian society.  Recent and projected figures clearly show 
that the labour force is ageing; the proportion of people under 35 
years of age (15-24 and 25-34 groups) has decreased from almost 60% of 
the labour force in 1980 to less than 50% in 1990 and is expected to be 
under 40% by 2005.  Actually, the trend is toward "middle-ageing" as 
the proportion of people 55 years of age and over has been decreasing 
and is now becoming stable.  The decline in the proportion of youth is 
not simply a relative phenomenon.  In the early 1990s, the number of 15 
to 24 year old workers decreased to fewer than 2.5 million; in 1980 it 
was over 3 million.  The sharp decline in fertility rate in the 1960s 
and 1970s, to well below the generation replacement rate in the first 
half of the 1970s, is having an impact. 
 



Immigration.  In Canada, immigration is a major factor in population 
growth.  Immigration accounted for 24% of the net population growth in 
the first half of the 1980s; it now accounts for 50% and this share is 
likely to continue to increase.  Although Canada has counted upon 
immigration, with variations over the decades, to increase its 
population, the composition of the immigrant population has changed 
dramatically. 
 
Equity groups and occupational structure.  All the designated groups  - 
women, aboriginal peoples, people with disabilities, and members of 
visible minorities - face difficulties in the labour market.  
Underrepresentation in the labour force indicates some of the 
difficulties.  Public policy and labour market partners must meet the 
challenge of easing access to jobs, training, and employment 
opportunities for these groups.  The designated groups are 
underrepresented in both highly skilled, highly paid occupations and 
skilled crafts and trades. 
 
Labour force status and level of education.  Despite the problem of a 
high-school drop-out rate that is too high, the educational attainment 
of the Canadian labour force is rising rapidly.  The proportion of the 
labour force with education beyond high school has risen from less than 
a third in 1975 to more than half in 1992. The 15 to 24 year old group 
is divided into full-time students and others.  Some full-time students 
(35%) also hold a job, usually part-time. 
 
Geographic distribution of equity groups.  Canada's challenges are not 
only related to the demographic trends and the increasing diversity of 
its population and labour force, but also to the uneven distribution of 
the population and its components across the country. The provinces 
east of Ontario have a lower than average proportion of both visible 
minorities and aboriginal peoples. The other provinces show a higher 
share of one or both of these groups. Also significant is the age 
distribution of aboriginal peoples and members of visible minorities 
compared with the overall population. The growing presence and the 
geographic distribution of these equity groups in the labour force will 
exert pressure for adequate support services. 
 
The Labour Market 
 
Trends in employment by industry.  In the 1990s, service industries 
will account for close to 90% of employment growth, while less than 10% 
will be contributed by manufacturing industries.  Among service 
industries, prospects for employment will be important in the health 
and education sectors. 
 
Trends in employment by occupation.  The Canadian economy of the 1990s 
will be characterized by a movement toward jobs demanding higher levels 
of education and training.  Most recent projections of employment by 
occupation show that, although in 1986, 23% of the labour force were in 
jobs requiring more than 16 years of education or training, 48.5% of 
new jobs created in the 1990s are expected to require that level of  
education or training.  Conversely, 55% of the 1986 labour force had 12 
years or less of education or training (high-school level), and only 



36% of new jobs in the 1990s are expected to demand such a minimal 
level.  Although substantial growth in employment will occur in 
occupations that require skill and training, strong growth is also 
envisioned in particular occupational streams where 12 years or less of 
education are sufficient.  For example, employment in personal and 
household services should grow 2.8% annually. 
 
Trends in self-employment. In 1971, 540,000 workers were self-employed; 
in 1991, the number was 1,109,000, reflecting a growth that outpaced 
that of paid workers (105% vs. 70%).  The rate of growth was similar to 
that of overall employment in the 1970s, but was much higher in the 
1980s. 
 
Changes in the workplace.  Future transitions in employment must be 
considered against the background of a number of forces shaping the 
workplace of the 1990s.  Internationalization of the Canadian economy, 
and re-engineering of processes due to advances in computing and 
communications have produced fundamental changes in the working 
environment.  These changes are likely to increase in the future.  With 
the increased participation of women, dual-earner families, and single 
parents in the labour force, workers are facing the challenge of 
balancing work and family responsibilities and are placing increasing 
pressure on employers to meet these changing needs. 
 
People Making Transitions 
 
The difficulty of getting a new job.  Statistics show that less-
educated Canadians experience more transitions, take longer to find 
full-time jobs, receive much lower pay, and have limited opportunities 
to catch up with more-educated Canadians. 
 
It is also clear that members of designated groups are at a 
disadvantage in the Canadian labour market.  They experience lower 
employment stability and suffer more often from lack of information and 
recognition of their skills, experience, and education.  As a result, 
they are forced to accept lower-quality jobs. 
 
Education 
 
The experience of school leavers.  Two education variables are key 
predictors of the success of the transition process: type of 
qualification and field of study.  Generally, the more advanced the 
qualification the better the transition outcome, and graduates from the 
more applied disciplines had a distinct advantage in the transition 
process. 
 
People who did not graduate from high school were more likely to 
experience discontinuities in employment than better-educated people.  
In other words, the lower the education level, the higher the 
probability of experiencing job instability.  Level of education has 
substantially affected wage rate in a new full-time job.  Education is 
also a crucial factor in making a financially rewarding transition from 
school to work. 
 



Source:  Putting the pieces together: Toward a coherent transition 
system for Canada's labour force, Report of the Task Force on 
Transition into Employment to the Canadian Labour Force Development 
Board, April 1994, Chapter 2, The Canadian environment 
 
6.26  Social Security in Canada and Canada's Economic Challenges, 
two booklets published by the Department of Human Resources Development 
and the Department of Finance respectively, provide further information 
on major trends affecting Canadians. 
 
The National Picture 
 
6.27  In the following paragraphs, we outline the magnitude of 
social programs and how responsibilities are divided between the 
federal government and the provinces, as spelled out in the 
Constitution.  Later sections show the federal programs created over 
the past 50 years, which constitute the safety net as we know it now, 
and trace the financing of the social programs and its importance in 
relation to overall federal government expenditures. 
 
6.28  The Caledon Institute of Social Policy (a private non-profit 
organization) has provided the Office with updated estimates of the 
social spending figures published in its 1993 report, Opening the Books 
on Social Spending.  The figures cover spending on the broad range of 
income security and labour market programs, social services and health 
care delivered by the federal, provincial and local governments, 
enabling us to draw a national picture.  Exhibit 6.2 shows both public 
social spending in Canada by jurisdiction and total spending as a 
percentage of the Gross Domestic Product (GDP).  In constant 1994 
dollars, total social spending went from $26.3 billion in 1966-67 to 
$147.8 billion in 1992-93, representing respectively 8.3 percent and 21 
percent of the GDP. 
 
6.29  There is, at the present time, no single way of describing 
Canada's social safety net.  Authorities have different views on what 
its components are, and have come to different conclusions about both 
its reach and its cost. 
 
6.30  The social safety net is about people.  It reaches millions 
of Canadians, from children to the elderly, from the unemployed to the 
disabled.  One person's notion of social policy will differ to some 
extent from that of someone else. 
 
6.31  We reviewed many studies and publications in an effort to 
grasp the nature and extent of the social safety net.  "Social 
programs", "social safety net", "social policy", "social welfare", 
"social services", and "the welfare state" are used often as synonyms 
but some believe that these terms have different meanings.  In various 
studies, the programs are brought together under the label of social 
spending, social security or simply, social programs.  A distinction 
ought to be made in order to allow comparisons among them. 
 
6.32  "Social spending" generally incorporates federal, provincial 
and local government social expenditures and the costs of social 



insurance (Unemployment Insurance, Workers' Compensation and 
Canada/Quebec Pension Plans) that are supported through employer and 
employee contributions.  Social spending also includes the costs of 
income transfer programs, employment programs, social services and 
health care.  "Social programs" encompasses all programs that are 
designed to improve the economic or social well-being of persons or 
groups of individuals and that are delivered by governments.  "Social 
security", according to Statistics Canada, encompasses a subset of 
social programs, namely, those directed at income security. 
 
6.33  There are different estimates of social spending virtually 
everywhere one looks, domestically and internationally.  Thus, 
estimates of spending in the social field vary widely, depending on 
what is included in the package.  None of these estimates includes tax 
expenditures.  To illustrate the range of views, we present the 
positions of the Caledon Institute of Social Policy, the Department of 
Finance and Statistics Canada. 
 
6.34  The Caledon Institute estimates that, in current dollars, 
gross spending in the social field in Canada reached $144 billion in 
1992-93. 
 
6.35  In January 1994, the Department of Finance published a 
background paper on federal spending in 1992-93.  The document 
identifies the federal government's involvement in the social sphere 
and its spending. 
 
6.36  The Department describes social spending as "encompassing a 
range of programs designed to enhance the quality of life of Canadians, 
particularly those who have modest incomes or who are disadvantaged."  
For the Department, this includes income support, mostly for the 
elderly and unemployed; transfers to the provinces for health, 
education and social assistance; and programs for aboriginal Canadians. 
It also includes spending in areas such as social housing, student 
loans, worker training and adjustment. 
 
6.37  The Finance figures show federal social program spending at 
$49.6 billion for 1992-93, including $42 billion in direct transfers to 
individuals.  Another $18 billion in cash transfers went to the 
provinces for education, health care and social assistance, to bring 
total social spending to more than $67 billion.  A further amount of 
about $12 billion was provided to the provinces in the form of tax 
transfers; these represent the value of income tax points in respect of 
specific program areas, transferred to provinces in lieu of direct cash 
transfers. 
 
6.38  Social security, according to Statistics Canada, covered a 
total of $78 billion in expenditures at the federal, provincial and 
municipal levels for 1990-91. 
 
 
Exhibit 6.2 is not available, see the Annual Report. 
 
 



6.39  Differences in definition and coverage make it difficult to 
obtain consistent data for comparisons and trend analysis.  Tax 
expenditure data are vital for a proper measure of social spending and 
should be included because the federal and provincial governments make 
extensive use of the personal income tax system to deliver social 
benefits.  Furthermore, while most social programs in this country are 
financed and administered by governments, important social benefits are 
also delivered by employers, the volunteer sector, the private sector 
and family members.  The timely availability of such comprehensive 
information can only help policy makers in the current review of social 
programs. 
 
Exhibit 6.3 
 
The Weaving of Canada's Social Safety Net 
 
Major Federal Acts Descriptions and Changes 
 
Year     Act    Key Descriptions/Changes 
1940 Unemployment Insurance Act A new insurance program, partly 

financed by employee and employer 
premiums, provides income support 
during temporary unemployment. 

 
1944 Family Allowances Act Provides assistance to all families with 

children under age 18. 
 
1951 Old Age Assistance Act and 
Old Age Security Act (OAS)Replace Old Age Pensions Act of 1927. 

Universal pensions paid, without a 
means test, to certain Canadian 
residents aged 70+. 

 
1957 Hospital Insurance and 
Diagnostic Services Act Government provides contributions for 

provincial costs of insured 
services. 

 
1965 Revised Old Age Security Act 
(OAS) Government announces OAS age of eligibility gradually lowered to 

65. 
 
1965 Canada Pension Plan Act New social insurance program, compulsory 

for paid workers and self-employed, 
provides retirement, survivor, 
disability and death benefits. 

 
1966Canada Assistance Plan ActLegislation commits government to 50% 

cost sharing of social assistance 
and, for the first time, social 
service expenditures. 

 
1966 Medical Care Act Government undertakes to share cost of 

provincial plans insuring doctors' 



services, supplementing the earlier 
Hospital Insurance Program.  By 
1972, basic health expenses of all 
Canadians are covered. 

 
1966Guaranteed Income Supplement 
(GIS) introduced to Old 
Age Security Act Government makes additional income benefits 

available to low-income seniors. 
 
1971 Revised Unemployment 
Insurance Act Revisions relax the rules, broaden scope to cover most 

employees,  increase benefits.  New 
benefits offered for job loss due 
to sickness, disability or 
maternity. Rules vary from region 
to region. 

 
1973 New Family Allowances ActReplaces old Act of same name and Youth 

Allowances Act of 1964. 
 
1975 Spouse's Allowance  (SA) 
introduced to Old Age 
Security Act Act provides income assistance to persons in need, aged 

60-64 and married and living with 
Old Age Security recipients.  
Benefits extended to widows and 
widowers aged 60-64. 

 
1977 Federal-provincial Fiscal 
Arrangements and Established 
Programs Financing Act Shared-cost arrangement changed to a block-

funding formula. 
 
1978 Child Tax Credit introduced 
to Income Tax Act Provides additional child benefits to low and 

middle-income families, over and 
above their family allowances. 

 
1978 Revised Unemployment 
Insurance Act Benefit rate reduced from 66 2/3% to 60% of insurable 

earnings. 
 
1979 Revised Family Allowances ActFamily Allowance payments are set at 

the minimum level prescribed in the 
Act. 

 
1984 Canada Health Act Replaces Hospital Insurance and Diagnostic 

Services Act and Medical Care Act. 
Provinces must adhere to conditions 
- comprehensiveness, universality, 
portability, public administration 
and accessibility - in order to 
receive federal funds for insured 



health care services. 
 
1990 OAS/GIS/SA A special "clawback" tax is imposed on these pensions.  

Under it, recipients are subject to 
a 15% tax on net income exceeding a 
threshold ($53,215 in 1993). 

 OAS no longer "universal". 
While all  individuals over 
65 years qualify, not all 
may receive the same 
benefit amount. Full repayment of OAS benefits occurs at a net income 

level of approximately $83,800. 
 
1990 Canada Assistance Plan - 
"Cap on CAP" Annual increases to the Canada Assistance Plan to the 

provinces of Ontario, Alberta and 
British Columbia are capped at 5%. 

 
1990 Revised Unemployment 
Insurance Act Developmental uses of UI:  more funds available for job 

training, job creation and work 
sharing. 

 
   An increase in penalties for those who quit without just 

cause, refuse a job or are fired 
for misconduct. 

 
   Entrance requirements tightened and benefit period cut 

back. 
 
1992 Child Tax Benefit introduced 
to Income Tax Act Income-tested tax credit: child tax credits deleted 

and Family Allowances Act replaced. 
 
1993 Revised Unemployment 
Insurance Act Benefit reduced to 57% of insurable earnings. 
 
New restrictions on qualification for benefits.  Complete 

disqualification for workers who 
leave their jobs voluntarily 
without just cause or lose their 
employment by reason of misconduct. 

 
The Constitution 
 
6.40  Power sharing is the cornerstone of federalism.  The Canadian 
Constitution and the courts that have interpreted it establish where 
legislative power lies, federally and provincially. 
 
6.41  The Constitution empowers the federal government to operate 
three major income support programs:  Unemployment Insurance, Old Age 
Security and the Guaranteed Income Supplement. 
 
6.42  Under the Constitution, the provinces have jurisdiction over 



major aspects of social security, such as health, welfare, and 
education.  The provinces also have jurisdiction, with important 
exceptions, over labour matters. 
 
6.43  The federal government has some responsibility in the social 
security fields by virtue of its spending powers.  This means it may 
set general conditions and provide financial support.  It may not 
administer the programs. 
 
6.44  Other activities are a matter of common jurisdiction.  Both 
levels of government may operate in the pension area, where the  
provinces have primacy, and in the immigration field, where federal law 
takes precedence. 
 
6.45  The Constitution Act, 1982, committed both levels of 
government to jointly pursuing national equity goals.  The Charter of 
Rights and Freedoms offered mobility and equality guarantees.  Further, 
the Constitution, as amended in 1982, committed the federal government 
and the provinces to promoting "equal opportunities for the well-being 
of Canadians" and "providing essential public services of reasonable 
quality to all Canadians". 
 
Weaving the Social Safety Net 
 
6.46  Exhibit 6.3 outlines the weaving of the federal component of 
Canada's social safety net from 1940 to 1993.  Until 1978, the net was 
being put together, new programs were being put in place and existing 
Acts were being expanded.  After 1978, the existing programs were 
revised, clawed back or replaced.  Changes introduced in the 1994 
Budget Plan are described in paragraphs 6.62 to 6.66. 
 
The Federal Share of Social Programs Spending 
 
6.47  We now discuss who is responsible for financing social 
programs.  We attempt to clarify two dimensions of Canada's social 
programming: the sources of revenue, and how the funds are distributed 
to piece together Canada's social safety net. 
 
6.48  Financing is necessarily a central concern in any serious 
review of Canada's social programs.  They represent very large 
expenditures.  Therefore, we looked at the sources of revenue and where 
the social spending occurs. 
 
6.49  Most of the funds for the social programs are raised by two 
levels of government, federal and provincial, and the costs of some 
major programs are shared between these two levels.  In some provinces, 
municipal governments share in the responsibility for funding welfare 
payments.  Regardless of which government pays, the source of funds is, 
for the most part, the same Canadian taxpayer. 
 
6.50  Federal revenues are generated by taxes such as personal 
income tax, sales and excise taxes, corporate income tax, and payroll 
taxes such as Unemployment Insurance premiums.  Exhibit 6.4 shows the 
1993-94 federal revenue mix, which represents a total of $116 billion. 



 
 
Exhibit 6.4 is not available, see the Annual Report. 
 
 
6.51  According to data supplied by the Department of Finance, 
total government revenues (including federal, state/provincial, and 
local levels) in most industrialized countries have increased, to 
varying degrees, as a percentage of Gross Domestic Product (GDP) since 
1980.  Government revenues in Canada rose from 31.6 percent of GDP in 
1980 to 37.3 percent by 1991. 
 
6.52  All taxes have increased, except for corporate income taxes. 
 Exhibit 6.5 presents the change in the federal revenue mix between 
1980 and 1992, as a percentage of total revenues.  The share of total 
federal revenues from personal income tax increased from 40 percent in 
1980 to 48 percent by 1992.  Sales and excise taxes grew over the 
period, from 14 percent to 18 percent, and Unemployment Insurance 
premiums from 6 percent to 14 percent.  Furthermore, Unemployment 
Insurance and Canada Pension Plan contributions from employees 
increased from 1.8 percent of personal income in 1980 to 2.7 percent in 
1992.  Including the employers' share, the growth in these payroll 
taxes during the same period was from 5 percent to 8.5 percent of 
personal income.  Corporate income tax declined from 15 percent in 1980 
to 7 percent in 1992.  The Department of Finance attributes this 
primarily to the impact of the recession on corporate profits in the 
early 1990s. 
 
 
Exhibit 6.5 is not available, see the Annual Report. 
 
 
6.53  The federal government can pursue its social and economic 
objectives in many ways.  Exhibit 6.6 shows where the federal 
government spends its money, and the portion allocated to social 
programs. 
 
 
Exhibit 6.6 is not available, see the Annual Report. 
 
 
6.54  Exhibit 6.7 shows the amount spent for each social program 
and the number of beneficiaries that are assisted.  As the Canada 
Pension Plan (CPP) is jointly administered by the federal and 
provincial governments, it is not accounted for through the federal 
government's financial statements; therefore, it is not included in the 
federal government's spending totals.  CPP spending, which excludes 
Quebec, was around $13.2 billion in 1993. 
 
6.55  Transfer payments to persons are mainly directed to the 
unemployed, elderly Canadians, children and veterans.  Transfers to 
aboriginal administrations are made for social development, education, 
community infrastructure, band management, economic development and 
health.  These cash transfers are made through the departments of 



Indian and Northern Affairs and Health. 
 
6.56  As stated by the Department of Finance in Federal Spending, 
federal transfers to provinces "help the provinces in providing 
services such as medicare, education and social assistance." 
 
Exhibit 6.7 
 
Federal Social Programs 
 
        1992-1993 
     1993-1994  
Programs    Billions $ Billions $ Beneficiaries  
 
Transfer Payments to Persons 
Unemployment Insurance  17.6  19.1   3,200,000 
Old Age Security, 
 Guaranteed Income 
 Supplement, Spouses 
 Allowances   19.9  19.1   3,230,413 
Family Allowances   -   2.2   N/A 
Veterans      1.4   1.5     188,247 
   Subtotal  38.9  41.9  
Social Housing     1.9   2.0 
Canadian Jobs Strategy   1.4   1.4 
Student Loans     0.5   0.5 
Immigration - Settlement   0.2   0.2 
 
Transfer Payments to 
Aboriginal Administrations  4.2   3.9   N/A 
   Subtotal  47.1  49.9 
 
Transfer Payments to 
Provinces/Territories 
 
Established Programs Financing: 
 
 • Health      7.2   8.3 
 • Post-Secondary Education  2.4   2.9 
Canada Assistance Plan   7.2   6.7   2,975,000 
   Subtotal  16.8  17.9 
 
   TOTAL  63.9   67.8 
 
N/A: Not Available 
 
Sources: Department of Finance, Statistics Canada, and Public Accounts 
of Canada 
 
6.57  In the case of transfers to other levels of government, as 
illustrated by Exhibit 6.8, the government responsible for taxing is 
not always the one responsible for spending.  Thus, taxpayers cannot 
easily associate the services provided by a government with the taxes 
paid to that government.  We acknowledge that intergovernmental 



transfers are a necessary part of any decentralized system of 
government, such as the Canadian system, to ensure efficient allocation 
of resources across provinces.  While they may pursue other laudable 
policy goals, intergovernmental transfers can obscure the relationship 
between programs and taxes.  Thus, accountability can be blurred when 
governments spend money they have not raised directly. 
 
 
Exhibit 6.8 is not available, see the Annual Report. 
 
 
6.58  The government may also pursue policy objectives through the 
income tax system, providing relief from the payment of taxes through 
such measures as income exclusions and deductions, tax credits and 
deferrals.  In many ways, these measures represent an alternative form 
of government assistance, with financial implications similar to those 
of direct expenditures.  Therefore, they are referred to as tax 
expenditures. 
 
6.59  Reasonable differences of opinion exist on what constitutes a 
tax expenditure related to social spending.  Different organizations 
have produced different estimates of social tax spending.  The Caledon 
Institute of Social Policy estimated the federal and provincial social 
tax spending to be $28.2 billion (current dollars) for 1991, including 
provincial revenue losses.  The Institute for Research on Public Policy 
estimated that, for 1989 alone, the cost to the federal government for 
selected personal income tax expenditures related to social policy 
objectives was about $34.4 billion.  We have not reviewed the bases for 
these estimates. 
 
6.60  Tax expenditures pose several problems for measuring social 
spending, beyond the discussion about what is and what is not a social 
benefit.  In general, tax expenditures reduce the resources available 
to fund other programs or to reduce the deficit, and can result in the 
need for higher tax rates to obtain the same amount of revenue.  In the 
case of social tax expenditures, there is no consistent time series to 
complement the historical direct spending figures; so, only a partial 
picture of trends and patterns in total social spending emerges.  A 
recent example serves to illustrate our point. 
 
6.61  Total benefits for children exceeded $5 billion in 1992-93.  
Starting 1 January 1993, Family Allowances and the Child Tax Credit and 
Refundable Child Tax Credit were replaced by a new program, the Child 
Tax Benefit.  Because the new Child Tax Benefit is now delivered 
through the tax system, it is not included in budgetary spending.  
Thus, it becomes difficult to make comparisons or analyze trends in 
program spending in this area. 
 
Recent Budget Proposals 
 
6.62  Since deficits became a quasi-permanent feature of federal 
government budgets in the mid-1970s, various measures have been taken 
to restrain spending, some of them involving cuts in social benefits.  
Reductions and clawbacks in social programs are highlighted in Exhibit 



6.3.  In the Budget Plan of February 1994, the government announced 
further reductions over the next few years, affecting the Canada 
Assistance Plan (CAP), Established Programs Financing (EPF) and 
Unemployment Insurance (UI). 
 
6.63  The Canada Assistance Plan's main objectives are to help 
provinces provide adequate levels of social assistance and 
institutional care for persons in need, and welfare services that 
lessen, remove or prevent the causes and effects of poverty, child 
neglect or dependence on public assistance.  Until recently, CAP 
transfers were open-ended, conditional, matching grants available 
uniformly across all provinces.  The federal government placed a limit 
on annual increases in transfers to three provinces, from 1990-91 to 
1994-95, for cost sharing of provincial social assistance and social 
service programs under CAP ("cap on CAP").  For the other provinces, 
the federal government pays half the cost of provincial social 
assistance and welfare services.  As shown in Exhibit 6.7, the CAP 
expenditures for the federal government went from $6.7 billion in 1992-
93 to $7.2 billion in 1993-94, an increase of over seven percent. 
 
6.64  The Canada Assistance Plan provisions remain unchanged for 
1994-95.  For 1995-96 and thereafter, transfers to the provinces under 
CAP will be constrained to 1994-95 levels, subject to whatever change 
may arise from the Social Security Review.  Possible changes are 
planned for introduction in 1996-97.  The cap on CAP remains in place 
over the period of the review.  Then, according to the Budget Plan, 
entitlements under CAP, or its successor, will be no higher after 
reform in 1996-97 than in 1993-94. 
 
6.65  For the Established Programs Financing (EPF), the existing 
freeze on per capita entitlements remains in place for 1994-95 through 
1995-96.  For 1996-97, the post-secondary component of EPF will be 
adjusted so that, when it is combined with CAP (or its successor), the 
total social security transfer will not exceed 1993-94 levels.  The 
freeze does not apply to the health care component.  Thus, there will 
be a clear separation of EPF into its two components and each will be 
placed on a different track. 
 
6.66  The Budget Plan proposed the following changes to 
Unemployment Insurance: a reduction of the maximum duration of claims, 
an increase in the minimum entrance requirement, and a reduction of the 
benefit rate in most cases.  These measures are expected to reduce 
Unemployment Insurance expenditures by $725 million in 1994-95 and $2.4 
billion each year thereafter.  Other measures were introduced to reduce 
premium rates for 1995. 
 
Significance of Federal Social Programs 
 
6.67  Much of the growth in federal expenditures since 1975 has 
been tied to social programs in general (that is, Transfers to Persons) 
and to the payment of interest on the federal debt, as shown by Exhibit 
6.9.  The high and growing proportion of expenditures accounted for by 
social programs in particular must be considered in any examination of 
the results achieved by individual social programs (see Information on 



Program Results). 
 
 
Exhibit 6.9 is not available, see the Annual Report. 
 
 
6.68  The long-term trend in federal Current and Capital 
Expenditures, as a share of the Gross Domestic Product, has been stable 
with gradual declines.  Government Transfers to Business fluctuated 
considerably in relation to GDP from 1975 to 1985; since then, they 
have declined significantly.  Business Transfers is the smallest of the 
expenditure categories we examined, and by 1992, it had roughly the 
same GDP share it had in 1966. 
 
6.69  In contrast, Transfers to Persons and Transfers to 
Governments grew very rapidly in the second half of the 1960s.  While 
subject to cyclical fluctuation, Transfers to Persons continued a 
pronounced, long-term upswing.  As a share of GDP, the Transfers to 
Persons ratio grew from a cyclical high of around six percent in the 
mid-1970s to nearly eight percent by 1992.  Transfers to Governments 
stabilized as a share of GDP from the mid-1970s onward. 
 
6.70  Overall, Transfers to Persons became the single largest item 
among federal government expenditures from the early 1970s onward, with 
long-term expansion exceeding the rate of growth in the economy.  If 
payments under the Canada Pension Plan were also included, the level of 
expenditures under Transfers to Persons would increase even more.  As 
noted, CPP payments are not included as part of the federal 
government's financial statements and the spending total on social 
programs.  As we indicated in paragraph ?, CPP spending was around 
$13.2 billion in 1993; a significant addition to the $50 billion we 
identified for Transfers to Persons in Exhibit 6.7. 
 
6.71  Since the mid-1970s, social program cost increases have  come 
largely from the growth in federal social security spending, backed by 
steadily mounting debt charges.  These increases have been one of the 
major contributors to an uninterrupted string of federal government 
deficits.  Other transfers, including those to assist provincial 
governments' social spending, have been held in check by increasingly 
stringent measures over the past decade, and have kept in line with the 
nation's economic growth. 
 
6.72  It is particularly important to consider the cost-
effectiveness of each component of Canada's social programs, because of 
the scale of expenditure and its significance to the deficit and the 
debt. 
 
6.73  In summary, as we have shown in the Background section, 
federal social programs enter broadly into the fabric of Canadian life 
and are a very significant component of public spending at the federal 
level.  The social safety net was established in the four decades 
between the Great Depression and the late seventies.  The federal 
government's social spending currently ranges up to some $67 billion 
and, even by modest estimates, is equal to more than half of federal 



revenues.  Some $42 billion of this is put directly into the hands of 
individual Canadians. 
 
6.74  Canada's level of public spending has important implications 
for its national credit rating and its standing on international money 
markets.  An analysis of social program expenditures and recipients 
over time furnishes vital information on trends and patterns that, in 
turn, should help policy makers better understand the social and 
economic factors that affect the current and future demands on the 
social security system.  However, Canada still needs better social 
program information for a complete, accurate and consistent accounting 
of public expenditures. 
 
6.75  The pattern of long-term trends in federal government 
expenditures indicates that, from 1975, when deficit concerns first 
surfaced, the increased costs of the social programs, combined with the 
other program expenditures, could not be sustained over the years by 
the tax revenue available and, as a result, significant borrowing 
became necessary.  This is reflected in the very significant growth 
trend in interest payments. 
 
Socio-economic Trends 
 
6.76  This section describes key trends in the economic and social 
environment that are particularly relevant to the evolution of social 
programs. 
 
6.77  These trends (paragraphs ? to 6.101) offer a framework for 
assessing information on how the programs are functioning and the 
results they have achieved over time. 
 
6.78  One striking feature that emerges from the description of the 
current environment is the extent of the changes under way.  The trends 
themselves can be seen to be changing - in many cases, they appear to 
reflect significant changes in the structure of the economy and the 
labour market as well as changes in social conditions.  This strongly 
implies that they are unlikely to be temporary in nature or 
automatically self-correcting. 
 
6.79  In all, we identified 10 basic trends that are of particular 
importance to the social programs.  These are summarized below. 
 
6.80  Industrial adjustment in the economy has been increasing and 
can be expected to continue at high levels.  The Department of 
Finance's 1994 publication, Canada's Economic Challenges, identified 
two types of development that are forcing industrial adjustment: 
 
 • changing trade relationships (such as The North American Free 
Trade Agreement and the wider globalization of the economy); and 
 
 • technological change and innovation. 
 
6.81  These changes have had a twofold effect:  first, a 
significant increase in occupational skills and education requirements 



in the work force (Exhibit 6.10); and second, a greater incidence of 
permanent layoffs and increasing redeployment problems when firms cut 
back.  These developments have major implications for Canada's 
education and training systems. 
 
 
Exhibit 6.10 is not available, see the Annual Report. 
 
 
6.82  Major demographic changes under way will affect the use and 
cost of social programs.  The labour force is projected to grow at a 
much slower rate in the 1990s.  It is estimated that, on average, only 
about 180,000 people will join the labour force each year, compared 
with over 200,000 during the 1980s and 300,000 in the 1970s (Exhibit 
6.11). 
 
 
Exhibit 6.11 is not available, see the Annual Report. 
 
 
6.83  With slower growth in population, young people aged 15 to 24 
will make up a smaller portion of the available labour supply (Exhibit 
6.12).  The "middle age" categories of workers will grow as a portion 
of the population and labour force (Exhibit 6.13). 
 
 
Exhibit 6.12 is not available, see the Annual Report. 
 
 
Exhibit 6.13 is not available, see the Annual Report. 
 
 
6.84  In the past, a large and growing supply of young workers was 
available to meet the economy's new skill needs.  Younger workers 
change jobs more frequently and have more flexibility to adapt.  The 
ageing of the work force will mean that more and more established 
workers will be exposed to the industrial adjustment and redeployment 
process.  This will increase the pressure to use social programs to 
facilitate adjustment and redeployment, rather than simply to provide 
income support. 
 
6.85  There has been a long-term trend toward increasing 
unemployment rates.  Cyclical unemployment has been an important factor 
in increasing the numbers of the unemployed since 1990.  However, over 
and above this, the long-term trend in unemployment has been upward 
(Exhibit 6.14) and underwent a significant increase commencing in the 
1970s.  By the late 1980s, even when economic growth was strong, the 
national unemployment rate did not fall below 7.5 percent, compared 
with a low of approximately 4.5 percent in the 1960s. 
 
 
Exhibit 6.14 is not available, see the Annual Report. 
 
 



6.86  Over the long term, job creation in Canada has been better 
than in most industrialized countries, but the nature of jobs is 
changing.  Average annual employment growth between 1973 and 1988 was 
well over two percent for Canada (Exhibit 6.15) and less than one 
percent for most other industrialized countries. 
 
 
Exhibit 6.15 is not available, see the Annual Report. 
 
 
6.87  It should be noted, however, that while Canada's long-term 
employment growth record has been impressive, jobs have become less 
stable.  The Economic Council of Canada estimated that 44 percent of 
Canada's employment growth in the 1980s was accounted for by temporary 
or unstable jobs. 
 
6.88  Multi-earner families are now the norm.  By 1989, about 70 
percent of Unemployment Insurance claimants belonged to families with 
two or more earners (Exhibit 6.16).  Thus, while general employment 
conditions may have worsened, the impact of unemployment on most 
families will not necessarily be as severe as in past periods of high 
unemployment.  Single-earner families, in contrast, will continue to 
face severe difficulties when job loss occurs. 
 
 
Exhibit 6.16 is not available, see the Annual Report. 
 
 
6.89  There is a strongly entrenched problem of regional 
disparities in unemployment.  Persistent regional unemployment 
disparities can indicate a structural problem in the economy, involving 
among other factors a geographical mismatch between labour demand and 
supply. 
 
6.90  A comparison of regional unemployment rates against the 
national average for Canada at the peak of the business cycle, when 
labour demand is strong (Exhibit 6.17), shows no overall improvement in 
regional disparities.  In some cases, disparities have worsened. 
 
 
Exhibit 6.17 is not available, see the Annual Report. 
 
 
6.91  Workers from abroad meet a significant proportion of labour 
needs in growth regions.  As a percentage of employment growth, 
immigrants arriving in Canada between 1986 and 1991 amounted to 38 
percent of the increase in employment in Ontario during this period.  
In British Columbia, the other major employment growth area, the figure 
was nearly 18 percent (Exhibit 6.18). 
 
 
Exhibit 6.18 is not available, see the Annual Report. 
 
 



6.92  The extent of the dependence on workers from abroad in growth 
areas raises questions about the geographical mobility of Canadian 
workers.  It also raises questions about the possible influence of the 
Immigration Program on where firms locate.  The shortage of jobs in 
higher unemployment regions affects the need for social programs. 
 
6.93  The trend toward increased unemployment has occurred even 
when job vacancies were more plentiful.  This trend has existed for 
some time (see Exhibit 6.19).  The 1991 Organisation for Economic Co-
operation and Development (OECD) Economic Survey of Canada indicated a 
basic doubling of the unemployment rate between the 1960s and the late 
1980s for a given rate of job openings generated by the economy.  In 
the mid-1960s the job vacancy rate was accompanied by an unemployment 
rate of less than four percent.  By the late 1980s, essentially the 
same vacancy rate co-existed with an unemployment rate of over eight 
percent, suggesting the possibility of a labour supply adjustment 
problem. 
 
 
Exhibit 6.19 is not available, see the Annual Report. 
 
 
6.94  The central question is, "Why would job vacancies go unfilled 
while unemployed workers are available?"  As we noted in paragraph 
6.85, there is clear evidence of a long-term trend toward increased 
unemployment in the economy.  Several factors are likely to be 
involved, including the effect of structural changes in the economy.  
Another possible reason is that the levels of income support provided 
by the social programs, (see paragraph 6.96) may be generating work 
disincentives and causing a form of voluntary unemployment.  This would 
contribute to the growing unemployment trend and the eight percent 
unemployment figure cited above. 
 
6.95  With voluntary unemployment, even if jobs were available, 
workers would prefer the benefits of the social safety net.  Where 
significant levels of job vacancies and unemployment co-exist, this can 
constrain economic growth.  Further, it can greatly increase the burden 
on social program expenditures. 
 
6.96  The Department of Finance, in its January 1994 report on 
Canada's Economic Challenges, concluded that the system of Unemployment 
Insurance in Canada is, considerably more generous than the safety net 
for workers in the United States and the average for other advanced 
industrialized countries.  Exhibit 6.20 compares the levels of income 
support for unemployed workers in the G-7 countries.  These levels of 
income support involve coverage and accessibility as well as levels of 
payments.  The Department of Finance links the issue of generosity to 
the problem of work disincentives.  While the level of support of the 
Canadian UI system has been reduced as a result of program changes 
since 1990, it still remains an important area of concern. 
 
 
Exhibit 6.20 is not available, see the Annual Report. 
 



 
6.97  Growth in per capita wage income has slowed and earnings 
disparities are widening.  In Canada, average wage income grew 
significantly until the early 1970s.  In the 1980s, there was very 
little overall improvement in wages (Exhibit 6.21). 
 
 
Exhibit 6.21 is not available, see the Annual Report. 
 
 
6.98  At the same time, income disparities widened.  However, this 
was  offset to a considerable extent by total government transfer 
payments (Exhibit 6.22). 
 
 
Exhibit 6.22 is not available, see the Annual Report. 
 
 
6.99  Government income transfers are now more important in 
maintaining income levels.  The effect of income transfers on 
individual income categories is shown in Exhibit 6.23. 
 
6.100 The role of government income transfers in maintaining income 
levels has grown from 1981 onward.  Except in the lowest 20 percent 
income group, where transfer payments were already the predominant 
income source, support from income transfer programs has more than 
doubled since the early 1970s.  This raises questions about the 
appropriateness of universality instead of targeting and about the 
levels of support of the various income transfer programs. 
 
6.101 We were unable to locate comprehensive information on the extent 
of "tax-back" of income transfers for the income categories shown in 
Exhibit 6.23.  Such information would be important in identifying more 
clearly the net effect of the income transfer programs and in assessing 
whether they were being delivered in the most cost-effective way. 
 
6.102 In summary, the picture that emerges from our examination of 
prevailing socio-economic trends is one of significant industrial 
adjustment in the economy, involving an equally significant need for 
labour force adjustment and adaptation.  This economic adjustment 
coincides with a significant lessening of growth in wage income and an 
increased importance of government income transfers across all income 
groups. 
 
6.103 Information on the growth in such income transfers, combined with 
international comparisons of levels of support provided through 
unemployment insurance, raises important questions about the cost-
effectiveness of targeting, about work disincentives, and about the 
relative generosity of programs. 
 
6.104 In this context, we now turn to information available on the 
actual results individual social programs are achieving vis-à-vis the 
objectives involved. 
 



Information on Program Results 
 
6.105 Information relevant to the results of government programs can 
come from a variety of sources.  In this section, we examine 
information from major available sources that raise important value-
for-money issues about program expenditures. 
 
6.106 Federal departments are required, under Treasury Board policy, to 
undertake periodic evaluations of their programs, "where material and 
cost-effective to do so". 
 



Exhibit 6.23 
 
Total Government Income Transfers by Income Level as a Share of 
Incomes in Canada 1961-1992 
 
      INCOME GROUPS 
 
Year  All  Lowest 20% Second- Mid-20% Second- Highest 20% 
  Income Income  lowest Income highest Income 
  Groups Group  Income Group Income Group 
       Group   Group 
 
1961  7.0  45.7   14.5  6.3  4.4  2.8 
1971  6.6  53.3   18.2  5.7  3.4  2.0 
1981  9.0  57.3   22.7  8.8  5.0  2.6 
1986  11.5  60.2   32.2  13.1  6.8  3.3 
1991  13.4  63.4   36.9  16.3  8.9  4.0 
1992  14.0  66.8   38.2  17.6  9.3  4.0 
 
Sources: Statistics Canada; Podoluk (1968); Vaillancourt (1985) (1994) 
 



6.107 Government departments collect assorted ongoing data on their 
programs, some of which may give a partial perspective on program 
results.  These, and outside data such as Statistics Canada surveys, 
are sometimes examined in wider program reviews by departments. 
 
6.108 Researchers also periodically undertake technical studies of 
general program effects.  Furthermore, commissions of inquiry have 
analyzed some aspects of programs.  International institutions such as 
the Organisation for Economic Co-operation and Development and the 
International Monetary Fund carry out studies touching on program 
performance of member countries, including Canada, as part of wider 
country reviews or as part of comparative analyses between countries. 
 
6.109 With all these sources, it is possible to obtain some perspective 
on the results achieved by federal social programs over the years. 
 
6.110 However, as will be shown, the perspective is a very partial one 
in some respects.  One of our major findings identifies information 
gaps on existing programs, which need to be considered in the context 
of the Social Security Review. 
 
Program Activities Reviewed 
 
6.111 For the present study, we focussed on programs in three key social 
policy areas, to learn what information is available on results: 
 
 • Unemployment Insurance. 
 
 • Social assistance (welfare) programs supported by the federal 
government through the Canada Assistance Plan. 
 
 • Worker training: for UI claimants and social assistance 
recipients (SARs). 
 
6.112 In aggregate, these three areas accounted for more than $26 
billion in federal program expenditures in 1993-94.  Programs 
accounting for such a high expenditure clearly have the potential to 
produce a significant impact, both on the target populations and on the 
economy as a whole. 
 
6.113 The program activities are key components of the federal 
government's social safety net, with a strong focus on members of the 
working-age population and their dependants. 
 
Recent Program Evaluation Reports 
 
6.114 As we noted in Chapter 8 of our 1993 Report, program evaluation 
conducted by government departments is particularly important because 
it involves "a disciplined assessment of government programs and 
activities."  It is based on an independent, systematic measurement and 
analysis, carried out to meet expectations set out in policy statements 
and standards, and publicly reported.  That is, it is intended to be 
available in the public domain and to contribute to an informed public 
debate on the results achieved by government programs. 



 
6.115 Program evaluation has been recognized in government policy over 
the years as a key form of results measurement.  The deputy heads of 
departments are accountable for the planning, conduct and reporting of 
program evaluation studies. 
 
6.116 As outlined below, the Department of Human Resources Development 
made available to us program evaluation reports examining program 
effects in three of the four program areas.  The Department also 
provided us with a pre-evaluation assessment report for Unemployment 
Insurance regular benefits. 
 
6.117 With respect to Unemployment Insurance, we noted in our 1993 
Report that this area had received only limited evaluation coverage to 
date. 
 
6.118 In its pre-evaluation assessment of Unemployment Insurance regular 
benefits, the Department acknowledged that this important program 
component had not been evaluated previously, although it is the federal 
government's largest labour market adjustment program, and despite the 
revived concern over the persistent and dramatic growth of the 
expenditures in past years. 
 
6.119 The Department is at present in the process of completing a major 
evaluation of the impacts and effects of regular UI benefits on the 
clientele and on the economy as a whole.  Some preliminary information 
on the findings can be drawn from a series of studies examining such 
program effects.  Other studies are planned for this fall and for 1995. 
 Such information can contribute to the current review of Canada's 
social security system.  It is important that information from program 
evaluation studies be made available to Parliament when major decisions 
are being taken.  We encourage the Department of Human Resources 
Development to continue its evaluation activities as planned. 
 
 Report Title   Date  Status  
 
Evaluation of the Canada 
  Assistance Plan   1991  Final Report 
 
Pre-Evaluation assessment 
of the Unemployment Insurance 
Regular Benefits Program  1992  Draft Report 
 
An Evaluation of UI- 
  Sponsored Training  1993  Draft Report 
 
Evaluation of Employability 
  Initiatives for Social 
  Assistance Recipients  1993  Draft Report 
 
6.120 While the present evaluation work is a positive development, its 
timing may be regarded in some ways as "bolting the stable door after 
the horse has gone".  This is particularly true in view of the 
significant questions raised over the years about possible negative 



effects from Unemployment Insurance, its size and its costs.  These are 
discussed in paragraphs 6.184 to 6.200.  Earlier program reviews, 
including two major commissions of inquiry, could have benefited from 
the availability of results measurement information. 
 
Intended Effects 
 
6.121 Exhibit 6.24 provides a summary of the basic activities under the 
three federal programs, and their intended effects.  As the exhibit 
indicates, the programs as a group have both economic and social 
objectives. 
 
 
Exhibit 6.24 is not available, see the Annual Report. 
 
 
 
6.122 In the case of Unemployment Insurance, the objectives include the 
redeployment of unemployed workers (through income support, 
counselling, job search and training assistance) and the provision of a 
social safety net (financial assistance) for the jobless.  However, as 
discussed below, the scope of Canada's UI Program has not been well 
defined.  This is evidenced by the fact that observers have different 
views of its role.  Many critics of the program insist that its proper 
role is a particular form of insurance, while others see it as a 
vehicle for income redistribution. 
 
6.123 In the case of the Canada Assistance Plan and training for social 
assistance recipients (SARs), the objectives are more straightforward. 
 CAP's focus is on income support "as a measure of last resort" 
provided through provincial welfare systems:  clearly a social 
objective.  For SAR training, the principal intended effect is to 
increase employability and reduce dependence on government assistance. 
 
6.124 The UI Program lacks clear objectives.  In keeping with enabling 
legislation in general, Parliament has set out the purpose of the 
Unemployment Insurance Program in broad terms.  This broad statement of 
intent should be translated, to the greatest extent possible, into 
clear, consistent and measurable objectives as the basis for program 
design, management and accountability.  This has not been done 
adequately, as evidenced by the various statements related to UI 
objectives (Exhibit 6.25). 
 
Exhibit 6.25 
 
Selected Statements of UI Objectives and Sources 
 
Source      Statement 
 
Part III Main Estimates 1994-95 •The UI program is a compulsory and 

contributory social insurance 
program that provides 
temporary income replacement 
to unemployed workers who are 



seeking work, or pursuing 
training, or who are unable to 
work because of sickness, 
disability or care of newborn 
or newly adopted children. 

 
Part III Main Estimates 1994-95 •The objective of the UI activity 

is to promote economic growth 
and flexibility by providing 
temporary income support to 
unemployed workers who qualify 
for benefits under the UI Act, 
without placing an unnecessary 
burden on individuals, groups 
or regions. 

 
Part III Main Estimates 1993-94 •The objective of UI is to promote 

an economy capable of growth 
and adaptation without undue 
burden for individuals, groups 
or regions, through the 
provision of temporary income 
support to qualified workers. 

 
Commission of Inquiry on Unemployment 
Insurance (1986)    •Unemployment Insurance is a 

national program with two 
objectives: 

 
(a) to provide income protection for workers suffering temporary 

income interruptions; and 
 
(b)  to facilitate the best possible match between unemployed workers 

and available jobs. 
 
EIC Task Force on Unemployment 
Insurance (1981)    •Although it is not an explicit UI 

objective, income 
redistribution is considered a 
positive effect of the program 
brought about by the way it 
pools the costs of 
unemployment. 

 
Department's Annual Reports  •The Department's Annual Reports 

for 1991-92 and 1992-93 do not 
contain any statement of 
objectives for UI while 
describing how UI funds have 
been spent. 

 
6.125 The most recent description of the objectives for UI is: 
 
"to promote economic growth and flexibility by providing temporary 



income support to unemployed workers who qualify for benefits 
under the UI Act without placing an unnecessary burden on 
individuals, groups or regions." 

 
6.126 The term "unnecessary burden" is open to several interpretations. 
 Consequently, the intended balance between economic growth and social 
income redistribution is not clear. 
 
6.127 Similarly, the intended meaning of the expressions "economic 
growth" and "flexibility" is not clear in UI's function either as an 
insurance program or as a social income redistribution measure.  The 
absence of well-structured and well-defined objectives is evidenced by 
the fact that UI has "branched out" over the years to areas such as 
sickness benefits, maternity and parental leave, and special provisions 
for self-employed workers in the fishing industry.  Similar questions 
must be asked about "developmental uses" of UI, where training 
represents the largest share but which also include direct job 
creation, self-employment and work-sharing expenditures. 
 
6.128 This is not to say that such activities are not legitimate. 
However, accountability for public funds requires that the program 
objectives be clearly defined and the scope of the activities be 
clearly identified. 
 
6.129 The situation is further confused by the fact that there is no 
single, consistent government statement of program objectives for 
Unemployment Insurance.  Instead, as indicated in Exhibit 6.25, 
authoritative documents offer different views of what is expected from 
the program.  Moreover, each of these sources - Part III of the 
Estimates, a commission of inquiry, departmental review documents and 
the like - is authoritative in its own right.  In short, the objectives 
for UI vary, depending on where one looks.  Further, as the exhibit 
indicates, in the Department's annual report - an area where it might 
be expected that the objectives of UI would be clearly and consistently 
stated - there was no statement at all of the program's objectives. 
 
6.130 Why is the lack of clear objectives for the Unemployment Insurance 
Program so important?  There are several reasons. 
 
6.131 First, the size of the overall program budget, which has ranged up 
to more than $19 billion in recent years, means that large sums of 
public money are being collected and distributed through the program.  
Contributors are entitled to have a clear statement of what the money 
is intended for and actually used for, and what results have been 
achieved. 
 
6.132 Further, if clear objectives have not been formulated and 
communicated by senior management, there is a high risk that general 
governance and operational management will be impaired.  This is so 
since there cannot then be a coherent focus on what the program is 
specifically trying to achieve in relation to Parliament's stated 
intentions when it passed enabling legislation. 
 
6.133 As a result, program managers, parliamentarians, clients and other 



stakeholders will likely have different perceptions of what the program 
is trying to do.  Cost-effectiveness will likely be reduced, since it 
is difficult to be clear on intended results and to take whatever 
corrective action may be necessary.  It also becomes more difficult to 
hold government accountable for results. 
 
6.134 When the absence of clear objectives is combined with the absence 
of any comprehensive feedback on results achieved for moneys spent, the 
spectacle emerges of a major program that has been functioning for some 
time without adequate accountability. 
 
6.135 Most observers recognize that UI cannot operate entirely the way a 
private sector insurance scheme would.  However, it is necessary that 
it function within a clearly identified framework of consistent 
objectives.  We acknowledge the difficulty of setting clear objectives 
and recognize that, in some cases, there will be conflict between them. 
 When this is the case, the obligation to be transparent and to measure 
the results achieved is all the greater.  In addition, because of the 
complexity of the program, Parliament may wish to indicate more 
precisely in future legislation what its intent is with respect to the 
program's objectives. 
 
Positive Effects of the Programs 
 
6.136 Positive effects have been achieved through the existing federal 
social programs but there is room for improvement.  Studies evaluating 
individual federal safety net measures indicate that the programs have 
had several positive results with respect to income transfer.  Some 
economic benefits may have been achieved, but there are significant 
gaps in the information available.  We discuss in this section the 
information that is available on the effects of Unemployment Insurance, 
the Canada Assistance Plan and training. 
 
Unemployment Insurance 
 
6.137 Unemployment Insurance does have an established track record in 
providing financial support.  The UI Program covers the majority of the 
labour force with the exception of certain part-time workers and the 
self-employed.  UI is delivered in conjunction with job placement, 
counselling and worker redeployment activities through a large network 
of Canada Employment Centres.  After a waiting period of two weeks, 
regular, computerized payment of UI benefit cheques occurs 
automatically for approved claims, subject to demonstrable efforts by 
workers to find employment.  However, the two-week waiting period can 
be a hardship.  A departmental evaluation study implies that, in some 
years, possibly as many as 75,000 claimants may be applying for interim 
welfare assistance. 
 
6.138 UI has in place a series of control measures to detect and deter 
abuse.  Evaluation studies by the former Department of Employment and 
Immigration in the late 1980s indicated that the controls have 
generated program savings.  However, the issue remains on whether, 
overall, the most cost-effective approach for an unemployment insurance 
system is with features that include ease of accessibility (see 



paragraph 6.96) combined with a range of administrative controls and 
increased complexity to prevent abuse. 
 
6.139 The need for recourse to provincial welfare systems and the 
complexity of program delivery require further attention by the 
Department so that operational effectiveness can be improved and value-
for-money results strengthened. 
 
6.140 Program data indicate that UI has functioned well as an income 
transfer mechanism related to regional disparities in unemployment.  An 
important effect of UI is a significant degree of income redistribution 
across provinces.  Exhibit 6.26 illustrates the interprovincial 
distributive effects of UI, confirming that it is an important 
instrument of income transfer to provinces with higher unemployment and 
slower employment growth.  In 1992, approximately $3.2 billion was 
transferred in this fashion.  Historically, a major share of the 
transfers has gone from Ontario and the western provinces to Quebec and 
the Atlantic provinces.  This trend arises from both the differences in 
incidence of unemployment across provinces and the important design 
feature of the program that results in a uniform premium regardless of 
province of residence. 
 
 
Exhibit 6.26 is not available, see the Annual Report. 
 
 
6.141 However, the program may be much less effective as a 
redistribution mechanism among income groups.  For example, a 
departmental analysis indicates that, in 1990, only 7 percent of total 
UI benefits were paid to families with less than $15,000 annual income, 
while about 50 percent of the benefits went to families with annual 
incomes greater than $40,000 and over 33 percent to families with 
incomes greater than $50,000. 
 
6.142 The above analysis does not provide information on premium 
revenues compared with program expenditures by family income group.  
This, along with information on the more general income tax provisions, 
would allow development of a perspective on the net income 
redistribution effect of the program.  There is also evidence from a 
departmental evaluation study that the introduction of more restrictive 
UI provisions has further reduced the income redistribution role of the 
program. 
 
6.143 It is as an economic stabilizer that UI appears to have had its 
greatest positive impact on the economy.  A departmental evaluation 
study concludes that net UI spending has a significant effect on 
reducing the employment impact of an economic slowdown.  This is 
especially true of UI benefit payments but less so with respect to UI 
premiums.  The evaluation points out that the premium rate has moved 
"pro-cyclically"; that is, the rate tends to be raised in downturns. 
 
6.144 The study concludes that premium rate increases, which have 
occurred during economic downturns, have reduced the program's 
potential for economic stabilization.  However, if the federal 



government were to keep these premium rates constant, it would incur 
higher deficits and have to bear the cost of financing them.  This is 
further discussed in paragraphs 6.239 to 6.243. 
 
6.145 The study's estimate of the average stabilizing effect of UI is 
about 10 to 12 percent.  This means that the UI Program has prevented 
about 10 to 12 percent of the decline in output that would otherwise 
have occurred at the lowest point of a cyclical downturn.  In 
employment terms, this translates into 11 to 14 percent of job losses 
being averted through the income maintenance provisions of the program. 
 A parallel study commissioned by the Department arrives at a similar 
basic conclusion. 
 
6.146 While UI income support can help workers find more suitable jobs, 
the extent of the effect is not large.  A preliminary departmental 
study on intensity of job search by the unemployed concludes that the 
availability of UI can help workers engage in a more productive job 
search, resulting in a better match between labour demand and supply. 
 
6.147 The study estimates that, with this improved matching, UI 
claimants' wages increased as much as seven to nine percent.  However, 
it concludes that these benefits may not exceed the additional costs of 
claimants remaining on longer UI claim periods to find a more suitable 
job. 
 
Canada Assistance Plan 
 
6.148 The evaluation of the Canada Assistance Plan shows several 
positive results.  The 1991 evaluation of the Canada Assistance Plan 
(CAP) by the former Department of Health and Welfare provided full 
coverage of evaluation issues in the context of a federal transfer 
program.  The evaluation concluded that the program had succeeded in 
directing federal moneys to persons in need, by means of joint funding 
with the provinces.  Such assistance offers a last resort for those in 
need. 
 
6.149 The evaluation found that disparities in provincial social 
assistance levels have been reduced since CAP was introduced.  The 
evaluation also noted that, in some provinces and particularly the 
poorer ones, authorities claimed that social services would not have 
developed as rapidly without CAP support. 
 
6.150 However, there is a significant need for more information on the 
programs that CAP supports.  What are the characteristics of those 
being assisted, such as age, sex, family status, education and previous 
job experiences?  Why do individuals require assistance; how often; for 
how long?  What programs have proved the most or least effective in 
reducing reliance on welfare?  Improved information on the causes, 
extent and effects of poverty and the impact of existing programs is 
necessary to evaluate the impact of federal cost sharing on Canada's 
safety net programs. Information on the overall effects in 
redistributing income to benefit needy Canadians is not available. 
 
6.151 While the federal government shares the financing, the provinces 



are responsible for the design and administration of social assistance 
in their respective jurisdictions.  The flexibility of CAP when 
combined with regional diversity has resulted in a unique welfare 
system in each of the 12 jurisdictions (the 10 provinces and two 
territories) in Canada.  Understandably, federal-provincial program 
definitions are not harmonized and categories of recipients and 
beneficiaries are not always consistent between provinces.  As a 
result, the data received from provinces are fragmented and difficult 
to roll up on a national basis. 
 
6.152 The problem is further exacerbated by federal government decisions 
that have a direct impact on provincial welfare systems.  Following the 
"cap on CAP" announced in 1990,  the three provinces concerned 
(Ontario, Alberta and British Columbia) no longer provide information 
to the federal government once they reach their maximum level of 
funding.  Also, recent cuts to the Unemployment Insurance program could 
result in increased provincial welfare rolls but the two levels of 
government do not agree on the extent of this consequence.  Such  
recent events have made provincial governments reluctant to provide 
more information on their welfare program activities. 
 
6.153 The lack of information about social programs funded by CAP has 
existed since its inception.  The complexity of federal-provincial 
relations, combined with the problems of aggregating data from various 
sources, makes obtaining information on program results difficult at 
all levels.  However, as we have pointed out in previous reports, we 
urge the federal government to work with the provinces on this long-
standing issue. 
 
6.154 The fundamental question that needs to be answered is what is 
being achieved with the funds actually spent.  This includes the 
resources the federal government spends annually on CAP ($7.2 billion 
in 1993-94).  In our opinion, feedback information of this type is 
essential before decisions are made on redesigning safety net programs. 
 The absence of such information means that Parliament cannot assess 
the appropriateness of the program's targeting through provincial 
welfare systems or the degree to which the assistance promotes 
dependence among welfare clients.  Such issues are further considered 
below, in the context of training initiatives for social assistance 
recipients. 
 
Training 
 
6.155 Training programs for UI claimants can be effective in increasing 
earnings and employability.  Based on a departmental study that 
measures training results, a clear case can be made that skills 
upgrading can facilitate worker redeployment and increase earnings.  
However, the study also contains information indicating that value for 
money is not being optimized in the case of federal training assistance 
for UI claimants. 
 
6.156 On the positive side, while both trainees and workers who had not 
received assistance were equally likely to find jobs, trainees on 
average required 11 to 17 fewer weeks than did their non-trainee 



counterparts to find employment.  Individual earning gains for trainees 
reached more than $6,000 a year for some groups. 
 
6.157 However, results varied greatly by type of training.  In certain 
cases, trainees registered a modest but significant rise in 
applications for welfare assistance, compared with the experience of 
non-trainees.  In other words, they were, if anything, worse off than 
similar workers who had not had government-sponsored skill development 
assistance.  The reasons for this are not clear at present. 
 
6.158 Training for social assistance recipients (SARs) can produce 
positive results.  The available information indicates that SARs 
enjoyed substantial gains in both earnings and employability after 
undertaking training.  They exhibited reduced dependence on social 
assistance, an increase in weeks employed and greater labour force 
attachment.  However, there was also a subsequent increase in the use 
of Unemployment Insurance at the end of SARs' employment spells, as a 
result of greater UI eligibility and assistance from employment gains 
and wages. 
 
6.159 Increased employment of SARs, when it leads to increased use of 
Unemployment Insurance, will involve a transfer from one income support 
program to another.  The Department claims that the program showed a 
net benefit for the national economy.  It is not clear, however, to 
what extent the newly trained workers displace others from employment 
or push them into the social safety net.  This should be investigated 
by the Department. 
 
6.160 Cost-effectiveness of resource distribution needs study.  There is 
a need to reassess the present resource distribution between "passive" 
labour market measures such as income support and "active" measures 
such as training and other types of worker redeployment programs. 
 
6.161 Data on seven leading industrial countries, prepared by the 
Organisation for Economic Co-operation and Development, show that 
Canada's expenditure on unemployment compensation, which amounted to 
nearly 2.3 percent of its Gross Domestic Product in 1992, was second 
only to Sweden's.  Even when differences in unemployment rates are 
taken into account, Canadian expenditure on unemployment compensation 
remains high in comparison with that of countries such as the United 
States, Japan, France and the United Kingdom (Exhibit 6.27). 
 
Exhibit 6.27 
 
Expenditure on Unemployment Compensation as a Percentage of the Gross 
Domestic Product versus National Unemployment Rate 



 
    Canada France Germany Japan Sweden U.K.  U.S. 
    1992-93 1991  1992  1990-91 1992-93 1992-93 1991-92 
Unemployment 
Compensation   2.28  1.46 1.32  0.32  2.71  1.69  0.58 
 
Standardized 
Unemployment Rate 11.20 10.20 4.80* 2.20  4.80  9.90  7.30 
 
* West Germany only 
 
Source: Employment Outlook, OECD, 1993 



 
6.162 In contrast, the Canadian percentage of Gross Domestic Product 
spent on "active" labour market measures such as training is more in 
line with the mainstream of advanced industrialized countries (Exhibit 
6.28). 
 
6.163 Overall, Canada has the lowest ratio of expenditures on active to 
passive measures.  As indicated earlier, available information on the 
UI Program's positive effects underlines the limited effectiveness of 
passive income assistance alone in enhancing the redeployment of 
workers to other jobs.  This raises an important value-for-money 
question about levels of expenditure on passive income support under 
UI. 
 
Exhibit 6.28 
 
Unemployment Compensation Active Measures versus Passive Measures as a 
Percentage of the Gross Domestic Product 
 



     Canada France Germany Japan Sweden U.K.  U.S. 
     1992-93 1991  1992  1990-91 1992-93 1992-93 1991-92 
 
Active Measures % of GDP 0.68  0.88  1.64  0.13  3.21  0.59  0.25 
 
Passive Measures % of 
 GDP    2.28  1.94  1.81  0.32  2.78  1.69  0.58 
 
Ratio Active/Passive 
 % of GDP   0.30  0.45  0.91  0.41  1.15  0.35  0.43 



 
Active labour market measures relate to government programs such as 
labour market training, public employment and measures to make the 
disabled more self-reliant. 
 
Passive measures relate to income support only. 
 
Source: OECD 
 
Negative Effects of the Programs 
 
6.164 There is inadequate information on possible negative effects from 
the social programs.  In addition to positive results, there is 
evidence that the programs may have significant negative effects in 
relation to achieving the programs' objectives and intended results.  
Further clarification and measurement of such effects by the Department 
should be a high priority. 
 
6.165 Negative effects raise important value-for-money issues because 
they can undermine or counteract positive results produced by the 
programs, increase program costs, and decrease program effectiveness. 
 
6.166 Our assessment, based on the limited information available, is 
that there may be possible negative effects from federal social 
programs in the following areas: 
 
 • chronic dependence on government programs; 
 
 • built-in work disincentives for clients in the welfare 
system; 
 
 • increased worker layoffs by employers as a result of UI; 
 
 • the social programs may be causing increased unemployment 
levels; and 
 
 • where UI-induced unemployment occurs, there may be 
significant costs beyond a waste of program resources. 
 
6.167 As early as 1981, a major study undertaken by the government, 
Unemployment Insurance in the 1980s, acknowledged that the UI Program 
might be exerting an unwanted influence on Canada's national 
unemployment rate.  The Royal Commission on the Economic Union and 
Development Prospects for Canada (the Macdonald Commission) concluded 
in 1985 that certain UI provisions affected the incentive structure and 
adjustment mechanism of the labour market. 
 
6.168 Chronic dependence on government programs.  Recent evidence raises 
concern that there is an extensive and growing dependence on government 
social programs. 
 
6.169 While use of social programs naturally increases during economic 
slowdowns, the programs do not return entirely to earlier levels when 
economic and employment growth recovers.  Rather, the programs continue 



to operate at higher levels that become the new "floor" for subsequent 
activities (Exhibit 6.29). 
 
 
Exhibit 6.29 is not available, see the Annual Report. 
 
 
6.170 The extensive repeated use of UI has led some observers to 
characterize a significant part of the assistance as a form of regular 
income supplement.  Departmental information on program "repeaters" for 
1991 indicates that some 1.3 million regular claimants (about half) had 
used UI at least one additional time in the previous two years.  One-
third of regular claimants had at least three other claims in the 
preceding seven years.  On the basis of these figures alone, it must be 
expected that the costs arising from program dependence are 
considerable. 
 
6.171 A departmental evaluation study confirms the trend of increased 
program use indicated by the data.  The study concludes that a "first 
time exposure to UI permanently increases the probability of receiving 
UI again in the future."  The study's results indicate that the first 
use of UI increases the probability of future use by 12 percent for 
older workers and 6 percent for younger workers. 
 
6.172 Built-in work disincentives for clients in the welfare system.  
Back in the 1960s, most people on assistance were aged people and 
persons with disabilities who were not at that time expected to earn 
income through employment.  Since the 1980s, problems related to 
disincentives to work have started to emerge, with an increasing number 
of employable individuals claiming welfare. 
 
6.173 Every province has a set of guidelines known as "earning 
exemptions".  These are the amounts that welfare recipients may earn 
without any reduction to their welfare assistance.  Earnings from 
employment that exceed designated levels typically reduce welfare 
benefits, dollar for dollar.  Welfare recipients are allowed to keep 
only a small portion of the earnings; the net gain from working is 
minimal. 
 
6.174 Furthermore, the earnings of welfare recipients are subject to 
income taxes and payroll taxes; welfare income in itself is not 
taxable.  Thus, the combined effects of earning exemptions and taxation 
on earned income constitute a barrier to moving off welfare. 
 
6.175 Social assistance recipients who enter or re-enter the labour 
market may lose access to income in kind, for example, health-related 
benefits, dental care, medication plans and assistance for work-related 
expenses.  Although the value of income in kind is not known, it can be 
worth substantial amounts of money, especially for households with any 
form of special need, such as a medical or disabling condition. 
 
6.176 According to a study by the Economic Council of Canada, a growing 
proportion of the new employment opportunities is in non-standard jobs 
(that is, work arrangements that differ from the traditional model of 



full-year, full-time employment).  About 44 percent of all new jobs 
created between 1981 and 1989 were short-term or part-time jobs.  This 
type of employment represented about 28 percent of all jobs in 1989.  
Statistics Canada data show that part-time employment rose by 211,000 
between 1990 and 1993, while full-time employment fell by 400,000, 
indicating that the trend observed in the 1980s is continuing in the 
1990s. 
 
6.177 Non-standard employment typically, although not always, offers low 
wages, few benefits and little security.  According to the Economic 
Council study, the difference between government financial assistance 
provided to people in need and the income earned from jobs that are 
less than full-time may not be large enough to encourage some people to 
work; the extent of such a disincentive effect was not estimated.  
There is also a risk that any increase in income support levels may 
even encourage some low-wage earners to withdraw from the labour force 
(see paragraphs 6.214 to 6.217).  More and better research on these 
issues is needed. 
 
6.178 Increased worker layoffs by employers as a result of UI.  From the 
individual employer's point of view, the wage bill and short-term 
production costs can be reduced by the use of a combination of 
temporary layoffs and recalls of workers eligible for Unemployment 
Insurance.  The more generous the UI provisions, the greater the 
acceptability to workers of such layoffs as a response to a firm's 
business fluctuations.  As noted above, the Economic Council of Canada 
has estimated that as many as 44 percent of the jobs created in the 
1980s were unstable. 
 
6.179 Preliminary information on UI Program effects, from departmental 
evaluation studies, gives a further perspective on the problem. 
 
6.180 This information indicates that layoffs exceed the level of job 
quits as part of the movement of workers out of employment each month. 
 In some cases, extensive repeated use of the UI Program has been 
occurring in association with the same group of employers; over 40 
percent of workers with five or more UI claims had each been employed 
by three or fewer employers.  This implies a significant layoff-recall 
pattern among certain employer groups. 
 
6.181 Analysis sponsored by the Department also indicates that, when 
qualifying periods for UI are increased, it is employers who tend to 
adjust short-term employment periods to ensure UI eligibility before 
laying off workers.  Thus, the adjustment to changing UI provisions 
involves employers as well as workers. 
 
6.182 As indicated in paragraph 6.277, the use of UI varies 
significantly among industry sectors.  This means that premium revenue 
from some sectors is used to finance heavier program use in others.  
This raises the issue of experience rating (discussed further in 
paragraphs 6.229 to 6.231).  Moreover, such use of UI resources may 
cause certain sectors to retain too much labour, at the expense of 
contributors in other industry sectors. 
 



6.183 From the available information, there are grounds for concern that 
the UI Program's provisions may be contributing to increased short-term 
job spells in the economy.  This possible effect needs further 
examination by the Department. 
 
6.184 The social programs may be causing increased unemployment levels. 
 The two income transfer programs examined as part of our study raise 
concerns.  In both Unemployment Insurance and the Canada Assistance 
Plan, work disincentive effects may accompany the programs. 
 
6.185 In the case of income transfers and other social assistance 
benefits supported through the Canada Assistance Plan, only very 
limited information is available (see paragraphs 6.148 to 6.154).  It 
is not clear how extensive the work disincentive effects may be (see 
paragraphs 6.172 to 6.177).  Yet, it is extremely important to have 
this information if value for money is to be obtained from scarce 
program resources. 
 
6.186 In the case of the Unemployment Insurance Program, there is a 
clearer perspective.  Here too, however, the information base is 
seriously incomplete. 
 
6.187 There is at present no clear consensus on what the precise effects 
of UI are on overall unemployment in Canada. 
 
6.188 However, the available evidence indicates that the UI Program's 
activities are accompanied by certain work disincentives and there is a 
significant risk that these may be increasing Canada's unemployment 
rate (Exhibit 6.30).  The Department should clarify this matter as 
quickly as possible. 
 
Exhibit 6.30 
 
Risk Analysis, 
UI Work Disincentives and Canada's Unemployment Rate 
 
Summary of Key Factors 
 
1.Continuing high levels of expenditures of the Canadian UI Program 

relative to that of other countries (paragraph 6.161). 
 
2.Incidence of repeating UI claimants (paragraph 6.170). 
 
3.Reduced stability of employment (paragraph 6.178). 
 
4.UI Exhaustees: 
 
 Range from 23 percent to 29 percent of claimants. 
 
After exhausting their claims, over 50 percent of exhaustees found 

employment within a short time (2 months) in the 1988 to 1991 
period. 

 
5.Duration of claims among certain groups influenced by UI level of 



income support. 
 
6."High-frequency" users tend to account for an increasing share of UI 

spells (paragraph 6.192). 
 
6.189 As noted, the 1981 study, Unemployment Insurance in the 1980s, 
identified concerns that the increased availability and level of 
support of UI after 1971 might have brought an upward shift in the 
unemployment rate, ranging from 0.5 to 1.3 percentage points. 
 
6.190 Subsequent studies, most of which were undertaken outside 
government, produced a range of estimates; in some cases, they failed 
to find any effect, and in others, they estimated upward shifts in 
unemployment ranging up to two percentage points and beyond.  
Consequently, it is clear that this is a difficult area to measure. 
 
6.191 The Organisation for Economic Co-operation and Development (OECD) 
concluded, in a 1991 study, that the provision and availability of UI 
in Canada had added two percentage points to the level of unemployment 
after the program changes of the 1970s. 
 
6.192 Subsequent revisions to UI are likely to have lowered the level.  
However, given the continued generosity of Canada's UI system, compared 
with many in other advanced industrialized countries, and the longer-
term trend for high frequency users to account for an increasing share 
of UI spells, the net effect of UI-induced unemployment is likely to 
remain significant.  The program would thus have a structural effect on 
the labour market, through worker and employer behaviour in response to 
its provisions. 
 
6.193 The UI Program is so large that even a relatively small induced 
unemployment effect can have significant cost implications.  For 
example, adding a one-half percentage point to the unemployment rate 
through increased program use due to work disincentives could involve 
more than $500 million in current program expenditures.  This is an 
important, negative and unintended effect.  The Department should 
ensure that its assessment of the impact of UI on the unemployment rate 
is reported to Parliament and that the implications for program 
expenditures are identified. 
 
6.194 Where UI-induced unemployment occurs, there may be significant 
costs beyond a waste of program resources.  As discussed in the section 
on socio-economic trends, one striking characteristic of the changed 
environment has been the trend toward increased unemployment in the 
economy even when economic growth is occurring.  While there are 
probably several factors involved, our examination has raised the issue 
of UI work disincentives generating voluntary unemployment.  With 
voluntary unemployment, even if job openings were available, workers 
would prefer the benefits of the social safety net, and the level of 
unemployment in the economy would rise. 
 
6.195 We have also noted that job vacancies in the economy appear to 
have been co-existing with much higher unemployment levels than in the 
past.  OECD estimates for Canada indicate a basic doubling of the 



unemployment rate between the mid-1960s and the late 1980s occurring 
while the rate of job vacancies was basically similar during these 
periods. 
 
6.196 Where significant levels of job openings and unemployment occur at 
the same time, it raises the issue that constraints to economic growth 
may be a result.  The 1991 OECD analysis of vacancies and unemployment 
in the Canadian labour market demonstrates a growing long-term trend 
toward such conditions during periods of economic growth. 
 
6.197 According to available benchmark information, if UI-induced 
unemployment constrained economic growth as a result of voluntary 
unemployment, increasing the unemployment rate by 0.5 percent, then the 
cost to the economy could involve up to $7.5 billion in lost output - a 
very high cost indeed.  This is not a pressing issue in present 
economic conditions.  However, it is still important to identify as 
fully as possible any effects from the program in this respect. 
 
6.198 A 0.5 percentage point level of UI-induced unemployment would not 
necessarily have this full effect since, in some cases, UI may be 
inducing people who would not otherwise be participating in the labour 
force to register as unemployed.  Also, in the case of UI clients, 
there may be further factors (such as the occupational skills and 
industry sectors involved) that will reduce the impact of the loss of 
production. 
 
6.199 However, our analysis offers strong evidence (paragraphs 6.189 to 
6.193) that a loss-of-production effect in the Canadian economy should 
be a source of concern.  The actual impact should be examined and 
measured by the Department as part of its program evaluation efforts. 
 
6.200 In our opinion, such possible negative effects should have been 
investigated and measured years ago, for reasons of sound governance 
and to fulfil the requirement for accountability to Parliament for 
moneys voted. 
 
Inter-program Linkage 
 
6.201 Social programs, as described earlier in this chapter, are often 
grouped and described in terms of a safety net.  This suggests that the 
various component programs do not operate in isolation from one 
another.  Along with direct program effects, there are additional 
effects to be considered, which result from inter-program linkage. 
 
6.202 Program linkage can, at times, expand or compound particular 
program effects on the economy or the clientele.  Programs can be 
designed to complement each other to produce jointly intended program 
results.  In other instances, program interactions can work at cross-
purposes and detract from the achievement of program objectives. 
 
6.203 We examined the limited available information on inter-program 
linkage and its effects.  Exhibit 6.31 assesses some possible key 
program links.  The most important findings are summarized below. 
 



Exhibit 6.31 
 
The Federal Social Safety Net Programs 
 
Examples of Key Program Links 
 
Key Areas of Potential Program 
Links      Evidence 
 
Provincial welfare systems and 
Unemployment Insurance A significant proportion of welfare recipients 

also received Unemployment 
Insurance at some point. 

 
A 1992 departmental study concludes that UI may be used as a substitute 

for welfare. Estimated UI costs:  
$2.3 billion in 1991. 

 
Immigration, Employment and 
Unemployment Insurance Approximately 38% of employment growth in 

Ontario in 1986-1991 filled by 
workers from abroad. 
Interprovincial fiscal transfer 
from Ontario to regions of higher 
unemployment through UI amounted to 
$2.3 billion in 1992 

 
Federal training programs, 
social assistance and 
Unemployment Insurance Departmental evaluations show that training 

for UI claimants and social 
assistance recipients has some 
positive effects.  However, in 
certain cases, their dependence on 
social programs increases. 

 
Social assistance and minimum 
wage A National Council of Welfare study suggests that there are strong 

disincentives for some social 
assistance recipients to accept 
minimum-wage work. The extent of 
such a disincentive effect was not 
estimated. 

 
6.204 There is evidence that, in some contexts, welfare claimants move 
between welfare and UI.  A significant proportion of welfare recipients 
have also received Unemployment Insurance.  Statistics Canada's Labour 
Market Activity Survey indicates that approximately 32 percent of 
people in Canada's working-age population who received welfare sometime 
between 1988 and 1990 also received Unemployment Insurance.  This group 
made up roughly nine percent of UI claimants during the same period.  
The implication from this is that any changes to the provisions of the 
UI Program are likely to have an impact on provincial welfare systems. 
 



6.205 A preliminary report of a departmental evaluation covering 1993 
indicates that, in the first five months following job separation, 
nearly six percent of UI claimants also received social assistance.  
However, in over half the cases, welfare assistance was claimed for a 
two-week period while claimants waited for UI benefits. 
 
6.206 As a measure of last resort, it would be expected that, in the 
case of the long-term unemployed, workers exhausting UI would then move 
to welfare, where eligible.  What the departmental evaluation shows is 
that a significant number of UI claimants ask for welfare prior to 
receiving UI, because of the two-week waiting period for the UI program 
to respond to their claim. 
 
6.207 A 1992 departmental study looked at the possibility of provincial 
government measures moving welfare claimants onto the UI rolls.  It 
calculated that the resulting cost to the UI Program may have reached 
$2.6 billion in 1991.  This raises concerns that an ongoing "recycling" 
is under way between the social programs, rather than cost-effective 
action to enhance long-term employability. 
 
6.208 The Immigration and Unemployment Insurance programs may at times 
be operating at cross-purposes.  Workers from abroad played a 
significant role as a supplementary source of labour between 1986 and 
1991 in Ontario and British Columbia, two regions of employment growth 
(Exhibit 6.18).  In Ontario, immigrants were considerably more 
significant than net internal labour movements from other provinces, 
while in British Columbia, they were roughly equal. 
 
6.209 Both the Macdonald Commission and the OECD have voiced concerns 
that an unintended effect of social programs such as UI has been the 
interruption of the geographical adjustment of labour supply and demand 
in response to the jobs the Canadian economy creates. 
 
6.210 Thus, a paradox exists:  serious regional disparities in 
unemployment (labour surpluses) co-existing with a strong dependence on 
a supplementary labour supply channel from abroad (immigration) to fill 
Canada's occupational needs.  Workers coming to Canada through this 
channel, which leads mainly to regions of employment growth, contribute 
to programs such as UI and greatly assist in paying for the 
interprovincial transfer of funds to regions of higher unemployment.  
In other words, the supply of labour from abroad assists in 
underwriting the costs of the social programs that the Macdonald 
Commission and the OECD felt were making more difficult the matching of 
labour demand and existing labour supply in Canada.  This can result in 
the need for further supplementary labour supplies from outside the 
country to fill labour requirements in areas where there are employment 
opportunities, while other areas continue to experience labour 
surpluses. 
 
6.211 The problem of matching labour demand and labour surpluses within 
Canada can involve several areas of concern.  One is the movement of 
workers to other regions where jobs are more plentiful.  A further 
concern is the possible role played by supplementary supplies of labour 
from abroad in influencing the concentration of Canadian industry in 



regions of existing economic growth, while other regions experience 
high unemployment.  We were unable to find adequate information 
touching on this issue of possible program effects.  Yet, the possible 
implications clearly indicate that this is a very important issue that 
should be considered in the context of the range of effects 
accompanying Canada's immigration system. 
 
6.212 Federal training programs for UI claimants and social assistance 
recipients (SARs) have an impact on their earnings, employability and 
dependence on social programs.  A departmental study shows that some 
types of training for UI claimants increase their earnings and 
employability.  As mentioned in paragraph 6.157, in certain cases, 
trainees registered a modest but significant rise in applications for 
welfare assistance, compared with the experience of comparable workers 
who had not taken training. 
 
6.213 As indicated in paragraph 6.158, training for SARs increases their 
earnings and employability.  The Department indicates that, as a 
result, dependence on social assistance is reduced.  However, 
provincial government measures appear to be moving welfare claimants 
onto Unemployment Insurance.  It is also not clear to what extent newly 
trained workers displace others or cause them to move to social 
assistance.  This should be investigated further by the Department. 
 
6.214 There is often little financial incentive for a social assistance 
recipient to accept minimum-wage work.  Welfare rates generally are 
calculated on the basis of family size.  Minimum wage is a standard 
amount that does not vary with the circumstances of the household.  
Depending on the province, the size of a family and its needs, a 
household can be better off on welfare than on a minimum-wage income. 
 
6.215 Exhibit 6.32, prepared by the National Council of Welfare, 
compares welfare benefits, which are not taxable, to working at minimum 
wage.  An incentive to work is calculated when earnings from minimum-
wage jobs (gross income minus deductions from income taxes, CPP 
contributions and UI premiums) exceed the net welfare income (basic 
welfare income plus exempt earnings permitted without any reduction in 
welfare benefits).  Disincentives are noted where welfare benefits are 
higher than earnings from minimum-wage jobs. 
 
6.216 According to the National Council of Welfare, there are strong 
incentives for employable single people and two-earner couples to work 
in most provinces, but strong disincentives for other types of 
recipients.  The table shows that earning less or more on welfare than 
on minimum wage is an incentive or a disincentive (shown in parentheses 
in the exhibit).  This may be the case but there is no evidence on what 
these differences should be, in dollar terms, to really act as a 
motivation for taking work. 
 
Exhibit 6.32 
 
Incentives (and Disincentives) by Household Type 
 
Welfare versus Work at the Minimum Wage 1992 



 
(Dollars) 



 
       Household Type 
    Single 
    Employable Disabled Single One-Earner Two-Earner 
Province/Territory Person  Person Parent Couple  Couple 
 
Newfoundland  4,270  (842) (2,135) (2,696)  5,022 
 
Prince Edward 
 Island    125  (967) (2,697) (8,080)   (312) 
 
Nova Scotia  2,448    (1,548) (2,853) (3,717)  4,269 
 
New Brunswick  3,601  (771)   (789) (3,003)  4,977 
 
Quebec   2,207  1,127  2,793   (574)  7,154 
 
Ontario   1,788     (2,412) (4,685) (8,810)    735 
 
Manitoba     (42)    478    (46) (9,047)  (1,353) 
 
Saskatchewan  3,327   (408)   (618) (4,390)   2,467 
 
Alberta   2,059  1,039 (1,815) (7,407)  1,049 
 
British Columbia 2,349     (1,199) (2,556) (5,572)  2,925 
 
Yukon   2,901  1,821 (1,115) (7,723)  1,766 



 
6.217 In many cases, the support levels for welfare substantially exceed 
feasible earning levels for those in minimum-wage jobs.  This could be 
inequitable to those who support themselves and their families through 
low-wage employment.  This possible inequity is exacerbated by the fact 
that many welfare clients are also eligible for income in kind (non-
cash income) such as subsidized housing, training, family dental care, 
and so on.  Since these are strong disincentives for some welfare 
recipients, measures to help them enter the labour market should be 
explored. 
 
6.218 In summary, we have looked in this section at three large spending 
programs.  These are Unemployment Insurance, social assistance programs 
supported by CAP, and training for UI claimants and social assistance 
recipients.  In each case, we were attempting to determine what they 
were intended to achieve, and to discover from departmental information 
and other sources the actual effects of the money spent. 
 
6.219 Recent program evaluation initiatives by the Department of Human 
Resources Development are significantly increasing the available 
information on UI effects.  Its coverage needs to be extended to 
additional effects resulting from inter-program linkage in the socio-
economic field.  There is simply no shortcut to building up a body of 
evaluation information on a program over a period of years. 
 
6.220 In our opinion, the results measurement now being undertaken by 
the Department can make a real and positive difference to the public 
debate.  Making these studies available on a timely basis will shed 
more light on the results achieved by federal social programs. 
 
Matters Related to the Financing of UI 
 
6.221 Unemployment Insurance is financed by contributions from employers 
and employees.  There is a uniform annual UI premium rate in Canada, 
expressed as a percentage of insurable earnings.  Deficits are financed 
through advances, bearing interest, from the Consolidated Revenue Fund. 
 For example, the advances from Canada as at 31 December 1993 amounted 
to $5.7 billion.  Exhibit 6.33 presents the financial situation of the 
account from 1989 to 1993. 
 
6.222 Changes have been made in the method of financing UI and in its 
benefits.  The federal government, which had borne more than a third of 
the costs of UI in the 1970s, progressively transferred all costs to 
employers and employees between 1979 and 1990. 
 
Exhibit 6.33 
 
Financial Situation of the Unemployment Insurance Account 
1989-1993 
 
(millions of dollars) 



 
       1989  1990  1991  1992  1993 
 
Unemployment Rate    7.5%  8.1%  10.3% 11.3% 11.2% 
 
Program 
CostsRegular benefits  9,704 11,155 14,693 15,245 14,258 
  Developmental uses    391    500  1,134  1,837  1,753 
  Special benefits  1,008  1,118  1,573  1,737  1,704 
  Fishing benefits    269    264    291    291    257 
 
  Net Benefits   11,372 13,037 17,691 19,110 17,972 
Non- 
Program 
Costs Administration, other,  1,047 1,209 1,270 1,151 1,300 
  Net interest (revenue)   (60)  (222)     5   255   405 
 
  Net Costs    12,359 14,024 18,966 20,516 19,677 
Revenue Government's share   2,748  2,416 
  Premiums    10,369 12,926 14,760 17,885 18,469 
 
  Net Revenue   13,117 15,342 14,760 17,885 18,469 
 
Annual surplus or (deficit)     758  1,318 (4,206) (2,631) (1,208) 
 
Cumulative surplus or (deficit)  1,113  2,431(1) (2,045) (4,676) (5,884) 
 
Source: UI Financial Statements 

(1)Restated to $2,161 million to reflect accrual accounting adopted in 1991 



 
6.223 UI premium rates increased by 54 percent between 1989 and 1993, 
while the UI account went from a cumulative surplus of $1.1 billion to 
a cumulative deficit of $5.9 billion at the end of 1993.  For 1994, the 
Employment and Immigration Commission forecast an annual surplus of 
some $2 billion that should reduce the cumulative deficit to less than 
$4 billion. 
 
6.224 UI financing raises several important questions that should be 
dealt with in the context of a Social Security Review, but which we 
cannot fully address in this study because they relate to policy.  In 
particular: 
 
 • what are the appropriate roles of the private sector (through 
employers and employees) and of government in the financing and 
governance of UI? 
 
 • is the current premium allocation between employers and 
employees appropriate? 
 
 • how should premium rates and maximum insurable earnings be 
determined? 
 
 • should the treatment of earnings while clients claim benefits 
be changed to reduce work disincentives? 
 
 • should the benefit repayment provision for high-income 
claimants be changed to alter the threshold for repayment? 
 
6.225 Our study focussed on three issues related to the financing of UI, 
which we feel are important.  They are: 
 
 • UI contributors and beneficiaries; 
 
 • the cost of financing the UI deficit; and 
 
 • the impact of the UI deficit on the deficit of the Government 
of Canada. 
 
UI Contributors and Beneficiaries 
 
6.226 In 1992, some 12.9 million employees contributed to UI while an 
average of 1.4 million individuals received benefits monthly.  The 
proportion of beneficiaries to contributors varied from province to 
province.  It ranged from 14 to 34 percent for Quebec and the Atlantic 
provinces and from 7 to 10 percent for the Territories, Ontario and the 
western provinces. 
 
6.227 Some industries are financing less than their share of benefits.  
Industry-related data, obtained from the Department, show that 
unemployed workers in the primary and construction industries collected 
from UI more than three times the amount those industries contributed 
in 1992 (see Exhibit 6.34).  These two sectors accounted for more than 
20 percent of benefits paid. 



 
6.228 As recognized in many studies, large variations in the use of UI 
between industrial sectors have led to a situation where industries 
providing relatively stable, year-round employment are regarded as 
subsidizing less stable industries. 
 
6.229 Experience rating is often proposed as a means of eliminating or 
reducing cross-subsidies between industries.  It is argued that, in 
keeping with "insurance principles", firms or industries that generate 
a disproportionate amount of unemployment through their layoff 
practices should pay higher premiums.  The 1971 Act allowed the Canada 
Employment and Immigration Commission to make regulations for 
experience rating of individual employers.  This provision was repealed 
in 1977 without ever having been used. 
 
6.230 The Commission is on record as rejecting experience rating in its 
own reviews (1977, 1980 and 1986).  The government argued, among other 
things, that it was paying a substantial portion of UI costs.  It 
maintained that some costs were beyond the employers' control and, 
therefore, should not be financed according to experience rating.  It 
also argued that experience rating could potentially reduce employment 
opportunities in small firms and for youth.  Administrative costs were 
also cited as an issue. 
 
6.231 In the present context of scarce program resources, user pay is 
being more and more studied.  This raises questions about the extent to 
which cross-sector subsidies pay for repeated use of UI by employees in 
seasonal industries. 
 
6.232 A 1993 Statistics Canada study reported that seasonal employment 
accounted for a large portion of the repeated use of UI in the short 
term (defined as individuals claiming UI twice within 14 weeks).  A 
recent departmental analysis indicates that UI claimants in seasonal 
employment impose a high ongoing cost.  For example, in 1989, claimants 
in seasonal industries made up about a third of all claimants of 
regular benefits.  About 80 percent of these made repeated claims 
within a two-year period. 
 
6.233 Seasonal regulations were introduced in 1946.  In 1956, coverage 
was extended to self-employed workers in the fishing industry.  
Seasonal benefits were integrated with the regular benefits, commencing 
in 1957-58, by the extension of benefit duration to about five-and-a-
half months. 
 
6.234 In 1962, a Committee of Inquiry into the UI Act proposed that 
seasonal benefits be replaced by an extended benefit plan reflecting 
regional variations in unemployment and financed by general revenues.  
Seasonal benefits were viewed as a major departure from the principles 
of social insurance.  The objection was not so much that persons 
working only part of the year in insured employment received a subsidy 
during the off-season, but rather that the subsidy was drawn from an 
insurance plan and financed by insurance contributions. 
 
6.235 In 1971, with relaxed entrance requirements for regular benefits 



and an extension of their duration, seasonal benefits were no longer 
required.  The government assumed more responsibility for financing the 
extended benefits that were attributable to national and regional 
unemployment rates over four percent. 
 
6.236 The 1990 legislative changes simplified the structure of regular 
benefits and it is no longer possible to identify the amount of 
extended benefits attributable to regional unemployment rates.  The 
duration of regular benefit payments remains tied to regional 
unemployment rates, with the cost, as noted, now shifted to employers 
and employees. 
 
Exhibit 6.34 
 
Ratio of UI Benefits to Program Contributions by Industry 
1992 
 
Industry     Ratio 
Primary     4.03 
Construction    3.81 
Food and Beverage Services 1.64 
Mining     1.23 
Transportation    1.18 
Business Services   1.10 
Manufacturing     .98 
Retail Trade     .94 
Wholesale Trade    .85 
Finance      .58 
Government     .53 
Health      .48 
Communications     .44 
Education      .42 
Other     1.33 
 
All industries    1.00 
 
Source: Canada Employment and Immigration Commission 
 
The Cost of Financing the UI Deficit 
 
6.237 The 1971 legislation modified UI financing from a "funded" basis 
that established a reserve to cover existing liabilities, to a "pay as 
you go" basis.  The reserve had eliminated the need for sharp premium 
rate fluctuations that can cause difficulties for employers.  With the 
new approach, UI was for the first time allowed to accumulate deficits. 
 The law set out a new rate-setting procedure that would eliminate any 
cumulative deficit over a relatively short period.  The law made rate 
changes mandatory within two years of a deficit or surplus being 
incurred. 
 
6.238 In the absence of a reserve, UI has had a cumulative deficit for 
14 of the 22 years since 1972 and incurred over $3 billion in interest 
costs.  An additional $1 billion has been projected for interest 
charges to finance its current deficit.  It took about six years to pay 



off the cumulative deficit in the 1980s (see Exhibit 6.35). 
 
6.239 One concern about the way premium rates are set relates to their 
year-to-year instability and, in particular, to the timing of rate 
adjustments with respect to business cycles.  The timing appears to be 
disruptive to the economy. 
 
6.240 The effect of rate increases on the economy is illustrated by the 
following examples.  At the start of 1983, with the economy near its 
recessionary trough, the combined employer and employee premium rate 
was increased from 3.96 percent to 5.52 percent of insurable earnings. 
 This represented an increase of some $2 billion in UI premium payments 
from employers and workers over a year. 
 
6.241 A similar situation occurred in the recession that started in 
1990.  The combined rate had already been raised to 5.4 percent in 
1990.  Again, with the economy near its recessionary trough in late 
1992, the combined rate was moved up to 7.2 percent, representing an 
increase in UI premium payments of some $3 billion for the year ahead. 
 
Exhibit 6.35 
 
Unemployment Insurance Premium Rates and Fiscal Situation 1972-1993 
 



  Premium Rates  Annual Cumulative Interest 
  (% of insurable Surplus/ Surplus/  Revenue/ 
  earnings)   (Deficit) (Deficit)  (Cost)(1) 
 
  Employee/   Millions Millions  Millions 
Year  Employer     of $   of $    of $ 
 
1972  0.90/1.26   ( 388) ( 152)  (    1) 
1973  1.00/1.40   ( 350) ( 502)  (   16) 
1974  1.40/1.96      85 ( 418)  (   27) 
 
1975  1.40/1.96     321 (  97)  (   14) 
1976  1.65/2.31     301   204   8 
1977  1.50/2.10     210   414      12 
1978  1.50/2.10     327   741      20 
1979  1.35/1.89   (  91)   650      25 
 
1980  1.35/1.89   ( 656) (    6)      12 
1981  1.80/2.52     337    331      26 
1982  1.65/2.31      (2,728) (2,397)  (   89) 
1983  2.30/3.22      (1,457) (3,854)  (  409) 
1984  2.30/3.22       ( 692) (4,546)  (  453) 
 
1985  2.35/3.29     101 (4,445)  (  522) 
1986  2.35/3.29     653 (3,792)  (  463) 
1987  2.35/3.29   1,424 (2,368)  (  275) 
1988  2.35/3.29   2,724    356  (  104) 
1989  1.95/2.73     758  1,113      60 
 
1990  2.25/3.15   1,318  2,161(2)     222 
1991  2.25/3.15(3)     (4,206) (2,045)  (    5) 
1992  3.00/4.20      (2,631) (4,676)  (  255) 
1993  3.00/4.20      (1,208) (5,884)  (  405) 
 



 
(1)  Interest Cost 1972 to 1993 = $3,010 million 
(2)  Originally $2,431 million, restated to reflect accrual accounting 
(3)  UI rate increased to 2.80/3.92 for the second half of the year 1991 
 
Source: Canada Employment and Immigration Commission 
 
6.242 Increases of 54 percent in the rate since 1989 are attributable, 
for the most part, to an expansion in the developmental uses of UI, to 
the end of the government's participation in financing UI, and to the 
recession.  A large deficit and a subsequent rise in premiums in the 
early stage of an economic recovery can generate pressures for benefit 
reductions. 
 
6.243 As we mentioned in our 1988 Report, a reasonable reserve in the UI 
Account can be desirable.  It can alleviate the need for borrowing, 
reduce interest costs thereof, and provide some relative stability to 
the premium rate as well as protection against unexpected cost 
increases.  The accumulation of a reserve will, however, create 
pressure for extending benefit coverage or decreasing premium rates.  
This raises the question of what constitutes a reasonable reserve and 
what time is required to build it. 
 
The Impact of the UI Deficit on the Government of Canada Deficit 
 
6.244 In 1986, with changes in government accounting policies, 
Unemployment Insurance was consolidated into the Government of Canada 
accounting entity mainly for reasons of control and ownership.  UI 
expenditures and revenues are now shown in the government's financial 
summary, and its accumulated deficit or surplus is factored into the 
government's overall deficit.  Thus, the net financial balance of UI 
affects the government's annual budgetary results. 
 
6.245 In the short term, this interaction can influence the government's 
management of UI.  While UI is self-financing over time, however, its 
impact on the federal budget is neutral in the long term. 
 
Information Gaps 
 
6.246 Our examination of available information on the results achieved 
by the social programs has identified a number of serious gaps in 
information. 
 
6.247 In our opinion, these information gaps are important because they 
represent critical areas where parliamentarians need information on the 
performance and effects of the existing programs, to be able to 
consider more fully and realistically any future proposals for program 
development submitted for Parliament's approval.  Exhibit 6.36 
summarizes our findings on such information gaps.  We encourage the 
federal government to work with the provinces in order to fill some of 
the identified gaps. 
 
6.248 Statistics Canada calculated in 1994 that the underground economy 
was likely to range up to three percent of Gross Domestic Product, a 



share that translated into some $21 billion annually and included 
unrecorded employment activity.  It is not known to what extent 
participation in the underground economy co-exists with ongoing 
dependence on government social programs. 
 
6.249 Poverty is the subject of considerable debate in Canada.  To 
understand the nature of poverty, useful and credible indicators that 
are acceptable to all stakeholders would help.  The estimated number of 
poor and the poverty rate are two examples of key social indicators.  
At the present time, there is no general consensus on what poverty is, 
although numerous studies and research have been done on the subject. 
Like most nations of the world, Canada has no "official" measure of 
poverty. 
 
Exhibit 6.36 
 
Measurement of Program Results 



 
Key information Gaps 
 Program    Information Gap    Need to Measure 
 
Canada Assistance Plan (CAP)• Characteristics of clientele  (a)  Employability; 
of programs supported by CAP;  (b)  program dependence; 
claim duration; movement in  (c)  recycling between social 
and out of social assistance.   programs; 
             (d)  targeting issues. 
      • Work disincentives. 
 
Canada Assistance Plan  • Extent of SARs' participation 
      in the underground economy.  (a)  Program dependence; 
             (b) program costs. 
 
Training for Social   • Long-term employment outcomes. (a)  Net impact from 
Assistance   • Job displacement of other  training for SARs; 
Recipients (SARs)   low-income workers.    (b)  net benefits versus 
              costs. 
 
Unemployment Insurance  • Lack of clarity of objectives. (a) Program governance; 
             (b) program accountability; 
             (c) program costs. 
 
Unemployment Insurance  • Program payments less related (a) Redistributive effect. 
(Regular Benefits)   premium by income group 
      • Program revenues versus 
      expenditures by income group. 
 
Unemployment Insurance  • Repeating claimants and  (a) Possible negative (Regular 
Benefits)   seasonal workers.     effects; 
      • Work disincentives.   (b) program costs; 
      • UI-induced unemployment.  (c)effect if repeated program 

use were discouraged. 
    • UI-induced labour force 
participation. 
      • Lost production. 
 
Unemployment Insurance  • Employer behaviour   (a) Program effects on (Regular 



Benefits)    (increased layoffs).    instability of 
              employment. 
 
      • Extent of participation of 
      claimants in the underground 
economy. 
 
Unemployment Insurance  • Inter-program effects: UI and (a)  Immigration-UI and 
(Regular Benefits)   Immigration.      structural adjustment,    
      • UI and geographical mobility 
      of Canadian workers. 
      • Immigration and financial 
      contributions to UI fund. 
      • Immigration and location of 
    Canadian industry. 
 
Training for UI Claimants • First evaluation completed (1993) (a)  Monitor progress in      
      • Need for more frequent evaluations. 
 



 
6.250 Statistics Canada's low income cut-offs (LICOs) have been widely 
used as poverty measures, despite the fact that it has clearly and 
publicly stated that it does not regard LICOs as indicators or measures 
of poverty. 
 
6.251 Besides LICOs, several other measures have been suggested as 
poverty measures. Differences in methods result in significant 
differences in the estimates of the number of people living in poverty. 
 Thus, with several definitions used, it is currently difficult to 
determine precisely the number of poor and "near poor", and the extent 
of poverty in Canada. 
 
6.252 To get a very clear picture of the extent of poverty in Canada, 
researchers must "all march to the same tune".  The use of an approach 
that allows credible comparisons is of paramount importance.  
Parliament should have consistent and trustworthy information on 
poverty before considering any proposals for program redesign. 
 
 
Conclusion 
 
6.253 In this study, we have reviewed available information on program 
results and additional effects of inter-program linkage in three key 
social policy areas: regular UI benefits, social assistance programs 
supported by the federal government, and worker training for UI 
claimants and social assistance recipients.  We have identified serious 
concerns with respect to both information issues and value-for-money 
questions. 
 
6.254 We acknowledge that the Social Security Review covers other 
programs that we have not reviewed in this study.  We also understand 
that the issues we have raised cannot all be addressed at once and it 
is the prerogative of Parliament to decide what should or should not be 
considered. 
 
6.255 Over the past few years, we have noted special efforts to study 
many of the socio-economic issues facing Canada.  Such efforts by both 
the private and the public sectors are very encouraging.  More studies 
are planned for release this fall and in early 1995.  The results of 
these studies should provide more information, close certain gaps and, 
perhaps, raise more questions that will need answers. 
 
6.256 As we have seen, estimates of spending in the social field vary 
widely, depending on which programs are included.  The available social 
program statistics could be improved: there are problems of definition 
in estimating spending and in relation to the availability and quality 
of data.  With the spotlight on social programs, shortcomings in public 
social expenditure reporting are neither academic nor merely domestic. 
 
6.257 We have attempted to situate federal social spending in the 
context of overall social spending in Canada.  This will, we hope, help 
everyone see the national picture as well as the federal, provincial 
and municipal shares of social spending in Canada.  After all, the same 



taxpayers are the source of funds for all three levels. 
 
6.258 Our discussions with key stakeholders suggest that it is not clear 
if UI is to function as an insurance program or as a special income 
redistribution measure.  There is evidence of repeated use of UI by 
employees in seasonal work, of increased layoffs and of using UI to 
reduce costs in social assistance programs.  Thus, clarifying the 
objectives of the UI Program is important; contributors should have as 
clear a statement as possible of what the money is intended for and 
actually used for, and what results have been achieved. 
 
6.259 There is substantial evidence of benefits obtained from social 
programs.  These should not be overlooked.  UI payments provide an 
important safety net to unemployed workers, put funds into poorer 
regions of the country and, at low points in the business cycle, play a 
significant stabilizing role in the economy, reducing the severity of 
the downturn.  The Canada Assistance Plan, delivered through provincial 
programs, has successfully directed federal money to people in need and 
may have helped launch some social services in poorer regions.  
Training funds for both UI claimants and social assistance recipients 
have led to increased earnings and employability. 
 
6.260 However, using a variety of sources, we have identified evidence 
of possible negative effects that have received inadequate attention 
from the government.  These possible effects include long-term 
dependence on government programs; disincentives to work built into 
both UI and welfare systems; increased resort to layoffs and use of UI 
to carry firms through low production periods; and an overall rise in 
the national unemployment rate, combined with chronic labour surpluses 
in some regions of the country co-existing with dependence on labour 
supplies from abroad in others.  There are no easy, fast solutions for 
some of these problems. 
 
6.261 A further concern is the possibility that the UI Program, through 
its effects on unemployment, may be resulting in a poor employment 
performance by the Canadian economy in relation to its productive 
potential during periods of economic growth. 
 
6.262 There are also concerns related to the financing of UI:  the 
timing of rate adjustments, interest costs incurred because of the 
absence of a reasonable reserve in the UI Account, and temporary 
layoffs as a result of a uniform premium rate. 
 
6.263 It must be emphasized that, at the present time, there are more 
questions than answers concerning possible negative effects.  Yet, 
enough information exists to suggest that these questions should be 
taken seriously and evaluated by the government.  Answers - even 
approximate answers with identified margins of error - should be sought 
and brought forward for debate. 
 
6.264 From the available information, it is clear that UI and provincial 
social assistance measures provide financial support to the same 
clients that experience employment disruptions.  The impacts of inter-
program linkage should be clarified as Parliament considers social 



policy changes. 
 
6.265 The complexity, size, design and potential linkage of the social 
programs, their effects on workers' behaviour in the labour market, and 
the fact that the programs involve two or more levels of government 
call for improved accountability.  To a large extent, this can be 
assisted by filling the information gaps on what the programs are doing 
and the results they are achieving.  Given the debt and deficit 
situation, parliamentarians need a much clearer idea of what works and 
what does not. 
 
6.266 The government is faced with the difficult task of formulating 
policies that will give broadly consistent - not conflicting - signals 
across economic, fiscal, social and education fields, the labour 
market, and the public and private sectors.  Economic constraints 
should not be allowed to obscure the importance of social objectives, 
and social policies should not impede economic progress and should be 
framed in light of the fact that resources are limited. 
 
6.267 The issues and questions discussed in this study are unlikely to 
be temporary or self-correcting and they are certainly difficult to 
resolve.  What is at stake is the well-being of millions of Canadians 
who remain unemployed, who live in poverty, and who seek to improve 
their skills.  We hope that this study will be useful to 
parliamentarians as they consider the government's proposals. 
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Information for Parliament 
 
Departmental Reporting on Sectoral Activities and Follow-up of 1992 
Chapter on Departmental Reporting 
 
Assistant Auditor General:  Ron Thompson 
Responsible Auditor:  Jeff Greenberg 
 
Main Points 
 
7.1  Two years ago we called for government to reform its 
departmental reporting to be more transparent.  We suggested that 
Parliament should expect and receive a regular accounting for the 
exercise of the entire business of government: in a phrase, global 



stewardship.  This year, we continue this theme of transparency by 
following up on our 1992 Report, and extend it to the sectoral 
activities of government. 
 
7.2  As part of our normal follow-up process, we examined the 
government's intentions to reform departmental reporting as we 
recommended in our 1992 Report.  We found that the government is 
developing concepts and proposals for a broad reform of its management 
systems, which would include departmental reporting, but it has not yet 
released its plans.  With respect to implementing the pilot project to 
put the Part IIIs into electronic form, plans are currently under 
review. 
 
7.3  This year, we went beyond departmental reporting and examined 
the extent to which government reports on its many sectoral activities. 
 We did this because a considerable part of the government's business 
is delivered by more than one department.  In such cases, reporting 
that is department-oriented does not give a complete picture of those 
activities.  We found many examples of this in the sectoral audits we 
have reported on over the last few years. 
 
7.4  We believe that there should be better sectoral reporting.  
This means that when a sectoral activity is identified, one department 
has to be given the lead responsibility to provide a summary-level 
report to Parliament for the entire sector. 
 
7.5  But, in the end, reporting of any kind will not change soon 
unless Parliament is explicit in letting government know that current 
reporting is inadequate and that it wants it changed. 
 
Introduction 
 
7.6  In our 1992 Report we took a fresh look at departmental 
reporting to determine whether the existing reporting framework, 
developed in the early 1980s, was meeting reporting needs of the 1990s. 
 The study findings were based on substantial input from members of 
Parliament, the House of Commons Standing Committee on Public Accounts 
and senior bureaucrats.  The first part of this chapter summarizes the 
action taken by the government in response to the findings and 
suggestions we presented in our 1992 chapter. 
 
7.7  The second part looks at sectoral reporting.  In that part of 
the chapter the focus is on the many activities of government -- such 
as food safety, search and rescue, and immigration, to name a few -- 
that are being delivered by more than one department.  The concern is 
that reporting oriented exclusively to departments will not give a 
complete picture of those sectoral activities.  Our focus for this 
review is to examine current government policy for reporting on 
sectoral activities and provide suggestions for improving that 
reporting. 
 
Follow-up of 1992 Chapter 
 
1992 Chapter on Departmental Reporting 



 
7.8  In preparing the 1992 chapter we noted two overriding 
concepts: first, Parliament does not manage; that is the role of 
government. Second, the business of government must be open and 
transparent, irrespective of Parliament's use of the information 
government provides.  In the context of these overriding concepts we 
made three recommendations to the government for the improvement of 
departmental reporting. 
 
7.9  First, we saw that government is in the complex business of 
serving the public interest; the instruments it uses to achieve that 
mission are varied and go beyond annual spending -- for example, the 
use of loan guarantees and regulatory programs.  We raised the notion 
of reporting on "global stewardship" -- the entire range of duties and 
obligations of departments, not just the activities reflected in annual 
spending. 
 
7.10  We recommended that the policy for preparing the Estimates 
Part III be revised to emphasize reporting on global stewardship.  We 
suggested a reporting framework consisting of four questions and three 
overall criteria.  The criteria were relevancy, reliability and 
understandability, and the four questions were: 
 
 • What are the department's mission and lines of business? 
 
 • How does the department carry out its lines of business to 
achieve its mission? 
 
 • What are the department's strategic objectives for realizing 
its mission, and plans for managing the significant public resources 
under its control? 
 
 • How did the department do at meeting its objectives, and how 
much did it cost? 
 
7.11  Second, we suggested that departments produce those 
stewardship documents on a multi-year cyclical basis in conjunction 
with in-depth cyclical review by parliamentary committees.  We believed 
that the business of departments and the broader interests of 
parliamentary committees would be better served by the production of a 
cyclical accountability document on global stewardship, which would be 
based on the Part IIIs.  We believed then, as today, that the Part IIIs 
should be useful at times other than at the tabling of the Estimates.  
Such an accountability document could be useful in helping find 
solutions to deficit and debt concerns and it could be useful to 
members of Parliament during the pre-budget consultation and 
formulation process. 
 
7.12  Third, we also recommended that additional departmental 
information be updated annually and made available through electronic 
libraries with easy, flexible access on request, in either electronic 
or hard copy form.  We also suggested that an annotated bibliography of 
this additional information be tabled at the same time as the 
Estimates.  The idea is to make the printed document smaller and less 



intimidating, with additional, more detailed information available in 
electronic form to serve the specific needs of users. 
 
Comments at Public Accounts Committee Hearing 
 
7.13  At hearings of the Public Accounts Committee on the 1992 
departmental reporting chapter, members were supportive of the global 
stewardship concept.  One member said that he "is not interested in 
knowing how much each department spent on paper, pens and pencils... 
but the focus should be on the goals set by the department initially 
and the results it obtained."  This is precisely the point we were 
making in the chapter. 
 
7.14  The Comptroller General agreed with the concept of global 
stewardship but indicated that it differed from the concept of Part III 
Estimates in the scope of operations covered.  That is, global 
stewardship covers financial activities that are not necessarily 
limited to annual expenditures, such as loan guarantees and regulatory 
programs.  He indicated that the Part IIIs had been designed as budget 
support documents and that, although change is needed, the documents 
should evolve toward the concept of global stewardship.  He explained, 
"A continuing frustration in this whole area has always been the lack 
of visible use and demand by parliamentarians for improvement in these 
documents...I need hard questions in estimates committees when a 
document is found lacking.  My experience has been that when that 
happens, on the rare occasions that it does, the document improves." 
 
7.15  We believe that our 1992 chapter, which included what we saw 
as a clear summary of parliamentary frustrations and concerns about 
departmental reporting, could be seen as the demand for improvement in 
departmental reporting that the Comptroller General was seeking. 
 
7.16  He also told the Committee that he was "very interested in 
the information technology... getting information onto a data base that 
parliamentarians or their research staff can access, because, quite 
frankly, the more I can put information in this sort of form, the less 
of these [Part III] I have to print, and that's a saving to the 
taxpayer of Canada." 
 
Government Follow-up Status 
 
7.17  In June 1993 the Office of the Comptroller General was merged 
into the Treasury Board Secretariat.  That included responsibility for 
the form of the Estimates documents.  In addition, the Secretary of the 
Treasury Board became the Comptroller General of Canada. 
 
Awaiting instructions of the new Parliament 
 
7.18  In a letter to our Office outlining the status of the 
government follow-up to our 1992 chapter, the Treasury Board 
Secretariat indicated in January 1994 that: 
 
...until the 35th Parliament and the newly elected government have had 

the opportunity to debate parliamentary reform and determine the 



nature and extent of change, it was and is deemed premature to 
implement recommendations which concern not only reporting reform 
but also imply significant changes to the role of Parliamentary 
Committees; the cycle and periodicity of the Supply process; and, 
information technology government-wide. 

 
Accordingly, we have not implemented any specific reform 

recommendations from Chapter 6 of your 1992 report. 
 
7.19  The Treasury Board Secretariat also pointed out that the 
previous Public Accounts Committee had failed to issue a report on the 
subject of departmental reporting before the dissolution of Parliament. 
 
7.20  Our view is that even without parliamentary reform, such as 
changes to the role of committees or to the Supply process, there is 
still a need for changes to the Part IIIs. 
 
7.21  For example, as we said in our 1992 chapter, there will 
always be a need for a document of record that describes the 
stewardship of individual departments and ensures that the activities 
of government are transparent.  In these troubled economic times, with 
concern about government deficits and debt, parliamentarians need good 
departmental reporting to help them consider and assess performance and 
costs at any time during the year, not just when examining the 
Estimates. 
 
7.22  In September 1994, the Treasury Board Secretariat advised us 
that the government is developing concepts and proposals for a broad 
reform of the resource management system, which would include 
departmental reporting.  However, no specifics have been put forward 
nor has a timetable been presented at this time. 
 
Reporting guidelines are no longer mandatory 
 
7.23  The Comptroller General stated during the Public Accounts 
Committee hearings on our 1992 chapter that the Part III is a 
departmental document and that those who have felt constrained by the 
standard structure could restructure their documents in the interest of 
better and more meaningful disclosure.  As a result, he said, the 
guidelines for preparing Part III Estimates would no longer be 
mandatory.  However, departments would still have to comply with six 
principles of disclosure: relevance, reliability, objectivity, 
completeness, materiality and comparability.  Departments were notified 
of this change in the instructions for preparing the 1994-95 Part III 
documents.  However, no further guidance was provided, such as 
suggested models of reporting.  We believe that guidance from the 
Comptroller General is needed to help departments move toward global 
stewardship reporting. 
 
7.24  According to the Treasury Board Secretariat, only a small 
number of departments moved from the established guidelines in this 
year's reporting. 
 
7.25  The only changes to the current Guide to the Preparation of 



Part III of the Estimates are those that encompass reporting circulars 
issued previously and changes in responsibilities due to government 
reorganization.  For the most part, these revisions are technical in 
nature and do not change the overall reporting principles.  The 
Treasury Board Secretariat reiterates that the current framework is 
based on Parliament's information needs as reported by the Public 
Accounts Committee almost 15 years ago, and updated with additional 
requirements for disclosure in response to specific committee requests. 
 In our view, more fundamental changes are needed if Part IIIs are to 
evolve to meet the needs of users over the next decade. 
 
Existing Part III format on CD-ROM 
 
7.26  The Treasury Board Secretariat states in its follow-up status 
letter that it has "experimented successfully" with information 
technology to access Part III information.  A pilot project to put a 
selected number of Part III Estimates on CD-ROM was carried out for the 
1993-94 Estimates.  The information was presented in the same format as 
the published Part IIIs but with the capability to search for words and 
phrases.  Although this is a step in the right direction, it is not the 
more comprehensive electronic library we suggested in 1992. 
 
7.27  The evaluation report on this pilot project concluded that 
text retrieval for the Part IIIs would be useful for Parliament and 
that cost savings could be realized through the reduced search time for 
users.  It recommended that the project be continued and expanded for 
the 1994-95 Part III Estimates.  However, the pilot CD-ROM was not used 
heavily by its intended audience.  This is understandable, since it was 
a partial data base developed primarily to test the available 
technology.  If the data base were expanded and covered a longer period 
of time, it would become more useful to parliamentarians as well as to 
government.  But users would still have to be convinced that such a 
tool would be useful and easy to use.  In September 1994, the Treasury 
Board Secretariat informed us that plans are currently under review to 
put the Part IIIs into electronic form. 
 
7.28  We support the continuation of the CD-ROM project because we 
believe that people will increasingly make use of that technology.  
However, we are mindful that even the very best technology cannot make 
a text in need of change, in both form and content, any better. 
 
Update of 1992 Departmental Examples 
 
7.29  In the 1992 chapter we selected a number of departments and 
agencies and assessed their reporting against the criteria we proposed 
for departmental reporting.  Since our observations were intended to 
serve only as examples, we did not direct any formal recommendations to 
those specific departments.  However, in our follow-up we wanted to 
find out whether these same departments had modified their reporting in 
response to the chapter and to the relaxation of the government's 
reporting guidelines. 
 
7.30  Overall, the results were mixed.  In some cases, such as the 
RCMP, the Department of Natural Resources (then Energy, Mines and 



Resources) and the Department of National Defence, the department 
responded to specific observations by either including the missing 
information or modifying or deleting the information.  In most of the 
other cases there was no significant change in the reporting. 
 
7.31  Only one of the organizations, Correctional Services, moved 
away from the standard reporting format for Part III Estimates and 
added a section on its results, by corporate objective.  We believe 
that this format is a move in the right direction and could provide 
Parliament with a better understanding of the organization. 
 
Follow-up Status Summary 
 
7.32  In summary, the government has released departments from the 
strict format for departmental reporting that existed in the past.  
However, it has not provided alternative reporting principles or 
formats to help them move from the old concept of program reporting 
based on annual spending to the stewardship concept presented in our 
1992 chapter.  In that respect, the government has not yet provided the 
leadership required to make reporting more useful to parliamentarians 
in the years ahead. 
 
7.33  In addition, the electronic reporting project has not yet 
been developed beyond the pilot stage even though we have been informed 
that plans to do so are under review.  We believe that electronic 
reporting should continue and that it should look beyond simply putting 
the existing Part III information and format on electronic media.  
There is a range of possibilities that could be considered, from simply 
rearranging data to take advantage of available technology to 
developing a sophisticated government-wide data base coupled with 
electronic access.  We recognize, however, that the benefits of any 
particular option would have to be weighed against the costs of 
providing such a system. 
 
7.34  Finally, the departments mentioned in our 1992 chapter have 
made some attempt to improve their reporting with respect to the 
specific observations we made but, in general, have made little effort 
to improve reporting overall with innovative reporting styles, 
including the reporting principles we had raised. 
 
Departmental Reporting on Sectoral Activities 
 
Parliamentary Concern about Sectoral Information 
 
7.35  Control of deficits and debt is a major concern of this 
Parliament.  The current government has restructured a number of 
departments, and is now carrying out program reviews that are intended 
to get at such fundamental issues as the role of government in selected 
areas, while at the same time identifying opportunities to reduce 
costs.  Such reviews cannot look at individual departments in 
isolation, because many government activities are delivered by more 
than one department.  This also means that, if Parliament is to assess 
government efforts in those areas, it will need the right kind of 
information.  Sectoral reporting means providing, in one location, 



summary-level information on a sectoral activity overall, with 
references to where additional information can be found. 
 
7.36  Over the years, members of Parliament have expressed 
difficulty in obtaining relevant and understandable information on 
sectoral activities of the government.  For example, one MP at the 
Public Accounts Committee hearing on our 1992 chapter said, on the 
subject of agricultural expenditures, that he was: 
 
...incapable of telling you exactly to what degree the government is 

involved and how much we spend in the whole area of Canada... 
since a number of different departments are involved.  I think it 
is absolutely necessary that we be in a position to determine how 
much is being spent on agriculture in Canada and where those funds 
are being spent. 

 
7.37  The Comptroller General concurred with the need for such 
information but pointed out a number of administrative reasons why he 
believed that it cannot be provided in the Estimates.  For example, he 
said that the Estimates are not finalized until late in the process and 
it is often difficult to pull numbers together for even one department, 
let alone across departments. 
 
7.38  More recently, a member of the House Standing Committee on 
Government Operations asked where she could find information on the 
infrastructure program.  The President of the Treasury Board, who is 
the minister responsible for the program, said that the information 
could be found in the Part III Estimates of the individual agencies 
involved.  This meant that the only way the MP could get the summary 
information she needed was to pull it together herself.  In our view, 
this places an unreasonable burden on members of Parliament and other 
users of information. 
 
7.39  The June 1993 government reorganization reduced the number of 
departments and grouped some related activities under one minister.  
But there are still activities, such as those we mention below, that 
continue to require the expertise of more than one department to carry 
them out.  Our concern is that there needs to be a set of guidelines 
and reporting principles that will direct the government in reporting 
to Parliament on its sectoral activities. 
 
Office Work on Sectoral Activities 
 
7.40  In recent years, the Office has carried out audits to ensure 
that issues of a sectoral nature were examined as a whole, not 
piecemeal.  Immigration (1990) and search and rescue (1992) are two 
recent examples. Our findings indicated that information on sectoral 
activities was generally lacking.  In addition to the sectoral 
activities that we reported on in previous years, there are others that 
we report on this year.  Some were included in audits described 
elsewhere in this Report, while others were examined for this chapter. 
 The following are summaries of findings on a selection of sectoral 
activities. 
 



Examples of Departmental Reporting on Sectoral Activities 
 
7.41  Search and rescue.  In 1992 we reported on the management of 
the search and rescue program.  The audit focussed on the operational 
aspects of the program and did not report on the information provided 
to Parliament in the Part III Estimates document, or on the requirement 
to report. 
 
7.42  The Minister of National Defence is the lead minister and 
spokesman for search and rescue matters.  In 1987, the Treasury Board 
established the National Search and Rescue Secretariat to co-ordinate 
search and rescue by the federal government.  This Secretariat is a 
distinct management entity within the Department of National Defence.  
Its responsibilities include co-ordinating the consolidated annual 
planning and decision making for search and rescue, as well as the 
related reporting mechanisms.  That includes preparing a comprehensive 
multi-year operational plan.  In addition, as part of the original 
terms of reference, all government resources devoted to search and 
rescue are to be reported separately in National Defence's Estimates 
Part III. 
 
7.43  The consolidated information in National Defence's Part III 
contains an overview on all the departments involved, including 
information for each of the three rescue areas:  air, marine and land. 
 The program performance section gives the program costs for each of 
these areas, broken down by department.  However, Parks Canada and RCMP 
do not separate their search and rescue costs by rescue area.  That 
means that all of their costs related to search and rescue are included 
under land service, only because the bulk of their involvement is land-
based. 
 
7.44  But search and rescue information in the Part IIIs of the 
other departments generally is very limited.  For example, the 
Department of Transport provides some search and rescue information, 
but only for the marine service, its prime responsibility.  It does not 
mention the $875,000 it spends on air services, a figure stated in 
National Defence's Part III. 
 
7.45  Also, the resources allocated to other departments' search 
and rescue activities are shown in the National Defence Part III but 
are not shown separately in those of the respective departments.  
Moreover, no departmental report refers to the summary information in 
the National Defence document, with the exception of Canadian Heritage-
Parks Canada. 
 
7.46  International Assistance Envelope.  The Canadian 
International Development Agency (CIDA) at the beginning of its Part 
III provides an introduction to Canada's International Assistance 
Envelope (IAE) program.  It describes the rationale for the program, 
its overall funding formula, and the primary role of CIDA in managing 
the program and providing policy advice.  In addition, it explains the 
IAE activities carried out by other departments, stating that further 
information is available in their respective Part IIIs.  There is 
reference to the overall government strategy document, Sharing Our 



Future. The first two figures in the Part III provide financial 
requirements for the entire IAE program (in numbers and graph formats), 
including expenditures by other departments.  This is an example of how 
information can be consolidated and reported in a lead department's 
document. 
 
7.47  Immigration.  In 1990 we reported that information provided 
to Parliament on the immigration program overall was incomplete and 
fragmented.  While Employment and Immigration was responsible for most 
aspects of immigration activities, the former departments of External 
Affairs and Health and Welfare carried out immigration activities 
overseas.  Information on the various components was provided in the 
respective departmental Part III Estimates, but there was no summary in 
any one document. 
 
7.48  Since that audit, responsibility for overseas immigration 
activities has been transferred to the newly created Department of 
Citizenship and Immigration.  As a result, reporting on the bulk of the 
immigration program is now provided in a single department's Part III. 
 However, some significant immigration responsibilities are still 
carried out by other departments, principally Revenue Canada 
(inspection at ports of entry), RCMP/CSIS (prosecution of violators), 
and Foreign Affairs (provision of common administrative services at 
missions abroad).  Complete summary-level information on those aspects 
of immigration is still not provided in the Citizenship and Immigration 
Estimates Part III, nor does that document specifically refer to other 
information on immigration issues in the Part IIIs of the other 
departments. 
 
7.49  Multilateral relations.  Our 1991 Report included a chapter 
on membership payments to international organizations.  The chapter 
reported that accountability for multilateral relations was diffused 
among a number of departments.  Foreign Affairs (then called External 
Affairs) had the lead role but we noted that its co-ordinating role 
with other departments needed clarification.  We also noted that its 
reporting to Parliament did not give an adequate picture of Canada's 
multilateral activities overall.  Resources used by Foreign Affairs and 
the other departments are not compiled and reported in total, nor is 
there any substantial information on outcomes and results.  In the 1993 
follow-up the Department advised that, in the face of resource 
constraints, it was asking for guidance from members of Parliament on 
their needs for additional information before it undertook to provide 
significant amounts of new published material. 
 
7.50  Employee pension plans.  In 1991 the Office reported on 
employee pensions.  The three major government employee pension plans 
are administered by separate departments: National Defence for the 
military plan; RCMP for the force's plan; and Treasury Board 
Secretariat for the public service plan.  Interest on the pension 
accounts is charged to interest on the public debt and is the 
responsibility of the Department of Finance.  The chapter concluded 
that reporting of employee pension program costs and liabilities was 
weak.  For example, it estimated that total pension costs exceeded $1 
billion annually.  But public service pension costs are allocated to 



each department and are reported in their individual Estimates, and 
there was no aggregate total reported in the Estimates.  However, 
details of actual aggregate totals are fully disclosed in the Public 
Accounts.  In addition, the RCMP and National Defence Part IIIs include 
little information on their pension costs, which accounted for a 
significant portion of their program costs. 
 
7.51  Food safety.  In Chapter 13 of this Report we outline our 
findings on food safety management by the federal government.  As 
explained in that chapter, the sectoral audit concluded that the 
information contained in the various departments' Part III Estimates 
does not provide members of Parliament with an overall understanding of 
federal food safety activities or the results achieved. 
 
7.52  For example, according to its Part III, Health Canada has 
primary responsibility for food health, safety and nutrition.  Other 
departments with significant roles in this area are Agriculture and 
Agri-Food (inspection and regulation), Fisheries and Oceans 
(inspection) and Industry (consumer affairs).  An interdepartmental 
committee of deputy ministers, chaired by the Deputy Minister of 
Health, co-ordinates federal food regulation and inspection.  The 
Committee is required to report periodically to Cabinet.  However, with 
the exception of a few references to co-operative initiatives, mention 
of that reporting responsibility is the only comment made on the 
sectoral nature of food safety and inspection in the lead department's 
Part III.  The other departments do not provide information on the lead 
role of Health Canada or any clear indication that food safety is a 
sectoral activity. 
 
7.53  Among the sectors we examined, the food safety sector was 
unique in that there is a designated lead department and a requirement 
to report.  However, that requirement is for the interdepartmental 
committee to report internally, to government, not for the designated 
lead department to report externally, to Parliament. 
 
7.54  Science and technology.  Federal government expenditures on 
science and technology research and development are estimated by 
Statistics Canada to be more than $7 billion annually, with almost 60  
departments and agencies involved.  According to the February 1994 
Budget, the activity is to be the subject of a comprehensive review 
that focusses on results. The Budget indicated that the Minister of 
Industry was preparing the Canadian Science and Technology Policy 
Paper, which will be the starting point for the review.  The intention, 
as the Minister of Finance said in his Budget speech, is to put in 
place a more effective federal policy on research and development, 
including "a real review of results".  Chapter 9 reports our findings 
on this area. 
 
7.55  The chapter notes that, at present, there is no overall 
consolidated summary of science and technology research and development 
expenditures, objectives, plans and results.  The various departments 
and agencies with research and development expenditures report 
separately on their own activities.  While general questions in the 
House of Commons on research and development normally are answered by 



the Minister of Industry, there is no formally designated lead 
department for the collection and publication of overall information on 
science and technology research and development expenditures. 
 
7.56  Canada Works Infrastructure Program.  The Canada Works 
Infrastructure Program is one of the government's key economic 
policies, designed to pump $6 billion into the economy over the next 
few years for infrastructure projects.  The federal share of the cost 
is $2 billion.  The program was one of the first initiatives 
implemented by the government.  The 1994 Budget also made prominent 
mention of the program.  Responsibility for the program was assigned to 
the President of the Treasury Board.  Actual funding for the program is 
handled through the three regional development agencies, along with 
Industry Canada and Indian Affairs and Northern Development. 
 
7.57  Yet the Treasury Board Secretariat Part III makes no mention 
of the infrastructure program.  During its review of the Treasury Board 
Estimates, the House of Commons Committee on Government Operations was 
told that information on the infrastructure program was available in 
the individual Part III documents of the various development agencies. 
 However, the information in those documents was also limited. 
 
7.58  In summary, these examples show that, in most cases, 
reporting on sectoral activity overall is inadequate. 
 
What Is Needed to Make Sectoral Reporting Happen? 
 
7.59  To make sectoral reporting happen, four things need to occur: 
first, the government needs to determine the sectors on which it wants 
to provide information to Parliament; second, once a sectoral activity 
is designated, one department must be assigned the lead role; third, 
there must be a formal requirement for the lead department to report 
externally on the sector; and finally, there must be a framework for 
reporting that includes a set of principles. 
 
A clear government designation of a sectoral activity 
 
7.60  A key issue is to determine first what constitutes a sectoral 
activity.  In some cases, a sectoral activity can be a single program 
activity delivered by more than one department or agency.  In other 
words, there are common objectives but the delivery of specific aspects 
of the activity is shared among a number of departments and agencies.  
Again, an example is immigration, where responsibilities for immigrant 
processing and settlement are carried out by various departments like 
Citizenship and Immigration, Foreign Affairs, Revenue Canada (Customs 
and Excise), Solicitor General (RCMP and CSIS) and Justice.  In other 
cases, several departments and agencies carry out related activities; 
an example is scientific research and development. 
 
7.61  The current government also uses the term "sector" to 
describe the broad expenditure groupings in Part I of the Estimates.  
We believe that this definition, which includes departments or programs 
in the same general sphere of activity, while useful for Part I, is too 
broad to give meaningful information on the delivery of a common set of 



services.  For example, Heritage and Cultural Programs is a sector that 
includes Heritage Canada, CBC, several museums, the National Film 
Board, and the National Capital Commission. Those entities carry out 
diverse activities that range from communications to athletics to 
national parks, each with separate objectives.  In addition, 
information on a sector may not include all the expenditures related to 
a particular program.  For example, information in the Estimates for 
the Social Programs sector includes direct expenditures on immigration 
by the departments in that sector, such as Citizenship and Immigration, 
but not the related expenses of departments in other sectors, like 
National Revenue (Customs and Excise), Foreign Affairs, Justice, RCMP 
and CSIS. 
 
7.62  In the context of information for Parliament, we believe that 
for any group of activities defined by the government as a sectoral 
activity and carried out by more than one department or agency, 
Parliament ought to receive a summary stewardship report on the entire 
sector.  Such a report should be contained in one document and should 
be cross-referenced to the reports of the other departments and 
agencies that carry out specific components of the sectoral activity. 
 
Establishing a lead department and a formal requirement to report 
 
7.63  Some sectoral activities, like search and rescue, are 
reported on; others, like the infrastructure program, are not.  In the 
case of search and rescue, the Treasury Board decision setting up the 
National Search and Rescue Secretariat required that the Secretariat 
submit a multi-year operational plan annually and report on search and 
rescue in the lead department's Part III document. 
 
7.64  By comparison, although the President of the Treasury Board 
is the minister responsible for the infrastructure program, the costs 
of that program are borne by the three regional development agencies, 
Industry Canada and Indian Affairs and Northern Development.  There is 
no requirement to bring the information together in one document.  As a 
result, there is no mention of the infrastructure program in the 
Treasury Board Secretariat's Part III. 
 
7.65  We can infer from these and other examples that there is a 
need for the formal designation of a lead department with authority to 
request information from the other departments.  There is also a need 
to establish a formal requirement to report.  Without this formal 
requirement, departments do not have a reason to provide the additional 
sectoral information to Parliament, information that we believe is 
needed to close the accountability loop. 
 
7.66  In some instances, like the infrastructure program, a lead 
minister may be designated as the government's spokesperson for the 
sectoral activity -- in this case, the President of the Treasury Board. 
 But the requirement to report on the activity often is overlooked in 
the creation of the sector, with the result that information is limited 
and dispersed over a number of departments' documents. 
 
7.67  Responsibilities of a lead department may differ.  In a 



clearly defined service like immigration, the lead department may be 
accountable for the overall objective but Cabinet may delegate certain 
aspects of the activity to other departments, through memoranda of 
understanding, for example.  In other cases, like expenditures on 
scientific research and development, the individual departments 
determine their own objectives for their expenditures and the lead 
department may be responsible only for consolidating and reporting 
information on the entire activity. 
 
7.68  In our view, each department remains accountable to deliver 
the specific component for which it is responsible, and to report on 
that delivery in its own departmental document.  But regardless of how 
the accountability relationships are set up, there is a need for 
government to designate a lead department to bring together information 
on the sectoral activity overall and to report it to Parliament. 
 
7.69  In this regard, we mean reporting summary-level information 
on a sectoral activity at the overall level, not detailed information 
at the operational level.  As we said in our 1992 chapter on 
departmental reporting, detailed operational information should be 
readily available on request, but not necessarily in the printed 
stewardship document. 
 
7.70  Ideally, such summary-level information should be available 
to Parliament at the time the Estimates are tabled.  If, as the 
Comptroller General suggested, this is not feasible, the government 
should explore alternative methods of providing Parliament with such 
information. 
 
A reporting policy for sectoral activities 
 
7.71  According to the Treasury Board Secretariat, there are no 
reporting guidelines for sectoral activities. The Guide to the 
Preparation of the Part III Estimates provides guidelines for a 
department to report on its own responsibilities, but there are no 
provisions in the Guide that cover services delivered by more than one 
department.  When such reporting does occur, it is as a result of a 
requirement in the enabling legislation, regulation or authority for 
the activity. 
 
7.72  We believe the framework and principles for departmental 
reporting that we published in 1992 apply also to reporting on a 
sectoral activity.  The major difference is the concept of a lead 
department.  The framework we suggested for reporting focussed on four 
questions.  The questions, modified for sectoral activities, are: 
 
 • What is the sectoral activity and its overall mission? 
 • How is the sectoral activity delivered to achieve its 
mission? 
 
 • What are the sectoral activity's strategic objectives for 
realizing its mission and for delivering against it? 
 
 • How did the sectoral activity do against its objectives and 



how much did it cost? 
 
7.73  We also stated that information for Parliament ought to meet 
three simple criteria: relevancy, reliability and understandability.  
To be relevant, the information needs to be meaningful, complete and 
timely, and answer our four questions.  To be reliable, the claims made 
need to be consistent from one information source to another and to 
stand the rigour of validation.  And to be understandable, what is 
written must be comprehensible to anyone not versed in the language of 
the public service or in the details of the sectoral activity.  This 
means using plain language and making information accessible.  The four 
questions, combined with the three criteria, could become a framework 
for assessing whether government is providing members of Parliament 
with useful information on sectoral activities. 
 
Recommendations 
 
7.74  The Secretary of the Treasury Board & Comptroller General 
should inform Parliament of the timetable for the reform of 
departmental reporting.  Such reform should include consideration of 
the concepts raised in our 1992 Report to reflect the entire business 
of departments and agencies and to take advantage of changing 
technology. 
 
7.75  When a sectoral activity is established or identified by 
government, the Secretary of the Treasury Board & Comptroller General 
should ensure that a lead department is designated and formally 
required to report on the overall sectoral activity. 
 
7.76  The Secretary of the Treasury Board & Comptroller General 
should develop a framework for the departmental reporting of sectoral 
activities. 
 
7.77  With respect to reporting, it is clear that the government 
responds to specific requests from Parliament and its committees.  We 
believe that Parliament could play an important role in the reform of 
reporting by letting the government know that current information is 
inadequate.  The government needs encouragement from Parliament to 
review and propose changes to the type of information it currently 
provides, both in departmental reporting and on sectoral activities. 
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Main Points 



 
8.1  The effective use of information technology to deliver 
services that are tailored to the public's changing needs is a priority 
for government.  Information technology offers government the 
opportunity to deliver more services faster, at the same or lower 
costs.  Information technology also offers significant potential for 
delivering new services or delivering existing services in ways that 
provide added value to the public. 
 
8.2  To reap the benefits of the new information technology, the 
government must change the way it views and uses information and 
technology.  It must evaluate existing processes, look for new 
approaches, then re-engineer the way it delivers information and 
services.  The government must deliver flexible systems that provide 
easy communication of information among departments and with the 
public.  This will help consolidate the number of access points for the 
public and help change the public's view of the government as a number 
of disparate organizations. 
 
8.3  There are many risks and challenges in implementing 
information technology today. The rapid changes in technology and the 
environment in which it is implemented make it essential that 
government take the leading role in managing the risks that these 
changes bring.  The risks are both internal and external to government; 
they include organizational barriers, complexity of the technology, 
changes in the legislative and economic environment, and impacts on 
public servants.  Both management and employees have a responsibility 
to do their part.  Changing the role of information technology in 
government will require concerted action, vision and authority, to 
successfully realize the benefits while managing the risks. 
 
8.4  One of the challenges facing our Office is that of finding 
more effective and efficient means to audit the new world of 
information technology.  We have identified practices that other 
organizations use to manage the risks associated with technological 
change and to make more effective use of technology.  Using these 
practices as a foundation, our Office will assess the government's 
progress in realizing the benefits of technology. 
 
Background 
 
The rapidly changing environment 
 
8.5  "Revolutionary" describes the impact of information 
technology (IT) on business and private lives during the 17 years since 
our first report on Computer And Information Systems Evaluation in 
1977.  Increasing numbers of new products hit the market daily.  It has 
been estimated that, on average, each Canadian interacts with over 10 
different computers every day.  Almost all human activity is affected 
in one way or another by computer technology.  Whether we are 
programming a VCR, withdrawing money from an automated teller machine, 
receiving a government cheque by direct deposit, driving a car, or 
going shopping, technology has radically altered the way we live. 
 



8.6  Whereas just recently there was passive acceptance of 
information technology, individuals and businesses now develop and run 
their own on-line systems and electronic bulletin boards; all that is 
needed is a personal computer and a telephone line.  Inexpensive and 
easy access to networks and other large on-line systems in other 
sectors increases the pressure on governments to provide electronic 
access to their services and information.  Furthermore, information 
technology raises expectations of new and improved services and reduced 
costs. 
 
8.7  The federal government has a significant and growing 
investment in information technology.  The Treasury Board Secretariat 
estimates that the direct spending on IT-related activities is over $3 
billion annually.  Since government  systems are not designed to gather 
and consolidate project or product cost information, actual spending 
including direct and indirect costs may well be twice that amount.  The 
Treasury Board Secretariat's estimate includes over 20,000 people whose 
combined salaries exceed $1 billion.  These people develop, install, 
maintain and manage over 200,000 workstations, more than 500 mini- and 
mainframe computers, a multitude of different computer-based 
administrative and financial systems, and hundreds of IT projects. 
 
8.8  The IT community is growing rapidly, compared with the rest 
of government.  Information technology staff is increasing by about six 
percent a year and other directly related IT expenditures by almost 
nine percent a year.  To put this in perspective: if a single 
department were organized to consolidate all federal IT activities, it 
would have the fourth-largest budget in government, behind those of 
Finance (which includes interest on the public debt), Human Resources 
Development and National Defence. 
 
8.9  With such a large and diverse investment in information 
technology, it is not surprising that we have reported, in the past, 
cases of significant cost overruns, long delays and questionable 
benefits.  These cases erode public confidence in government's 
leadership and its commitment to managing the technology investment and 
guiding systems projects.  The complexity of new solutions in 
complicated, distributed environments is further increasing the risk of 
failure.  The increasing importance and growth of information 
technology in government will also increase the visibility of IT 
management. 
 
8.10  Maintaining public confidence will require a dramatic change 
at the highest levels of government and within the public service.  
Only leaders with a clear vision of the immense possibilities of 
information technology will be able to create and implement a powerful 
and workable strategy for the future.  The risks are great but, weighed 
against the opportunities to reduce costs, streamline operations, and 
deliver services in partnership with all levels of government and the 
private sector, the risks of not rising to the challenge are far 
greater. 
 
Introduction 
 



How we see the world of information technology 
 
8.11  This chapter describes how our Office views the world of 
technology, and outlines some of the practices we are expecting to find 
in our audits of information technology, and the concepts supporting 
those practices.  We will assess these concepts against technology's 
potential to improve service to the public and to increase the value of 
present and future services. 
 
8.12  Consumers have always judged value on the basis of quality 
and price.  Today's consumers understand value to include convenience, 
after-sales service and dependability.  Government has long recognized 
that technology can reduce costs or avoid cost increases.  Government's 
challenge will be to achieve these benefits while gaining the added 
values of convenience and improved service to clients that technology 
can also provide.  To do so, government must challenge the assumptions 
that support its current approach to technology. 
 
OAG Initiatives 
 
Best Practices Symposium 
 
8.13  Responding to concerns of the House of Commons Standing 
Committee on Public Accounts, the Auditor General of Canada, in his 
1992 Report, "committed to a program of reviewing the development of 
major systems in the government."  Across government, departments are 
planning or developing major administrative and operational systems 
initiatives for accounting and finance, travel, materiel, inventory 
management and program delivery.  Over the years, we have voiced our 
concerns about the high cost of systems under development.  Public 
Accounts Committee members are concerned about cost overruns and the 
effectiveness of government systems.  However, we believe there is 
little benefit in presenting Parliament with only the impacts and the 
costs of what went wrong.  In a time of restraint, our Office hopes to 
add value by raising issues and problems before further costs are 
incurred or decisions cannot be changed. 
 
8.14  Our Office, in co-operation with Treasury Board, held a 
Symposium on Best Practices in Systems Under Development in September 
1993.  Attended by 125 senior public and private sector 
representatives, the symposium provided a forum for hearing first-hand 
from leading experts in the field and for presenting our preliminary 
findings on best practices in systems under development.  The symposium 
proceedings were subsequently published by our Office, and included 
what we believe to be the 30 best practices.  These practices were the 
culmination of an extensive literature search, almost 100 interviews in 
government departments, agencies and private sector companies, and 
briefs on systems development submitted by major systems integrators. 
 
8.15  Each of the 30 best practices, which should be followed 
during a systems development project, can be linked to one of three 
major steps that we expect to find in any government IT project: 
 
 • Getting organized.  The first step is to adopt a government-



wide vision, to ensure that departmental strategies are aligned with 
that vision and that senior management is committed to and supports the 
plans, and to secure co-operation at all levels of government. 
 
 • Selecting the right projects.  The second step is to identify 
potential projects that support the departmental strategy, to develop 
business cases for the projects and to select those projects that best 
support the business plans of the organization and produce the maximum 
net benefit. 
 
 • Managing the projects well.  The third step is to adopt and 
follow good project management practices that ensure that users' needs 
are met, that the business case remains valid at each phase of the 
project, and that the project is completed on time and within budget. 
 
8.16  The symposium confirmed these best practices to be common-
sense guidelines based on proven management principles that are 
considered necessary for the successful implementation and management 
of government information technology projects.  It was also evident 
that there is no "magic formula" for delivering successful systems.  In 
the absence of a single "silver bullet" solution, good communications, 
transparency, common sense and experience are the best tools available. 
 
8.17  The government projects discussed in this chapter illustrate 
use of the best practices and how information technology can be used to 
solve problems and produce benefits.  These examples have not been 
audited.  While they illustrate the range of opportunities that can 
accrue, they are not presented as ideals, or as cases of adherence to 
all the best practices. 
 
Getting Organized 
 
Some critical elements of the IT environment that we would expect to 
find in government organizations before major projects are started: 
 
 • An organizational environment that includes an alignment of 
corporate strategies, plans, policies, methodologies and standards; at 
the highest level this implies adoption of a government-wide vision 
that the departments should be in harmony with. 
 
 • A management culture and philosophy that favour a business 
approach to systems development, over a purely technological approach. 
 
 • A demonstrated ability of the organization's culture to 
accept change. 
 
 • A flexible systems development methodology that encompasses 
any size of project and any approach. 
 
 • A committed senior management that gives strong support for 
IT projects, assigns resources appropriately and recognizes the 
appropriate time to risk unproven technologies or stay with proven 
technologies. 
 



Central vision and strategy 
 
8.18  A clear central vision and a strategy to integrate that 
vision across an entire organization are crucial if major new systems 
are to take advantage of the opportunities presented by information 
technology.  The government of Singapore has a clear central vision and 
a strategy.  Singapore presents us with a case of a government taking 
the lead role and involving both the public and the private sectors.  
The vision is national.  The strategy is to collaborate with the 
private sector. 
 
Singapore recognized in 1984 that electronic data interchange (EDI), 
the passing of information electronically, would improve the efficiency 
of cargo and container handling in its Port.  Enormous quantities of 
paperwork were required to administer the turnaround of cargo ships.  
Today, 80 percent of all the information required to run the Port is 
processed through EDI, and about 60 percent of the shipping community 
are subscribers to EDI.  Delivery costs and waiting times have been 
greatly reduced, and fewer staff are required to handle paper. 
 
At the same time that Singapore introduced electronic data interchange 
in the Port, it introduced the first EDI system for processing 
international trade documents.  Almost all declarations for import and 
export of goods are now electronic.  Traders can obtain all necessary 
permits and approvals within 15 minutes, instead of the day or two it 
used to take for trips back and forth to government counters.  The Port 
and Trade systems are linked so that subscribers get the services of 
both.  Within the Port, the systems can track cargo and container 
movements and vessel arrival and departure information.  These 
initiatives have helped the Port increase activity from handling 1.4 
million containers for 68 shipping companies in 1984 to handling over 
8.5 million containers a year for 134 shipping lines. 
 
While working in partnership with the private sector, Singapore has 
also aggressively pursued the use of technology in government.  The 
Republic of Singapore is highly committed to information technology and 
believes it is important for the government to demonstrate its 
willingness to computerize.  Over a decade ago, the government 
established the National Computer Board to promote national 
computerization in the government sector and to act as a dedicated 
provider of information technology consultancy services to the 
government.  These services include assistance in defining the mission, 
objectives and strategies; identification of key strategic application 
systems to enhance effectiveness and efficiency; management and 
operation of computer information systems for all departments; and 
development of national standards and methodologies.  The National 
Computer Board stresses collaboration between the public and private 
sectors to exploit information technology for national competitive 
advantage. 
 
The next step for the National Computer Board is called IT2000 - A 
Vision of an Intelligent Island.  IT2000 was the product of a rigorous 
study of the 11 major economic interests on the island to see how 
information technology can be used to improve business performance and 



quality of life.  Ultimately, IT2000 sees people doing almost all their 
transactions with government or private business electronically.  
Examples include paying bills, submitting applications, and routine 
shopping.  They extend to booking tickets, accessing vast video and 
reading libraries, browsing through the world's museums and art 
galleries, and communicating with friends and family. 
 
8.19  While Canada does not yet have a national information 
technology plan comparable to that of Singapore, a number of 
initiatives that are under way will result in plans for the use of IT 
in government and ventures between government and the private sector.  
All these initiatives have the potential to become part of a national 
plan. 
 
Treasury Board: setting the vision 
 
8.20  Just as business has recognized the need to align its 
information technology activities with its strategic directions, 
Treasury Board has recognized the need to align government IT 
activities with government business activities.  With the 1992 
publication of Enhancing Services: Through the Innovative Use of 
Information and Technology, Treasury Board took the government's 
approach to IT in a new direction.  Called Vision 2001, this five-year 
strategic direction lays the foundation for the future of IT in 
government.  Two significant elements of this vision recognize the need 
for: 
 
 • managing information assets in an information technology 
environment (for example, process redesign and building the core 
infrastructure); and 
 
 • common and integrated systems and the standards needed to 
achieve these systems (for example, shared systems). 
 
8.21  Treasury Board considered Vision 2001 both a vision statement 
and a document that would require a plan setting out in greater detail 
how the strategy would be put into action.  Still to be developed are a 
national strategy and vision that incorporate both public and private 
enterprises. 
 
The Chief Informatics Officer 
 
8.22  As information technology began to play a central role in 
business, companies in the private sector recognized the need for an 
individual to manage the delivery of IT as a critical resource and to 
focus on the use of technology to support business issues.  Usually, it 
is the chief informatics officer (CIO) who is responsible for 
developing the IT strategy and ensuring that it aligns with the 
corporate strategy.  The CIO links IT planning to the strategic 
directions of the organization and to the use of technology in 
automating the redesign of the workplace and work processes. 
 
8.23  Consistent with the private sector example, Treasury Board in 
1993 created the position of Chief Informatics Officer with a mandate 



to implement Vision 2001.  Creating the position signalled the 
government's intent to provide leadership in information technology. 
 
8.24  The creation of the CIO function is only one step in 
providing leadership and the Chief Informatics Officer is only one of 
many senior government managers who must demonstrate commitment to 
information technology.  Senior management commitment means visibly and 
continuously championing IT.  It means giving the information 
technology function, within reason, the people and dollars that fit the 
time-frame and scope of the IT initiative.  It means empowering 
individual public servants to allow them to help themselves.  
Commitment also means being personally accountable for the successful 
implementation of IT initiatives. 
 
8.25  The CIO function establishes a single focus for information 
technology and re-engineering in government.  It seeks to answer the 
need to streamline operations, to re-engineer processes, and to provide 
an integrated approach to ongoing systems work.  A series of committees 
support the Chief Informatics Officer's activities (see Exhibit 8.1).  
We are hopeful that the position of CIO will help define and implement 
a clear and flexible architecture to enable the federal government, in 
partnership with other governments and the private sector, to realize 
fully the potential of information technology. 
 
 
Exhibit 8.1 is not available, see the Annual Report. 
 
 
The Blueprint 
 
8.26  A major element of the government's corporate strategy is The 
Blueprint for Renewing Government Services Using Information 
Technology.  Released for comment by the President of the Treasury 
Board in February 1994, the Blueprint presents in draft a detailed 
framework for using information technology to support government-wide 
service renewal.  Based on directions set out in Treasury Board's 
Vision 2001, the Blueprint sets out the government's plan for 
information technology.  The vision and the principles detailed in the 
Blueprint were approved by Treasury Board in June 1994, after extensive 
analysis of comments from departments, other governments and the 
private sector. 
 
8.27  The plan incorporates the CIO's expectations for the savings 
that will result from the co-operative development of shared systems, 
particularly in the area of administration, where the basic operations 
of departments are similar.  To date, the CIO has endorsed 11 shared 
systems in the areas of finance, personnel and materiel management, 
with an estimated cost avoidance of over $200 million. 
 
8.28  This approach contrasts with what has been the practice: each 
organization building and maintaining its own system.  This practice 
hampered information sharing.  It helped create the lack of an 
integrated government-wide information strategy and contributed to 
reliance on isolated "islands of information" within departments and 



agencies.  That reliance, in turn, led to increased overhead costs for 
systems maintenance and data collection and to duplication of 
information because data could not be shared.  Most government 
information is stored on older, large computer systems known as "legacy 
systems".  The challenge in managing these legacy systems is to find 
ways to convert information to formats that are readily transferable to 
other applications and, thereby, to improve government-wide sharing of 
information while still respecting the legal aspects of privacy and 
access to information. 
 
8.29  The Blueprint also states that the public and private sectors 
should have access to the full range of government services through a 
single service window.  Ultimately, this "single window" would allow 
people to obtain all the services or information they require in a 
variety of ways, including going to a single government office, 
communicating from home through a personal computer, touch-tone 
telephone or interactive television, or through use of a self-service 
kiosk in a shopping centre.  This plan has profound implications for 
the design of government-wide systems, the building of a common, shared 
communications network, and the need for interdepartmental agreement on 
how to share information.  It also has profound implications for the 
organization of service delivery across all federal government 
departments and with other levels of government. 
 
8.30  Adoption of the Blueprint throughout the public service is 
meant to improve services to the public and reduce costs for program 
delivery and overhead.  The Chief Informatics Officer has committed to 
delivering $2 billion in savings and cost avoidance in government 
departments over a five-year period.  Of the $2 billion, the CIO 
estimates that about $700 million could be saved by delivering programs 
more efficiently and $1.3 billion could be cut from administrative 
overheads.  The CIO expects that $800 million of the $1.3 billion in 
overhead reduction could be realized if departments adopted shared 
systems, or at least chose solutions from a limited number of approved 
options. 
 
8.31  The Chief Informatics Officer's role is extremely difficult. 
 The CIO must foster the co-operation that is needed to develop a clear 
vision for both the government and the country.  Policies, procedures, 
security and standards are important, but in our opinion the CIO's 
prime role is to support the program delivery needs of government 
departments, rather than to act as a gatekeeper for technology 
standards. 
 
The Canadian information highway: building the infrastructure 
 
8.32  The information superhighway is playing the same role the 
railway did in the late nineteenth century.  Voice, data, wireless, 
broadcast and cable signals available on the same highway offer the 
potential for multimedia, interactive and multipurpose access by every 
home and office across the country.  The convergence of the computing, 
telecommunications and "information" industries in the entertainment, 
education, health, publishing and government sectors has the potential 
to transform Canadian society. 



 
8.33  The Canadian vision for a national infrastructure is still in 
its infancy.  Industry Canada's Information Highway Advisory Council 
has announced that its vision is "to make Canada number one in the 
world in the provision and utilization of the information highway, 
creating substantial economic, social and cultural advantages for all 
Canadians." 
 
The Canadian Network for the Advancement of Research, Industry and 
Education (CANARIE) is Industry Canada's main vehicle for encouraging 
the development of a Canada-wide information and communications 
infrastructure.  Operated and managed by the private sector, CANARIE 
will be the backbone of a national high-speed electronic network that 
will give Canadian engineers and scientists access to each other and to 
a broad range of information services.  It involves participants from 
dozens of public and private sector organizations.  By linking to 
regional and local networks, it will be able to offer access to vast 
data bases, software programs, electronic mail and data libraries.  Its 
business plan calls for the expenditure of over $1 billion by the year 
2000.  The federal share, beyond the $26 million approved to 31 March 
1995, is now under consideration. 
 
In the first two years of the project, CANARIE focussed on expanding 
and promoting the use of high-speed networks  among researchers, 
developing test facilities as a showcase for Canadian products and 
encouraging the private sector to bring innovative network-related 
products and applications to market.  CANARIE's vision is to build on 
the strengths of Canada's telecommunication and education systems and 
to respond to future opportunities. 
 
8.34  Other countries have ambitious plans to develop their 
communications infrastructure.  The United States has committed U.S.$2 
billion a year to research and development and to applications 
development for a National Information Infrastructure that will link 
all schools, universities, hospitals, clinics and libraries by the year 
2000.  The European Community plans to spend U.S.$3.8 billion over four 
years for a data highway.  Japan is calling for U.S.$200 billion to be 
spent by 2015 to wire every school, home and office with fibre optic 
cable. 
 
8.35  Canada is considered to have one of the best 
telecommunications systems in the world.  Its experience with leading-
edge telephone and cable technology positions it to deliver the many 
promised services of a multimedia world.  Given global markets and free 
trade, many experts feel that the creation, movement and use of 
information will be a major source of new jobs and wealth.  If we do 
not continue to build on our telecommunications base, heavy investment 
in new infrastructure and technology by other major trading powers 
could mean the loss of Canada's position as a world leader. 
 
8.36  At risk on the information highway is privacy of information. 
 Security of information held by the government is already a legal 
requirement.  The Canadian national vision will have to address the 
issue of privacy for both the private sector and the government.  



Recent surveys show that most Canadians approve of the information 
highway, but the vast majority have some concerns over privacy and 
access to personal information.  The federal Privacy Commissioner has 
warned that, unless rules of the road are put in place to protect 
personal data, the information highway's "first roadkill will be our 
personal privacy and dignity". 
 
8.37  Building the information highway and making it secure will 
require leadership and support from all levels of government.  Together 
they will have to develop a national vision in co-operation with the 
private sector. 
 
Selecting the Right Projects 
 
Some critical elements that we would expect to see government managers 
using when they are selecting projects:  
 
 • Develop a business case that includes all costs of 
implementation  from training to ergonomic furniture.  Constantly 
review and reassess the business case throughout the project.  Confirm 
that reasons for automating are still valid and timely, particularly 
for projects of longer duration. 
 
 • Link the business case to the corporate strategy and 
departmental program objectives; include feasibility studies, cost-
benefit analysis, risk analysis and a post-implementation review. 
 
 • Partnerships, strategic alliances and contracting out should 
all be considered. 
 
 • Before automating a process, use the opportunity to consider 
re-engineering it. 
 
Developing a business case 
 
8.38  Ranking and selecting information technology projects 
according to solid business cases will require access to reasonably 
accurate cost information.  Current government accounting systems are 
not designed to easily capture costs for  individual projects, nor to 
record capital investments as one would find in the private sector.  
Some departmental systems do gather cost information but most current 
data are in incompatible formats and cannot be easily consolidated.  
Estimating IT investment in both the public and the private sectors is 
further complicated because of the many hidden costs.  For example, a 
$5,000 expenditure for a personal computer is captured, while other 
costs such as training, support services and office re-engineering are 
seldom, if ever, included in IT cost estimates.  By recognizing that 
these additional costs exist, senior managers can make better decisions 
and plan to deal with them sooner. 
 
Electronic commerce 
 
8.39  Electronic commerce, which means using technology to do 
business electronically, becomes possible with the information highway. 



 For years, the private sector has used two types of electronic 
commerce: electronic data interchange (EDI) and electronic funds 
transfer (EFT). 
 
8.40  Automated teller machines use EFT to give people access to 
funds from their bank accounts or charge cards anytime, almost anywhere 
in the world.  The use of EFT direct-deposit programs eliminates the 
costly production of payroll, superannuation and social assistance 
cheques and has already resulted in significant savings for the 
government. 
 
8.41  EDI is the electronic exchange of business data between 
computer applications, in a structured format and using a 
communications link.  Part of the government's Strategic Direction for 
the 90's is to use electronic commerce as a tool to fundamentally 
change its business practices from paper-based document processing to a 
totally electronic environment, with a goal to be paperless by the end 
of the decade.  With an estimated $28 reduction in the total cost of 
each business transaction using EDI, the potential saving on 17 million 
annual government transactions is significant.  EDI helps improve 
storage and retrieval and lets many users access the same information 
at the same time. 
 
Customs Automated Data Exchange (CADEX), introduced in Customs and 
Excise in 1988, allows brokers and importers to transmit entry data to 
the Department to speed the release of merchandise at the border.  
CADEX also lets Customs transmit accounting statements to importers.  
The response time for importers has been reduced from 10 days to 30 
minutes and the government keys the data only once.  Today, brokers and 
importers submit 8 million electronic documents a year, using CADEX.  
Revenue Canada estimated that the pay-back period for the system was 
less than two years. 
 
8.42  Electronic data interchange also makes possible significant 
productivity gains in time, money and quality.  Both the public and the 
private sectors need more data and more complex data interactions to 
support their business functions.  Data manipulation is the value-added 
process that transforms data into information and makes it a valuable 
resource.  The private sector, driven by competition, is changing the 
way it views information.  The federal government, faced with fiscal 
pressure and public demand for improved service and access to 
information, must do the same.  Government has historically seen 
information as a cost.  Tools such as EDI can provide an opportunity to 
use information for its strategic advantage: not only to reduce costs 
but also to offer new services and to improve existing services. 
 
Electronic Filing (EFILE), at Revenue Canada, is an example of how the 
government changed the way it does business and, in the process, 
reduced costs and improved service.  For years, private sector 
taxpayers used computer programs to prepare their tax returns and sent 
a printed copy to Revenue Canada.  Now, with EFILE, personal income tax 
information is sent electronically. 
 
Taxpayers using EFILE receive their assessments and tax refunds sooner. 



 Assessments for electronic returns are processed within about 14 days, 
compared to the usual three to six weeks for paper returns.  For 
taxpayers requesting direct deposit of refund cheques, the processing 
period under EFILE can be as short as eight days.  In its second year 
of nation-wide operation, about 3.2 million taxpayers used EFILE (about 
16 percent of personal tax return filers). 
 
EFILE substantially reduces the cost of tax administration.  It offers 
the Department opportunities to streamline its operations, to reduce 
the cost of entering information from tax returns into its computer 
files, to reduce keying errors and arithmetical errors on tax returns, 
and to reduce its storage requirements.  Human resources can be 
redeployed to other activities and the paper burden is reduced. 
 
The EFILE case portrays some of the important elements in selecting a 
project.  The project fitted a business case: most of us need to file 
tax returns and it is easier to do this electronically.  Some re-
engineering took place; for example, receipts no longer have to be 
filed and the computer reviews tax returns.  The Department developed 
EFILE in co-operation with private sector organizations such as the 
telecommunications industry, developers of tax preparation software, 
and tax professionals. 
 
8.43  The potential benefits of electronic data interchange and 
other types of electronic commerce technology are substantial for 
government.  While there has been some progress, the government has 
been slow to realize the benefits of EDI, especially in the areas of 
procurement, payments and revenue collection.  Another dimension is 
also worth considering.  The costs for certain types of IT development 
are prohibitive for the private sector if the market is not large 
enough to support a return on the investment.  As one of the largest 
potential EDI users in Canada, the federal government, by selecting a 
standard for EDI processing, can help set a national standard for 
electronic commerce across Canada and help promote private sector 
investment. 
 
Partnerships 
 
8.44  The CANARIE project is designed to put the infrastructure for 
the information highway in place.  The Silver Dart Project illustrates 
the type of government or private sector project that will use the 
highway. 
 
The Silver Dart Project, named after the aircraft that in 1909 made the 
first powered, controlled flight in Canada, is attracting the attention 
of students, the general public, and museums around the world.  
Launched by the National Aviation Museum in November 1993, this 
multimedia kiosk system is an electronic encyclopedia that allows users 
to browse through images of airplanes in the museum's collection, see 
video clips of them in action and hear the roar of their engines.  A 
wide area network (WAN) will allow remote access to the collection, and 
this will be the first time in North America that a multimedia system 
with full-motion video will be put on a high-speed WAN. 
 



A remarkable feature of the project is the number of partners from both 
the public and the private sectors who collaborated on its development. 
 The development time and costs, and the resulting risks, were reduced 
by using industry-standard equipment and software at each step of the 
design process.  In four months, the Museum had the first version of a 
system that it could not have afforded to build on its own.  The 
interest of private sector companies in a project using digital video 
servers and data base technologies led to a partnership of private and 
public sector organizations who worked together to make the collection 
"come alive" (see Exhibit 8.3). 
 
 
Exhibit 8.3 is not available, see the Annual Report. 
 
 
Process re-engineering and cultural change 
 
8.45  Process re-engineering evokes images of radical change being 
made through designing entirely new processes.  Process redesign simply 
looks at existing procedures and decides if they are necessary or if 
the whole process should be discarded.  If a procedure is not 
necessary, the process is redesigned without it.  If the process is 
needed, it is redesigned to work more efficiently. 
 
8.46  An essential element of redesign is benchmarking, or 
establishing measures of performance.  As auditors, we expect that 
measures of performance would be developed and reported to management 
to provide information on how well projects are progressing and 
achieving their intended benefits. 
 
8.47  The surrounding business processes must be rethought before 
manual processes are automated or a system is upgraded.  A large part 
of what this revolution in IT is all about is cultural change, a change 
in mind-set based on a re-examination of how government operates and a 
reassessment of who its clients are.  One of the business redesign 
themes of the Blueprint is the "single window" concept.  The Canada 
Business Service Centre concept is one of the government's initiatives 
to move toward a "single window" concept. 
 
The Canada Business Service Centre (CBSC) is an example of process re-
engineering: organizations working together, providing a single, 
integrated, common service.  This initiative is a collaborative effort 
of many federal departments, provincial governments and the private 
sector. 
 
A convenient single-window access point makes it easier for businesses 
to deal with government.  The program responds to frustrations 
expressed by business clients about the number and duplication of 
federal and provincial government programs, services, regulations and 
other business-related information.  A network with at least one Centre 
in a major urban area of each province was in place by the summer of 
1994. 
 
Centres offer a variety of products and services tailored to assist 



clients in quickly obtaining accurate and comprehensive information 
directly or through information officers.  With automated call-in and 
dial-demand service, clients can use their touch-tone telephones seven 
days a week, 24 hours a day for access to the condensed information 
from the Business Information System.  This information describes 
services, programs and regulations, and highlights responsible 
departments or organizations with whom the client may wish to 
communicate.  Some offices also offer an automated voice response 
system that provides a menu of information on frequently asked 
questions.  For more in-depth enquiries, Business Centres plan to 
establish collections of information on business products and research 
capabilities, in the form of interactive diagnostic software, videos, 
publications, business directories, how-to manuals, CD-ROM products and 
external data base access. 
 
Sharing facilities with the provinces can save money and allow 
businesses to cut through the confusing maze of government bureaucracy 
and find an answer to their information needs under one roof. 
 
8.48  Re-engineering poses some special challenges in the public 
sector.  Federal programs are mandated by Parliament, and changes 
require consultations with many different interest groups.  The next 
hurdle is an open and fair procurement process, which takes much longer 
in a government environment.  In the meantime, the technology 
underlying the re-engineering project may become obsolete or dated, 
especially in projects that span several years.  The bureaucracy, if 
not consulted adequately, can also resist change.  Responding to these 
challenges requires sensitivity to the problems, and leadership that 
encourages education and training. 
 
Managing the Project Well 
 
Some critical elements of good IT project management that we would 
expect to find: 
 
 • Previous experience with similar projects. 
 
 • Processes for quick decision making, funding and procurement. 
 
 • Projects with short-term delivery dates (a project due for 
delivery in five years will most likely be obsolete by the time of 
completion). 
 
 • Larger projects divided into modules with short-term 
deliverables. 
 
 • A team with the right mix of business and technical skills to 
get the job done. 
 
 • Team continuity throughout the project, especially at the 
level of project leader and manager. 
 
 • Plans for the management of change. 
 



 • Plans to meet the training and development needs of staff. 
 
8.49  "High tech" government is inevitable, but the benefits it 
promises may not be.  Rapid changes in information technology create an 
increasingly complex and risky environment.  Integrating dozens of 
software products in a complex, distributed, network environment gives 
rise to new kinds of problems and project risks.  Government must focus 
on managing the risks associated with information technology. 
 
8.50  Risk and impact assessments of projects or ongoing project 
monitoring will be expected for all IT activities.  Assessment and 
monitoring are two of the tools needed by government to deliver 
projects that meet user needs on time and within budget.  These tools 
must also yield the information needed to determine when to continue, 
or when to end projects that are no longer beneficial. 
 
8.51  The range of government initiatives, from small micro-
computer applications to multimillion-dollar mainframe and 
telecommunications applications, makes it unrealistic to establish one 
set of rules for all projects. However, the development of high-risk, 
major computer systems merits special attention.  There is no "magic 
formula" for delivering successful systems.  But recognized guidelines 
based on proven management principles give major projects a more than 
reasonable chance of being delivered on time and within budget, while 
meeting users' needs.  While an adaptive approach using selected 
components of a systems development methodology may be acceptable for 
small pilots or medium-sized projects, project management and control 
issues are critical for major capital projects. 
 
Change management issues 
 
8.52  Realizing the benefits that information technology can 
generate, when it is used as a catalyst for re-engineering, requires a 
"people" plan for managing workplace change.  The elements of that plan 
are full, continuous, open information on business goals and expected 
results; worker consultation and counselling; career review and 
planning for education in new skills; and meaningful and responsive 
methods for dealing with worker suggestions and concerns.  Most people 
are open to change; they are, however, slow to adapt to change unless 
they see themselves reflected in it.  They will often respond with 
amazing speed if they see their work becoming more meaningful.  People 
want to know that they can make a difference.  Learning about change 
through rumours or the media is one of the major contributors to low 
staff morale.  It is management's responsibility to deal with 
technological change in a forthright, honest and genuinely open manner 
and to prevent the often negative effects of the information 
"grapevine". 
 
8.53  In today's world, rapid change is the norm.  Government 
employees in the past could depend on stable processes as a key to job 
security.  Now, the need to assess existing processes in terms of 
usefulness and value is changing the workplace and the skills people 
need for success.  The education and skills of public servants must be 
constantly upgraded and adjusted to keep pace with the realities of 



today's workplace.  Employee involvement in the change process is 
essential.  Employees must also recognize that they have a personal 
responsibility to acquire new skills with the help of the employer. 
 
8.54  Because information technology can often result in dramatic 
changes, the government must recognize the importance of managing the 
effects these changes will have on its employees.  The change 
management challenge is to ensure that there are appropriate methods 
and support systems to facilitate transition.  As an employer, 
government must communicate clearly and often about what is to be 
changed, and provide training, support and leadership to help employees 
through the transition.  It must also recognize the extent to which 
change has already had an impact on people's attitudes, expectations 
and levels of technical competence. 
 
The Income Security Program Redesign at Human Resources Development 
Canada is one of the largest redesign projects under way in government. 
 Specific objectives of the redesign are maintenance and improvement of 
client services, security and accuracy of information, flexibility and 
responsiveness of program delivery processes, and operational 
efficiency. 
 
Existing procedures and tools for delivering benefits under the Canada 
Pension Plan, Old Age Security, Guaranteed Income Supplement and Child 
Tax Benefit programs make it impossible for employees to provide the 
levels of service already demanded by clients, or to deal with an 
expected 40 percent increase in demand over the next 15 years.  While 
employees now dealing directly with clients can accept applications, 
queries and data, they rarely can provide an immediate response.  
Transactions pass through many hands; sometimes they are processed many 
times and can take several weeks to complete.  Moreover, the programs 
are supported by a number of computer systems, some a quarter of a 
century old.  Lack of integration and the age and design of the 
programs make them difficult to maintain, expensive to operate and 
virtually impossible for users to work with by direct access. 
 
The redesign involves people, organizations, structures, processes, 
systems and communications.  Only 30 percent of the costs for this 
change are technology-related.  Management of this project is 
particularly concerned with client outcomes, doing it right the first 
time, providing good client service and ensuring that the right tools 
are in place to do the job. 
 
The managers of this project have not underestimated the need to manage 
changes resulting from the re-engineering process.  They recognize that 
it is just as important for the employees to "buy into" the project as 
it is for the clients.  Improving communications systems and issuing 
timely news bulletins and information brochures to keep the staff 
informed and involved in the process have been a priority.  There are 
detailed plans for the assessment of development needs and the 
implementation of training programs for staff.  The new system is 
designed to empower the employees to make more decisions and take more 
responsibility, thus speeding the service to clients. 
 



The system is being delivered in stages.  Availability of the complete 
system is expected in 1997.  As improvements are made in client 
service, annual operating costs are expected to decrease and 
significant savings are expected from reductions in numbers of 
incorrect payments.  Cost avoidance (the difference in cost between the 
old and new ways of doing business) over 15 years is estimated by the 
Department to be about $1.8 billion, compared with a total project cost 
of $285 million. 
 
8.55  To be successful, a learning government has to be courageous 
enough to try new methods, at the same time practising innovative human 
resource management. 
 
Future Audit Plans 
 
8.56  During a period of change, all organizations, including 
governments, must adapt in order to harvest the opportunities and 
potential benefits that come with change.  Committed and progressive 
leadership is essential if government is to seize ownership and manage 
information technology to realize its vast potential.  In the absence 
of leadership, the many challenges facing government will not be met. 
 
8.57  During this time of change, we view our role as helping 
government to minimize the negative impact of change and to realize 
value for money from its investment in people, hardware and software.  
Our priorities will be determined by the "best practices" we have 
identified.  We expect that these practices will result in the 
identification of projects that will, upon successful implementation, 
provide the highest net benefits. 
 
8.58  This role requires that we change our current approach to 
systems audit.  Rather than audit completed systems, we will focus on 
data integrity, control, security and management issues as the system 
is being developed, to help eliminate the expensive process of 
addressing these issues once the system has been fully developed and 
implemented. 
 
8.59  In keeping with this role, we have initiated a Systems Under 
Development study to review large, multimillion-dollar systems 
currently under development within government.  Our audit criteria and 
methodology have been updated and revised to reflect feedback from both 
the Best Practices Symposium and the information technology community. 
 During the next few months, the revised criteria and methodology will 
be used to assess a number of major systems under development at 
different points in the development process.  The findings of this 
audit will be reported in 1995. 
 
8.60  Our Systems Under Development initiative is centred on the 
major, multimillion-dollar system projects.  We will also continue to 
audit smaller, less costly systems during the course of our normal 
audit work in departments, because the total expenditure on these 
smaller systems is greater than the expenditure on the major projects. 
 The Systems Under Development methodology will become part of our 
annual value-for-money work and we will continue to follow how well 



these projects are being managed and the level of risk to which they 
expose the government. 
 
8.61  Over the next several years, we will be looking to the Chief 
Informatics Officer to provide the focal point for achieving the 
promised cost savings and improved services.  We also expect that the 
current role of the internal audit function in government will change. 
 In many organizations, the internal audit role is already seen as 
assisting the organization to avoid failure, rather than reporting 
failure after the fact.  This advisory role for internal auditors 
requires that they be involved at each important phase of a major 
project.  The key to success in using this approach is to involve 
internal auditors early enough in the project so that critical findings 
can be reported in time to take corrective action. 
 
8.62  In all our work, the focus will be on the use of technology 
as an effective tool to improve service delivery and to reduce program 
or operating costs.  The use of best practices, effective project 
management and project selection criteria, and the extent to which 
project objectives and deliverables are achieved will be assessed as 
part of our ongoing monitoring and reporting program.  We will know 
that this monitoring and reporting program has been effective and that 
the Office has made a difference if, over time, we can report that the 
risks to government have been reduced and that the potential gains from 
the implementation of information technology are being achieved across 
government. 
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Main Points 
 
9.1  The government recently committed itself to managing its 
science and technology portfolio more strategically, announcing its 
intention to "put in place a true strategy, one with real priorities, 
real direction and a real review of results."  Previous efforts to do 
so in the last 30 years have failed. 
 
9.2  There has been much activity but few results.  Previous 
government-wide reviews have not produced results-oriented action plans 
that lay out priorities to meet Canada's economic and social needs and 
opportunities.  Some of this lack of progress can be attributed to a 
lack of overall government-wide leadership, direction and 
accountability for implementing desired changes. 
 
9.3  While establishing real priorities will be difficult, it is 
essential.  There are not sufficient resources to meet all needs.  
Government spending on science and technology must be focussed on areas 
with the greatest need, opportunity and potential pay-back.  The 
challenge is to determine what these areas are and to then actually 
implement the necessary changes. 
 
9.4  Successful development and implementation of a true strategy 



will require the joint effort of federal departments, provinces, 
industry and universities, and persistence and leadership by  Cabinet. 
 This may require a revised structure for science and technology in the 
federal government. 
 
9.5  The government needs a framework and indicators to monitor 
Canada's overall performance in science and technology and to determine 
the success of its own efforts to support science and technology.  The 
indicators must reflect both the federal government's objectives for 
its own agenda and larger national objectives that consider all public 
and private sector stakeholders in science and technology. 
 
9.6  Parliamentarians have no basis on which to assess whether the 
government's expenditures on science and technology reflect Canadian 
needs and opportunities, and to hold the government accountable for 
results. 
 
9.7  Parliamentarians can play an important role in ensuring that 
an appropriate, balanced and workable science and technology strategy 
is developed and implemented. 
 
Introduction 
 
9.8  Not long ago, countries founded their economic development on 
their inherent comparative advantages, such as natural resources.  In 
today's world, economic progress is measured by the ability to provide, 
at competitive prices, the variety of common and new products and 
services that global markets demand.  This requires the ability to 
adapt and commercialize the results of  science and technology. 
 
9.9  Technology plays an important role in achieving economic 
goals in  socially acceptable ways.  People are now more aware of 
sustainable development.  Companies soon will be expected to meet 
environmental standards in order to be competitive in the global 
economy, just as they are already expected to meet quality standards.  
Science and technology can help to meet environmental standards related 
to such things as mine tailings, forestry practices and industrial 
waste. 
 
9.10  Economic growth is important to maintain and improve our 
standard of living.  But science and technology go beyond contributing 
to economic growth; they contribute to our quality of life.  For 
example, methods to test the food that we consume, means of improving 
the safety of our transportation modes and the technology available to 
improve health care quality are all supported by various activities in 
science and technology, in both the public and private sectors. 
 
9.11  In many cases, it takes years before the discoveries from 
research are developed to the point where they are commercialized or 
incorporated in regulations.  A nugget of new knowledge may lay 
dormant, perhaps for decades, until other advances in technology 
require that knowledge.  Then it may become a critical factor in 
technological advancement. 
 



9.12  The federal government allocates a significant level of 
resources to science and technology activities.  Its policies and the 
deployment of its resources influence Canada's ability to prosper 
through innovation.  Effective interaction between the research 
community (including universities) and the private sector will 
contribute to Canada's economic well-being.  Given the potential 
benefits and the extensive costs involved, the successful management of 
federal science and technology activities is of profound significance. 
 
Background 
 
Significant resources are allocated to science and technology 
activities 
 
9.13  In 1993-94, the federal government spent approximately $6 
billion on science and technology activities.  In addition, companies 
in the private sector claim approximately $1 billion in tax credits 
each year for research and development.  The expenditures of $6 billion 
represented 11 percent of total government spending, excluding 
expenditures for such purposes as public debt charges and payments to 
persons and other levels of government. 
 
Who spends the federal money and where is it going? 
 
9.14  Federal science and technology funds are allocated primarily 
to federal organizations, industry and universities.  Exhibit 9.1 
provides a breakdown of science and technology expenditures for 1993-
94, by performing sector.  Federal organizations accounted for 
approximately 59 percent of total expenditures, employing approximately 
35,000 people. 
 
 
Exhibit 9.1 is not available, see the Annual Report. 
 
 
9.15  Federal science and technology activities support a variety 
of missions and mandates, including health and safety, protection of 
the environment, communications and social and economic development.  
These activities are divided into two principal components: research 
and development, and related scientific activities. 
 
9.16  Research and development refers to creative work undertaken 
in a systematic way to increase the stock of scientific and technical 
knowledge and to use that knowledge in new applications.  Related 
scientific activities are those that complement or expand research and 
development by generating, disseminating and applying new scientific 
and technological knowledge.  They include, for example, the gathering 
of scientific data through such means as geological and fisheries 
surveys, and the maintenance of meteorological records. 
 
9.17  Of the $6 billion budget for science and technology in 1993-
94, the federal government spent approximately $3.5 billion or 59 
percent on research and development.  Of that amount, $1.7 billion was 
spent in federal organizations and the remainder was paid to outside 



parties.  The federal government is consequently a major player in 
Canadian research and development activities.  Exhibit 9.2 shows who 
funds and who performs research and development in Canada. 
 
 
Exhibit 9.2 is not available, see the Annual Report. 
 
 
9.18  Although almost 60 distinct federal organizations are 
involved in science and technology activities, 17 of them spend over 90 
percent of the resources.  The federal organizations spending the most 
on science and technology include the three granting councils ($860 
million), Environment Canada ($666 million), the National Research 
Council ($512 million), Natural Resources Canada ($476 million) and the 
Canadian Space Agency ($422 million).  Exhibit 9.3 provides a breakdown 
of federal spending on research and development and related scientific 
activities for the 17 most important organizations, for 1993-94. 
 
 
Exhibit 9.3 is not available, see the Annual Report. 
 
 
How much research and development is Canada doing compared with other 
countries? 
 
9.19  The level of national expenditures on research and 
development as a percentage of gross domestic product is widely 
recognized as a significant indicator of the relative creative effort 
of a country.  Exhibit 9.4 provides a comparison by the Organization 
for Economic Co-operation and Development (OECD) of research and 
development spending among its member countries for 1991.  In 
percentage of gross domestic product, Canada ranked 14th among the 24 
OECD countries; its effort in research and development was lower than 
that of all G-7 countries except Italy. 
 
Exhibit 9.4 
 
Gross Domestic Expenditures on Research and Development and as a 
Percentage of Gross Domestic Product for OECD Countries 
 
  International R&D Spending 1991 
   GERD  GERD/GDP 
   US $ M* Percent 
 
Sweden    4,186 2.90 
Japan   67,349 2.87 
Switzerland   3,849 2.86 
United States 154,348 2.75 
Germany   35,563 2.66 
France   25,033 2.42 
United Kingdom  18,735 2.08 
Finland    1,617 2.02 
Netherlands   4,750 1.91 
Norway    1,315 1.84 



Denmark    1,535 1.69 
Belgium    2,752 1.69 
Austria    2,043 1.51 
Canada    7,783 1.50 
Australia    3,671 1.34 
Italy   12,899 1.32 
Ireland      420 1.04 
Iceland      420 1.04 
New Zealand     399 0.88 
Spain    4,337 0.87 
Portugal      502 0.61 
Turkey      884 0.47 
Greece      369 0.46 
Luxembourg  ** ** 
 
GERD - Gross Expenditures on Research and Development 
GDP - Gross Domestic Product 
OECD - Organization for Economic Co-operation and Development 
 
* adjusted by OECD to obtain what it calls Purchasing Power Parity 
(PPP) 
**  data not available 
 
Source: Resource Book for Science and Technology Consultations - 
Industry Canada (1994) 
 
Audit Objective and Scope 
 
9.20  The overall objective of the audit was to assess whether the 
federal government has established clearly what it wants to achieve 
with its science and technology activities and whether the activities 
are managed in a way to yield maximum return. 
 
9.21  In our 1981 audit of research and development activities, we 
focussed on the management of activities in specific departments and 
agencies.  For this audit, we adopted a broader approach, in which we 
also examined the central machinery in place for the overall direction 
and co-ordination of federal efforts, the management of scientific 
personnel and the provision of tax incentives to industry for research 
and development.  We did not examine how grants and contributions for 
science and technology are administered by the three granting councils 
and by government departments and agencies. 
 
9.22  The results of our audit are presented in four interrelated 
chapters.  This chapter outlines our conclusions on the federal 
government's overall management of science and technology activities 
and addresses some government-wide issues.  Chapter 10 describes our 
audit of the management of those activities in a sample of federal 
departments and agencies.  Chapter 11 deals with the management of 
scientific personnel.  Finally, our observations and recommendations on 
the program of tax incentives for scientific research and experimental 
development are presented in Chapter 32. 
 
9.23  In this chapter we report on the mechanisms used to establish 



priorities and direction, to co-ordinate activities among the various 
stakeholders, to measure results and to inform Parliament on the 
overall performance of the government in managing its $7 billion annual 
investment in science and technology.  Overall, we expected to find 
strategic direction, priorities and co-ordination of federal science 
and technology activities.  We also expected to find that results from 
these activities were assessed and communicated to Parliament in a 
timely manner.  The audit observations and recommendations in this 
chapter are consequently addressed to the federal government as a whole 
and not to any of its specific departments or agencies.  Since no 
specific department or agency is responsible for the overall policy 
direction and co-ordination of science and technology activities, we 
were not provided with responses to our recommendations.  We expect the 
government to address our recommendations as part of the federal 
science and technology review currently being carried out, and 
described in paragraphs 9.24 to 9.27 of this chapter. 
 
Observations and Recommendations 
 
Deciding What to Do:  A Long-standing Challenge 
 
The government has committed itself to managing its science and 
technology portfolio more strategically 
 
9.24  The need to improve our economic performance and to create 
jobs was a major issue in the last federal election. Canada's lagging 
performance in using science and technology to these ends, as well as 
the lack of strategic direction and focus for the government's efforts, 
were particularly noted. 
 
9.25  In the February 1994 Budget speech, the government committed 
itself to managing its science and technology portfolio more 
strategically, announcing its intention to " put in place a true 
strategy, one with real priorities, real direction and a real review of 
results."  The Minister of Industry was asked to put forward a paper on 
science and technology, clearly stating the government's priorities, to 
set the stage for an intense national dialogue leading to a new 
national strategy. 
 
9.26  On 28 June 1994, the Minister of Industry and the Secretary 
of State for Science, Research and Development launched a major review 
of federal science and technology activities.  The purpose of the 
review is to "help determine how federal spending in science and 
technology can best be applied to creating economic growth and jobs 
within the context of sustainable development, enhancing the quality of 
life and advancing knowledge." 
 
9.27  The review has three main components: an internal review of 
activities of federal departments and agencies; an independent 
assessment by the National Advisory Board on Science and Technology; 
and consultation with interested Canadians.  An Interdepartmental 
Secretariat has been established in Industry Canada to co-ordinate the 
process.  Three task groups are responsible for the internal review, 
focussing respectively on wealth and job creation in the context of 



sustainable development, the enhancement of quality of life and the 
advancement of knowledge.  The task groups comprise representatives 
from federal departments and agencies conducting science and technology 
activities in these fields.  The review is planned for completion in 
early 1995. 
 
Previous efforts to implement a science and technology strategy have 
failed 
 
9.28  The issues of strategy, priorities, direction and results of 
science and technology activities are not new and this is not the first 
time the government has attempted to resolve them.  In fact, they have 
been subjects of discussion and controversy for more than three 
decades.  Exhibit 9.5 provides a brief summary of some of the numerous 
past studies and initiatives that dealt with the matters currently 
being addressed by the government.  Considering its track record, we 
believe that the government faces a tremendous challenge in  developing 
and implementing a new science and technology strategy. 
 
Exhibit 9.5 
 
Major Science and Technology Reviews and Policy Initiatives: 1963 -1994 
 
1963 Report by Royal Commission on Government Organization (Glassco) 
1964 Creation of Science Secretariat in the Privy Council Office 
1966 Creation of Science Council of Canada 
1968 Science Council issued "Toward a National Science Policy for 

Canada" 
1969 Medical Research Council (MRC) established as a separate entity 
1970-77Reports by Senate Special Committee on Science Policy 

(Lamontagne) 
1971 Creation of Ministry of State for Science and Technology (MOSST) 
1978 Creation of Natural Sciences and Engineering Research Council 

(NSERC) 
1978 Creation of Social Sciences and Humanities Research Council 

(SSHRC) 
1984 Wright Report 
1985 Government issued Nielsen Task Force report on science and 

technology 
1987   National S&T Policy approved by federal, provincial and 

territorial governments 
1987 Creation of Council of Science and Technology Ministers (CSTM) 
1987 Approval of S&T Strategy and Decision Framework by federal 

government 
1987 Creation of National Advisory Board on Science and Technology 

(NABST) 
1988 MOSST merged as a branch into Department of Industry, Science and 

Technology 
1989 "The Halifax Declaration: A Call To Action" issued by National 

Forum of Science and Technology Advisory Councils 
1990-94 NABST issued a series of reports, including: 
 
  •Lortie Report (1990) -- focussed on management of federal 

labs 



  •Nicholson Report (1991) -- focussed on need for Canada to 
change 

  •Janson Report (1993 and 94) -- focussed on S&T priorities 
1991-92Reports issued by government's Prosperity Initiative -- 

addressed S&T challenges 
1992 Closure of Science Council of Canada 
1993 "MOSST Branch" fully integrated into new Department of Industry 
1994 Government announced S&T review in February 1994 Budget speech 
 
9.29  Policy direction, priorities and co-ordination of federal 
science and technology activities were addressed extensively in the 
1963 report of the Royal Commission on Government Organization 
(Glassco).  The Commission noted the government's lack of vision for 
those activities and criticized the central machinery then in place for 
policy determination.  It raised serious concerns about the lack of co-
ordination and the piecemeal expansion of government scientific 
activity after the end of World War II, and concluded that Canada's 
scientific policy at the time was the result, not the cause, of growth 
in the many scientific activities undertaken by government. 
 
9.30  Following the Glassco Commission, a Science Secretariat was 
established as part of the Privy Council Office in 1964.  Then, in 
1966, the Science Council of Canada was established.  In 1968, the 
Council issued a discussion document entitled Toward a National Science 
Policy for Canada, proposing a series of national objectives and a 
structure for organizing new undertakings in Canadian science.  The 
debate on science policy continued. 
 
9.31  In 1967, under the chairmanship of Senator Maurice 
Lamontagne, the Senate Special Committee on Science Policy launched a 
thorough examination and assessment of science and technology in 
Canada.  The Committee addressed many of the questions being reviewed 
today.  It made 45 recommendations regarding targets and strategies and 
27 additional recommendations for the organization of federal science 
and technology activities. 
 
9.32  In brief, the Committee called for both sectoral science 
policies and an overall science policy that would encourage industrial 
innovation and contribute solutions to social problems.  It also 
stressed the need for evaluating federal scientific research to enable 
the government to maximize the return on its investment and shift 
resources to new needs and opportunities as they present themselves.  
It concluded that a coherent organizational system must replace the 
conflicting pattern of responsibilities then in place. 
 
9.33  A number of the recommendations of the Lamontagne Committee 
regarding the organization of government were acted on throughout the 
1970s.  In 1971, the government appointed a Minister of State for 
Science and Technology, who was made responsible for the overall 
formulation of policy and co-ordination of activity.  During that 
period, the government also established the Natural Sciences and 
Engineering Research Council and the Social Sciences and Humanities 
Research Council as separate entities. 
 



9.34  Between 1971 and 1983, the Ministry of State for Science and 
Technology made various unsuccessful attempts to elaborate some kind of 
science and technology policy.  However, no clear science policy was 
put in place and the government's efforts were still piecemeal. 
 
9.35  In the years following the 1984 election, there was a 
concerted effort to develop a science and technology policy and 
strategy.  Numerous reviews and consultations took place from 1984 to 
1991.  A key advancement was the signing of the National Science and 
Technology Policy in March 1987 by the federal, provincial and 
territorial governments.  A Council of Science and Technology Ministers 
was also established to serve as a consultation and co-ordination 
mechanism between the two levels of government. 
 
9.36  In the same year, the federal government issued a document 
called InnovAction - The Canadian S&T Strategy, which identified five 
key sectors for intervention.  It also issued a document known as A 
Decision Framework for Science and Technology, which outlined 
principles, objectives and guidelines for the management of federal 
activities, the roles of federal players and a process for annual 
reporting to Cabinet on science and technology activities. 
 
9.37  It was also in 1987 that the National Advisory Board on 
Science and Technology (NABST) was created to advise the Prime Minister 
on the government's overall policies and priorities in science and 
technology.  Members are leaders in the business, education and labour 
communities.  The Board was, and still is, chaired by the Prime 
Minister.  In 1988, a new department, Industry, Science and Technology 
Canada, was formed by merging the Department of Regional Industrial 
Expansion with the Ministry of State for Science and Technology.  
Another organizational move in the late 1980s was the formation of a 
House of Commons Standing Committee on Research, Science and 
Technology. 
 
9.38  Another important development came in August 1989 with the 
release, by the National Forum of Science and Technology Advisory 
Councils, of a document entitled The Halifax Declaration:  A Call To 
Action.  That document laid out five broad issues where common action 
was needed.  The Council of Science and Technology Ministers 
subsequently issued, in 1991, a National Science and Technology 
Framework for Action.  It was aimed at providing direction for meeting 
science and technology imperatives and proposed a long-term action plan 
that identified specific goals and fundamental principles to guide 
government efforts.  It also noted that a range of indicators must be 
in place to assess those efforts and to measure progress, and it 
proposed specific indicators of inputs and outputs. 
 
9.39  Parallel to those initiatives, the National Advisory Board on 
Science and Technology issued a series of reports addressing various 
strategic and organizational issues.  One of the reports, Revitalizing 
Science and Technology in the Government of Canada (the Report of the 
Committee on Federal Science and Technology Expenditures, known as the 
Lortie report), made 40 recommendations regarding the organization, 
financing and evaluation of federal laboratories. 



 
9.40  With all the efforts in the last 30 years to provide some 
overall direction and to streamline the management of its science and 
technology activities, it would be reasonable to expect the government 
to be able to enunciate clearly what it is trying to achieve through 
those activities and to direct its efforts in a way to yield maximum 
return.  Unfortunately, this is not the case. 
 
9.41  In a report this year on federal science and technology 
priorities, the National Advisory Board on Science and Technology noted 
that there was no evidence of an explicit rationale for the allocation 
of science and technology spending among departments and agencies.  The 
Board was unable to find a rational explanation for why individual 
budgets were at particular levels or why one organization's budget was 
larger than another's.  It appeared to the Board that certain 
departments and agencies had benefited from historical incrementation 
in their budgets.  Our audit findings clearly support the Board's 
conclusion.  The present allocation of funds among various fields of 
science and technology is more incidental than the result of a well-
formulated strategy. 
 
9.42  There has been much activity but few results, although the 
1987 strategy and decision framework have contributed to the 
achievement of some desirable results.  For example, federal 
departments and agencies have worked more closely with industry and 
have increased their revenue levels.  Many industry-based advisory 
boards have also been created. 
 
9.43  However, the framework is far from being implemented in 
departments and agencies.  For example, one of the thrusts in the 1987 
framework was to devolve the in-house performance of science and 
technology to the private sector and universities.  Yet we observe that 
the proportion of total federal science and technology resources spent 
in-house decreased only from 60 percent in 1987-88 to 59 percent in 
1993-94;  in our view, this does not reflect the spirit of the desired 
shift expressed in the 1987 decision framework. 
 
9.44  Some of this lack of progress can be attributed to a lack of 
overall government-wide leadership, direction, focus on results and 
accountability for implementing desired changes.  As we point out later 
in this chapter, Industry Canada is not well positioned to provide 
effective leadership among departments with science and technology 
responsibilities. 
 
Learning from the Past:  Some Conditions for Future Success 
 
9.45  We fully support the government's announcement in the 
February 1994 Budget speech that it will put in place a strategy for 
research and development with real priorities, real direction and a 
real review of results.  Governments in many industrialized countries 
are faced with this challenge.  All international and national economic 
indicators show that time is of the essence.  If Canada is to maintain 
its economic well-being, the government must, after 30 years of trying, 
succeed this time.  Past efforts have revealed several lessons for the 



current science and technology review and the future implementation of 
a strategy -- lessons that we believe are important and that are 
presented in this section of the chapter. 
 
There is an urgent need to set real priorities 
 
9.46  As noted in paragraph 9.19, Canada has only modest resources 
to invest in science and technology, compared with many other developed 
countries.  With the emergence of new players in the Pacific Rim and 
elsewhere, Canada will probably be doing even less of the world's 
research in the future.  Under these conditions, it is essential that 
our resources be invested in a way that will yield maximum return.  As 
stated previously, this is not the present case. 
 
9.47  We believe that it is time to address specific questions and 
issues.  For example, if the government wants to use science and 
technology as a means of generating wealth and creating jobs, it should 
consider focussing its investment in those sectors of the economy that 
are the most promising in terms of potential value added by federal 
science and technology activities.  The government should clearly 
understand the functioning of our innovation system, our challenges to 
remain competitive, and the needs and opportunities it can address 
given its strengths and particular capabilities.  The most cost-
effective means of making the desired difference must then be selected 
and their economic impact demonstrated clearly. 
 
9.48  Although the need has long been recognized, the government 
has not been able to do these things in the past.  However, we believe 
that with the right leadership, discipline and framework, it would be 
possible for the government to institute methods and processes for 
making the necessary tough choices across and within federal 
departments and agencies. 
 
9.49  To be able to make valid choices, the government must be 
clear about what it wants to achieve.  A lack of focus at the 
government-wide level contributes to a lack of focus in departments and 
agencies.  As we report in Chapter 10, our audit of selected science 
and technology organizations identified a need for improved 
understanding of needs and sectoral opportunities.  This understanding 
requires the joint effort of scientific and non-scientific groups in 
departments and agencies with science and technology programs, and 
collective effort by departments, including the Department of Finance 
and the industry sector units in Industry Canada.  Science and 
technology are only a means to achieving broader social and economic 
objectives.  Chapter 10 also reports that science and technology 
organizations need to have clearer goals and priorities.  We believe 
that establishing priorities at the government-wide level would 
contribute to their achievement within departments and agencies. 
 
9.50  In summary, determining real science and technology 
priorities will require addressing fundamental questions such as: What 
are the greatest needs and opportunities?  Where must the government be 
involved and why?  Where should and could the government be involved 
and why?  What should and could the government's involvement be?  



Without answers to these questions, the current review is unlikely to 
provide the government with a true strategy.  Furthermore, we would 
expect to see the strategy identify priorities at the government-wide 
level as well as the sectoral level. 
 
Priorities are not enough - direction is also needed 
 
9.51  A true strategy will also provide direction with regard to 
who will do what, how the desired results will be achieved and when.  
While this touches on the mandates of departments, there is a need for 
top-down, government-wide direction.  For example, if environmental 
technology is selected as a priority for generating wealth and for 
government involvement, direction is needed on how the government 
intends to harness the necessary expertise and resources in departments 
and agencies such as Agriculture and Agri-Food, Environment, Fisheries 
and Oceans, National Research Council and Natural Resources.  
Collective effort cannot be assumed without central direction from the 
government. 
 
9.52  In the past, science and technology policy directives have 
been issued without adequate direction for implementing them.  For 
example, in Chapter 10 we comment on departments' pursuit of 
collaborative arrangements and revenue.  The absence of government-wide 
guidelines and criteria has contributed to departments being involved 
in activities that we believe they should question. 
 
9.53  The lack of adequate direction in the past has also slowed 
the implementation of change.  In Chapter 10 we report that departments 
are making efforts to improve their relevance and impact.  However, 
there is still much progress to be made.  A strategy with real 
direction is needed to accelerate the desired changes and improvements. 
 The situation needs continued study, such as the National Advisory 
Board on Science and Technology has carried out, but follow-up action 
and direction are necessary to produce results. 
 
The present science and technology review needs to provide a results-
oriented action plan 
 
9.54  The 1987 strategy and decision framework established several 
policy objectives, such as the devolution of in-house science and 
technology to industry and universities.  However, it did not establish 
explicit targets.  As reported in paragraph 9.43, the actual results 
achieved to date do not reflect the spirit of the framework; we believe 
the absence of targets has been a contributing factor. 
 
9.55  As we report in Chapter 10, we came across numerous 
situations where the expected results of science and technology 
programs are defined in such general terms that they do not create a 
sense of urgency in the performers and do not provide a basis for 
accountability.  We also report in Chapter 32 that the Department of 
Finance has not yet evaluated the impact of its $1 billion annual tax 
incentives to industry for scientific research and experimental 
development.  As for priorities, focussing on results at the 
government-wide level will contribute to the achievement of results at 



the departmental level. 
 
9.56  We conclude that if the government intends to achieve real 
results from its investment in science and technology, then it needs to 
establish results-oriented targets at the government-wide level.  This 
needs to be one of the outcomes of the current science and technology 
review.  For example, if the government wishes to emphasize the 
development and export of environmental technology-related products and 
services, then it should establish realistic targets and measure 
progress against these targets.  Past efforts have focussed on inputs 
(expenditures), processes and activities. 
 
Stakeholders must work together 
 
9.57  The need for stakeholders to work together is not new.  In 
the early 1970s, the Lamontagne Committee recommended that the 
government establish a central mechanism based on a "concerted action" 
model whereby central agencies work in partnership with line 
departments and agencies. 
 
9.58  We believe that one of the reasons why the 1987 effort did 
not work was that departments and agencies did not support it because 
they were not an integral part of the exercise.  It did not reflect 
their ideas and concerns but was a central agency product.  This time, 
 departments and agencies have been asked to be part of the review 
process.  For the exercise to succeed, departments and agencies need to 
work together as a team to address overall requirements rather than 
their own particular interests. 
 
9.59  The 1987 policy clearly recognized the need to also take into 
account the priorities of the federal, provincial and territorial 
governments in science and technology.  It recognized the need for 
governments to work in greater harmony and to co-ordinate their efforts 
more closely.  An important mechanism to ensure such co-ordination was 
the creation of the Council of Science and Technology Ministers; 
however, it has not met for almost two years.  We have been informed 
that the current phase of the federal review will be extended to the 
national level and will provide for formal federal-provincial dialogue. 
 We believe that such policy consultation and co-ordination with 
provinces is an important condition to avoid disharmony and duplication 
of effort. 
 
9.60  Collaboration among federal departments and with the 
provincial governments is not enough for science and technology efforts 
to succeed.  Industry and universities must be involved to a great 
extent.  Consultations must include discussion of sectoral needs and 
opportunities if the government expects to put in place a strategy that 
has real priorities and real direction. 
 
9.61  Everyone agrees that team effort is essential.  In our view, 
the government cannot assume that stakeholders will work together 
without concerted and persistent effort from the very top. 
 
9.62  The federal government should ensure that: 



 
 • the new federal science and technology strategy is the result 
of a concerted effort among all stakeholders; and 
 
 • the strategy provides for a mechanism to encourage congruence 
of policies, goals and strategies among all stakeholders and to 
minimize duplication of effort. 
 
A revised structure may be needed to oversee the government's science 
and technology portfolio 
 
9.63  It is important that there be an effective mechanism for 
overseeing the government's science and technology portfolio.  The 
mechanism is required to perform such roles as leading the development 
of government policies; leading government-wide reviews and priority-
setting exercises; preparing an annual report to Parliament; and 
monitoring overall trends, performance and results. 
 
9.64  The required mechanism needs to be credible to central 
agencies and line departments and agencies, and to be linked into the 
decision-making and resource-allocation processes.  It should also take 
into account the line authority that ministers have over the activities 
in their departments.  There may be some merit in the Lamontagne 
Committee's conclusion that the delivery of science and technology 
programs should remain diffused among departments and agencies, rather 
than centralized into a "super Science and Technology department". 
 
9.65  The Canadian government has made several attempts to 
establish co-ordinating mechanisms for government-wide science and 
technology policies and priorities.  The inherent drawback of these 
mechanisms is that they either are not part of the government decision-
making and resource-allocation processes or are the responsibility of a 
department such as Industry Canada, which itself is involved in the 
delivery of science and technology programs. The result has been that 
the central science and technology agencies have not been held in high 
regard. 
 
9.66  Other countries have adopted various models.  It is not the 
role of this Office to tell the government how it should organize 
itself to manage.  However, the matter is becoming more and more 
important as the government makes science and technology a priority 
while its fiscal pressures continue to increase. 
 
9.67  The government should put in place an effective framework to 
co-ordinate the activities of departments and agencies in achieving the 
intended results of its new science and technology strategy. 
 
Sustained political will and leadership are needed to bring about 
change 
 
9.68  We found that one of the key factors that contribute to 
making government laboratories and science and technology programs 
successful is having executives who are persistent and provide 
leadership.  Persistence on the part of management ensures that there 



is continuous improvement and repeated effort to make research and 
development activities relevant and focussed, and that accountability 
is not only established but practised and enforced.  Leadership by 
management provides vision and direction.  In addition, we believe that 
politicians who oversee the government's involvement in science and 
technology must also be persistent and provide leadership. 
 
9.69  The Canadian government has certainly demonstrated a strong 
will to make its involvement in science and technology more effective 
and relevant.  However, that will has not been sustained over the 
years.  Reviews and public consultations are announced with great 
publicity.  The same applies when official reports are released.  
Unfortunately, this has been only at the start of the process.  The 
results are yet to come. 
 
9.70  As mentioned previously, government-wide science and 
technology reviews have not produced results-oriented action plans that 
lay out priorities to meet Canada's economic and social needs and 
opportunities.  The fact that there has not been concerted follow-
through on the reviews has exacerbated the situation. 
 
9.71  In 1994, the government committed itself to specific goals 
related to science and technology.  Cabinet will need to be persistent 
if the outcome of the current review is to reflect those goals.  
Leadership that transcends governing departmental mandates is required. 
 
9.72  We support the view that a government-wide science and 
technology review and priority-setting exercise should be carried out 
regularly.  Again, however, this will require leadership that 
transcends governing mandates.  Changes need to be made in the context 
of a long-term view.  Research and development  cannot be turned off 
and on.  It can take years to develop capable teams and to transfer 
discoveries for application by industry and regulators. 
 
The Government Must Know What Is Being Achieved 
 
9.73  The government's commitment to set real priorities, provide 
real direction and focus on results will require significantly better 
information on planned and actual results than is currently available. 
 
9.74  On a government-wide basis, the currently available 
information comprises the expenditure and activity-oriented information 
reported in Part III of the Estimates presented to Parliament, and 
statistics that focus on important overview information such as 
expenditures, number of scientists and number of alliances.  Such 
information does not provide a basis for assessing performance and 
setting real priorities. 
 
Evaluating results will be a challenge 
 
9.75  Establishing meaningful performance targets and evaluating 
results of science and technology will be a challenge.  Many of the 
desired results might become evident only after a number of years.  It 
is often difficult to make the connection between the outcome of a 



research project and, for example, the creation of jobs.  Other 
countries face the same challenge. 
 
9.76  Our audit revealed that the significant amount of analytical 
work conducted over the years by various federal organizations has 
provided a basis for evaluating results of science and technology.  At 
the departmental level, organizations such as CANMET at Natural 
Resources Canada and the Communications Research Centre at Industry 
Canada have undertaken work on developing performance indicators, even 
though complete processes are not yet in place to collect and compile 
the information. 
 
9.77  At the government-wide level, Treasury Board Secretariat has 
moved with a series of departments and agencies toward developing 
frameworks for monitoring and evaluating results.  A Statistics Canada 
advisory group on the development of science and technology statistics 
has proposed developing a nation-wide framework to be used in 
evaluating the results of the federal investment.  The success of these 
initiatives, however, is ultimately dependent upon departments and 
agencies providing information that, as we report in Chapter 10, is 
currently unavailable. 
 
9.78  There is a need to start developing and reporting some key 
measures and indicators.  Evaluating research and development is a 
complex subject.  It can never be truly comprehensive.  Even if truly 
comprehensive evaluations were technically feasible, they would not be 
affordable.  What needs to be done is to evaluate the most important 
components. 
 
What a framework to assess results should include 
 
9.79  Based on our audit, we offer the following suggestions for a 
framework to assess the government's involvement in science and 
technology.  The government-wide framework will need to include 
results-oriented information on such topics as: 
 
 • the impact of government-wide policies, for example, the 
policy to transfer, where prudent and feasible, government in-house 
science and technology activity to the private sector and universities; 
 
 • progress and results achieved by the government's involvement 
at the sectoral level, that is, in government laboratories performing 
research and development aimed at sectors such as aquaculture, mining, 
forestry, biotechnology, environment, pharmaceuticals and health; and 
 
 • the impact of initiatives such as the scientific research and 
experimental development tax credit program. 
 
9.80  The government-wide science and technology framework will 
need to provide information on the cross-linkage of activities in 
different departments and agencies that have an impact on the same 
sectors.  For example, several government research laboratories perform 
research and development that is relevant to the food-processing, 
aquaculture and mining industries.  The Department of Finance's tax 



incentive program also affects these sectors.  In order to have a sound 
basis for assessing results and adjusting priorities, the government 
will need to have information reported by sector as well as the 
traditional reporting structure, by department and agency. 
 
9.81  Given the nature of science and technology, the assessing of 
results will need to encompass both progress and actual results.  
Companies base their decisions to allocate additional resources, or to 
terminate research and development projects, on progress to date and 
continued fit of expected results with market conditions.  So, too, the 
government needs information on the progress of its science and 
technology initiatives in order to support decision making. 
 
9.82  Assessing results will need to include outputs and the 
contribution of those outputs to end results.  For example, objective 
assessment of results will take into account the scope and significance 
of the contribution of technology developed in a government laboratory 
to such end results as jobs, exports and tax revenue.  Performance 
measures will comprise a mix of quantitative and qualitative 
indicators.  The information sources will include documented success 
stories, periodic inventories of the movement of technology and 
expertise, client feedback, review and priority-setting exercises, 
sector scans, measurement systems and independent evaluations. 
 
9.83  The government needs to make decisions on science and 
technology.  However, it will be limited in its ability to make sound 
decisions and set real science and technology priorities, provide real 
direction and focus on results until it has better information on 
results in its science and technology portfolio. 
 
9.84  The government should define, design and implement a 
framework for assessing its science and technology policy and program 
initiatives.  The information should link planned results, progress, 
actual achievements, expenditures and foregone revenues. 
 
Parliamentarians and the Public Must Be Better Informed on Activities 
and Performance 
 
9.85  In our 1992 chapter on departmental reporting, we stated that 
the business of government must be transparent, irrespective of 
Parliament's use of the information it is given.  We recommended that 
information to Parliament include reporting on global stewardship.  
Chapter 7 of this Report discusses these notions in the context of 
sectoral activities like science and technology.  The following 
paragraphs deal with our observations on science and technology 
reporting. 
 
9.86  Because of the importance of the federal investment in 
science and technology, and the scattering of activities among numerous 
organizations, we believe that the availability of information on the 
overall activities and results of these organizations is an important 
condition to ensure a better accountability. 
 
There is no comprehensive reporting on federal science and technology 



activities 
 
9.87  Information to Parliament on government science and 
technology activities is confined to Part III of the Main Estimates for 
individual departments.  With respect to science and technology 
expenditures, the Part IIIs tend to report the inputs of programs and 
activities and do not provide a basis of accountability for results. 
 
9.88  At the overall level, statistics are published by Industry 
Canada and Statistics Canada on expenditures and human resources 
involved in science and technology activities, but they do not provide 
any information on the nature of such activities and their results. 
 
9.89  An attempt was made in the 1987 document called A Decision 
Framework for Science and Technology to gather and report on federal 
science and technology activities overall.  That document, approved by 
Cabinet in January 1987, called for an annual overview of all federal 
activities in science and technology to be prepared by the then 
Minister of State for Science and Technology.  The overview was to 
address the following issues: 
 
 • progress toward the alignment of those activities with the 
guidelines and priorities established by Cabinet; 
 
 • key issues, gaps, or duplication in the overall federal 
effort, taking into account the regional, national and international 
context; 
 
 • periodic in-depth reviews of the programs or issues; 
 
 • special reports of advisory groups established by 
departments, for example, in accordance with the Technology Centres 
Policy; 
 
 • potential or actual impact on science and technology of 
policy initiatives in other areas (taxation, investment, patents, 
procurement, labour adjustment, free trade); and 
 
 • major institutional changes or financing requirements for the 
management and support of science and technology. 
 
 
9.90  The decision framework stipulated also that the overview was 
to be presented to the National Advisory Board on Science and 
Technology and to the Standing Committee on Research, Science and 
Technology for review and comment.  An annual report was to be 
submitted to Cabinet and used to set strategic directions and 
priorities.  That report was also to be used by Finance, the Privy 
Council Office and Treasury Board Secretariat in the preparation of 
multi-year operational plans, as input to the fiscal framework and the 
Budget, and in the fall planning meeting of Cabinet's Planning and 
Priorities Committee.  Finally, a public report was also to be 
released.  The most recent overview published was for 1989-90. 
 



Parliamentarians have no basis to hold the government accountable for 
its spending on science and technology 
 
9.91  In conclusion, current reports do not provide 
parliamentarians with the information they need to assess whether the 
government's investment in science and technology reflects Canadians' 
needs and opportunities.  Available information does not help 
parliamentarians direct questions to the government about its 
strategies and priorities, the way funds are allocated among 
departments and agencies, the results of the intervention mechanisms 
used by the government and the research activities it carries out.  
Parliamentarians are not provided with information on co-ordination 
with other stakeholders or on current problems facing science managers. 
 
9.92  We believe that parliamentarians need to be provided with 
information on government science and technology programs and 
activities that would answer four basic questions with respect to these 
programs: 
 
 • What are the government's mission and lines of business? 
 
 • How does the government carry out its lines of business to 
achieve its mission? 
 
 • What are the government's strategic objectives for realizing 
its mission, and its plans for managing the significant public 
resources under its control ? 
 
 • How did the government do at meeting its objectives, and how 
much did it cost ? 
 
9.93  As we have noted, the government announced in its 1994 Budget 
that it will " put in place a true strategy for research and 
development, one with real priorities, real direction, and a real 
review of results."  When those measures are put in place, 
accountability mechanisms will also need to be put in place.  One such 
mechanism would be a short, but relevant and complete report on federal 
science and technology activities overall.  As discussed in paragraph 
9.66, it would be up to the government to decide who should be 
responsible for preparing such a report. 
 
9.94  The government, in consultation with Parliament, should 
establish a cost-effective reporting framework linked to its 
accountability structure to provide Parliament, on a regular basis, 
with information about its performance in managing its science and 
technology activities overall. 
 
Future Directions for Parliament 
 
Parliamentarians could play an important role in the current science 
and technology review 
 
9.95  As described previously, the current government initiative 
follows 30 years of unsuccessful attempts to establish a national 



science and technology strategy.  Canada must decide what it wants to 
do.  Our audit has shown that an effective, highly focussed, national 
science and technology strategy is critical to survival and growth in 
today's high-technology economic environment.  Ensuring that such a 
Canadian strategy emerges from the proposals to be put forward by the 
Minister of Industry could be one of the most important roles for 
parliamentarians in the near future. 
 
9.96  Several challenges lie ahead.  A first challenge for 
parliamentarians and for the appropriate parliamentary committee will 
be to ensure that there is a real results-oriented science and 
technology strategy with real priorities and real direction.  A second 
challenge will be to ensure that there is a concerted effort to 
implement the strategy and achieve the intended results.  Finally, a 
third challenge will be to ensure that a proper accountability 
infrastructure is put in place. 
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Main Points 
 
10.1  The environment for federal science and technology managers 
has changed since our last government-wide audit of research and 
development, reported in 1981.  Managers are now facing an important 
challenge in attempting to increase the relevance and the economic 
impact of their activities and to do so in a time of fiscal 
constraints. 
 
10.2  While serious efforts are being made to set direction for 
science and technology activities, most research organizations we 
examined still need to set clear goals for their activities and focus 
more on results.  They also need to set priorities based on a full 
recognition of the needs of their clients and of the opportunities in 
their respective sectors of activity.  At present, there is no 
assurance that the activities they are performing and the means they 
have chosen to carry them out are those that provide the greatest 
benefits to Canadians. 
 
10.3  More attention needs to be placed on business development 
activities.  Most research establishments we examined should improve 
their capability for identifying potential uses and users of the 
results of their activities.  It is unclear how science activities can 
meet the missions of departments and agencies and the needs of clients 
when such clients are not adequately defined and their needs not 
adequately profiled. 
 
10.4  Departments and agencies must devote more effort to 
communicating new directions and objectives to their operational 
levels.  Accountability for implementing desired change must be clearly 
established.  This is particularly important in light of the current 
federal science and technology review. 
 
10.5  The majority of organizations we audited do not select and 
review projects in a rigorous manner.  The selection of projects tends 
to overemphasize revenue-generation considerations.  Furthermore, there 
are major deficiencies in project management practices. 
 
10.6  The commitment to evaluate science and technology activities 
varies significantly among departments and agencies.  Much needs to be 
done before they are able to demonstrate the effectiveness of their 
activities. 
 



Introduction 
 
10.7  Federal departments and agencies conduct science and 
technology activities that are of great importance to, and affect the 
lives of, all Canadians.  For example, some of the work conducted in 
federal research establishments helps to ensure the quality of the food 
and water that we consume and the environment in which we live.  Other 
activities are aimed at generating wealth, creating jobs for Canadians 
and improving the competitiveness of our industries.  Just as 
important, federal organizations also contribute to the generation of 
new scientific knowledge for the benefit of present and future 
generations. 
 
10.8  As described in Chapter 9, our audit covered four important 
aspects of federal science and technology activities:  the central 
machinery in place for the overall direction and co-ordination of 
federal efforts; the management of science and technology activities in 
departments and agencies; the management of scientific personnel; and 
the provision of tax incentives to industry for research and 
development.  This chapter presents the results of our work on the 
second aspect:  the management of science and technology activities 
undertaken in departments and agencies. 
 
Background 
 
Federal departments and agencies carry on significant science and 
technology activities 
 
10.9  As described in Chapter 9, the federal government spent 
approximately $6 billion in 1993-94 on science and technology 
activities, excluding tax incentives to industry.  These activities are 
conducted for a variety of reasons, such as health and safety, 
protection of the environment, communications and economic development. 
 They are divided into two principal components:  research and 
development and related scientific activities.  These two components 
are explained in paragraph 9.16 of this Report. 
 
10.10 The government allocated approximately $3.5 billion of its total 
expenditure to research and development.  Of that amount, $1.7 billion 
was spent in over 150 federal research establishments and the remainder 
was paid to outside parties.  Exhibit 9.3 (Chapter 9) shows the 
distribution of expenditures on both research and development and 
related scientific activities by departments and agencies. 
 
Managing science and technology activities in the federal environment 
is a major challenge 
 
10.11 The inherent nature of research and development activities poses 
specific challenges to science managers.  Exhibit 10.1 describes some 
of the characteristics that make research and development a difficult 
activity to manage. 
 
 
Exhibit 10.1 



 
 
Why Is Research Management Different? 
 
Not only is good management of research the critical difference between 
a thriving research organization and an average one, but research is 
the most difficult to manage of all functional activities. 
 
There are three reasons for this special difficulty.  The first is 
uncertainty of outcome, to a greater degree than in almost any other 
organizational endeavour. 
 
The second is that scientists and engineers differ from other employees 
in their expectations, values, attitudes and motivation. 
 
The third is the difficulty of measuring the results or impacts of 
research when each research task is unique. 
 
Even where results can be measured, the delay between the successful 
conclusion of a research project and impact may be so great that it is 
hard to use the knowledge of the results as a basis for planning in the 
future. 
 
"Lamontagne Report" 1972, Vol. 2 
 
 
10.12 The environment within the federal government presents additional 
challenges.  This environment has changed since our last government-
wide audit of research and development, reported in 1981.  The support 
of the departmental mission and the advancement of knowledge were the 
two primary challenges for the research and development manager of the 
early 1980s. 
 
10.13 Today these challenges remain, together with new ones.  The 
government has asked its science and technology managers to increase 
the economic relevance of science activities and therefore their impact 
on wealth generation.  As a result, many of these managers now run 
businesslike operations, seeking partners and external funds to enhance 
the probability of technology transfer and, hence, wealth creation.  
Many of these external arrangements come with their own objectives, 
conditions, time frames and accountability demands. 
 
10.14 Recent years have also been characterized by financial instability 
as budgets of some federal research establishments were reduced.  In 
times of continuing financial uncertainty,  organizations tend to deal 
with the present, rather than anticipating or planning for the future. 
 
10.15 As reported in Chapter 9, there have been neither a well-defined 
government-wide strategy nor priorities on which to base strategic 
science and technology decisions at the departmental level.  Each 
organization consequently has had to rely on its own internal 
capabilities to guide its long-term activities. 
 
Previous studies addressed the management of federal laboratories 



 
10.16 Various studies and reviews have been conducted on the management 
of federal laboratories.  In 1990, the National Advisory Board on 
Science and Technology issued an important report called Revitalizing 
Science and Technology in the Government of Canada (known as the Lortie 
report).  It made numerous observations and recommendations regarding 
the organization, financing and evaluation of federal laboratories.  We 
took these into consideration in planning and conducting our audit. 
 
Audit Objective and Scope 
 
10.17 Our audit objective was to determine whether federal departments 
and agencies have established clearly what they want to achieve through 
their science and technology activities, whether they manage these 
activities in a way to maximize results, and whether they assess the 
results and impacts of their efforts. 
 
10.18 Our audit covered a sample of five departments and agencies - 
Environment Canada, Fisheries and Oceans Canada, Industry Canada (the 
Communications Research Centre), the National Research Council, and 
Natural Resources Canada.  We focussed on the research and development 
aspect of their activities.  Field work was conducted at their 
corporate and regional offices as well as in 10 selected research 
establishments.  Exhibit 10.2 provides a list of the research 
establishments selected for audit. 
 
Exhibit 10.2 
 
Research Establishments Examined in the Audit 
 
Fisheries and Oceans Canada 
 Pacific Biological Branch, Nanaimo, West Vancouver, B.C. 
 
 Physical and Chemical Science Branch, Dartmouth, N.S. 
 
Environment Canada 
 Climate and Atmospheric Research Directorate, Downsview, Ont. 
 
 National Water Research Institute, Burlington, Ont. 
 
Natural Resources Canada - CANMET 
 Energy Research Laboratories, Nepean, Ont. 
 
 Mineral Sciences Laboratory, Ottawa, Ont. 
 
Industry Canada 
 Communications Research Centre, Nepean, Ont. 
 
National Research Council 
 Aerospace Research Institute, Ottawa, Ont. 
 
 Institute of Microstructural Sciences, Ottawa, Ont. 
 
 Marine Biosciences Institute, Halifax, N.S. 



 
10.19 We believe that these organizations provide a good representation 
of federal research and development activities in terms of missions and 
mandates, scientific disciplines and types of research, related 
economic sectors, size and location.  It should be stressed that our 
purpose was not to compare these organizations but rather to assess 
management systems and practices in a wide array of research and 
development activities.  Deficiencies noted should not be associated 
with the appropriateness of investment by the government in a 
particular sector.  As stated in Chapter 9 of this Report, it is up to 
the government to determine its priorities and to choose the activities 
it wishes to undertake. 
 
10.20 We first examined how these organizations plan their activities, 
looking for clear objectives, goals and priorities.  Then we reviewed 
how these plans were implemented by examining management systems and 
practices for organizing, directing and  controlling activities.  Given 
their growing importance, we placed a particular emphasis on how 
revenue-generating activities and external arrangements were managed.  
Finally, we reviewed the mechanisms in place to evaluate and report on 
the results of their operations.  During the course of the audit, we 
also met with senior managers from various private corporations and 
universities engaged in research and development activities to learn 
about their management practices.  In addition, we reported on research 
and development activities of the Department of Agriculture (now 
Agriculture and Agri-Food Canada) and of Forestry Canada (now part of 
Natural Resources Canada) in our 1993 Report.  We make references to 
these audits in this chapter. 
 
10.21 The organizations we audited have their own particularities and 
conduct various types of research.  Various types of research involve 
different time frames.  For example, research projects underlying basic 
scientific principles or fundamental technologies can be carried out 
over a period as long as 10 to 15 years.  Applied research projects 
most often have shorter time frames.  We took this into account in 
applying our audit criteria and assessing management systems and 
practices.  A short profile of the five entities we examined follows. 
 
10.22 Environment Canada.  The Department conducts science and 
technology activities in support of sustainable development and for the 
protection of Canadians and their common environment.  Its research and 
development programs focus on providing knowledge and information in 
support of policies, regulations, environmental monitoring and 
environmental services to Canadians. 
 
10.23 Fisheries and Oceans Canada.  The Department has resource 
management responsibilities with a primary focus on water and related 
resources.  It has responsibility for all ocean-related matters not 
legally assigned to any other department.  The Department's scientific 
objective is to ensure that scientific information of a high 
international standard is available to the Government of Canada for the 
development of policies, regulations and legislation in this area. 
 
10.24 Industry Canada - The Communications Research Centre.  The 



Communications Research Centre conducts research in broadcast 
technologies, communications devices and components, radio 
communications, satellite communications, and communications networks 
and systems.  The Centre was designated research institute status in 
1992, based on the recommendations made in the Lortie Report. 
 
10.25 National Research Council.  The Council supports national science 
and engineering activities and performs and stimulates investment in 
research and development; it also develops and provides scientific and 
technological expertise and knowledge.  It conducts research in such 
areas as information technologies, automated manufacturing, 
transportation, advanced materials, biotechnology, natural resources 
and the environment. 
 
10.26 Natural Resources Canada - The Canada Centre for Mineral and 
Energy Technology (CANMET).  CANMET is Canada's major centre for 
technology development in the minerals, metals and energy sectors.  
CANMET performs and sponsors predominantly commercial and cost-shared 
research and development and technology transfer, in partnership with 
industry and other clients.  CANMET's mandate is to enhance the 
competitiveness of Canada's minerals, metals and energy industries; to 
improve and develop technologies for energy efficiency and alternative 
energy; to improve health, safety and environmental control in its 
client industries; and to support government policy initiatives. 
 
10.27 Exhibit 10.3 shows the financial resources invested in science and 
technology activities in the five audited organizations. 
 
Exhibit 10.3 
 
1993-94 Science and Technology Spending for Departments and Agencies 
Audited 
 
      (in thousands of dollars) 
 
         TOTAL   TOTAL 
      R&D   RSA R&D/ RSA EXTRAMURAL TOTAL 
       INTRAMURAL 
 
Environment 
Canada  103,522 496,748 600,270 65,566  665,836 
 
Fisheries and 
Oceans Canada 132,818 113,944 246,762 13,578  260,340 
 
Industry 
Canada - CRC 40,100  -  40,100  -   40,100 
 
Natural 
Resources 
Canada  201,941 193,418 395,359 80,637  475,996 
 
National 
Research 



Council  334,932  59,593 394,525 118,007  512,532 
 
Source: Statistics Canada and CRC 
 
Observations and Recommendations 
 
Overall Assessment 
 
10.28 As described in Chapter 9, the federal government has committed 
itself to managing its science and technology portfolio more 
strategically.  It has announced its intention to set priorities for 
research and development, to provide direction and to carry out a real 
review of results.  Consequently, a major review of federal science and 
technology activities is under way. 
 
10.29 The success of this initiative is ultimately dependent on the 
ability of science-based departments and agencies to implement the new 
directions that might arise from that review. 
 
10.30 Our audit led us to conclude that federal research establishments 
need to improve their management systems and practices to be able to 
respond better to the requirements that will follow from this 
government-wide initiative.  First, they will have to clarify their 
roles in their respective sectors of activity and to set clear goals 
and priorities for their research and development activities.  The 
establishment of priorities at the government-wide level will be 
helpful to that end. 
 
10.31 Second, we found that research organizations need to pay more 
attention to the expected results and impacts of their work in 
selecting research programs and projects.  Some organizations are 
making very good progress in this area and we encourage all science-
based organizations to pursue their efforts toward that end. 
 
10.32 Third, departments and agencies must improve their project 
management practices.  As reported in Chapter 11, more attention needs 
to be placed on developing a truly effective management capability in 
federal research establishments. 
 
10.33 Finally, the ability of the federal government to carry out a real 
review of results relies on the ability of science-based organizations 
to provide the needed information.  To meet this requirement, they will 
have to enhance their capabilities for evaluating the effectiveness of 
their activities. 
 
Deciding What to Do - Defining Research Goals and Priorities 
 
10.34 We expected that each department and agency would conduct its 
science and technology activities in the context of clearly articulated 
objectives, goals and priorities related to their mandates and 
missions.  We also expected that anticipated results of research and 
development programs would be clearly defined, where feasible and 
reasonable to do so, in terms of outputs, outcomes and impacts.  In 
applying this latter criterion, we recognized the inherent difficulties 



of defining expected results for some types of research conducted. 
 
10.35 Overall, we found that while efforts are being made to set 
direction for science and technology activities, much needs to be done 
to ensure that each department and agency invests its resources in a 
way that yields the greatest benefits for Canada.  The absence of a 
well-defined strategy and priorities at the government-wide level is 
one of the factors contributing to this situation. 
 
Efforts are being made to set direction for science and technology 
activities 
 
10.36 Our review of planning practices and interviews with departmental 
management and staff revealed a commitment on the part of individual 
departments and agencies to set direction for their science and 
technology activities.  Various initiatives have been taken or are 
under way to develop a clearly stated corporate vision, and to 
elaborate science and technology strategies aimed at eventually 
ensuring that program and project decisions are based on relevance to 
departmental objectives and needs of clients.  Some organizations have 
made more progress than others. 
 
10.37 For example, CANMET has made good progress in recent years in 
setting direction and focussing its activities.  Its management and 
staff at the corporate and operational levels engage in frequent 
planning sessions that contribute to the development and updating of an 
overall strategic plan, called CANMET 2007, and a three-year business 
plan.  Other audited organizations have also placed emphasis on 
deciding what to do.  The Communications Research Centre has recently 
identified new strategic directions to guide some of its activities and 
has developed a business plan to focus its efforts.  The National 
Research Council is in the process of redefining its future directions, 
objectives and strategies and updating its Long-Range Plan.  Current 
goals and programs are being reviewed to place more emphasis on the 
creation of wealth for Canada. 
 
10.38 Environment Canada is also making efforts to provide direction for 
its scientific activities.  Six corporate directions have been 
identified to guide departmental activities in the future and a long-
term corporate business plan has been produced.  Finally, the Science 
sector of Fisheries and Oceans Canada produced a Core Business 
Statement in 1993 that highlights core business sectors and identifies 
key areas for improvement. 
 
There is an urgent need for clear goals and more focus on results 
 
10.39 The level of direction to be provided to research managers and 
scientists requires a delicate balance and must take into account the 
inherent characteristics of research and development.  As stated in the 
Lortie report: 
 
Strategic planning in the organizations examined (for best practices) 

involves continuing and healthy tension between initiative and 
control, and between bottom-up and top-down decision-making.  The 



tension between bottom-up and top-down decisions allows a balance 
between scientific freedom and focused activities.  No mission-
oriented laboratory can afford to allow scientists to pursue 
individual research projects entirely of their own design.  But 
neither can they expect highly trained and creative scientists 
simply to execute projects defined by non-scientific managers or 
clients. 

 
10.40 Strategic directions serve to guide research program decisions 
and, ultimately, the selection of specific projects by research 
managers at the laboratory level.  The absence of a clear set of goals, 
priorities and expected results increases the risk that research 
projects will be selected that do not contribute to the achievement of 
departmental objectives.  Taking into account the delicate balance 
required in the level of direction to be provided, we found that 
present strategic directions are not specific enough to reduce that 
risk to an acceptable level. 
 
10.41 Our review of strategic planning documents in the five 
organizations we audited revealed that most outline only in very 
general terms the proposed research directions and intentions.  We 
noted that these documents are often activity-oriented and that 
research goals are often expressed in terms of actions such as 
"studying the effects of"; "creating new strategic alliances"; and 
"providing scientific information on".  Although these statements set 
general directions for research to follow, they do not provide 
sufficient focus or specify the expected results and impacts. 
 
10.42 We consequently expected that these general directions would be 
further translated into goals and priorities that were more specific, 
and that individual research programs and projects would be defined in 
terms of related expected results.  The five organizations reviewed 
meet these criteria with varying degrees of success, often limited. 
 
10.43 This is a government-wide malaise.  We made similar observations 
on two other federal departments in our 1993 Report.  In Chapter 16 of 
that Report, we noted that the Department of Forestry, at that time, 
had not articulated clear research goals and priorities, and that a new 
strategic plan was urgently needed to explain how it intended to manage 
its research efforts to promote sustainable development.  In Chapter 
13, we observed that although the Research Branch of Agriculture and 
Agri-Food Canada had directed its scientists to target their research 
efforts to foster competitiveness, it was difficult to determine, from 
the information in the Department's Research Study Data Base, how 
research projects supported the objectives of the Department and 
fostered competitiveness. 
 
10.44 We conclude from our present audit that departments and agencies 
must do a lot more to plan and allocate their resources more 
effectively.  As discussed later in this chapter, clearly stated goals, 
priorities and expected results are essential conditions for assessing 
the success of programs and for holding managers accountable for their 
use of resources. 
 



10.45 In the absence of such clarity, we found weaknesses in the 
research establishments' planning processes.  In many of the institutes 
and laboratories examined, managers and staff engage in planning on a 
routine basis and develop various types of plans to demonstrate how 
they intend to act on, and contribute to, the achievement of corporate 
objectives.  However, these objectives are vague.  Consequently, the 
resulting plans are general statements of intent with very little 
rationale for that intent.  In many cases, managers could not 
demonstrate that the choices made (type of research, client or subject 
area) were supported by an in-depth analysis of needs, opportunities, 
risks and alternatives. 
 
10.46 We noted that program funding decisions are often based on the 
desire to retain and use existing resources rather than to reallocate 
them in a rational effort to respond to national needs.  We also found 
that, in some cases, the distribution of financial resources is not 
related to program objectives and priorities.  As discussed later in 
this chapter, the selection of research and development projects tends 
to overemphasize revenue-generation considerations. 
 
10.47 We observed that the lack of clear corporate goals and priorities, 
coupled with budgetary restrictions, leads to behaviour among managers 
and "bench scientists" that, in our opinion, is alarming and 
counterproductive.  Our interviews with staff in some research 
establishments we visited revealed that members perceive that there is 
limited value in trying to plan for the future.  This perception is 
based on operational realities.  Resources are scarce, and conditions 
governing their use are restrictive.  Some managers believe that their 
planning horizon is limited to one budget-year, while research often 
takes many years to achieve its objectives.  They also believe that 
they can work only in areas where there is already internal scientific 
research expertise.  If new trends or opportunities require new 
equipment or facilities, the lead time to acquire them through the 
existing process is probably beyond the projected opportunity for the 
research.  The lack of flexibility in managing scientific personnel, as 
noted in Chapter 11, and the instability of funding in research 
establishments are other important factors that have contributed to 
this situation. 
 
10.48 Some of these concerns of managers are real.  For example, we 
found situations where, in the absence of priorities, departmental 
budget reductions have been applied across the board.  We also observed 
ageing laboratory equipment, and research vessels tied up at port 
because, according to management, there are not enough resources to 
send them to sea.  This points to the need to make tough choices and 
focus efforts on fewer areas, rather than trying to maintain a cadre of 
scientists in all areas of interest but with insufficient resources to 
allow them to work effectively. 
 
10.49 As we report in Chapter 11, the lack of specific departmental 
direction also seriously hinders the ability of research establishments 
to manage their scientific personnel strategically.  Clearly stated 
goals, priorities and expected results are essential inputs to planning 
decisions regarding long-term human resource needs.  We are concerned 



about whether the necessary number of people with the scientific skills 
and knowledge required to fulfill the mandates of the science-based 
government departments will be available when needed. 
 
Priorities must be based on a full recognition of sectoral 
opportunities and clients' needs 
 
10.50 Our review of strategic planning practices led us to conclude that 
most departments and agencies we examined need to set priorities on the 
basis of a full understanding of sectoral opportunities and clients' 
needs.  Overall, we found that these organizations should clarify their 
intended roles in their respective sectors of activity.  They should 
conduct environmental scans and impact analyses to better support and 
demonstrate the relevance of their programs to actual needs.  There is 
a need to assign priorities to programs and rationalize the allocation 
of resources. 
 
10.51 For example, we found that the Communications Research Centre has 
conducted detailed analyses to support its involvement within its three 
activity areas - spectrum-related research, work conducted for other 
federal departments and innovation projects.  However, the rationale 
for allocating resource levels to each of these areas remains unclear. 
 Management of the Communications Research Centre has indicated that 
the current allocation of resources is based on historical activities 
and convention. 
 
10.52 Federal organizations, such as CANMET, the National Research 
Council, and the Communications Research Centre, are conducting a 
significant level of activity aimed at wealth generation that requires 
ongoing liaison with the private sector.  Environment Canada and 
Fisheries and Oceans Canada are also conducting such activities, but to 
a lesser extent.  The objective of wealth generation poses significant 
challenges to these organizations in setting priorities and 
demonstrating the relevance of programs to actual needs.  The pursuit 
of wealth-generation objectives on a large scale requires strong 
internal strategic, economic, business and technical capabilities. 
 
10.53 If federal research establishments are to be used as a tool for 
generating wealth and creating jobs, their resources must be invested 
in the most promising sectors of the economy, and those sectors with 
the greatest need for advanced technology must be identified.  To do 
so, federal agencies must clearly understand the functioning of 
Canada's innovation system, the role they can play, and the needs and 
opportunities they can address in each sector, given their strengths 
and particular capabilities.  The most cost-effective means of making 
the desired difference must then be selected.  The best choice might 
not necessarily be to perform research and development activities 
internally; maybe incentives need to be provided to encourage the 
private sector or universities to undertake these activities. 
 
10.54 CANMET has made good progress in developing the capabilities to 
address these challenges.  However, our audit led us to conclude that 
its current knowledge and analytical capability for assessing 
opportunities and risks in the Canadian and international science and 



technology environments still do not provide assurance that the most 
cost-effective choices are being made. 
 
10.55 A better understanding of strategic business needs and overall 
scientific and technological trends would allow CANMET to play a key 
leadership and co-ordination role in supporting and advancing science 
and technology in its sectors of activity into the future.  It would 
also assist in minimizing repetition of work done by others and 
competition with private suppliers, which currently are part of the 
scientific and technological environment. 
 
10.56 We commend CANMET's efforts in recent years to integrate planning 
and priority setting, and to focus its activities.  However, CANMET has 
been in this business for a long time and still needs to do more to 
develop its analytical knowledge base.  For example, some of CANMET's 
activities are viewed as competing inappropriately with its clients.  
CANMET needs to question its pursuit of research activities in areas 
where a strong industry capability and intense competition already 
exist.  All departments and agencies, regardless of their research 
program orientation, face similar challenges. 
 
10.57 For example, organizations conducting research activities aimed at 
health, safety and environmental concerns face similar challenges in 
setting priorities and demonstrating program relevance to actual needs. 
 They require similar capabilities to be able to do so.  Our audit 
revealed that Environment Canada and Fisheries and Oceans Canada 
participate in a variety of forums designed to provide a broad 
assessment of opportunities and knowledge needs in support of their 
departmental missions.  This information contributes to setting 
corporate directions and overall research and development requirements. 
 However, we found little evidence of analysis of opportunities, needs 
and risks to provide a rationale for project selection decisions and 
ensure that the most cost-effective choices are made. 
 
10.58 Moreover, research and development opportunities and clients' 
needs often cross departmental boundaries and objectives.  We noted, 
for example, that some of the objectives of the National Research 
Council with respect to biotechnology are similar to the objectives of 
Fisheries and Oceans Canada.  Such situations also exist between the 
Council and other departments and agencies, such as Industry Canada 
(the Communications Research Centre) and Natural Resources Canada.  
This poses additional challenges to these organizations in 
understanding the needs and opportunities to be addressed and in 
selecting the most cost-effective means to address them. 
 
10.59 We believe that the analyses being conducted as part of the 
current federal science and technology review will provide valuable 
information to departments and agencies for identifying opportunities 
and needs in their various sectors of activity. 
 
Research establishments must improve their business development 
capabilities 
 
10.60 Business development activities by research establishments include 



identifying potential uses and users of their research and development, 
understanding and assessing opportunities, and  determining how the 
organization can best capitalize on those opportunities.  These 
activities can contribute significantly to improving the relevance of 
research and development, developing successful alliances, transferring 
technology, and generating revenue.  We expected research 
establishments to have developed the internal capabilities to identify 
potential clients and partners as well as the needs and opportunities 
within their sectors, and to promote their services. 
 
10.61 In general, more attention needs to be placed on business 
development.  We are uncertain as to how science activities can meet 
the missions of departments and agencies and the needs of clients when 
the clients are not adequately defined and their needs not specifically 
profiled.  We believe that informal approaches to gathering market 
information increase the risk that strategic decisions may be based on 
less than relevant knowledge and information about potential uses and 
users of research outputs.  Such analysis is critical in areas of 
science where rapid change is common and knowledge and technology can 
quickly become obsolete. 
 
10.62 Given their different missions, mandates and research directions, 
the departments and agencies that we examined vary significantly in 
their orientation toward business development.  For example, CANMET, 
the Communications Research Centre and the National Research Council 
put more emphasis than do Environment Canada and Fisheries and Oceans 
Canada on developing alliances and operating in closer relationship 
with the private sector.  Consequently, those three organizations have 
the most developed business development infrastructures and practices. 
 
10.63 All three organizations have put in place a corporate business 
development and marketing function.  For example, the Business 
Development Division of the Communications Research Centre is 
responsible for the management of intellectual property, business 
development, communications and promotion, major client co-ordination 
and library and information services.  CANMET and the National Research 
Council also have central business development and intellectual 
property services that provide market intelligence, guidance and 
advice. 
 
10.64 In some of the research establishments we examined, market 
information and analysis are not used  to identify client needs or to 
relate those needs to their existing and potential capabilities.  For 
collaborative research projects, little attention is given to defining 
the optimal external partner, and few mechanisms are in place to vet 
potential partners.  But progress is being made.  CANMET is developing 
closer relations with its clients in order to improve its ability to 
identify opportunities and needs.  We also noted that the 
Communications Research Centre places significant emphasis on 
developing ties with other organizations and on marketing its 
intellectual property. 
 
10.65 If Environment Canada and Fisheries and Oceans Canada want to 
focus more on wealth generation for the country, they will have to 



significantly improve their business development capabilities.  For 
example, in both departments, collaboration with industry is minimal.  
Intelligence gathering on potential partnerships is done informally by 
word of mouth, personal contact and attendance at workshops by 
scientists. 
 
10.66 Many of the areas in which Environment Canada has developed 
scientific expertise are becoming ripe for commercialization.  Some of 
these areas include environmental software, data, testing, instruments 
and process work.  Even in some of its more theoretical or longer-term 
basic research, the Department now is well positioned by its technical 
knowledge in a sector that is considered to have good commercial 
potential. 
 
10.67 Currently, scientists at Environment Canada are  encouraged to 
advance the commercialization of some of their work.  They recognize 
the importance of this effort.  However, the potential 
commercialization of environmental technologies, processes, products 
and services could be enhanced through stronger links with the private 
sector.  In our view, a more consistent effort could be made to ensure 
that Canadian industries are involved in the eventual marketing and 
commercialization of environmental products. 
 
10.68 Finally, at Fisheries and Oceans Canada, we found that little 
effort is directed toward identifying potential partners, and there are 
few apparent criteria for assessing and selecting external partners.  
Selection tends to be mainly in response to external initiatives. 
 
10.69 Departments and agencies should: 
 
 • set clear goals, priorities and expected results for their 
research and development activities; 
 
 • conduct environmental scans and business analyses to clearly 
identify needs, opportunities and risks in their sectors of activity; 
and 
 
 • improve their ties with clients at the laboratory level 
through increased business development activities. 
 
Response from Environment Canada:  Environment Canada has, over the 
years, set broad directions and priorities for its mission-oriented 
research.  Where feasible, it has defined the expected results.  
Environment Canada's Business Plan 1994 to 1999 furthers this process. 
 
Environment Canada's mission-oriented research institutes continually 
conduct analyses to identify emerging environmental problems and to 
determine research needs for departmental policy, regulatory, 
negotiating and service delivery purposes.  A new Science Forum Series 
has been instituted, where scientists and managers discuss emerging 
issues and take decision on research priorities. 
 
Environment Canada's mission-oriented research laboratories primarily 
serve internal clients but obtain private sector and provincial input 



through a variety of planning boards and continuing consultations.  
Environment Canada is enhancing its efforts to identify opportunities 
for commercialization with respect to all of its business lines and 
research institutes.  In so doing, the department will ensure that all 
staff are guided by a commercialization policy that defines the range 
of acceptable business arrangements available. 
 
Response from Fisheries and Oceans Canada:  Goals, priorities, and 
expected results of R&D activities are currently being reviewed as part 
of the Department's Program Review.  The Review includes all aspects of 
departmental activity, including interaction with the private sector. 
 
Response from Industry Canada - Communications Research Centre:  The 
CRC agrees with these statements although these recommendations would 
contribute appreciably to the cost of overhead at the expense of the 
research the laboratory is mandated to do.  CRC has, as a strategy, 
decided to devote a significant amount of its resources to this 
activity. 
 
Response from the National Research Council:  NRC is a client-oriented 
organization with research programs focussed on strategic industrial 
sectors.  NRC's planning and accountability processes emphasize the 
need for statements of expected results, and changes to planning 
practices will improve the definition of performance goals.  NRC's 
corporate marketing office performs industrial sector analyses and 
institutes have industrial liaison units. 
 
Response from Natural Resources Canada (CANMET):  NRCan agrees with the 
importance of acquiring a sound knowledge of the economic sectors it 
serves and is committed  to setting clear goals, priorities and 
expected results for its research and development activities.  The 
Department will continue to improve its existing strategic planning 
processes. 
 
Accountability for implementing desired change must be clearly 
established 
 
10.70 We concluded that departments and agencies must devote more effort 
to communicating new directions and objectives to their operational 
levels.  In some organizations we audited, there is no clear link 
between plans and the work actually carried out in the laboratories. 
 
10.71 In a time of organizational and program changes, corporate 
management must be fully informed of progress toward new or changed 
goals.  This is particularly important to ensure the effective 
implementation of the new directions and priorities that might emerge 
from the current federal science and technology review.  There is a 
need to develop corporate information frameworks that are cost-
effective, and that are built around the performance and accountability 
information that managers need to support their decision making and 
implement new strategies and directions.  More emphasis must be placed 
on periodic and annual performance reporting by institutes and research 
establishments.  Our review of present performance reports revealed 
that they are often very general, not timely, and not results-oriented. 



 However, until managers of laboratories are provided with clear 
statements of expected results and performance, it will be very 
difficult to assess the progress of each organization toward achieving 
new goals and directions. 
 
10.72 Departments and agencies should develop cost-effective corporate 
information frameworks built around the performance and accountability 
information they need to monitor the implementation of new strategies 
and priorities and the achievement of expected results. 
 
Response from Environment Canada:  Environment Canada has utilized work 
plans, work plan reports and management contracts to address 
performance and accountability over the past decade.  The recently 
released Environment Canada Business Plan 1994 to 1999 presents six 
corporate directions with long-term objectives, measures of success, 
five-year results as well as performance indicators.  The Department is 
already moving to meet these objectives and will enhance its management 
information system to provide improved and accessible performance and 
accountability information. 
 
Response from Fisheries and Oceans Canada:  Over the past few years, 
the Department has developed a PC-based Program Inventory of Science 
Sector activities.  The inventory provides simple, detailed, results-
oriented information that is being used effectively by program 
managers. 
 
Response from Industry Canada - Communications Research Centre:  One 
cannot argue with the theory behind this recommendation.  A well-
managed organization needs to capture information that illustrates its 
success or failure to realize its goals, objectives and priorities.  
However, the cost of developing sophisticated management information 
systems in a time of severe fiscal restraint must be weighed against 
the lost opportunity of conducting research.  In periods of financial 
hardship, trade-offs must be made, and less sophisticated means of 
information gathering may well have to be relied upon to respond to 
information requirements.  A good manager will ensure that new 
strategies are implemented, priorities are respected and expected 
results are achieved, without having to develop corporate information 
frameworks.  This is clearly an issue that has to be addressed in the 
Science and Technology Review. 
 
Response from the National Research Council:  NRC institutes have 
prepared performance and accountability criteria in response to new 
long-term plans.  Corporate performance criteria linked to its new 
long-range plan are being developed to guide the plan's implementation. 
 
Response from Natural Resources Canada (CANMET):  NRCan acknowledges 
the need for a cost-effective corporate information framework and is 
continuously improving the tools put in place to achieve proper 
monitoring. 
 
Managing Research Programs and Projects - A Key Success Factor 
 
10.73 To help ensure that research establishments undertake and deliver 



the research programs and projects that generate the greatest benefits 
for Canada, we expected that project selection processes would be 
formally established; that clear criteria related to the research 
establishments' goals and expected results would be established for 
selecting programs and projects; that up-to-date program and project 
definition documents would be available; and that research proposals 
would be supported by objective information on opportunities, 
challenges and risks.  Finally, we expected that projects would be well 
managed and periodically subjected to rigorous review to ensure that 
progress is being made and that the projects continue to be relevant. 
 
10.74 As stated previously, managing research and development programs 
and projects requires a delicate balance.  On the one hand, researchers 
and their projects require sufficient freedom and flexibility to 
encourage creativity and motivation while addressing the challenges 
they face.  On the other hand, the commitment of important resources to 
these projects requires a level of control that ensures that results 
are maximized.  Our findings are based on examination of both internal 
projects and projects that involved external parties. 
 
More rigor is needed in selecting research projects 
 
10.75 Overall, in most of the organizations we audited, project 
selection practices and criteria do not consistently ensure that the 
projects selected are closely aligned with corporate objectives.  As we 
have noted, the lack of clear objectives and expected results impedes 
the ability of research managers to do so. 
 
10.76 CANMET and the Communications Research Centre have formal 
processes for selecting projects and have developed clear selection 
criteria.  However, project selection in other research establishments 
is often informal and based on the uninterrupted continuation of the 
previous year's activities. 
 
10.77 Most research establishments do not support their internal 
research proposals with objective analyses of opportunities, risks and 
alternatives based on formal consultations with stakeholders and 
advisors.  This lack of complete and objective analyses severely limits 
the ability of laboratories to select programs and projects that will 
provide the greatest possible return on investment.  Although 
management considers various factors in selecting projects, the 
rationale for why certain projects were selected over others is not 
well documented. 
 
10.78 In most research establishments, project selection does not place 
enough emphasis on the expected end results or impact of the projects. 
 Research and development organizations tend to focus on the laudable 
objective of producing high-quality research outputs.  They place 
relatively little emphasis on the equally important objectives of 
ensuring that there is a potential for adopting the research outputs, 
examining alternative ways of acquiring the desired knowledge or 
technology, and ensuring the involvement of both scientific  and non-
scientific players to achieve the desired results. 
 



The selection of projects tends to overemphasize revenue-generation 
considerations 
 
10.79 Federal departments and agencies are placing greater emphasis on 
developing partnerships, alliances and linkages with provinces, 
universities and industry.  Government laboratories now operate in a 
variety of  fee-for-service arrangements, collaborative agreements, and 
consortia.  Fee-for-service arrangements may involve full cost recovery 
while collaborative agreements and consortia feature financial and/or 
in-kind participation by parties in varying proportions.  We refer to 
such arrangements as "external arrangements" in this chapter. 
 
10.80 Funds from external arrangements are significant to the operations 
of some government research establishments, especially as they often 
supplement lean operating and capital budgets.  For example, the 
National Research Council generated approximately $ 34 million in fee-
for-service revenue in 1993-94.  Collaborative research and trust funds 
available to the organization from external partners increased to over 
$9 million for that year, exclusive of in-kind contributions.  CANMET 
also has a large number of external arrangements. 
 
10.81 External arrangements can bring substantial benefits to federal 
research establishments and to other stakeholders.  For example, 
organizations may share risks and pool talents and resources in 
addressing complex issues.  These arrangements create an environment in 
which organizations can learn from each other and adopt best practices 
in conducting and managing their projects.  They can also provide 
direct indications of the relevance of projects to clients' needs, and 
significantly increase the cost-effectiveness of the research performed 
by federal laboratories.  Knowledge and technologies developed under 
such arrangements are more likely to be transferred and implemented 
successfully.  Finally, many external arrangements bring funds into 
federal laboratories and may increase total expenditures in Canadian 
research and development by leveraging dollars from private sector 
partners. 
 
10.82 However, these arrangements also represent risks and challenges 
for laboratory managers.  If not properly managed, they may impede the 
realization of departmental priorities and drain core science funds.  
They often require specific management and accountability mechanisms.  
The diversity of fund sources and differing accountability requirements 
also place a substantial administrative and financial burden on 
departments and agencies. 
 
10.83 The total number of external arrangements between the government 
and external parties is unclear.  In some organizations audited, we had 
difficulty in determining the total number of arrangements.  We also 
identified many arrangements that were not documented.  Furthermore, we 
found little uniformity across organizations in the classification of 
arrangements by type. 
 
10.84 Overall, we found that projects with external parties are somewhat 
better managed than internal projects.  However, most research 
establishments examined still have to significantly improve their 



practices in managing external arrangements. 
 
10.85 Certain laboratories have not clearly stated the objectives and 
results to be pursued through external arrangements.  Our interviews 
with managers revealed some confusion between the notions of generating 
wealth for the country and generating revenues for their organizations. 
 Inasmuch as revenue generation is, in fact, used as an indicator of 
relevance to clients' needs, it should be considered as a bona fide 
criterion among others for project selection.  However, if it becomes 
an end in itself, then it becomes counterproductive. 
 
10.86 We do recognize the progress that has been made; some good 
practices are in place to build on for the future.  However, the 
selection of projects tends to overemphasize revenue-generation 
considerations.  In many cases, we found that pressures to collaborate 
and generate revenue are biasing the choice of research and development 
projects in a direction that could bring short-term benefits to 
particular industry clients and other parties, rather than long-term 
value to Canadian industry and the economy as a whole.  An overemphasis 
on cost recovery can also result in an erosion of the knowledge-based 
research necessary to maintain a leading edge in key scientific areas. 
 
10.87 In our view, an overemphasis on short-term and problem-solving 
research can also make federal organizations vulnerable to perceptions 
that they compete with or subsidize other parties.  Finally, in the 
face of limited resources, the pursuit of high cost-recovery targets 
leads to priorities in some departments and agencies that may detract 
from fulfilment of their other mandate responsibilities, such as policy 
development, health and safety improvements and environmental controls. 
 
10.88 Departments and agencies should: 
 
 • clearly state and communicate to their personnel the 
objectives to be pursued and the expected results to aim for through 
external research arrangements; and 
 • put mechanisms in place to ensure that these arrangements do 
not distort their long-term scientific operations. 
 
Response from Environment Canada:  Environment Canada's mission-
oriented research is conducted primarily for internal purposes and 
clients.  Nonetheless, where external research arrangements are 
undertaken, the objectives are clear and made fully known to research 
personnel.  The long-term operations of Environment Canada's mission-
oriented research have not, thus far, been distorted by external 
research arrangements.  However, the high proportion of research 
performed through "sunsetting" resources, combined with fiscal 
restraint, can be expected to impact unfavourably on Environment 
Canada's long-term research. 
 
Response from Fisheries and Oceans Canada:  This issue of external 
research arrangements was addressed in the Core Business Statement for 
Science in 1993.  The Department's current Program Review is redefining 
its structural links with other federal/provincial agencies, and 
examines cost recovery issues.  The interim and final results are being 



communicated to staff. 
 
Response from Industry Canada - Communications Research Centre:  CRC 
agrees fully with this statement.  In fact, CRC prides itself on having 
stated and communicated its objectives to all CRC staff through various 
means.  With respect specifically to external research arrangements, 
CRC has an established Business Development office and Corporate 
Development directorate and all scientific staff are fully aware that 
this expertise must be used when discussing, negotiating or concluding 
any external research arrangement.  Furthermore, mechanisms are in 
place to ensure that external research arrangements do not distort 
long-term scientific operation through the limiting of financial 
delegation to managers. 
 
Response from the National Research Council:  NRC has policies for 
research that guide staff on the expected results for external research 
arrangements.  Institute plans outline goals that balance medium to 
long-term strategic and collaborative research with contract and fee-
for-service work. 
 
Response from Natural Resources Canada (CANMET):  NRCan is committed to 
state and to communicate clearly to its personnel the objectives to be 
pursued and the expected results sought through external research 
arrangements.  Accordingly, the Department will be reviewing its 
communication strategy over the next fiscal year.  NRCan recognizes the 
impact of external research arrangements on organization operations.  
Consequently, the Department will review its project portfolio to 
ensure that an appropriate balance is maintained. 
 
There are major deficiencies in project management practices 
 
10.89 In some research establishments, the discipline of defining 
projects exists to meet a corporate requirement and to justify 
resources, rather than to assist in the effective management of 
activities.  As a result, in many instances, project definition 
documents do not accurately reflect operational reality and are of 
limited use both to research managers and to more senior management. 
 
10.90 In most organizations we audited, there is a need to improve the 
ongoing management of projects.  Project monitoring and reporting is 
often ad hoc and informal with minimal tracking and consolidation of 
performance data. Furthermore, we found that more rigor is needed to 
deliver projects on time.  We also noted weaknesses in the financial 
control of projects. 
 
10.91 Finally, we found serious deficiencies in costing and pricing 
practices.  Federal research establishments need information on costs 
for a variety of purposes, such as allocating resources, selecting or 
terminating projects, monitoring efficiency or recovering costs from 
outside parties.  The type of cost information and the level of detail 
required vary, depending on the intended use of the information. 
 
10.92 We expected departments and agencies to have the cost information 
they require to manage their operations.  We also expected them to 



include the direct costs, together with an appropriate portion of 
overhead, in analyses supporting decisions and activities. 
 
10.93 Overall, we have serious concerns about the quality of cost 
information available to laboratory managers to manage both internal 
and collaborative projects.  Weaknesses in cost information create a 
serious risk of unknowingly subsidizing external partners.  Science 
managers may also maintain research facilities of marginal relevance 
because, on occasion, they may generate revenues. 
 
10.94 As discussed previously, federal research establishments are 
moving more and more into cost-recovery activities.  To set rates that 
cover costs, an organization must know what those costs are.  Most of 
the laboratories we examined do not know the full costs of their 
activities.  While standard charge-out rates have been developed by 
some organizations, they sometimes exclude important cost elements such 
as equipment, computer facilities and installations.  Even when charge-
out rates exist, they are not always followed.  For example, at the 
National Research Council, we did not find any criteria setting out the 
rationale for deviating from established rates.  In some cases, price 
adjustments are made based on the client's willingness to pay rather 
than on the department's cost to carry out the activity.  The rationale 
for doing so is not always provided or evident. 
 
10.95 As for internal projects, managers do not have information on the 
costs they can control.  For example, we noted deficiencies in the 
recording of scientist and other staff time on projects.  The lack of 
reliable information on the costs of activities limits the ability of 
managers to weigh the costs and benefits of various alternatives. 
 
10.96 But there are good practices on which to build.  For example, 
CANMET continues to adjust and standardize its costing and valuation 
methods to improve the efficiency of its external client-based 
projects.  In addition, it uses a cost-recovery index to help managers 
and scientists understand how efficient they are at recovering the 
costs of revenue-generating projects. 
 
10.97 Departments and agencies should ensure that: 
 
 • expected results of all research projects are defined 
adequately; 
 
 • the relevance and cost-justification of projects are reviewed 
regularly; and 
 
 • cost information required to manage their operations is 
available. 
 
Response from Environment Canada:  With respect to Environment Canada's 
mission-oriented research, in many instances it is impossible or 
unjustifiable to define expected results.  This is particularly the 
case where exploratory ecosystem research is being conducted.  Where 
reasonable and justifiable, expected results are defined.  This process 
will continue to be improved through the Department's new business 



planning process and consideration will be given specifically to 
improving research project evaluation and enhanced reporting on S&T 
activities, including measurement of costs and benefits. 
 
Environment Canada's mission-oriented research is conducted on 
environmental issues of particular relevance to Canadians and Canadian 
ecosystems.  Cost information is available for semi-annual reviews of 
relevance and cost justification. 
 
Response from Fisheries and Oceans Canada:  The Department already has 
mechanisms in place that accomplish these recommendations. 
 
Response from Industry Canada - Communications Research Centre:  CRC 
agrees with these recommendations, with the caution that the process 
does not overcome the research. 
 
Response from the National Research Council:  NRC is in the process of 
changing research project review practices. 
 
Response from Natural Resources Canada (CANMET):  NRCan agrees with the 
importance of defining expected results for research projects, 
regularly reviewing project relevance and cost justification, as well 
as having available project cost information.  The Department will re-
examine its project management methodology to ensure that it provides 
the required information. 
 
Demonstrating the Effectiveness of Science and Technology Activities 
Evaluating effectiveness is important and complex 
 
10.98 Having good information on results achieved can be very useful in 
selecting future research programs and projects.  Departments and 
agencies are faced with a multitude of choices when selecting the 
research to pursue.  One of the most important elements that can assist 
in this decision-making process is the analysis of whether the research 
being undertaken continues to be relevant to departmental priorities; 
another element is the assessment of progress toward expected results. 
 Solid performance information is needed for deciding to terminate some 
activities, reallocate resources and launch new research initiatives.  
Furthermore, information on results is necessary if research managers 
are to be held accountable for the resources they use. 
 
10.99 However, we recognize that determining the results from research 
and development is complex.  The results can take many forms and come 
at different times.  For example, the results of an improved buoy for 
monitoring weather can be identified soon after the research, whereas 
the results from improved prediction of ocean currants may not be 
evident for many years.  Also, the knowledge from research and 
development can sometimes lie dormant for a long time before it is put 
to use and the full impact from the knowledge is realized.  
Consequently, it is often very difficult to attribute an eventual 
impact to specific research results.  Finally, the impacts are not 
always quantifiable. 
 
10.100 Program evaluation is one important analytical method 



available to departments.  This method involves periodic studies that 
address major questions pertaining to, for example, the relevance and 
impact of government programs.  We expected to find monitoring and 
analysis mechanisms that  would permit science managers to demonstrate 
the results of their activities.  This would be in addition to standard 
scientific quality assurance. 
 
Better information and practices are needed 
 
10.101 Overall, we found that the commitment to evaluation  varies 
significantly among departments and agencies.  Most organizations 
audited do not have all the elements necessary to determine the 
effectiveness of their science and technology activities.  A number of 
departments and agencies have conducted program evaluations of some of 
their laboratory activities.  Some of these studies analyzed the 
performance of specific aspects of their research programs.  The 
majority of the evaluations, however, did not analyze the results or 
determine costs and benefits.  Therefore, except for very few, the 
studies were of limited use in planning future research directions and 
holding research managers accountable for their activities. 
 
10.102 CANMET has several formal mechanisms for monitoring and 
measuring results.  Those mechanisms include program evaluations, cost-
benefit studies, client surveys, and ongoing monitoring.  We consider 
CANMET to be the most advanced in having in place the elements 
necessary to monitor results and assess benefits.  It has conducted 
some monitoring activities, client surveys, and cost-benefit analyses. 
 However, CANMET has yet to adopt a standard set of procedures for 
evaluating economic benefits of its projects that could be used 
consistently throughout its laboratories and programs. 
 
10.103 At the Communications Research Centre, the clients providing 
the funding have the primary responsibility for determining the impact 
of joint scientific activities.  The expected impact of research 
conducted for clients or jointly with clients is discussed during the 
annual negotiation for funding.  The Centre has indicators and targets 
that provide useful information on its achievement of expected results. 
 However, it does not yet have in place ongoing processes to collect 
the information. 
 
10.104 Environment Canada periodically conducts formal reviews of 
selected programs through program evaluations.  However, those 
evaluations tend to focus on operational issues rather than program 
effectiveness.  Cost-benefit and impact analyses after the completion 
of projects are not conducted consistently. 
 
10.105 At Fisheries and Oceans Canada, the laboratories we examined 
do not regularly evaluate the effectiveness of their projects.  The 
Department evaluated aquaculture science in 1991 and had initiated 
evaluations of habitat and fisheries assessment research at the time of 
our audit. 
 
10.106 At the National Research Council, the corporate program 
evaluation function features a strategic evaluation process that is 



still evolving.  However, the Council does not have a process for 
examining research projects and assessing their impacts in a systematic 
manner at the laboratory level or Council-wide.  Evaluations of the 
three National Research Council Institutes we examined had not been 
done, although one had been initiated.  The Council conducts no regular 
assessment of projects. 
 
10.107 Departments and agencies should establish the mechanisms and 
practices they need to demonstrate the results of their science and 
technology activities and to ensure that their resources are allocated 
to those activities that provide the greatest benefits to Canada. 
 
Response from Environment Canada:  Environment Canada concurs with the 
need to demonstrate the results of science and technology activities in 
a consistent manner and will work with other departments to develop an 
appropriate methodology to demonstrate results.  However, it must be 
recognized that such assessments would be of only limited use for the 
identification of future research needs and allocation of resources. 
 
Response from Fisheries and Oceans Canada:  The Department regularly 
assesses all S&T activities.  In addition, the Department's current 
Program Review is examining allocation of all funds with regard to 
benefits to Canadians. 
 
Response from Industry Canada - Communications Research Centre:  The 
CRC agrees with the statement with the caution that incremental 
overhead expenses be contained. 
 
Response from the National Research Council:  NRC has already changed 
its planning practices to focus on the results of its research 
activities and to allocate resources in accordance with the priorities 
of its new long-range plan. 
 
Response from Natural Resources Canada (CANMET):  NRCan acknowledges 
the importance of measuring and making public the results of its 
research and development activities.  The Department recognizes the 
need to integrate, as much as possible, information on project benefits 
into its resource allocation process.  Hence, NRCan will continuously 
improve its existing processes to ensure better use and dissemination 
of information on project benefits. 
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Main Points 
 
11.1  The results of research efforts and the credibility of 
research and development organizations rest ultimately on the 
expertise, knowledge, skills and motivation of scientific personnel 
doing the work, and on the way they are managed and nurtured.  Many of 
the significant problems related to the management of scientific 
personnel in the public service have been known for up to three 
decades. 
 
11.2  Given the concerns raised in previous studies, our audit 
focussed on two main issues that appeared to be the most relevant and 
critical to the present and future performance of federal research 
establishments operating in a rapidly changing environment:  the extent 
to which due consideration is being given to long-term human resource 
requirements, and the adequacy of measures taken to develop a stronger 
and more effective research management capability. 
 
11.3  In the research establishments we audited, there are 
important variations in the efforts made and the results achieved.  
Overall, the hiring of newly graduated scientific personnel is too 
limited to provide for adequate renewal of scientific talent.  Career 
development activities are generally insufficient to ensure the best 
use of scientific talent and the longer-term "employability" of 
scientific personnel.  The management of scientific professional 
development activities often does not provide for adequate maintenance 
of the skills and knowledge base in research establishments. 



 
11.4  In spite of many recommendations that a stronger and more 
effective management capability be developed, it is still not a clear 
priority in most of the research establishments we visited.  We noted a 
direct relationship between the level of efforts made by research 
establishments to improve their management capability and the quality 
of important aspects of the management of research and development 
activities reported in Chapter 10. 
 
11.5  In attempting to assess the reasons why all these long-
standing problems have not yet been resolved, we concluded that some of 
the root causes rest with management in research establishments and 
science-based departments, while others rest with Treasury Board in its 
role as the employer. 
 
11.6  In our view, significant improvements are required in the 
management of scientific personnel if departments and research 
establishments are to tackle successfully the significant challenges 
facing them.  Achieving the objectives and adhering to the priorities 
to be determined by the government as a result of its current science 
and technology review and other reform initiatives will depend, to a 
large extent, on the degree to which sufficient attention is devoted to 
the management of scientific personnel and to the development of a 
stronger capability in research management. 
 
11.7  Our recommendations are addressed to management in research 
establishments and science-based departments and to central agencies, 
Treasury Board in particular.  They highlight the need for tailor-made, 
flexible solutions. 
 
Introduction 
 
11.8  If Canadians are to benefit from science and technology 
activities and if the federal government is to continue investing in 
those activities, it must ensure that it has the capability to both 
conduct and manage the research that is necessary to meet its 
objectives and address its priorities.  In particular, the government 
needs to have assurance that scientific personnel working in its 
research establishments are well managed and are contributing 
effectively to a productive research capability. 
 
11.9  The results of research efforts and the credibility of 
research and development organizations depend ultimately on the 
expertise, knowledge, skills and motivation of the scientific personnel 
doing the work, on the way they are managed and nurtured, and on the 
extent to which their contribution is valued, recognized and rewarded. 
 This requires a legislative and administrative framework, as well as 
systems and practices, that are appropriate for managing those 
particular personnel. 
 
11.10 This chapter outlines the results of our audit of the management 
of scientific personnel in a number of federal research establishments. 
 
Background 



 
Overview of the government science and technology work force 
 
11.11 Science and technology personnel in government research and 
development laboratories are involved in a broad range of activities 
that have an impact on the life and well-being of Canadians.  For 
example, these activities can result in regulations to protect the 
environment or in the resolution of technical problems for Canadian 
industry.  Exhibit 11.1 presents some of the activities and 
achievements of personnel working in a few federal research 
establishments. 
 
Exhibit 11.1 
 
Examples of Activities and Achievements of Federal Research 
Establishment Personnel 
 
The following are examples of some of the activities and achievements 
of scientific personnel working in the research establishments we 
visited. 
 
•Three scientists are the inventors of the Brewer Ozone 

Spectrophotometer, an instrument for measuring ozone in the 
atmosphere. This instrument has become an accepted standard around 
the world and is manufactured by a Canadian private sector company 
under a royalty license agreement, with 90 percent of sales 
outside Canada. 

(Environment Canada: Climate and Atmospheric Research Directorate) 
 
•Scientists are providing information on fish migration for different 

species and information on the ocean environment to assist in the 
development of a scientifically informed Canadian position on 
boundary delimitation in international negotiations. 

(Fisheries and Oceans Canada: Bedford Institute of Oceanography) 
 
•Utilization of waste materials as substitutes for cement in the 

production of concrete has resulted in the availability of 
concrete with enhanced physical properties at lower cost,  and in 
the elimination of disposal requirements for the reused waste 
materials.  The Hibernia platform and the Prince Edward Island 
fixed-link projects will use these waste materials as substitutes 
for cement in the production of concrete.  The impact has been 
conservatively estimated outside government at some $10M per year 
saving. 

(Natural Resources Canada: CANMET) 
 
•The management of a program aimed at supporting the efforts of 

Canadian industry to develop and establish a first generation of a 
commercial mobile satellite system (MSAT).  This system will 
provide voice and data communication to vehicles, aircraft, ships 
and other portable stations located anywhere in Canada, for a 
variety of applications such as resource exploration, trucking, 
railways, forestry, fisheries, construction and law enforcement. 

(Industry Canada: Communications Research Centre) 



 
11.12 As indicated in Chapter 10 (Exhibit 10.1), managing research and 
development presents many challenges, especially because of uncertainty 
about the outcome of the research activities and the difficulty of 
measuring results or impacts.  Furthermore, scientific personnel have 
their own expectations, values, attitudes and motivation.  For example, 
they strive for peer recognition of their scientific achievements.  
Exhibit 11.2 describes some of the characteristics generally associated 
with scientific personnel. 
 
Exhibit 11.2 
 
Some of the Characteristics Generally Associated with Scientific 
Personnel 
 
   Although there are enormous variations in individual personalities 
and behavioral patterns, both within and among different professional 
groups, the following represent some of the characteristics generally 
associated with scientific personnel: 
 
•well educated and usually hold advanced academic degrees and other 

professional credentials; 
 
•display a high degree of creativity, intelligence, and capacity for 

learning; 
 
•thrive on intellectually challenging assignments; 
 
•seek individual autonomy and flexibility as important elements of an 

organization's general work climate; 
 
•value their freedom in pursuing intellectual research streams and 

lines of inquiry; 
 
•have a high degree of curiosity with a deep desire in learning and 

acquiring knowledge for its own sake; 
 
•have strong personalities and individualized ways of thinking and 

value systems; and 
 
•have a high propensity for risk taking, experimentation, and trying 

new approaches to known phenomena. 
 
Source: 
 
Michael K. Badawy, Management as a New Technology, 1993, McGraw-Hill, 
Inc.  With permission of McGraw-Hill, Inc. 
 
11.13 In 1993-94, the total science and technology work force in the 
federal government was estimated at approximately 35,000.  Most of 
these personnel were employed by 17 departments, agencies and Crown 
corporations.  Of that number, approximately 19,000 were involved in 
research and development activities and in related scientific 
activities, in some 150 federal laboratories. 



 
11.14 In departments, scientific and technical occupations are 
classified into 20 different groups, each with a different salary 
scale.  Exhibit 11.3 shows the distribution of science and technology 
personnel by occupational group in major science-based departments.  Of 
these personnel, approximately 10,000 were engaged in research and 
development activities in natural sciences and engineering. 
 
Exhibit 11.3 
 
Distribution of Science and Technology Personnel by Occupational Group 
in Major Science-Based Departments, as of June 1993* 
 



       Energy,             National 
       Mines and             Health  
       Resources, Fisheries        National and  
Occupational Group Agriculture Forestry  and Oceans Communications Environment Defence Welfare Total 
 
AG  Agriculture 275        1            276 
BI  Biological 
   Sciences      28   449      257    2 256  992 
CH  Chemistry   40    30    42       87   26 205  430 
DS  Defence 
 Scientific 
   Service                 559   559 
EN-ENG Engineering 37    68    67    236  295   488   6    1,197 
EN-SUR Land Survey    187    50           2   239 
FO  Forestry     158           3     2   163 
MD  Medicine                   1 191  192 
MT  Meteorology             602      602 
PC  Physical 
   Sciences     473    91      3  502    22  26    1,117 
PH  Pharmacy                   2  43   45 
SG  Scientific 
   Regulations 
   & Patents  1    12   105           7 287  412 
SE-RES Scientific 
   Research  655   634   288     48  213     8 113    1,959 
SE-REM Scientific 
   Research 
   Manager   51    63    23       42     1  18  198 
VM  Veterinary 
   Medicine  563                 1  25  589 
DD  Drafting and 
   Illustration  33    99    26     10   39   523   5  735 
EG  Engineering 
   and Scientific 
   Support    1,336   933   705     29    1,402     1,005 533    5,943 
EL  Electronics  10    52    79    383   68   468   9    1,069 
GT  General 
   Technical  27    52   771     67    1,061   168  12    2,158 
TI  Technical 



   Inspection   2     6   445      6  459 
 
Total Distribution    3,028     2,791     2,697    776    4,577     3,730 1,735  19,334 



 
* This Table was prepared before the government restructuring 
announced on June 25, 1993. 
 
Source:  Treasury Board Secretariat - June 1993, INC001 
 
11.15 With a few notable exceptions, such as the Institutes of the 
National Research Council (NRC), government research establishments are 
subject to the same legislative and administrative framework for the 
management of their human resources as the rest of the public service. 
 That framework includes the Public Service Employment Act, the Public 
Service Staff Relations Act and Treasury Board and Public Service 
Commission policies and directives. 
 
Many of the problems in the management of scientific personnel have 
been known for years 
 
11.16 As noted in Chapter 9, various studies and reviews have been 
conducted in the past three decades on the management of science and 
technology activities, and of research and development in particular.  
Those studies and reports have often commented on issues related to the 
management of the government science and technology work force.  Other 
studies that focussed more on human resource management have also been 
conducted.  Exhibit 11.4 provides a list of some of the key reports and 
studies that have identified issues related to the management of 
scientific personnel in the federal public sector. 
 
Exhibit 11.4 
 
List of Reports and Studies Related to the Management of Scientific 
Personnel 
 
The following are some of the key studies and reports that have 
identified issues related to the management of scientific personnel in 
the federal public sector over the past three decades. 
 
•The Report of the Royal Commission on Government Organization - 

commonly referred to as the "Glassco Commission Report" (1963) 
 
•A Science Policy for Canada, Report of the Senate Special Committee on 

Science Policy, Volume 3, A Government Organization for the 
Seventies - commonly referred to as the "Lamontagne Report" (1973) 

 
•The Ministerial Task Force on Program Review - commonly referred to as 

the "Nielsen Task Force" (1986) 
 
•The Changing Role of Government Laboratories, Organization for 

Economic Co-operation and Development (OECD) (1989) 
 
•The Report of the Federal Science and Technology Expenditures 

Committee of the National Advisory Board on Science and 
Technology, Revitalizing Science and Technology in the Government 
of Canada - commonly referred to as the "Lortie Report" (1990) 

 



•The Second Report of the Public Service 2000 Task Force on Staff 
Training and Development (May 1991) 

 
•The Report of the Working Group on the Management of S&T Human 

Resources to the Steering Committee on the Management of Science 
and Technology, Strategic Issues, Objectives and Recommendations 
for the Management of the Scientific, Engineering and Technical 
Community in Key Federal Science-Based Departments (1992) 

 
•The discussion paper produced by the Professional Institute of the 

Public Service of Canada (PIPSC),  Public Service Intramural 
Research and Development: Problems and Remedies (1983); and its 
report, Issues Facing Professional Employees in the Federal Public 
Service (1994) 

 
Audit Objective and Scope 
 
11.17 Given the problems identified in previous studies, this audit 
focussed on two main issues that appeared most relevant and critical to 
the present and future performance of federal research establishments 
operating in a changing environment.  More specifically, and in the 
light of changing science and technology priorities and objectives, the 
audit objective was to determine: 
 
 • the extent to which due consideration has been given to long-
term human resource requirements, in particular to systems and 
practices for: 
 
- bringing in newly graduated scientific personnel, 
 
-ensuring that the talent of scientific personnel is put to best use in 

the future, and 
 
-ensuring that research establishments maintain the skills and 

knowledge base required; 
 
 • the adequacy of any measures taken to develop a stronger and 
more effective research management capability. 
 
11.18 Exhibit 11.5 presents a schematic view of the scope and approach 
used for this audit. 
 
 
Exhibit 11.5 is not available, see the Annual Report. 
 
 
11.19 Our audit covered seven research establishments, in the same 
departments as those mentioned in Chapter 10.  We did not include the 
National Research Council in this chapter because it is a separate 
employer and thus operates under a significantly different legislative 
and administrative framework for human resource management.  For 
example, it can establish its own job evaluation and remuneration 
system.  Exhibit 11.6 provides a list of the research establishments we 
audited as well as the total number of personnel employed in them. 



 
Exhibit 11.6 
 
Research Establishments Audited and Their Personnel 
 
Environment Canada 
 Climate and Atmospheric Research Directorate, 
  Downsview, Ont.       207 
 National Water Research Institute, Burlington, Ont. 271 
 
Fisheries and Oceans Canada 
 Bedford Institute of Oceanography, Dartmouth, N.S. 254 
 Pacific Biological Station, Nanaimo, B.C.   135 
 
Industry Canada 
 Communications Research Centre, Nepean, Ont.   396 
 
Natural Resources Canada 
 CANMET/Energy Research Laboratories, Nepean, Ont.  159 
 CANMET/Mineral Sciences Laboratories, Ottawa, Ont. 138 
 
Source:  Data provided by the research establishments audited 
 
11.20 For the purpose of this report, the term "scientific personnel" 
includes the scientists and engineers working in the federal research 
establishments audited.  It may be argued that there are significant 
differences between research scientists (SE-RES) and other scientists, 
such as biologists, chemists, or physical scientists.  However, the 
observations reported in this chapter apply to all of those scientists 
and engineers unless otherwise specified.  While we recognize the 
importance of the contribution of technologists and technicians to 
science and technology activities, and acknowledge that some of the 
identified problems may also apply to them, we did not include them in 
the scope of this audit. 
 
11.21 The research managers covered by our observations carry titles 
such as project leader, section head, division chief, program director, 
program principal and research establishment director or equivalent.  
Some of these managers belong to the research manager (SE-REM) group or 
to the Executive (EX) group, while most others belong to scientific 
groups such as engineers (EN-ENG), biologists (BI), and physical 
scientists (PC). 
 
11.22 In conducting the audit, we carried out the following activities: 
 
 • interviews in each research establishment with senior 
managers, including the director, and group discussions with bench 
scientists and managers; 
 
 • interviews in each department with assistant deputy ministers 
and other senior managers responsible for the research establishments 
visited, including meetings with human resource managers and officers 
at various levels; 
 



 • a review of studies, reports and analyses conducted by 
departments, research establishments or others; 
 
 • gathering and analysis of departmental and research 
establishment documentation related to human resource systems and 
practices; and 
 
 • interviews with officials of the Treasury Board Secretariat, 
the Public Service Commission, and the Canadian Centre for Management 
Development. 
 
11.23 In addition, we contacted senior managers and human resource 
managers in a number of research and development organizations in 
Canada and the United States to learn about their practices in the 
management of scientific personnel.  Exhibit 11.7 provides examples of 
good human resource management practices reported by some of those 
organizations. 
 
Exhibit 11.7 
 
Examples of Good Human Resource Management Practices in Selected R&D 
Organizations 
 
The following are examples of good human resource management practices 
reported by one or more of the R&D organizations we contacted. 
 
• A real commitment to the management of their scientific personnel. 
 
• Planned turnover in laboratory personnel to make room for new 
talent. 
 
• A career management program that includes options to move out of 
the laboratory into other parts of the organization. 
 
• Use of parallel career ladders for scientists or engineers and 
managers. 
 
• A minimum level of training and development to be taken by each 
employee per year. 
 
• Organized programs of visiting speakers or colloquium. 
 
• Special funding for mandate-related research projects to explore 
new avenues. 
 
• Use of generic qualification profiles in the selection of 
managers. 
 
• Systematic training and development programs for various levels of 
managers. 
 
• Authority delegated to junior managers to reward significant 
achievement or special effort through "on the spot" awards. 
 



Overall Assessment 
 
11.24 Many of the problems in the management of scientific personnel 
identified in studies conducted over the last three decades still have 
not been corrected.  However, there are important variations in the 
efforts that research establishments have made to address the problems 
and in the results achieved. 
 
11.25 Managers in research establishments and science-based departments 
have recognized the need to determine their long-term requirements for 
scientific personnel and to develop means to ensure that such personnel 
will be available when needed.  Despite initiatives they have taken, we 
found that, overall, substantial improvement is still required.  More 
specifically, the following deficiencies have been noted: 
 
 • hiring of newly graduated scientific personnel is too limited 
to provide for adequate renewal; 
 
 • career development activities are insufficient to ensure best 
use of scientific talent and longer-term "employability" of scientific 
personnel; 
 
 • management of training and development activities does not 
provide for adequate maintenance of the skills and knowledge base in 
research establishments. 
 
11.26 In spite of many previous recommendations that a stronger and more 
effective management capability be developed, we found that, with a few 
exceptions, this is still not a clear priority in most of the seven 
research establishments we visited.  In our view, there appears to be a 
direct relationship between the level of effort devoted to developing a 
stronger management capability and the quality of important aspects of 
the management of research and development activities - for example, 
setting direction and selecting and managing research projects - 
reported in Chapter 10. 
 
11.27 We have attempted to assess the reasons why all these long-
standing issues have not been resolved.  In our opinion, some of the 
causes of this inertia include the fact that no one has been assigned 
responsibility for implementing the recommendations of previous 
studies, the current uncertainty about future science and technology 
activities and budgets, and the impact of systemic constraints to the 
effective management of scientific personnel, such as the Work Force 
Adjustment Directive.  Overall responsibility for addressing the issues 
and the root causes identified in this audit rests with management in 
research establishments and science-based departments, as well as with 
Treasury Board in its role as the employer. 
 
11.28 Unless significant improvements are made in the management of 
scientific personnel, there is a serious risk that research 
establishments will not be able to cope with the rapidly evolving 
context in which government research activities are taking place, and 
with the changes that might be required as a result of the current 
science and technology review and other reform initiatives by the 



government. 
 
Detailed Observations 
 
11.29 The attention devoted to the management of scientific personnel, 
and the results achieved by management in research establishments and 
science-based departments, vary from one department to another and from 
one research establishment to another.  We found examples of good human 
resource management practices in all seven research establishments we 
visited, but some had more than others.  Exhibit 11.8 indicates some of 
those good practices.  Nevertheless, in all the issues we audited, 
significant improvement is still required. 
 
Exhibit 11.8 
 
Examples of Good Human Resource Management Practices in Federal 
Research Establishments 
 
The following are examples of some of the good human resource 
management practices we observed in one or more of the seven federal 
research establishments we visited. 
 
• A special fund available on an annual basis for the hiring of some 
recently graduated scientists from employment equity target groups. 
 
• Formal guidelines proposing a minimum level of annual training and 
development for each employee. 
 
• An educational and professional development program for periods in 
excess of three months. 
 
• Formal guidelines and criteria on conference attendance. 
 
• A special program that brings in, once a year, a selected top 
expert to give lectures and meet with the research establishment staff 
over a period of a week. 
 
• A written plan of succession with training and development to be 
undertaken by potential candidates for key management and scientific 
positions. 
 
• An employee advisory committee and the executive management 
committee of a research establishment, each including a representative 
from the other committee, to improve communications between management 
and staff. 
 
• An Emeritus Designation Program to retain and recognize the 
contribution of high-performing individuals without affecting 
opportunities for the recruitment of new scientific personnel. 
 
• A process of upward feedback to solicit the views of employees 
about the strengths and weaknesses of their supervisors' management 
practices, with follow-up to address the shortcomings. 
 



• An annual award for the best publication from the laboratory 
personnel. 
 
A More Strategic Approach Is Needed in the Management of Scientific 
Personnel 
 
11.30 Strategic management is a process through which the basic mission, 
objectives and priorities of an organization are determined in light of 
what the future might hold.  It is also a process through which an 
organization allocates and develops its human resources in order to be 
able to achieve its objectives in the long term. 
 
11.31 Thus, we expected to find in place flexible systems and management 
practices to ensure that creative scientific personnel will be 
available when needed, in the right numbers and disciplines, and with 
the right experience to achieve intended goals and objectives.  
Furthermore, we expected to find human resource management systems that 
effectively support the mission and objectives of research 
establishments. 
 
11.32 As the direction of research in the federal government is 
changing, and relationships with Canadian industry and other clients 
are evolving toward more use of partnerships, senior managers in the 
research establishments we visited recognize that the current mix of 
skills may not be appropriate, and that there is a need to acquire 
people with new skills and different kinds of knowledge.  For example, 
some managers indicated that they should have fewer research scientists 
(SE-RES) and more engineers; others said they needed people in 
different disciplines, or more people in a particular discipline.  In 
addition, managers of research establishments and senior departmental 
managers  all stressed the need to increase the ratio of non-permanent 
(term) to permanent (indeterminate) employees in order to increase 
their flexibility to staff research projects.  However, most of them 
reported that attempting to implement such changes in a context of 
unpredictable cuts in staff and budget is difficult. 
 
11.33 Only limited formal efforts have been made to determine long-term 
human resource requirements in research establishments.  In most cases, 
the main objectives of those efforts were to implement the downsizing 
of personnel or to control the numbers of indeterminate and term 
employees.  Where formal plans exist, they focus on such things as 
employment equity targets or the effects of the age distribution of 
scientific personnel on potential retirements.  (In one research 
establishment, however, plans were made and carried out to redeploy and 
reorient a significant number of scientific personnel in a new area of 
research.)  In our view, the lack of formal efforts to determine long-
term human resource requirements is due to the belief among some 
managers and other scientific personnel that, as reported in Chapter 
10, there is limited value in trying to plan for the future. 
 
11.34 In spite of management's stated intention to do so, we did not 
often find that an infrastructure had been put in place in research 
establishments or departments to support the ongoing identification of 
human resource requirements.  For example, inventories of existing 



skills and definitions of the core skills and competencies needed, have 
not been produced.  We note, however, that one research establishment 
recently developed a questionnaire for that purpose. 
 
There is a need for more systematic renewal of scientific personnel 
 
11.35 Renewal of skills and knowledge, through the recruitment of newly 
graduated scientific personnel, is essential if research establishments 
are to remain creative and productive in the long term. 
 
11.36 Previous studies identified the need for renewal of scientific 
personnel.  The problems reported include the need to revitalize the 
scientific work force - especially the  research scientist (SE-RES) 
group  - due to its ageing population, low turnover, low level of 
external recruitment, and the changes in the orientation of research 
establishments.  In 1993, the average age in this group was about 47, 
among the highest in the public service.  While it may be argued that 
the average age is also increasing in some other groups in the public 
service population, in the case of scientific personnel it is a cause 
for greater concern.  As the Lortie report said: 
 
... the nature of the scientist's contribution...changes meaningfully 

and appropriately [over time]...There is general agreement, 
however, that the most creative technical period in scientists' 
and engineers' careers tends to end in their thirties or early 
forties, depending on the quality of the individuals and the 
environment in which they work...There are several explanations 
for this phenomenon...Whatever the reason, it is clear that a 
steady flow of young new scientists and engineers is critical to 
the continuing revitalization of a scientific organization's 
technical excellence. 

 
11.37 In this context, we expected that action would have been taken to 
ensure the continuous hiring of sufficient numbers of recently 
graduated researchers, on both an indeterminate and a term basis, as 
well as a significant flow of students, visiting scientists, and post-
doctoral fellows. 
 
11.38 Overall, we found limited and insufficient renewal of scientific 
personnel.  All research establishments reported a turnover among 
scientific personnel of less than 2 percent per year over the last few 
years, even though it has been recognized that the minimum desirable 
influx of new professional personnel in research and development 
organizations is from 6 to 8 percent annually. 
 
11.39 The efforts made to encourage early retirement of scientific 
personnel are not sufficient to create opportunities for the hiring of 
enough young graduates.  For example, in some research establishments, 
scientific personnel have been provided with detailed information on 
the retirement process, and on the benefits that would be available to 
them should they decide to retire.  One research establishment 
confirmed that this has led to a few retirements.  In one department, a 
proposal to encourage voluntary early retirement of scientific 
personnel was developed and submitted to Treasury Board Secretariat.  



The Secretariat indicated an interest in the proposal but pointed out 
that the existing legislation on wage restraint prevented any such 
program. 
 
11.40 All but one of the research establishments we visited have 
established an Emeritus Designation Program for retired scientific 
personnel.  This is a program designed to retain and recognize the 
contributions of high-performing individuals without affecting 
opportunities to recruit new scientific personnel.  Although senior 
managers in some research establishments recognize that they could use 
this program more, overall it can be applied only to a limited number 
of people. 
 
11.41 Nevertheless, there has been some renewal.  Funding for programs 
such as the Program of Energy Research and Development (PERD) and the 
Green Plan (known as "renewable" or "sunset" programs) and from 
contracts with external clients has provided for a large proportion of 
the limited new hirings (both term and indeterminate) in the research 
establishments we visited.  One research establishment, however, 
allocated Green Plan and other funding to hire a significant number of 
new personnel.  All managers we interviewed agreed that the use of term 
appointments provides much-needed flexibility to meet fluctuating 
demands; however, it does not solve adequately the problem of the lack 
of renewal of scientific personnel. 
 
11.42 All but two research establishments reported that the hiring of 
summer students, co-op students and post-doctoral fellows has remained 
generally constant over the last few years.  In one department, a 
special fund created by a deputy minister in late 1989 allows a small 
number of recently graduated scientists to be hired from employment 
equity target groups.  Starting in 1988, Treasury Board made available 
a pool of person-years with funding to allow for the recruitment of a 
limited number of young scientists over a three-year period; that 
program was extended for another three years, but without the funding. 
 
11.43 The fact that recruitment of newly graduated scientific personnel 
has been limited can be explained in part by fiscal restraint and 
downsizing; however, in our view, the inadequacy of career development 
programs and the absence of related support mechanisms, such as 
assignment and exchange programs, are contributing factors.  If renewal 
is to occur, there is a need for serious rethinking of the notion of a 
career in the public service, and for change in the culture of 
management and scientific personnel concerning that notion. 
 
Career development needs to be viewed and managed with a new 
perspective 
 
11.44 Traditionally, for most scientific personnel in the government, a 
successful career has meant advancing from junior to senior levels 
while remaining in the same field of scientific expertise and in the 
same research establishment.  That may have been appropriate in periods 
of expansion and staff increases.  The current context, however, with 
its emphasis on partnerships, wealth generation and cost recovery - and 
with possibly less need or less funding for long-term research in some 



establishments - calls for a complete rethinking of the concept of 
career, and of the mechanisms needed to support it.  Today, a career 
can be made up of a succession of positions with different employers, 
mixed with periods of retraining or career reorientation.  For example, 
a professional might have started in a teaching capacity, then spent 
some years on exchange with the public sector, a length of time back at 
university to take senior management training and, after a few more 
years, might finish his or her career as a senior executive in the 
private sector.  Career management, then, should reflect more than the 
employees' wish to develop their potential and the organization's 
desire to ensure that the needed scientific talent will be available to 
meet its objectives.  More and more, it must also include concern - by 
both management and employees - for longer-term employability.  It 
should also consider the need for the upgrading of skills and knowledge 
and for broadening work experiences, as well as help to find 
assignments or even employment outside research establishments when 
necessary or appropriate.  Because management and the employee share 
responsibility for career development, such a departure from the 
traditional concept of career will require a significant change in 
mindset and expectations on the part of both management and employees. 
 
11.45 Various studies such as the Lamontagne report and the Lortie 
report have identified the need for career development activities to 
support the movement of scientists into other career paths.  This would 
help to meet downsizing targets, allow for adequate level of turnover 
and make the best use of the talents of scientific personnel. 
 
11.46 Few mechanisms are in place to ensure that the talents of 
scientific personnel will be put to their best use in the future, and 
that openings are systematically created to provide for the hiring of 
new and younger personnel.  For example, there are no technical career 
paths for scientific personnel who belong to occupational groups other 
than the SE-RES group, such as the biological sciences, engineering and 
physical sciences occupational groups, beyond a certain level in the 
hierarchy of jobs.  Beyond this level, only a managerial career path 
exists.  In the White Paper on the Renewal of the Public Service 
(1990), the government stated its intention to "examine the creation of 
separate but parallel career streams for professional or technical 
specialists."  At the conclusion of our audit, such career streams 
still had not been developed. 
 
11.47 Initiatives by research establishments to provide for career 
development are limited and are not carried out systematically.  For 
example, except in cases of rotational assignments as section heads or 
project leaders, scientists are not often offered developmental 
assignments outside their research establishments, even on a temporary 
basis, to try out other career options such as policy work, business 
development or research management. 
 
11.48 A structured approach to the eventual replacement of key managers 
and other scientific personnel is followed in only two of the seven 
research establishments we visited.  The other establishments rarely go 
beyond identifying potential replacements and, in the case of 
managerial candidates, providing them with some on-the-job training. 



 
More efforts are required to maintain the skills and knowledge base in 
research establishments 
 
11.49 In addition to providing for the renewal and career development of 
scientific personnel, research establishments must also ensure that the 
skills and knowledge of their staff is maintained by helping them to 
keep abreast of the latest developments in the appropriate scientific 
disciplines.  In so doing, research establishments will strengthen 
their capacity to remain productive.  At the same time, it will 
contribute to the longer-term "employability" of their scientific 
personnel. 
 
11.50 Previous studies have identified problems in maintaining the 
skills and knowledge of scientific personnel.  For example, the Second 
Report of the Public Service 2000 Task Force on Staff Training and 
Development (1991) dedicated an entire chapter to the need for a 
framework for the training and development of scientific personnel.  It 
recommended a comprehensive management training program as well as 
self-development activities (educational leave and exchanges); 
protection, during times of fiscal constraint, of a fixed percentage of 
the operating budget for training and development; and removal of 
restrictions on conference travel. 
 
11.51 Given all of those concerns, we expected that research 
establishments would have developed adequate means to maintain the 
required skills and knowledge base.  Such means could include balanced 
research project portfolios, participation in appropriate training and 
development programs, attendance at relevant scientific conferences, 
and access to adequate electronic information networks and library 
services. 
 
11.52 Overemphasis on short-term research could lead to the erosion of 
the knowledge base in research establishments.  As reported in Chapter 
10, there is a risk that an overemphasis on short-term and problem-
solving research could result in an erosion of the knowledge base 
needed to maintain a leading edge in key scientific areas.  This could 
affect the capability of research establishments to tackle problems 
likely to occur in the future - a concern raised by people we 
interviewed in most of the research establishments we visited.  In some 
of the private sector research and development organizations we 
contacted, one of the means to counteract this problem is a clear 
support for mission-related research to explore new avenues, such as 
the development of sound technical ideas that may not fit into current 
business plans but that offer potential for the future. 
 
11.53 There is a lack of focus and management support for training and 
development activities.  In most research establishments, senior 
managers have not sent a strong message about the importance of 
developing and maintaining the skills and knowledge critical to the 
organization.  For example, only two of the seven research 
establishments visited have formal guidelines proposing a minimum level 
of annual training and development for each member of their scientific 
personnel, a practice found in some of the well-managed research and 



development organizations in the private sector.  Except in two 
research establishments where business plans provide a sense of 
direction, training activities are largely determined individually, 
between employee and supervisor, without the benefit of any strategy or 
plan that would take into consideration the goals and priorities for 
professional development activities, in line with the overall goals of 
the research establishment. 
 
11.54 Formal training in areas that are important and relevant to 
research establishments in the current context of emphasis on ensuring 
return on government investment - such as marketing, business 
development, finance, management of intellectual property and project 
management - has not been provided to scientific personnel or managers 
in most research establishments.  Such training would at least give 
them an appreciation for these functions so that they would know when 
it was necessary to call in experts. 
 
11.55 Previous studies identified problems in developing and maintaining 
the knowledge base of research establishment personnel through 
attendance at scientific conferences.  For example, as mentioned in the 
Lortie report, the effective use of these "instruments" has been 
undermined by the failure of central agencies and senior departmental 
managers to appreciate them as "critical and necessary means of 
pursuing an S&T establishment's mission and specific goals." 
 
11.56 All research establishments prepare plans for conference 
attendance with considerable detail on justification and cost, usually 
at the beginning of the fiscal year.  However, only three of the seven 
research establishments we visited have developed guidelines for 
conference attendance.  In only one case do the guidelines stipulate 
that, after attending a conference, a delegate should prepare a written 
report with all details of interest to the research establishment. 
 
11.57 In some of the well-managed private sector research and 
development organizations we contacted, maintenance of the knowledge 
base is addressed more comprehensively and systematically than in the 
research establishments we audited.  Their approach is not limited to 
formal courses and conference attendance.  It also includes well-
organized seminar series that attract scientific experts to speak on 
topics of importance to laboratories, visits and exchanges from and to 
other laboratories, and access to information through electronic 
networks or library services. 
 
11.58 Particular efforts are made in two of the seven federal research 
establishments to provide secondments of their scientific personnel to 
private sector or other public sector organizations, and vice versa.  
In most of the research establishments, however, such means as programs 
of visiting speakers are not planned to maintain or develop the skills 
and knowledge of scientific personnel, and library services are 
perceived to be gradually deteriorating.  At the same time, most 
scientific personnel interviewed indicated that they have adequate 
access to electronic information networks. 
 
Developing a Stronger Capability in Research Management Needs to Be a 



Real Priority 
 
11.59 An effective management cadre is crucial in developing a strong 
research and development capability.  The Lortie report said: 
 
R&D management is a crucial role in successful R&D organizations and 

one that demands the careful selection and development of some of 
the best scientific talent in the organization.  Thus, best 
practices place significant emphasis on finding managers who not 
only understand research, the scientific mission of their 
organizations and their interaction with the larger objectives of 
the parent organization, but also understand R&D management. 

 
11.60 Previous studies reported serious shortcomings in the management 
of research and development, particularly in the management of 
scientific personnel.  For example, the Lortie report noted a general 
decline in government attention, at the sectoral and laboratory levels, 
to effective selection and development of managerial capability.  At 
the departmental and government-wide levels, it found a lack of 
effective mechanisms for the training and continuing development of 
managers of science and technology activities.  The result was, the 
poorer the management, the greater the use of bureaucratic measures and 
micro-management in place of a proper management function.  The report 
went on to say, "The result is that fewer and fewer good people aspire 
to careers in S&T management." 
 
11.61 In addition, the 1992 report of the (Interdepartmental) Working 
Group on the Management of S&T Human Resources to the Steering 
Committee on the Management of Science and Technology (Science 
Assistant Deputy Ministers Committee) indicated that one of the four 
strategic issues requiring senior management attention was the need to 
improve skills in the management of scientific personnel and 
organizations. 
 
11.62 Given those concerns, we expected to find clear signals from 
senior management about the importance of developing a stronger and 
more effective management capability in research and development.  For 
example, we expected to find an infrastructure that would include means 
to identify and develop managerial talent and that would stress 
accountability for managerial responsibilities in research and 
development.  We also expected to find that action would be taken to 
improve managerial capability in a significant way and with a sense of 
urgency, in view of increasing globalization, shrinking resources and 
changes in the direction of science and technology activities. 
 
Generic knowledge and skills requirements for management positions have 
not been identified 
 
11.63 We did not find, in any of the seven research establishments we 
visited, generic qualification profiles similar to the "Profile of 
Public Service Leaders and Managers" used in the selection and 
development of supervisors and managers in the Public Service, 
including those in the Executive Group.  However, two of the research 
establishments have drafted an overall profile for their managers.  



Appropriate profiles would reflect the specific requirements of 
research and development managers at various levels, from project 
leader to research establishment director.  They would include the 
knowledge, skills and behaviour now needed by research managers, who 
increasingly have to interact with clients or other organizations, 
manage contracts, address intellectual property issues and give more 
emphasis to the management of scientific personnel.  In the absence of 
generic qualification profiles, potential candidates or incumbents 
cannot have a clear picture of the skills or knowledge common to each 
of the various management levels.  Thus, they do not know what is 
generally required to be selected for positions at those levels, and 
the need for generic training and development programs cannot be 
determined by management. 
 
There are no structured training and development programs for managers 
in research establishments 
 
11.64 The research establishments we visited have no organized, 
systematic management training and development programs for research 
and development managers.  This is in contrast to practices in well-
managed private sector organizations, which do have such programs.  
Moreover, performance appraisal reports on managers and supervisors 
rarely mention a need for management training. 
 
11.65 While most of the managers we interviewed have taken some general 
management training, only a few have taken specialized courses in 
managing research and development.  For example, the Canadian Centre 
for Management Development reported that, in the past four years, all 
science-based departments and agencies in the federal government have 
sent a total of 210 participants, out of a potential estimated 
clientele of about 5,000, to the course on "Leadership and Management 
for Scientists".  The course is aimed at developing middle- management 
skills and is offered twice a year.  Some departments, however, have 
made limited use of other sources of similar training. 
 
11.66 We did note that, over the last few years, senior management in 
one department has introduced a number of practices to improve the 
quality of general management in the context of a "Total Quality 
Management" initiative.  Those practices include a process of upward 
feedback, whereby employees rate the performance of their supervisors 
with a view to helping them improve their managerial performance.  
Staff in that department, including scientific personnel, were also 
offered courses on project management, team building, effective conduct 
of meetings and managing poor performance, and mechanisms to manage 
change. 
 
Managers are not often formally appraised on all their managerial 
responsibilities 
 
11.67 The focus of the performance appraisal process is on scientific 
activities and achievements.  With some notable exceptions, performance 
appraisal reports on managers and supervisors often are silent on the 
incumbent's managerial responsibilities.  With the exception of cost 
recovery, no objectives or only very general ones appear to have been 



set for managerial responsibilities and so managerial performance 
cannot be adequately assessed.  References to human resource management 
responsibilities in performance appraisal reports, or in management 
contracts where they exist, usually relate to administrative duties, 
such as completing staff performance appraisal reports on time, and to 
employment equity targets.  Little or no reference is made to other 
important responsibilities in human resource management, such as 
ensuring good communication, developing and mentoring junior scientists 
and dealing with poor performance. 
 
11.68 The lack of accountability for managing people is summarized in 
the following statement made by a departmental corporate manager in 
early 1994: 
 
We must recognize that there has been a major cultural shift in 

management and most managers haven't bought into it yet.  The 
shift is from strictly "issues" management to more "people" 
management, but our managers are still being rewarded for managing 
issues and there is no emphasis from the senior ranks for doing a 
good job of managing people. 

 
11.69 In our view, the absence of strong measures to improve 
significantly the management capability of research and development 
managers is a key factor contributing to the deficiencies identified in 
Chapter 10, such as the absence of direction and the lack of rigor in 
selecting and managing research projects.  We believe it also accounts, 
in part, for some of the deficiencies identified in this chapter, such 
as the inadequate development of the scientific personnel who will be 
needed over the long term.  We have noted that there appears to be a 
direct relationship between the level of effort to develop a stronger 
management capability and the quality of important aspects of the 
management of research and development activities reported in Chapter 
10. 
 
11.70 While the need for strong management capability in research 
establishments has been recognized for many years, the challenges 
confronting managers will be even greater in the future.  The 
significant changes that can be expected as a result of the current 
government science and technology review and other reform initiatives, 
added to the rapidly evolving context in which research establishments 
operate, will require well-developed managerial skills if new 
priorities are to be adhered to.  In our view, making the development 
of a stronger and more effective management capability a real priority 
is long overdue. 
 
Long-identified Problems Have Not Yet Been Resolved.  Why? 
11.71 Overall, we found that key problems associated with the management 
of scientific personnel, some of which were reported as early as 1963, 
are still unresolved.  We have attempted to identify some of the 
underlying factors contributing to this inertia. 
 
11.72 No one assigned responsibility for implementing the 
recommendations of previous studies on the management of scientific 
personnel.  The previous studies and reports referred to earlier 



(Exhibit 11.4), which identified issues related to the management of 
scientific personnel, were commissioned by various bodies.  The 
recommendations were thus directed to a variety of authorities, 
including the House of Commons, the Senate and the Prime Minister.  We 
could not find formal commitment by the government to implement the 
recommendations of those reports, and no one was assigned the 
responsibility for taking corrective action. 
 
11.73 Lack of clear direction.  In our opinion, deficiencies in 
strategic priority-setting for science and technology activities at 
both the government and the departmental levels undermine effective and 
efficient management of scientific personnel.  As stated in Chapter 10, 
efforts have been made by all research establishments to set direction 
for their research and development activities, but some have made more 
progress than others.  The lack of a clear set of goals, priorities and 
expected results impacts on their ability to plan for and manage human 
resources effectively.  In the absence of clear direction it is not 
possible to determine with any precision the types of knowledge and 
skills needed, the career paths to be developed, the level and types of 
new talent to be brought in, and the type of scientific professional 
development activities needed to remain at the leading edge in required 
disciplines. 
 
11.74 Uncertainties about science and technology activities and budgets. 
 In addition to the lack of clear direction, uncertainties about 
science and technology activities and budgets over the medium and 
longer term, and the downsizing of the work force are making human 
resource management much more difficult.  For example, effective career 
management is impaired by uncertainty about the funding of a particular 
research area or project, and by the almost automatic abolition of 
positions when scientific personnel leave, which in turn makes renewal 
that much more difficult. 
 
11.75 Overemphasis on uniformity in the current approach to human 
resource management in the public service.  In its role as the 
employer, Treasury Board, assisted by the Secretariat, is ultimately 
responsible for establishing a framework for the effective and 
efficient management of human resources.  That includes the development 
of human resource policies and systems to meet the requirements of all 
the diverse entities in the public service, including research 
establishments.  To deal with human resource issues, the Human Resource 
Policy Branch of the Secretariat is organized on a matrix of functional 
and departmental portfolios.  As for employee bargaining units, they 
are organized on an occupational-group basis that cuts across programs 
and departments. 
 
11.76 These structures and the emphasis on uniformity in the approach to 
human resource management make it difficult to address human resource 
issues from the standpoint of efficiency and effectiveness in research 
establishments.  Although there have been frequent communications on 
this subject between science-based departments and the Treasury Board 
Secretariat, present policies and systems tend to cater to the needs of 
the public service in general; little consideration is given to 
sectoral specificities or to small, somewhat marginal entities, each 



with different needs, "for fear of creating a precedent".  In that 
context, it is not surprising that, at the time of our audit, we could 
not find anyone in the Human Resource Policy Branch of the Treasury 
Board Secretariat charged with responsibility for dealing with issues 
related specifically to the management of scientific personnel.  
Furthermore, no comprehensive data base exists on human resources 
involved strictly in science and technology.  This makes examining the 
characteristics and needs of this community more difficult, as pointed 
out in a previous study. 
 
11.77 The scattering of research establishments.  In science-based 
departments, there are more than 120 research establishments scattered 
across Canada.  Each of those departments has its own culture, specific 
priorities and problems.  In many cases, scientific personnel account 
for a relatively small proportion of the total staff of the department, 
or the research establishments account for only a small portion of the 
department's activities.  In our view, this makes it difficult for a 
research establishment to convince its own department - let alone other 
departments or other research establishments - of the need to deal with 
issues that it considers important and pressing but that its 
department, other departments or Treasury Board might consider 
marginal.  The need for change is unlikely to be addressed unless there 
is sufficient pressure from a majority of departments, or, 
exceptionally, from one department with a large number of scientific 
personnel. 
 
11.78 Lack of an interdepartmental forum for dealing with issues related 
to the management of scientific personnel on a continuing basis.  In 
light of the many issues and concerns identified over the years in the 
management of scientific personnel, and the scattering of research 
establishments across departments, it is apparent that there is a need 
for an interdepartmental forum to discuss and exchange information on a 
regular and ongoing basis and to develop proposals to resolve human 
resource problems.  However, such a forum has not existed on a 
continuing basis over the last few years. 
 
11.79 We were informed that, although the Steering Committee on the 
Management of Science and Technology (Science ADMs Committee) dealt in 
the past with issues related to the management of scientific personnel, 
recently its agenda has been devoted mainly to other issues.  Its 
Working Group on the Management of S&T Human Resources has not met 
since November 1992, as it was determined by the Committee that a 
separate working group on human resource management was not needed.  In 
its only report, the Working Group recommended the creation of an 
"Annual Federal Science Management Forum".  It said that the purpose of 
such a forum would be to allow discussion of "science policy and the 
management and motivation of S&T personnel and organizations on a 
regular basis, so that the dissemination of best practices can be 
accelerated."  In May 1994 there was a meeting of the Interdepartmental 
Advisory Committee for the Promotion of Research Scientists (SE-RES), 
which had not met for a couple of years.  The purpose was to discuss 
the universal job evaluation plan being developed by the Treasury Board 
Secretariat, and its application to scientific personnel.  We 
understand that, in the future, the Committee might recommend action on 



key human resource issues resulting from the current government science 
and technology review. 
 
11.80 Systemic constraints to the effective management of scientific 
personnel.  A 1989 study by the Organization for Economic Co-operation 
and Development, The Changing Role of Government Research Laboratories, 
noted that one of the problems confronting the management of scientific 
personnel in government laboratories is "the age-old problem of the 
basic incompatibility of the personnel management principles and 
methods that are required by the nature of research activities and the 
terms and conditions governing employment in the civil service." 
 
11.81 The Lortie report in 1990 stated: 
 
...managers in federal S&T organizations have insufficient autonomy in 

managing their financial and personnel resources, being 
constrained by departmental management systems and central agency 
rules...These systems provide little incentive for efficiency or 
effectiveness, let alone vital goals such as organizational 
rejuvenation. 

 
11.82 The legislative and administrative framework governing the overall 
management of people in the public service creates significant barriers 
to more effective management of people in research establishments.  
Some of these barriers have been known for more than 30 years, while 
others are more recent. 
 
11.83 Some of the main constraints mentioned by research establishments 
and departmental officials include: 
 
 • the current Work Force Adjustment Directive, whereby a 
"reasonable job offer" must be made to scientists whose skills may no 
longer be required but whose specialization makes it virtually 
impossible to find alternative employment.  This results in a 
reluctance to declare such people "surplus to requirements", or in 
having to keep them on the payroll for long periods of time; 
 
 • the current legislation on wage restraint, which prevents the 
offer of financial or other incentives for the voluntary early 
retirement of older scientific personnel to make room for newly 
graduated scientists and engineers; 
 
 • the stipulation that term employment results in an automatic 
permanent appointment after five years, whereas scientific personnel 
hired on a temporary basis, for a project that takes five years or 
longer, may not be needed once the project is completed; 
 
 • the job evaluation system, which: 
 
-creates two classes of scientific personnel - RES and non-RES.  

Individuals in the RES group are promoted on the merits 
of their own scientific contribution, while those in the 
non-RES group are normally promoted through a 
competition process and only when a more senior position 



becomes vacant or is created; 
 
-does not allow for parallel career streams - one managerial and one 

professional -  for non-RES scientists.  This may result 
in people applying for managerial positions even though 
they may not have a genuine interest in managing, or the 
necessary skills; 

 
-does not provide for a clearly identifiable research management cadre 

in research establishments, with a strong esprit de 
corps and a community of interests, whose skills could 
be more systematically developed through training, and 
developmental assignments; 

 
 • the superannuation legislation and pension plan, which are 
fundamentally designed on the assumption of lifelong employment in the 
public service.  The average age of recruitment for many scientific 
personnel is higher than for other public servants.  Furthermore, with 
the current emphasis on partnerships with the private sector, greater 
mobility of researchers is often necessary and desirable to ensure the 
renewal and maintenance of the knowledge base in research 
establishments; and 
 
 • the Treasury Board guidelines on conference attendance, as 
sometimes interpreted narrowly by departmental officials, limit the 
number of employees a department can send to any international 
conference.  This fails to recognize the particular importance of 
scientific conferences as a means for scientists to keep abreast of the 
latest research developments and to maintain their expertise. 
 
11.84 Cuts in operating budgets, and a requirement to demonstrate value 
for the government investment in research and development activities, 
have made managers more acutely aware of the impact of the constraints 
we have noted.  They know they need to be more flexible and more 
efficient to compete with other research organizations for client 
funding and to meet clients' needs in a timely and cost-effective 
manner. 
 
11.85 Need for change not always clearly demonstrated.  Research 
establishment and departmental management teams have been operating in 
a most demanding context of budget cuts, downsizing, restructuring and 
reorganizing, which is likely to continue for years to come.  In some 
cases, they have also experienced a high turnover in their more senior 
corporate managers. 
 
11.86 In this context, and given the issues raised over the last 30 
years, we expected to find initiatives by departments or research 
establishments that clearly demonstrated to central agencies the need 
for a change in the approach, policies and systems used in the 
management of scientific personnel.  We found that research 
establishments and departments have not always demonstrated this need 
and the consequences of not making changes.  For example, while all the 
research establishments' directors and managers acknowledge the 
problems resulting from the constraints described above, only in a few 



cases have they made formal or even informal representations to 
Treasury Board or the Secretariat that change is needed.  We note, 
however, that when a "business case" has been made, central agencies 
have sometimes responded positively.  For example, one department 
requested and obtained an exemption from the Treasury Board guidelines 
on conference attendance for personnel in its research establishments. 
 Further to its request, another department was allowed to make some 
changes, on a pilot basis, in the promotion criteria for research 
scientists (SE-RES) for a more effective alignment with its business 
objectives. 
 
11.87 The prevailing culture.  As described earlier in Exhibit 11.2, the 
values, attitudes, expectations and motivation of scientific personnel 
give priority to scientific achievements, peer recognition and 
individual professional contributions.  Changing the prevailing 
scientific culture to a more management-oriented and businesslike 
culture - which emphasizes working through others to achieve results, 
often in a competitive environment - presents a challenge that, in our 
opinion, has been underestimated in terms of the time and effort it 
will require.  Yet significant improvement in the management of 
research establishments and scientific personnel will require that this 
challenge be met.  This means, for example, helping some scientific 
personnel, as they move up in the hierarchy, to gradually shift their 
focus from their professional scientific activities - where they have 
built a record of success and have been rewarded - to management, where 
they do not have the same level of expertise and where there are often 
no obvious rewards or incentives. 
 
Conclusion 
 
11.88 In our view, although there are important variations in the 
efforts we observed and in the results achieved, significant 
improvements are required in many aspects of the management of 
scientific personnel if research establishments and science-based 
departments want to be more effective and efficient in the future. 
 
11.89 One critical factor for the successful implementation of the 
changes that may result from the current science and technology review 
and other government reform initiatives is people.  It is through 
people, those working in research establishments as well as those who 
manage them and support them, that results will be achieved. 
 
11.90 The action that the government will take to improve the management 
of scientific personnel -  including changes to human resource 
management policies and systems - will reflect the extent of its real 
commitment to its goals and priorities for science and technology. 
 
Recommendations 
 
11.91 The following recommendations should be implemented after taking 
into account the results of the current science and technology review 
and the government's overall science and technology priorities and 
objectives. 
 



11.92 Science-based departments and research establishments, in clusters 
or individually, depending on the need, should develop, in 
collaboration with central agencies and other stakeholders, a strategy 
for the management of their scientific personnel.  Such a strategy 
should take into account: 
 
 • the quantitative and qualitative profile of scientific 
personnel needed compared with scientific personnel available; 
 
 • the management capability needed compared with the present 
capability at various levels, and the changes required; 
 
 • the need for improved accountability for managerial 
responsibilities, including the management of human resources, to 
ensure that expected results are achieved; 
 
 • the changes required in the human resource management 
policies, systems, and practices, and the related support mechanisms 
needed; and 
 
 • the infrastructure and mechanisms necessary to ensure that 
required changes in the management of scientific personnel will occur 
on a timely basis.  These should include reporting and accountability 
mechanisms required for monitoring and ensuring that expected results 
will be achieved. 
 
11.93 Treasury Board, in its role as the employer and in collaboration 
with science-based departments, research establishments and other 
stakeholders, should: 
 
 • review the existing public service human resource 
legislation, policies and systems, in light of the specific and diverse 
needs of federal research establishments; 
 
 • where cost-effective and appropriate, develop a human 
resource management regime that is tailor-made and decentralized, with 
appropriate accountability mechanisms.  This should include considering 
a separate employer status for research establishments; 
 
 • where appropriate, provide for arrangements, on a 
departmental or ad hoc basis as needed, including: 
 
-the creation of a single occupational group for scientific personnel 

in research establishments; 
 
-parallel career streams, one for managers and one for non-managers, 

for different levels as necessary; 
 
-special recruitment programs; 
 
-retirement incentives; 
 
-exclusions from the five-year limit on term employment, or the 

creation of a special category of employment; 



 
-alternative pension arrangements; and 
 
-increased delegation under the guidelines on conference attendance. 
 
11.94 The government should create a forum specifically dedicated to 
issues related to the management of scientific personnel, within the 
structure expected to be established by the government to oversee the 
science and technology portfolio and co-ordinate the activities of 
science-based departments. 
 
 • The purpose of this forum should include sharing best 
practices, identifying and studying needs and issues, and developing 
strategies and proposals for solutions. 
 
 • In setting up this forum, consideration should be given to 
including managers of science-based departments and federal research 
establishments, representatives of central agencies, of scientific 
personnel, of academic research institutes and of well-performing 
private sector research and development organizations, and others as 
appropriate. 
 
 • The forum should be supported with appropriate means to 
ensure that it can carry out its activities effectively. 
 
 • The forum should assess and periodically report on progress 
achieved in providing a suitable framework for the management of 
scientific personnel in federal research establishments. 
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Main Points 
 
12.1  Since 1986, the Canadian government has implemented 
structural, legislative and policy changes in real property management. 
 While this has laid the foundation for better management of the 
federal real property portfolio, we believe that significant 
opportunity and need for management improvement remain within this new 
regime.  In our opinion, the policy that real property must be managed 
to the maximum long-term economic advantage of the government is at 
risk because there have been instances where property considerations 
have been subordinated to program requirements, political direction 
and/or financial constraints. 
 
12.2  In part, problems identified by our examinations represent 
the cumulative effect of years of conflicting priorities for funds and 
of weak property management practices, such as maintenance deficiencies 
and failure to provide sufficiently for environmental clean-up costs, 
many of which were identified in our 1984 Report.  Improvements are 
required in the acquisition and divestiture of property, the 
maintenance of property holdings, and planning for real property 
management.  In our opinion, unless the problems are addressed 
decisively and quickly, the government will continue to incur avoidable 
costs and face mounting expenditures to correct current problems and 
preserve its real property assets. 
 
12.3  The real property that the government administers and 
controls was estimated, by the Task Force on Program Review in 1985, to 
have a value between $40 billion and $60 billion.  Current stated 
accounting policies of the Government of Canada do not call for real 
property held by individual departments to be recorded as assets, 
although there are indications that the government is seriously 
considering changes to this policy, and a decision is expected in 1995. 
 We note, however, that the negative aspects of a capitalization policy 
must also be addressed, such as the administrative cost of 
implementation, and potential weakening of fiscal stewardship caused by 
leading people to believe that the government's overall financial 
condition is healthier than it is. 
 
12.4  We have concerns that insufficient attention has been given 
to ensuring that the federal government's real property is managed in 
accordance with Treasury Board policies.  We also note that program 
decisions are not always made with recognition of the cost implications 
related to real property.  We have further concerns that the lack of 
knowledge of the costs of holding property as an element of the cost of 
program delivery weakens the government's accountability for the 
effectiveness of this investment and the preservation of the value of 
these assets. 
 
12.5  The chapter also identifies several constraints to the 
businesslike management of real property.  We believe that there is an 
urgent need for government to strengthen the central oversight of the 



management of real property, including improved monitoring practices, 
and to make changes that will reduce constraints, to ensure that these 
valuable assets are managed more economically and efficiently.  We also 
believe that the government should include in this re-examination the 
lessons learned from  the initiatives undertaken in other jurisdictions 
where similar real property management issues are being addressed. 
 
12.6  Some key management tools for the management of real property 
are not yet fully implemented by the government.  These include:  a 
management information system that provides aggregated data on real 
property holdings to support acquisition, divestiture and maintenance 
policy decisions; effective accountability frameworks; and systematic 
assessments of departments, using clear measures of performance. 
 
Introduction 
 
12.7  Federal real property consists of land inside and outside 
Canada, belonging to the Crown and including mines and minerals, 
buildings, structures, improvements and other fixtures on, above or 
below the surface of the land. 
 
12.8  The federal government administers and controls real property 
in all provinces and territories of Canada and in many of the countries 
where Canada maintains diplomatic missions.  The federal government's 
stated accounting policies do not require that real property holdings 
administered by departments be recorded as assets.  Instead, property 
costs are recorded as expenses in the year in which the acquisition 
occurs.  In 1985, the Task Force on Program Review (Nielsen Task Force) 
estimated the value of all federal real property to be between $40 
billion and $60 billion.  This value was based on information from 
custodian departments and included national parks, Crown lands, 
military bases and federal facilities. 
 
Background 
 
12.9  Our Office has reported on real property issues under our 
value-for-money mandate since 1978 and has identified several recurring 
weaknesses in the asset management of real property.  These have 
included weaknesses in project planning, project management and 
physical property management, and also have included political 
direction, one result of which is that property has been acquired at 
higher than necessary cost. 
 
12.10 Following our 1984 Report and the 1985 Nielsen Task Force Report, 
changes were introduced in the federal government to improve real 
property management.  These changes included:  assignment of inventory 
and accountability for real property to user departments; establishment 
within the Treasury Board Secretariat of a real property unit to 
provide central co-ordination; establishment of a new policy structure 
for real property; and new legislation and related procedures to 
simplify transactions concerning property.  Some of the major changes 
are summarized in Exhibit 12.1. 
 
 



Exhibit 12.1 
 
Changes in Real Property Management 
 
Factors 
 
1.Provision of accommodation, including assumption of costs 
 
Prior to 1986 
 
Department of Public Works managed all properties in the National 

Capital Region and all office space outside the National Capital 
Region, except for property administered by the Department of 
National Defence and the Department of External Affairs. 

 
Since 1986 
 
Departments needing special property to deliver programs assumed 

responsibility for administration of that property. 
 
Department of Public Works and Government Services is the designated 

custodian of general-purpose office properties in Canada. 
 
Department of Foreign Affairs and International Trade is the common 

services agency for Canadian government office and residential 
accommodation abroad. 

 
Factors 
 
2.Changes in generic governing legislation 
 
Prior to 1986 
 
Public Lands Grant Act 
 
Public Works Act 
 
Surplus Crown Assets Act 
 
Since 1986 
 
Federal Real Property Act 
 
Financial Administration Act authorizes Treasury Board to act in 

relation to the management and development of lands. 
 
Factors 
 
3.Central management 
 
Prior to 1986 
 
No central management of cross-portfolio issues. 
 



Treasury Board established budgets and approved individual 
transactions. 

 
Since 1986 
 
Treasury Board acts on behalf of the Governor in Council. 
 
Bureau of Real Property and Materiel established to co-ordinate the 

management of real property within the government. 
 
 
12.11 Proclaimed in 1992, the Federal Real Property Act replaced or 
amended several Acts that governed the acquisition and disposition of 
real property.  The goal of the new Act was to facilitate the 
conveyance of real property between government agencies and between the 
government and private individuals, and to make the internal processes 
for real property transactions more efficient. 
 
12.12 The new Act did not materially affect other federal legislation 
such as the Municipal Grants Act, the Expropriation Act, and the 
Environmental Protection Act, or Codes such as the National Building 
Code.  The consequential amendment to the Financial Administration Act 
gave the Treasury Board the authority to act for the Queen's Privy 
Council on all matters relating to the management and development of 
lands by departments.  It also gave Treasury Board the authority to 
require, with respect to land management, departments to maintain 
records and to prepare plans.  We found over 60 federal Acts and Codes 
other than those noted in Exhibit 12.1, in addition to provincial Acts 
and collective agreements, that affect the parameters within which real 
property management operates in the federal government. 
 
12.13 Increasingly, all property, and especially that held by the Crown, 
has become a focus for people who have concerns about its use.  The 
concerns centre principally on environmental stabilization or 
remediation, ownership rights, and sacred or traditional uses of the 
land.  In turn, many property transactions or development proposals may 
involve complex and lengthy procedures such as legal actions or public 
hearings.  As a consequence, such transactions, particularly those 
involving large parcels of land, have become unavoidably expensive. 
 
12.14 The policy and accountability framework for real property 
management is governed by Treasury Board policies.  The specific 
responsibilities for management of lands are set out in the Real 
Property volume of the Treasury Board Manual (Real Property Manual), 
including the government's policy framework premised by the principle 
of ministerial accountability for programs and for assets that are used 
to support their delivery.  Accordingly, real property is decentralized 
and held by the departments that require the property.  Departments are 
required to manage their real property as outlined in Exhibit 12.2. 
 
 
Exhibit 12.2 
 
Government Policy on Real Property 



 
The stated government policy on real property is: 
 
"to acquire, manage and retain real property only to support the 
delivery of government programs, and to do so in a manner consistent 
with the principle of sustainable development.  Within this context, 
real property must be managed to the maximum long-term economic 
advantage of the government, to honour environmental objectives, to 
provide safe and adequate facilities, and to respect other relevant 
government policies." 
 
Source:  Real Property volume of the Treasury Board Manual 
 
 
12.15 Treasury Board is responsible for co-ordinating the management of 
real property, with the Treasury Board Secretariat in an advisory 
capacity.  Within the Treasury Board Secretariat, the Bureau of Real 
Property and Materiel (Real Property Bureau) is responsible for 
providing corporate leadership for the management of real property and 
for advising Treasury Board on real property issues.  Exhibit 12.3 
outlines these responsibilities. 
 
 
Exhibit 12.3 
 
Central Management Responsibilities for Real Property 
 
Treasury Board/Treasury Board Secretariat Responsibilities for Managing 
Real Property 
 
Treasury Board has the mandate to: 
 
•co-ordinate the management of real property assets, which includes 

ensuring that property is assigned to appropriate departments and 
that property no longer needed is released for transfer or 
disposal; 

 
•analyze departmental plans and programs, recommend to the government 

the acceptance or modification of expenditure plans, and prepare 
the Estimates for the approval of Parliament; 

 
•manage the Area Screening Canada Program to provide an ongoing review 

of significant federal real properties; and 
 
•the review of land transactions that request exception to government 

policy or that exceed the financial levels of authority 
established by the Treasury Board for Ministers. 

 
Treasury Board Secretariat has the mandate to: 
 
•monitor, and advise the Board, on the real property administered by 

departments and review the use of property from a central 
perspective; 

 



•develop policies on real property and communicate government-wide 
objectives to departments; 

 
•co-ordinate real property information and maintain the Directory of 

Federal Real Property; 
 
•advise the Board on departmental long-term capital plans, on real 

property expenditures of departments and on individual real 
property projects and contracts; 

 
•advise the Board on setting financial, time and other limits on the 

acquisition and disposition of real property by departments; and 
 
•monitor compliance with government policies on real property through 

the examination of departmental Long-Term Capital Plans and 
departmental decisions, annual reports, departmental evaluations 
and internal audits, and Area Screening Canada reports. 

 
Within the Treasury Board Secretariat, the Real Property Bureau has the 
mandate to: 
 
•advise ministers on all matters related to real property; 
 
•manage the information framework and central information systems; 
 
•co-ordinate federal land use within a regional context; 
 
•undertake selected land disposal initiatives; 
 
•advise on investments and strategies for federal real property; and 
 
•assess the performance of the custodian departments of real property. 
 
Source:  Real Property volume of the Treasury Board Manual; 1994-95 
Estimates, Treasury Board Secretariat Part III 
 
 
12.16 Custodian departments are those possessing property for the 
delivery of their programs, such as Correctional Service Canada 
(Correctional Service) for prisons and parole offices; the Department 
of National Defence (National Defence) for military bases, which 
include training areas and armouries; and the Department of Foreign 
Affairs and International Trade (Foreign Affairs) for federal property 
abroad, other than some National Defence property.  They are 
responsible for the administration of the special-purpose property 
assigned to them, as set out in Exhibit 12.4. 
 
 
Exhibit 12.4 
 
Responsibilities of Departments for Real Property 
 
Departments must ensure that the property is appropriate, limited and 
linked to their programs.  They must: 



 
•define and implement a framework for real property management; 
 
•maintain information on the spectrum of their accountabilities, based 

on bilateral agreements between themselves and Treasury Board; 
 
•plan their long-term property needs in a manner that is consistent 

with their Long-Term Capital Plans; 
 
•show that the property they administer or acquire is to the long-term 

economic advantage of the government; 
 
•maintain the value of the properties, provide a healthy and safe 

environment, and adhere to the government's heritage, 
accessibility, and environmental policies; 

 
•keep records and participate in the Area Screening Canada Program; and 
 
•monitor their compliance and progress with the policies through their 

own internal audits and program evaluations. 
 
Source:  Real Property volume of the Treasury Board Manual 
 
 
12.17 Public Works and Government Services Canada (Public Works) is the 
designated custodian of general-purpose office facilities provided on a 
mandatory basis to specified departments and agencies in Canada, and of 
real property that does not otherwise have a natural program 
organization, for example, the Parliamentary Precinct, certain common-
use facilities, and miscellaneous infrastructures such as certain roads 
and bridges.  The provision and regulation of office space is a 
recognized program of government for which Public Works is accountable. 
 It is in recognition of this program accountability that Public Works 
has custody of its assets and the related resources.  This program is 
unique in government, in that it is the only one with the sole purpose 
of managing real property. 
 
12.18 Departments must obtain all services related to real property in 
accordance with Treasury Board's Common Services policy.  Many services 
related to real property are optional; departments may perform some of 
these services in-house or they may obtain these services from a common 
services organization, such as Public Works, or from the private 
sector.  Optional services include architectural and engineering 
services, property management services, and acquisition and disposal 
services. 
 
12.19 While changes have been introduced in Canada, real property 
management in other jurisdictions has also undergone reform.  The 
assessment of the effectiveness of these reforms and the consideration 
of further reform is ongoing in Canada at the federal and provincial 
levels, and abroad.  Approaches to the management of real property have 
also been undergoing examination in academic circles and in the private 
sector.  In the private sector, there has been a recent recognition 
that real property is a strategic asset.  The practices to manage this 



asset are still evolving. 
 
12.20 In the case of other jurisdictions, several provincial and other 
national governments expressed dissatisfaction with the manner in which 
their real property was managed.  The property management organizations 
were criticized for being unresponsive to client needs, uneconomical 
and inefficient.  As a result, major initiatives have recently been 
undertaken in some of these jurisdictions; these initiatives are 
discussed in more detail later. 
 
Audit Scope and Criteria 
 
12.21 We audited the real property management practices in the Treasury 
Board Secretariat, primarily the Real Property Bureau.  Our audit 
objective was to determine whether the real property management 
practices of Treasury Board, together with the activities of Treasury 
Board Secretariat and its Real Property Bureau, are appropriate for 
managing federal real property from a central perspective. 
 
12.22 This chapter includes the aggregation and analysis of selected 
audit findings, based on predetermined common issues, from the 
examinations of Correctional Service (reported in Chapter 16), Foreign 
Affairs (Chapter 22), National Defence (Chapters 26 and 27), and Public 
Works (Chapter 34).  Where findings from the other chapters support an 
observation made in this chapter, they are referenced by chapter and 
paragraph number.  Our audit objective was to establish whether real 
property assigned to departments was being managed in accordance with 
generally accepted principles. 
 
12.23 The aggregated findings leading to our observations and 
conclusions in this chapter indicate general problem areas in real 
property management in the four departments.  The observations and 
recommendations in this chapter apply only, but not necessarily 
equally, to the four departments audited and to the Treasury Board 
Secretariat.  While the observations and recommendations may be 
applicable to all departments, a broader application cannot be 
supported by our audit activities at this time.  The Treasury Board 
Secretariat may wish to consider this matter in its review of our audit 
findings, and to include all departments in any resulting policy 
changes, as appropriate. 
 
12.24 Our examination was limited to the management of land and 
buildings.  Our conclusions are also based on findings in our previous 
annual Reports. 
 
12.25 In this chapter, the term "asset management" refers to the use of, 
and investment in, the property, and includes planning for acquisition, 
making the acquisition, operation and disposition.  "Property 
management" refers to the maintenance of the property. 
 
12.26 Excluded from the scope was the management of other real property 
as defined by the Federal Real Property Act:  mines and minerals; 
structures and improvements such as dams, roads and bridges; and other 
fixtures on, above or below the surface of the land. 



 
12.27 The amounts of land and buildings held by the four departments 
included in our sample are shown in Exhibit 12.5.  They account for 
over 68 percent of the building area administered by all federal 
government departments.  The property has a value estimated by the 
departments to be about $30 billion.  The four departments reported in 
their 1994-95 Estimates that they expected to spend over $2 billion on 
the administration of their properties for the 1994-95 fiscal year. 
 
 
Exhibit 12.5 
 
Property Administered by Sample Departments 
 
       LAND    BUILDINGS 
 
DEPARTMENT  (Hectares)     NUMBER  FLOOR AREA (m2) 
         Owned   Leased  Owned  Leased     Owned      Leased 
 
Correctional 
Service           5,950         26   1,794      3     973,895      2,937 
 
Foreign 
Affairs              66         87     416  1,706     139,950    352,595 
 
National 
Defence         628,503  1,381,302  30,194  3,233   9,923,975    776,326 
 
Public 
Works - 
Office 
Facilities          275         22     341    570   1,870,147  2,918,128 
 
TOTAL FOR 
SAMPLE 
DEPARTMENTS     634,794  1,381,437  32,745  5,512  12,907,967  4,049,986 
 
TOTAL FOR 
REMAINING 
DEPARTMENTS  18,376,782  1,008,159  17,845    880   7,173,028    659,654 
 
TOTAL FOR 
ALL 
DEPARTMENTS  19,011,576  2,389,596  50,590  6,392  20,080,995  4,709,640 
 
Source:  Directory of Federal Real Property 1993 
 
 
12.28 We set out to determine the extent to which the generally accepted 
management functions of planning, organizing, directing, controlling, 
and evaluating were being applied by the four sample departments and 
the central agency in their management of real property.  We examined 
the overall policy framework in which the management of real property 
is exercised, identifying the applicable policies, objectives, 



responsibilities, authorities and accountabilities.  We also examined 
the management tools and systems in place to support the activity and 
provide the information needed for sound management decisions.  We 
examined current real property management practices in the four 
departments, and the role of the central agency.  We also sought to 
identify whether cost savings were possible through improvements in the 
performance of asset and property management.  Finally, we reviewed 
related experiences in several other jurisdictions to determine whether 
useful lessons could be drawn from them. 
 
12.29 The criteria used in this audit were drawn from a number of 
relevant and authoritative sources.  These include: 
 
 • the Real Property volume of the Treasury Board Manual; 
 
 •  the Capital Plans, Projects and Procurement volume of the 
Treasury Board Manual; 
 
 • Treasury Board's draft Guide to the Monitoring of Real 
Property Management, dated September 1992 (subsequently revised, June 
1994); 
 
 • the Guide on Auditing Major Capital Projects, published by 
our Office in 1989; 
 
 • Protocols for Building Assessment, published by the Institute 
for Research and Construction of the National Research Council and our 
Office in 1992; 
 
 • departmental standards and directives; 
 
 • reports issued by organizations such as the Building Owners 
and Managers Association, and reports from private sector real property 
management corporations; 
 
 • studies from academic sources; and 
 
 • reports of auditors general in other jurisdictions. 
 
Departmental Responses 
 
Treasury Board Secretariat response:  Treasury Board Secretariat 
concurs with the recommendations in this chapter, noting that steps 
have already been taken to strengthen and integrate real property 
information systems, and improve the content and review processes for 
Long-Term Capital Plans.  In addition, we note that we have been 
through a process of major reform of the real property system in 
Canada.  As our reform agenda continues, so will our long-standing 
exchange of best practices with other jurisdictions both in Canada and 
abroad. 
 
Public Works and Government Services Canada's response:  The chapter 
acknowledges the sustained efforts of government to improve the 
management of real property.  PWGSC has worked toward establishing 



strategies, tools and a management framework and practices such as the 
Shared Accommodation Leadership strategy (SAL), the National Investment 
Strategy (NIS), and a Life Safety System compliance policy to support a 
quality control program.  We are also taking steps to formalize "due 
diligence" practices and an accountability framework relating to 
health, safety and operating requirements.  Moreover, we are working 
with Treasury Board Secretariat (TBS) on the development of the Real 
Property Inventory System and, specifically, we are developing a new 
generation of management systems including the replacement of PWGSC's 
Facilities Inventory System. 
 
In terms of the Municipal Grants Program, PWGSC is leading 
consultations with TBS and departments to examine alternative means of 
making departments more aware of the grants in lieu of taxes holding 
costs of property and to involve major custodians in administration of 
the program so that they are more aware of their impact upon it. 
 
Moreover, and consistent with the principles of the National Investment 
Strategy (NIS) and the Real Property Branch (RPB) Asset Performance 
Monitoring Policy, the custodial responsibilities under the 
government's heritage, environmental protection and accessibility 
policies are acknowledged, understood and incorporated into the current 
asset management planning processes.  In all future long-term 
facilities planning, PWGSC will identify, where possible, the full 
impact (cost and/or facility use constraints) of the requirements under 
the heritage policy for all capital and operating decisions.  PWGSC is 
currently tracking environmental and accessibility policy impacts where 
significant and feasible. 
 
PWGSC remains fully apprised of developments through sponsorship of an 
active involvement in international fora on the management of real 
property and participates in multilateral meetings with governments, 
the private sector and facilities management organizations as well as 
bilateral exchanges with other government jurisdictions.  We will 
continue to look at the experience and innovations of other government 
jurisdictions in developing proposals for organizational renewal. 
 
Observations and Recommendations 
 
Conflicting Government Objectives Often Make Sound Asset Management 
Principles Difficult to Follow 
 
12.30 Generally accepted principles for sound asset and property 
management require that policies and objectives be clearly set out 
along with responsibilities, authorities and accountabilities.  In 
discussions with private sector organizations, we identified 
characteristics that are considered typical of strong and weak asset 
and property management (see Exhibit 12.6).  These same characteristics 
have been identified in academic studies based on experiences in the 
private sector.  We used these characteristics to establish an 
analytical framework for an overall assessment of the real property 
management practices we reviewed. 
 
 



Exhibit 12.6 
 
Characteristics of Real Property Management 
 
Strong Real Property Management: 
 
•Presence of a formal, organized real estate unit with sufficient 

authority to carry out its functions and, for commercial 
companies, with its own board of directors who are knowledgeable 
in real estate matters 

 
•Appropriate management information systems for real estate operations 
 
•Property-by-property accounting methods 
 
•Frequent reporting of real estate information to senior management 
 
•Exposure of real estate executives to overall corporate strategy and 

planning 
 
•Availability of information and methods for evaluating real estate 

performance and use 
 
•Performance of real estate assets in comparison with overall corporate 

assets 
 
Weak Real Property Management: 
 
•Failure to maintain adequate information systems on real estate assets 
 
•Management attitudes: "real estate is a necessary cost of doing 

business" and "we do not manage our real estate in a businesslike 
manner" 

 
•Operational concerns unduly influencing decision making 
 
•Real estate managers who tend to be transaction- or project-oriented 
 
•Failure to take property costs into account in making program 

decisions 
 
12.31 In the government, generally accepted management principles are 
subject to political or public policy considerations, or both.  The 
government has also used real property acquisition projects in the past 
to achieve government objectives broader than meeting program delivery 
requirements.  These projects have included locating facilities in 
certain regions to stimulate regional economies, establishing a federal 
presence, and providing leadership in implementing policies such as 
those on heritage, accessibility and the environment.  The achievement 
of such broader objectives has sometimes resulted in costs additional 
to those that would have been incurred strictly to meet program 
delivery needs. 
 
12.32 In our previous reports on real property acquisition projects, we 



were, in some cases, able to identify these additional costs for 
achieving broader government objectives.  Therefore, we conclude that 
it should be possible in most instances for departments to identify 
separately the real property costs incurred for program delivery needs 
and the additional real property costs incurred for achieving broader 
government objectives.  Departments would then be able to compare their 
asset and property management performance on such properties with the 
performance of the private sector and identify where improvements might 
be needed.  We believe this would be a particularly useful comparison 
for general-purpose properties such as office accommodation.  However, 
direct comparison of performance with that of the private sector 
without taking into account the impact of government policies is not 
likely to be appropriate. 
 
12.33 We examined the government's management of real property in light 
of both our analytical framework and the audit criteria.  We noted 
instances, described throughout this chapter, where generally accepted 
management practices for real property have been subordinated to the 
priorities of program requirements, financial constraints, or both.  
The removal of the financial constraints could allow for investments in 
cost-saving measures, potentially reducing costs by millions of dollars 
annually.  From our review of the policies and objectives in the Real 
Property Manual and our discussions in other jurisdictions and with 
private sector real property managers, we concluded that the policies 
and objectives that are set out in the Real Property Manual satisfy the 
requirements for the management of the government's real property.  In 
our opinion, based upon the material that follows, insufficient 
attention is given to ensuring that the federal government's real 
property is managed in accordance with Treasury Board policies.  
Program decisions are not always made in recognition of the cost 
implications related to real property.  There is room for significant 
improvement. 
 
12.34 We recognize that, in the light of the current financial 
restraints, departments have initiated changes to streamline 
administrative functions and the efficiency of program delivery by 
reducing property needs (paragraphs 16.13, 16.73, 22.93, 26.47, and 
34.46).  These are welcome indications that the government is focussing 
more on the need to manage its real property assets.  The chapter 
identifies areas of concern where, in our opinion, further improvements 
would result in significant cost reductions over the long term. 
 
12.35 Our discussions with the real property managers in the public and 
private sectors have indicated that a distinction needs to be made 
between the program management issues that affect real property and the 
real property management issues themselves.  The provision of adequate 
resources to meet environmental protection requirements, the 
maintenance of the physical condition of properties, and the 
alternative uses to which property can be put are common real property 
management issues regardless of program uses.  Program uses may set 
additional parameters on property considerations, and these parameters 
should be identified and costed.  The program manager as the user 
should consider the costs of property in the costs of delivery of 
programs and should, as a matter of due regard to efficiency and 



economy, try to acquire the most cost-effective property to meet 
program needs. 
 
12.36 In the federal government, as stated in the Real Property Manual, 
custodian departments are effectively both the owners and the users of 
property to achieve program objectives.  As the "owner" of property 
used to achieve program objectives, the program manager has difficulty 
in balancing short-term program decisions with the long-term and 
inflexible nature of real property.  Internal conflict results.  Public 
Works believes it has solved the owner/user conflict by carrying out 
the owner/investor function separately from the tenant/user function. 
 
12.37 Real property required by a department, other than office 
accommodation, is under the administration of that department, which 
includes authority within departmental levels to enter into 
transactions for the acquisition or disposition of real property.  In 
effect, departments are charged with the responsibility for achieving 
an appropriate balance between short-term operational needs and long-
term asset management considerations.  The material that follows 
supports our belief that, generally, a better balance is needed and 
that real property costs can be reduced. 
 
12.38 Our audits have shown several cases over the long term where the 
balance favoured a department's operational needs.  For example, 
maintenance practices (described later in this chapter, beginning in 
paragraph 12.91) have been given such low priority that long-term real 
property objectives have been jeopardized.  As a result, property 
values and the long-term usefulness of property to support program 
activities cost-effectively have been reduced.  As reported in 
paragraph 12.98, departments have identified that the costs to upgrade 
facilities over the next decade could reach hundreds of millions of 
dollars. 
 
12.39 We have been informed by the Treasury Board Secretariat that, 
"Consistent with an organization with limited financial resources and 
conflicting priorities, the real property inventory of the federal 
government has not received the maintenance and recapitalization 
necessary to maintain its value.  On an individual asset and program 
basis, however, this may be consistent with a government anticipating 
major program reductions and a shrinkage of resources." 
 
12.40 Treasury Board has the mandate to exercise a supervisory role in 
asset management (Exhibit 12.3).  In a practical sense, Treasury Board 
has direct control over some property transactions by virtue of the 
lower authority levels given government departments for acquisitions 
and dispositions.  In its broader role as the government's expenditure 
manager, Treasury Board exercises indirect control over property 
transactions, through resource allocations. 
 
12.41 The Minister of Finance and Cabinet establish the fiscal 
framework, and Treasury Board manages and allocates the available 
resources to operating departments.  As the expenditure manager of the 
government, Treasury Board may approve resource levels that force 
departments to forego generally accepted asset or property management 



practices to achieve other government objectives.  Furthermore, short-
term political considerations or announcements in the Budget may 
override the long-term considerations of managing in accordance with 
generally accepted principles.  For example, a 1975 National Defence 
study identified a minimum requirement of 12 bases but recommended to 
Cabinet reducing the existing 32 bases to 23.  No significant action 
was taken (paragraph 26.21).  It was not until 1989 that the government 
started announcing base closures.  At the time of this audit, the 
Department held 30 bases.  The 1994 Budget called for five of them to 
be closed and several to be reduced. 
 
Key Management Tools Are Not Yet in Place 
 
Accounting policies for real property need to be reassessed 
 
12.42 In the government's stated accounting policies, capital spending 
is treated as a budgetary expenditure at the time of acquisition or 
construction.  It is accounted for in the same manner as operating 
expenditures:  by charging the cost directly to the deficit in the year 
in which the expenditure occurred.  One result of the policy is to 
discourage long-term capital investments because they immediately 
increase the deficit, even when the benefits of the investment are 
received over a much longer period.  With the emphasis on deficit 
reduction, any direct charges resulting from very large capital 
investments in any given year would be viewed unfavourably.  Therefore, 
long-term lease-purchase arrangements, which previous audits have found 
to be more expensive by millions of dollars than acquisition through 
Crown construction, have been used to acquire Crown property, 
effectively spreading the cost of purchase over many years. 
 
12.43 If the government, at least at the departmental level, were to 
record real property assets as assets and amortize their cost over 
future periods, it would allow for better costing of programs by pro-
rating over time the cost of such capital resources against their 
anticipated useful life.  Greater visibility of more realistic annual 
costs would serve to better motivate departments to economize in their 
use of such property.  Capitalization of real property would also, 
through increased visibility, stress the maintenance of the 
government's infrastructure and the level of funding needed to maintain 
the value of these assets.  Together, capitalization and future 
amortization would give better information to support decisions when it 
is necessary to acquire or renew real property assets.  Care would have 
to be taken, however, to ensure that such accounting did not weaken 
fiscal stewardship by leading people to believe that the government's 
overall financial condition is healthier than it is. 
 
12.44 At the time of this audit, the government was undertaking a study 
to examine the feasibility and timing of changing its accounting 
policies for physical assets.  As we understand it, this study will 
also address negative aspects of a capitalization policy, such as the 
administrative cost of implementation and the potential weakening of 
fiscal stewardship. 
 
12.45 The Public Sector Accounting and Auditing Board of the Canadian 



Institute of Chartered Accountants has also initiated a project to 
study the most appropriate accounting policies for capital assets held 
by Canadian governments. 
 
12.46 We are pleased to see that the government is giving serious 
consideration to this important issue and we are hopeful that a 
decision will be reached in 1995 as projected. 
 
Management information systems are incomplete and fragmented 
 
12.47 The Treasury Board Secretariat has the responsibility to co-
ordinate the maintenance of information on the real property holdings 
of the government.  The Treasury Board Secretariat informs us that 
"this role can be divided into three components: 
 
 • maintenance of the central inventory of federal land 
holdings, and the provision of an enquiry service relating to basic 
data maintained in this inventory (The Directory of Federal Real 
Property); 
 
 • maintenance of more detailed, descriptive, contextual and 
strategic information on the federal government's major holdings in an 
inventory whose use is directed at Treasury Board Ministers, and to 
those senior officials in the Treasury Board Secretariat who advise 
Treasury Board on strategic alternatives with respect to these holdings 
(Area Screening Canada Program); and 
 
 • promoting and assisting federal departments and agencies in 
the development and maintenance of appropriate management information 
on their holdings, particularly (but not exclusively) related to the 
two Treasury Board data bases described above; and providing leadership 
with respect to introducing management information standards among 
property custodians within the newly introduced management framework 
led by the Chief Informatics Officer." 
 
12.48 The information contained in the Directory of Federal Real 
Property (the Directory), the Area Screening Canada property profiles 
and additional information contained in records maintained by 
departments and agencies constitute the information through which 
accountability for real property is maintained to Treasury Board, 
Cabinet, Parliament and the general public. 
 
12.49 The Directory has about 22,900 listings.  Area Screening Canada 
profiles exist for approximately 2,500 of these listings, and contain 
additional information such as building age, construction and size.  
The completeness, accuracy and timeliness of both systems rely on 
inputs and verification by reporting organizations.  This audit did not 
include tests of completeness and accuracy of the Directory; therefore, 
we cannot attest to its completeness and accuracy at this time.  We 
have undertaken an examination of the Directory's system input and data 
administration procedures, and conclude that a proper framework is in 
place for input verification, data integrity and data security.  The 
Real Property Bureau has observed, however, that a few of the over 60 
reporting organizations are deficient in input and data administration, 



and states that considerable efforts are now incorporated into the 
system operation to remedy these deficiencies. 
 
12.50 From a more systematic examination of Area Screening Canada data, 
we found that the information has not been kept up-to-date as required 
by Treasury Board policy and is of variable quality.  We sampled Area 
Screening Canada data for three departments' holdings in Ontario and 
found that about 50 percent of the properties had outstanding issues 
reported (for example, vacant space, no program requirements, potential 
disposals, declared surplus, under-utilization).  For 30 percent of 
these properties, the information was as much as five years out of 
date.  The Real Property Bureau acknowledges these and other 
deficiencies.  It informs us that this is an inevitable consequence of 
concentration of limited resources on system development and initial 
data gathering, and that it is addressing these deficiencies with the 
reporting organizations concerned. 
 
12.51 Information beyond that contained in the central inventories has 
to be obtained from departments, each of which has developed its own 
system.  Because the systems are not integrated across departments or 
with a central system, information aggregated to give a government-wide 
perspective has to be collected manually. 
 
12.52 The private sector considers an integrated system a critical 
element in making decisions.  Our examination of information systems of 
private sector organizations and those of other jurisdictions indicates 
that these systems have the following key attributes: 
 
 • asset-specific description, condition, and operational and 
financial performance data; 
 
 • the ability to aggregate these data to the appropriate level 
of management; 
 
 • the ability to relate the assets to a specific 
business/product line (private sector), or program result or output 
(public sector); and 
 
 • integration with the other functional reporting systems of 
the enterprise (for example, accounting, personnel systems). 
 
12.53 We have been informed that the Treasury Board Secretariat 
recognizes the value of integrating information at the centre.  It has 
developed a core real property data model and has begun to integrate 
the Directory with Area Screening Canada, and to link information 
across government.  At the time of our audit, the Real Property Bureau 
was reaching the end of the first phase of development, in which its 
two inventories had been redesigned, and data input was nearing 
completion.  The second phase, in which new technology is to be used to 
further integrate and to automate these inventories, and during which 
the overall management information framework for real property in the 
government is to be further elaborated, started at the beginning of the 
fiscal year 1994.  While it is too early to draw conclusions, we 
believe that the redesigned system must be complete, timely and 



accurate.  Adoption of a more integrated management information system 
for managing the government's real property assets would, in our 
opinion, facilitate a more businesslike approach. 
 
12.54 The Real Property Manual states that the Treasury Board 
Secretariat is responsible for maintaining the Directory and the Area 
Screening Canada Program, and also for ensuring "that adequate 
additional real property records are kept by departments and agencies 
that have the administration of the real property."  The Treasury Board 
Secretariat has not assessed the adequacy of departmental information 
systems and so has no assurance that adequate real property records are 
being maintained by departments.  The Real Property Bureau agrees that 
the third component of its responsibility for co-ordinating information 
on federal real property holdings, relating to departmental systems, 
has not yet been adequately addressed. 
 
12.55 Our audits determined that deficiencies exist in the departmental 
information systems.  We are concerned that departments may not have 
operational and management information available and organized in an 
appropriate manner for their purposes.  For example, we found that the 
management information systems in National Defence and Public Works do 
not maintain adequate information on the condition of buildings, their 
maintenance requirements, and their life expectancy (paragraphs 27.99, 
34.58).  A recent review of management information systems at Foreign 
Affairs concluded that a comprehensive information management plan 
should be developed and that the quality and timeliness of information 
need to be improved (paragraph 22.103).  Treasury Board Secretariat has 
only recently developed an overall data and business model for federal 
property information management and a monitoring guide for real 
property policy issues.  Until this effort is implemented, we will 
continue to have reservations about the adequacy of the information on 
which managers rely. 
 
12.56 Information technology has improved significantly during the past 
decade and has become integral to doing business.  As we report in 
Chapter 8, the Treasury Board has created the position of Chief 
Informatics Officer, responsible for delivering information technology, 
and has issued a Blueprint for Renewing Government Services Using 
Information Technology. 
 
12.57 The overall benefits of applying the Blueprint are stated to be 
more efficient and effective program delivery, reduced overall costs 
across government, and the ability to maintain or even improve customer 
service in the face of fiscal restraint.  One aim of the Blueprint is 
to develop and complement a standards-based electronic information 
infrastructure consisting of common information, applications, 
technology systems and networks to make it possible to share 
information. 
 
12.58 We consider that the appointment of a Chief Informatics Officer is 
a positive signal of the government's willingness to provide 
leadership.  Application of the Blueprint to real property management 
offers an opportunity to address the deficiencies we have identified. 
 



12.59 The Treasury Board Secretariat, in consultation with the 
departments, should finalize its management information systems 
framework.  Departments should examine their information holdings and 
management information systems within the context of this framework, 
and develop and maintain appropriate and complete property records, and 
information systems that allow aggregation of descriptive and 
performance information at all levels of management. 
 
12.60 The Treasury Board Secretariat should strengthen and exercise its 
leadership and monitoring role with regard to departmental real 
property records and information systems.  In this regard, the Treasury 
Board Secretariat should continue to co-ordinate its efforts with the 
initiatives on information technology that are under development or are 
planned by the Treasury Board Secretariat's Chief Informatics Officer. 
 
Framework for accountability is not complete 
 
12.61 The administration of the federal government's real property has 
been assigned to departments.  The Treasury Board needs to know whether 
departments are managing property adequately, and whether there is 
adequate management from a central perspective. 
 
12.62 Treasury Board Secretariat officials have explained that the 
accountability regime for real property is as follows.  The Treasury 
Board establishes the key corporate requirements for real property 
within departments.  These are reflected in the Real Property Manual.  
Ministers and departments are accountable for following the policies 
and for obtaining Treasury Board approval for any divergence from the 
established policies.  The Treasury Board Secretariat is responsible 
and accountable for monitoring and overseeing how departments are 
exercising the accountabilities for real property management. 
 
12.63 Treasury Board policy in the Real Property Manual states that 
"Bilateral agreements with departments will outline the requirements 
for specific reporting to the Treasury Board on the exercise of 
departmental accountabilities."  Bilateral agreements have not yet been 
approved for most departments.  We have been informed by the Treasury 
Board Secretariat that "the item in the policy manual is a hold-over 
from the days when departments were required to submit detailed reports 
to the Treasury Board.  This statement should have been removed and it 
will be removed on the next policy revision."  We noted that the Real 
Property Manual was last revised in November 1993 and this requirement 
remained in force. 
 
12.64 Treasury Board Secretariat officials have indicated that the way 
in which they effect their monitoring and oversight role is through the 
review of the Multi-Year Operational Plans, Long-Term Capital Plans and 
individual project and transaction submissions.  In addition, the 
Treasury Board Secretariat has management agreements with departments, 
on issues of shared concern, which may involve real property if there 
are issues of sufficient significance amongst other departmental and 
Treasury Board Secretariat priorities to warrant specific action.  The 
Real Property Bureau indicates that it maintains ongoing contact with 
real property managers in departments and discusses problems and 



upcoming plans regularly.  The Real Property Bureau also uses Area 
Screening Canada profiles to obtain managerial information on 
individual properties. 
 
12.65 We are concerned that real property may not be given sufficient 
attention with the current mechanisms for oversight that are in place. 
 The resource review process (for example, the Multi-Year Operational 
Plan process, and Long-Term Capital Plans) has insufficient focus on 
the real property assets required for program delivery.  The Multi-Year 
Operational Plan review is usually conducted by the Treasury Board 
Secretariat in a very short period of time when considerations other 
than real property issues can override considerations related to longer 
term investment.  We believe, therefore, that it is possible that real 
property issues are not always focussed upon sufficiently within these 
processes. 
 
12.66 From our assessment of the government's framework for 
accountability for its real property holdings, we have concerns that 
the lack of knowledge of the costs of holding property as an element of 
the cost of program delivery weakens the government's accountability 
for the effectiveness of this investment and for the preservation of 
the value of these assets.  We also believe that the weaknesses in 
management information systems, identified earlier, further weaken the 
government's accountability.  We conclude that the Treasury Board 
cannot be certain from a central perspective that there is adequate 
management of the government's real property.  In our opinion, there is 
a need to ensure that real property issues are appropriately considered 
when decisions are made concerning program management and resource 
allocation. 
 
12.67 Our four audits identified several cases of poorly designed 
accountability relationships for real property management in 
departments.  For example: 
 
 • No clearly established quality control program existed in 
Public Works to ensure "due diligence" on matters related to health, 
safety and operating requirements.  Furthermore, some managers were not 
clear on accountabilities for these critical aspects of building 
management (paragraph 34.72). 
 
 • In National Defence, there is no single departmental manager 
responsible for married quarters (paragraph 27.68). 
 
12.68 Treasury Board Secretariat should review and strengthen the 
mechanisms it uses in ensuring that departments are fulfilling their 
accountabilities for real property management and ensure that effective 
accountability frameworks are in place. 
 
Management Practices Need Improvement 
 
Political direction has resulted in significant avoidable costs 
 
12.69 The federal government's management of real property has at times 
been subject to political direction.  We recognize that the government 



has the prerogative of deciding how programs are to be delivered, but 
we believe that political direction on real property, without reference 
to program delivery considerations, may incur additional costs or 
forego potential revenues.  There have been instances where direction 
has been given on the acquisition and disposition of real property for 
which the costs, the program authority, or the long-term social, 
environmental or economic advantages to the government have not been 
determined by, or made known to, those making the decision. 
 
12.70 We noted cases where political direction delayed the disposition 
of properties, causing annual operating costs to continue to be 
incurred.  For example, until 1994, government concern about the impact 
of National Defence base closures on local economies was in part 
responsible for a delay in implementing decisions.  During the delay, 
National Defence continued to bear the cost of keeping the bases open, 
in the face of increasing budgetary pressures.  Our study of two bases 
showed that the federal government began achieving net savings fairly 
soon after the closures and that the economies of the two communities 
were showing few ill effects from the closures (paragraphs 26.29, 
26.30, 26.32). 
 
12.71 We noted other cases where political direction resulted in the 
acquisition of property at higher costs than necessary.  For example, 
Correctional Service has continued to favour a retrofit policy 
(paragraph 16.60).  This preference is exercised although Correctional 
Service indicated, in its only cost-benefit analysis (done in 1981), 
that retrofitting would be more expensive than constructing a new 
facility at the existing location (paragraph 16.64).  One explanation  
for this policy is that building new prisons can become politicized as 
part of regional socio-economic development considerations and can 
involve lengthy approval processes (paragraph 16.61).  In the past, 
political decisions without supporting cost-benefit analyses have also 
reduced Correctional Service's ability to realize savings by co-
locating new institutions at those sites that already have the 
infrastructure (paragraph 16.63). 
 
12.72 We note that the 1994 Budget papers, as part of the base closure 
initiative, proposed to hold much of the land mass at Downsview (CFB 
Toronto) primarily as a unique recreational green space and could 
obligate the government to added expenditure as well as foregone 
revenue involving millions of dollars.  These lands are currently under 
review to determine options for future use.  The review includes a 
public consultation process. 
 
12.73 We do not question the prerogative of the government to take these 
decisions, but we do observe that these decisions have considerable 
cost implications. 
 
Assessment of departmental performance needs to be improved 
 
12.74 The Real Property Manual states that the Treasury Board 
Secretariat "assesses departments' performance in relation to 
government policies and approved departmental plans", and is to monitor 
departments' asset management performance by a review of departmental 



evaluations and internal audit reports.  The Treasury Board Secretariat 
does not always receive such departmental reports and, when it does, 
the reports do not always contain information the Secretariat believes 
to be useful for a central oversight role.  The Treasury Board 
Secretariat assesses asset management performance by reviews of Area 
Screening Canada profiles; analyses of Treasury Board submissions, 
Multi-Year Operational Plans, and Long-Term Capital Plans; and 
discussions with officials. 
 
12.75 We expected to find formal, systematic and periodic assessments of 
the performance of custodian departments, which take into account the 
different sources of information, and also to find a variety of 
performance indicators specifically tailored to each department's 
operations. 
 
12.76 The government has not adopted an array of performance indicators 
tailored to specific operational requirements, by which asset and 
property management and the achievement of real property performance 
objectives can be assessed.  At the time of the audit, a draft 
monitoring guide had been prepared by the Treasury Board Secretariat.  
This guide is intended to assist managers in implementing the 
government's real property policies and in monitoring and assessing how 
well this is done within departments. 
 
12.77 We conclude that the Treasury Board Secretariat does not assess 
formally and systematically the performance of departments in their 
management of real property. 
 
12.78 The Treasury Board Secretariat should initiate means to ensure 
that the performance of the four departments in managing their assigned 
real property portfolios is formally, systematically and periodically 
assessed.  From that experience, Treasury Board Secretariat should look 
at broadening the approach to include all custodian departments. 
 
Departments should comply with the Real Property Manual 
 
12.79 Our examination of the asset and property management practices 
within departments has highlighted significant deficiencies.  While 
individual departments adhere generally to the requirements of the Real 
Property Manual, the aggregation of deficiencies noted below indicates 
that departments could improve their performance in meeting their 
responsibilities under the Real Property Manual. 
 
12.80 Property in excess of need should not be retained.  Sound property 
management practice in the private sector includes regular, periodic 
review of the need for real property and the divestiture of property 
that is neither needed nor economically sustainable.  In the government 
context, however, such divestitures cannot always take place.  We were 
informed that Public Works' National Investment Strategy is based on 
principles of holding only property that supports programs and 
disposing of the balance in accordance with Treasury Board policy.  We 
were informed that non-performing Public Works assets are identified 
and that plans for action, including disposal, are developed as 
appropriate. 



 
12.81 Our discussions with departments, however, indicated that they  
are slow to dispose of property, in part because of perceptions that 
there are several disincentives for divestitures.  For example: 
 
 • Departments are not charged full costs of holding property in 
Canada and so are slow to consider property disposal as a means of 
cutting costs.  For example, annual payments of approximately $255 
million for Grants in Lieu of Taxes, based on total property holdings, 
are made centrally by Public Works on behalf of the departments 
reviewed in depth in this audit.  In principle, we believe that 
departmental program managers must consider the full costs of holding 
real property when making program decisions. 
 
 • There is a perception that, because revenues from disposals 
accrue to the Consolidated Revenue Fund, departments do not benefit 
from the proceeds, although, Treasury Board Secretariat officials 
inform us, steps are under way to implement revenue-sharing agreements 
with National Defence and Correctional Service.  Foreign Affairs has 
the ability to reinvest revenues from land sales. 
 
 • Some departments view "land banking" as a conservative and 
inexpensive contingency practice even when the justification for 
holding the property is outdated. 
 
 • Departments are aware that current market conditions may not 
permit the full revenue potential of disposals to be realized. 
 
 • Departments recognize that full market potential for the sale 
of surplus property may sometimes be realized only if the property is 
developed before its disposition, for which funds may not be available 
and policies may not be approved. 
 
12.82 According to Treasury Board Secretariat officials, significant 
holdings have been divested in the past.  The divestiture process 
permits departments, with Treasury Board approval, to recover some or 
all of the proceeds from the sale of properties.  However, departments 
reported that requests for such approvals have had limited success as 
the government seeks to control its deficit.  We believe, therefore, 
that the practice offers little incentive for departments to initiate 
disposals and that, accordingly, they do not do so.  We are aware of 
several cases where departments are retaining property not strictly 
related to program delivery.  For example: 
 
 • As reported in paragraph 12.50, we examined the latest 
available Area Screening Canada information (dated 1992) and we found 
that nearly 50 percent of the profiles had outstanding issues.  We have 
been informed that many of these properties are either not marketable 
or not of sufficient value to merit priority attention with limited 
resources.  Nevertheless, this is indicative of the extent to which 
departments have property holdings with outstanding issues. 
 
 • National Defence provides about 22,000 permanent married 
quarters at a current annual net cost of about $30 million (paragraphs 



27.67, 27.68).  The Department lacks a proper rationale for its 
requirement for married quarters (paragraph 27.73).  The Department has 
been aware, for decades, of the high cost of providing married quarters 
but is only now addressing the problem (paragraph 27.79). 
 
12.83 Treasury Board policy requires all divestitures to be at market 
value.  We recognize that the full market potential cannot be achieved 
without due regard to the market environment.  Divestiture strategies 
must recognize that area zoning and economic and environmental 
conditions dictate the best time for disposals.  Further, we have been 
advised that it is government practice to control divestitures so as 
not to adversely affect local real property markets in Canada.  
Accordingly, we accept that the government cannot divest itself of many 
of its excess holdings if market conditions are not appropriate. 
 
12.84 The Real Property Manual states that "Departments must regularly 
review the real property under their administration...and confirm that 
their current use of it is appropriate...Departments that no longer 
require particular real property for their program delivery must 
dispose of it by sale or transfer."  The inability to dispose of excess 
real property immediately because of market considerations should not 
deter departments from learning what opportunities exist and having a 
strategic plan to realize these individual opportunities.  The Treasury 
Board and departments should be aware of the size of the problem they 
face and have an overall long-term plan for a phased divestiture. 
 
12.85 Treasury Board Secretariat should explore alternative mechanisms 
for ensuring that departmental program managers consider the full costs 
of holding real property, when making program decisions.  This could 
include holding departments accountable for Grants in Lieu of Taxes. 
 
12.86 Wherever possible, Treasury Board should support the sharing of 
land sales revenues, provided for under existing policy, to act as an 
incentive for departments to dispose of land no longer required to 
support program purposes. 
 
12.87 Resolution of regional issues should be improved.  In accordance 
with its mandate to co-ordinate federal land use within a regional 
context, the Real Property Bureau has conducted formal strategic 
studies, using the Area Screening Canada information as a starting 
point.  These studies examined federal real property holdings 
regionally and identified regional issues, the resolution of which 
would offer potential improvements in asset and property management.  
The Real Property Bureau has informed us that the resolution of these 
issues requires not only the co-operation of the one or more federal 
departments concerned, but often negotiation with local and provincial 
governments and other private interests affected.  Some parcels of land 
can be sold quickly "as is", but this is not normally the case with the 
large urban parcels, which represent the largest potential value.  
Disposing of large urban parcels may require considerable time to 
satisfy the requirements of the local planning processes and may 
require significant "up front" investment for any necessary 
environmental remediation or to provide municipal services to make the 
land marketable.  Nonetheless, we believe that these constraints should 



not be used as an excuse to delay the start of this process. 
 
12.88 Consistent with its mandate, the Bureau of Real Property and 
Materiel and the Treasury Board Secretariat should play a stronger role 
in co-ordinating interdepartmental regional real property issues, 
including divestiture strategies. 
 
12.89 Planning for property acquisitions requires improvement.  In 1985, 
the Nielsen Task Force noted that better accommodation planning was 
needed.  In earlier annual Reports, we have identified many examples of 
weak planning and management associated with real property acquisition 
projects.  We have also recommended that departments review their 
accommodation plans to ensure that planned acquisitions match their 
program needs.  Departments have committed themselves to doing so, and 
we acknowledge that some improvements have been achieved.  However, we 
found that, almost a decade after the Nielsen Task Force Report, 
departments and the Treasury Board Secretariat still need to make major 
improvements in their planning practices, as illustrated by the 
following examples: 
 
 • Although Correctional Service conducted condition surveys and 
prepared master development plans for its prisons (paragraph 16.60), 
Treasury Board has continued to approve Correctional Service's Long-
Term Capital Plans and individual construction projects without 
ensuring that required life-cycle cost-benefit analyses have been 
undertaken.  Furthermore, we noted that, since 1981, the Treasury Board 
Secretariat has not challenged Correctional Service's failure to 
include cost-benefit analyses in its submissions to the Board for 
approval of accommodation projects.  We are concerned that there has 
been no action on this deficiency, which we reported in our 1981 and 
1986 audits (paragraph 16.64).  Treasury Board must strengthen its 
challenge role if it is to ensure that due regard to economy is being 
demonstrated in departmental submissions. 
 
 • Correctional Service needs more accurate and up-to-date data 
on inmate security classification and placement in its long-range 
accommodation planning, and needs to adjust accordingly the mix of its 
prisons by security level (paragraph 16.42). 
 
 • In National Defence, planning for strategic force development 
and mobilization appears to be poorly linked to Facility Development 
plans, and the Department lacks strategies for managing effectively and 
rationalizing the existing infrastructure with long-term construction 
programming (paragraph 26.25). 
 
 • There have been instances of failure to clarify objectives 
during the planning phases of National Defence projects (paragraph 
27.24). 
 
 • Public Works faces a major challenge in trying to forecast 
the office space needs of the federal government and to devise an 
appropriate strategy to respond to those demands in a cost-effective 
way (paragraph 34.39).  Public Works recently issued the National 
Investment Strategy (paragraph 34.36).  We believe that if this 



Strategy is implemented, substantial improvements can be achieved 
(paragraph 34.48). 
 
 • Developments in office design are reflecting changes in 
business practices that respond to advances in business technology.  
These developments suggest that the usefulness of properties could be 
reduced because of obsolescence and that requirements for space could 
drop dramatically, perhaps as much as 20 to 30 percent.  Such a drop 
would exacerbate the existing problems of divestiture.  So far, it 
appears that only Public Works has aggressively addressed this issue. 
 
12.90 Treasury Board Secretariat should strengthen its monitoring and 
challenging of Long-Term Capital Plans and project approval 
submissions. 
 
12.91 Inadequate maintenance of real property assets.  Preservation of 
property values includes the maintenance of the physical plant.  
Without realistic values for real property and appropriate management 
information, it is difficult to decide whether to preserve properties 
and, if so, how much to spend.  This lack of focus on the property to 
be preserved often results in diversion of funds from maintenance needs 
to more visible program needs.  Accordingly, when funding cuts occur, 
maintenance funds are among the first to be reduced to meet the imposed 
financial objectives, and so are not available to preserve the asset.  
For example: 
 
 • Officials in National Defence told us that upkeep decisions 
frequently are based on crises or on availability of funds (paragraph 
27.41). 
 
 • National Defence does not incorporate maintenance 
requirements into a repair and maintenance schedule unless there is a 
good chance of obtaining funds for undertaking the necessary work 
(paragraph 27.42). 
 
 • In Public Works, there appears to be no consistent preventive 
maintenance philosophy.  In our opinion, Public Works needs to ensure 
that appropriate maintenance standards, based on sound public and 
private sector practices, are in place and consistently applied in all 
regions (paragraph 34.73). 
 
 • In response to concerns about the federal deficit, the 
maintenance and capital budgets in Public Works have been restrained 
(paragraph 34.56).  This restraint over the past 10 years prevented the 
Department from undertaking the major maintenance and renovations 
required to keep its asset base current and at industry standards 
(paragraph 34.57). 
 
12.92 The diversion of funds away from maintenance requirements may be 
justified in some cases, in terms of life-cycle cost.  In effect, some 
properties may not be worth preserving, because of changes in program 
needs since acquisition or because of the properties' state of repair. 
 In such cases, departments may allow the buildings to deteriorate 
through a program of reduced maintenance funding.  In most cases, from 



a life-cycle cost perspective, the preservation of property values 
through an adequately funded maintenance program is the least expensive 
and, therefore, the most logical strategy.  However, Public Works 
officials have been informed that, given the tight fiscal situation, 
Treasury Board has discouraged funding proposals for renovations and 
space optimization projects unless they are required for health and 
safety reasons or have short payback periods.  This situation has 
clearly hampered the Department's ability to obtain funding for 
renovations that could result in substantial savings to the government 
over the longer term (paragraph 34.38).  Clearly, this does not support 
a more businesslike approach to asset management. 
 
12.93 We noted that the government does not know the extent of the 
backlog of required maintenance, the full cost of which can only be 
estimated at this point.  For example, National Defence has never 
estimated the total cost of its deferred maintenance.  We have 
estimated that it amounts to approximately $1.7 billion, or 13 percent 
of the plant replacement value (paragraph 27.43). 
 
12.94 The Treasury Board Secretariat should ensure that departments 
determine the life-cycle savings that might be generated by improving 
maintenance practices for real property. 
 
12.95 Potential costs of meeting government policies on heritage, and 
laws and regulations on health and safety and on environmental 
protection are unknown.  The Real Property Manual requires adherence to 
the federal policy on heritage.  There must also be compliance with 
federal and provincial laws and regulations concerning health, safety 
and the environment.  Departments and the Treasury Board Secretariat 
have not determined the long-term budgetary implications of such 
compliance. 
 
12.96 The average age of Correctional Service institutions and office 
buildings in Public Works' portfolio is over 40 years (paragraphs 16.12 
and 34.30).  Some of these buildings have been upgraded to modern 
standards but others require significant expenditures for upgrading.  
For example, Public Works estimates that approximately 80 buildings 
require upgrading (paragraph 34.30).  There are buildings in the 
federal portfolio that could be, or have been, assigned a heritage 
designation. 
 
12.97 Our audits did not specifically address the central advice and 
support needed on the issues of heritage conservation.  Yet our review 
of project management cases and our discussions with officials in 
departments and the Treasury Board Secretariat led us to conclude that 
insufficient attention has been given to the cost of heritage issues.  
We believe that the management of heritage buildings raises some 
property management issues that are not fundamentally different from 
the property management issues for other buildings, such as environment 
and energy savings.  However, a fundamental difference in asset 
management exists because heritage policy requires that all buildings 
with a heritage designation be reviewed prior to demolition.  This can 
result in delays that are costly to program operations. 
 



12.98 The additional funds required to make existing facilities meet 
current building codes and policies, if all facilities are to be 
retained, is conservatively estimated to be in the hundreds of millions 
of dollars.  For example: 
 
 • Public Works officials have estimated that approximately $300 
million over the next five years will be needed to carry out required 
upgrading of office facilities (paragraph 34.33). 
 
 • National Defence calculates that it needs $40 million to $60 
million for each of the next 10 years, to replace major utilities and 
works alone (paragraph 27.37). 
 
12.99 We have been informed by the Treasury Board Secretariat that the 
government anticipates major program shrinkages resulting in the 
abandonment of many facilities. 
 
12.100 We have been informed that National Defence and Public Works 
have conducted environmental audits for the major portion of their real 
property holdings.  In some cases, however, the stabilization or 
remediation needs may be so large as to preclude any economical 
alternatives for the properties.  The government is faced with 
expenditures of unknown but potentially significant amounts to correct 
environmental problems.  Using best estimates available, we calculate 
that National Defence faces a cost of approximately $700 million for 
environmental clean-ups at 27 bases (paragraphs 27.91, 27.88). 
 
12.101 The Treasury Board Secretariat and departments should 
estimate the long-term budgetary implications of meeting government 
policies and laws on heritage, health and safety, and environmental 
protection. 
 
12.102 Government policy requires barrier-free access to government 
buildings by the end of fiscal year 1994-95 so that persons with 
disabilities can use federal real property.  Departments have planned 
for implementation of this policy.  Their plans are being followed, 
although there is significant slippage of the time-frames that were 
established.  Departmental status reports indicate that departments may 
not have the outstanding work completed by the end of the fiscal year. 
 Departments have indicated that they expect that 78 percent of the 
largest Crown-owned and 93 percent of the largest Crown-leased 
buildings will have complied by the end of 1994-95.  In the next 
category of building size, however, only 33 percent of Crown-owned and 
78 percent of Crown-leased buildings are expected to have complied by 
the end of 1994-95.  The total estimated cost to comply with this 
policy is $322 million.  However, work valued at only about $105 
million has been performed to date.  The issue in this case is not that 
the program costs will be exceeded, but that departments will not meet 
the government deadline for implementing barrier-free access. 
 
12.103 Cost avoidance possibilities should be pursued.  Our audits 
revealed that departments have identified cost-saving measures that 
would reduce the annual operating costs for managing real property.  We 
have been informed that plans for implementing such measures are still 



under development.  It should be noted that, in some cases, significant 
capital expenditures would be required to renovate federal buildings 
before the projected savings could be achieved.  Departments and the 
Treasury Board Secretariat have identified several initiatives that 
could have impressive pay-back potential, as the following examples 
illustrate: 
 
 • Energy conservation measures across the government could save 
about $100 million annually through the Federal Building Initiative 
(paragraph 34.80). 
 
 • Improving the efficiency of water use in federal facilities 
could save about $30 million annually (paragraph 34.83). 
 
 • Based on the 1992 operational review of Public Works, 
reduction and simplification of administrative practices are expected 
to result in annual savings of about $12 million (paragraph 34.115). 
 
 • Rationalization of National Defence infrastructure, under one 
proposed model, would require between $1.3 billion and $2.5 billion in 
new construction but could result in an enhanced military capability 
and annual savings of between $360 million and $970 million, depending 
on the chosen configuration, chiefly through consolidation of support 
staff (paragraph 26.47). 
 
 • Correctional Service, if it fully applies its new, double-
bunking, shared accommodation policy, could avoid additional spending 
in excess of $135 million in one-time future real property capital 
costs for building new prisons.  The adoption of this policy could also 
reduce annual operating costs by $34 million (paragraph 16.74). 
 
 • In internal studies at some of its institutions, Correctional 
Service has identified that annual net cost reductions of thousands of 
dollars are possible in the  treatment of waste. 
 
12.104 Treasury Board Secretariat should encourage departments to 
pursue cost avoidance measures in their real property inventory. 
 
Changes in Management Have Taken Place - Key Elements Remain to be 
Implemented 
 
12.105 The federal government has recognized that a fundamentally 
different approach to asset management is necessary for the economical 
and efficient use of real property resources.  It has also implemented 
the basic structural and regulatory changes designed to improve central 
and departmental management.  Of those departments we are reporting on 
this year, Foreign Affairs, National Defence and Public Works have 
instituted new management structures.  Foreign Affairs has Treasury 
Board approval for a Special Operating Agency.  National Defence has 
proposed a Special Operating Agency for the management of its married 
quarters, and Public Works has stated that it has initiated a new 
management regime. 
 
12.106 These changes in management structures represent moves toward 



improved asset and property management, but are, we believe, 
insufficient without the removal of constraints to improve management 
practices.  We were informed by officials in all four departments that 
initiatives are under way to start to address some of the problems we 
report, but that resolution of the problems will take time.  We believe 
there is a need to reduce constraints and increase the pace of change 
at all levels of the government's asset and property management, in 
order to gain significant improvements. 
 
12.107 Changes have recently been initiated in some other 
jurisdictions that manage real property, notably, British Columbia, 
Sweden, Australia and Great Britain.  The changes were seen to be 
necessary for improvement, and the required political will was present 
to implement proposed initiatives.  We reviewed the experiences in 
these other jurisdictions to gain an understanding of the processes and 
the results of the instituted changes. 
 
12.108 Each jurisdiction examined fundamental questions about its 
asset management practices, such as whether departments should be given 
greater freedom to select accommodation, including from the private 
sector; whether departments should be charged for the accommodation 
being used; and the degree of responsibility and accountability for 
accommodation that should be delegated to departments. 
 
12.109 The jurisdictions responded in different ways: 
 
 • In British Columbia and Sweden, the governments created Crown 
corporations with commercial mandates. 
 
 • In Australia and Great Britain, the changes that have been 
made provide flexibility for restructuring the property management 
regime, including, in our opinion, possible consideration of Crown 
corporation status. 
 
 • In each case, developments have reached a milestone, and the 
options for future directions, such as whether to commercialize further 
or to privatize, are now being examined by the government concerned. 
 
12.110 The principal difference between the approaches adopted in 
British Columbia and Sweden and those adopted in the other 
jurisdictions is that the creation of Crown corporations resolved an 
issue that still needs to be resolved elsewhere.  That is, when 
departments are subject to user-pay considerations and have the option 
to seek property in the private sector as well as in the government 
sector, there is a risk that government holdings will be vacated.  
There is also the consequent risk that the taxpayer will end up paying 
for both the new accommodation and the vacant property. 
 
12.111 Crown corporations have the freedom to dispose of properties 
and use the proceeds to refurbish the remaining holdings, using 
"business" criteria in making decisions.  Such refurbished holdings 
offer program managers the choice of moving into acceptable 
accommodation at lower rates.  While it is possible to establish within 
government a financial structure that would permit operations along 



such "business" lines, this would restrict the ability of the 
government to use real property or to control funds to meet other 
government objectives.  Governments in Great Britain and Australia are 
being asked to give public servants direction on this fundamental 
choice. 
 
12.112 Although the fundamental issue of the control of funds has 
not been resolved, the Australian Department of Administrative Services 
reported that real property reforms have resulted in benefits that 
include an annual return to the Consolidated Revenue Fund of some A$140 
million (approximately Cdn$140 million) and annual efficiency savings 
of 40 percent on repairs and maintenance.  British Columbia's 
streamlining of operations, where the control of funds was given to a 
provincial Crown corporation (British Columbia Building Corporation), 
saves the taxpayers some $25 million annually.  Its energy management 
program saves an additional $7 million annually. 
 
12.113 The United States and Great Britain have enabling legislation 
that requires government departments to submit support functions to 
private sector competition.  Canada does not have such legislation 
(paragraph 27.57).  Nevertheless, both Public Works and National 
Defence have had some successful experiences in this field. 
 
12.114 These other jurisdictions are beginning to report the 
achievement of major savings in their asset and property management 
activities.  It should be noted that these changes and savings relate 
primarily to office accommodation and not to special-purpose 
facilities.  The federal government in Canada is taking steps to 
improve its asset management practices. 
 
12.115 The Treasury Board Secretariat and departments should 
evaluate the experiences in other jurisdictions, as they begin to 
address the problems identified in this Report, and should incorporate 
proven approaches where appropriate. 
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Federal Management of the 
Food Safety System 
 
Assistant Auditor General:  David Roth 
Responsible Auditor:  Bill Rafuse 
 
Main Points 
 
13.1  Canadian food products are recognized as safe and of high 
quality.  The federal food safety system works to ensure that food 
processed for sale in Canada and abroad is safe.  In the opinion of 
Canadians and our international trading partners, these efforts are 
successful. 
 
13.2  Federal management of the food safety system is co-ordinated 
by the Interdepartmental Committee on Food Regulation, established in 
1986.  Health Canada, Agriculture and Agri-Food Canada, Fisheries and 
Oceans Canada, Industry Canada and Revenue Canada-Customs manage and 
deliver the federal program of food safety.  The cost of this 
regulatory program, including the trade-related inspection activities, 
was $226 million in 1993-94, with salaries of the 3,600 federal 
employees accounting for most of that expenditure. 
 
13.3  The goal of food safety programs is to reduce to negligible 
or acceptable levels the risk to human health.  Food safety regulations 
are found in the Food and Drugs Act and, in some cases, are elaborated 
further in several other federal and provincial statutes. 
 
13.4  In 1986, the Interdepartmental Committee on Food Regulation 
was given a mandate to implement specific changes to the food safety 
system and to promote innovation and efficiency in food inspection.  
The Committee has yet to complete all of the assigned tasks and has not 
reported as intended.  Although progress has been made, several steps 
are still needed to promote efficiency and ensure that the system 
remains effective in keeping Canada's food supply safe. 
 
13.5  Health Canada cannot ensure that the food-related health and 
safety provisions of the Food and Drugs Act are applied fully and 
effectively to all food produced domestically or imported for sale in 
Canada.  Gaps exist in the information received from inspection 
agencies and in the coverage they achieve. 
 
13.6  The federal resources for food inspection are allocated on 
the basis of legislated safety and trade requirements.  One half of the 
federal inspection resources are spent on low-risk food processes, 
primarily to satisfy trade requirements.  Without this expenditure, for 
example, meat and some fish products could not be exported. 
 
13.7  The federal and provincial governments have proposed a new 
Canadian Food Inspection System in an effort to harmonize food safety 
standards and streamline inspection activities. 



 
13.8  Departments have not complied with the Treasury Board's 
policy on cost recovery.  In the five years the policy has been in 
place, hundreds of millions of dollars have not been recovered from 
industry for both safety- and trade-related inspection services. 
 
13.9  The Estimates Part III does not provide members of Parliament 
and others with an overall understanding of federal food safety 
activities.  Information on objectives, resources and performance is 
not readily available. 
 
13.10 The members of the Interdepartmental Committee on Food Regulation 
are collectively responsible for ensuring that federal food safety 
programs are evaluated periodically.  They have not carried out this 
responsibility and, as a result, the effectiveness of federal spending 
on food safety is unknown. 
 
Introduction 
 
13.11 Canada is recognized as a country with an abundant supply of food 
that is safe, nutritious and of high quality.  Food quality refers to 
the wholesomeness and grade of food, and nutrition to its value in the 
human diet. The safety of food refers to the risk to human health.  The 
goal is to reduce to negligible or acceptable levels any human health 
risk. 
 
13.12 The main risks to human health are from chemical and 
microbiological contamination and natural toxins.  Secondary risks 
arise from the mislabelling of allergens, additives and preservatives. 
 These risks are present during the production, processing and 
distribution of food, and extend to its eventual consumption in 
restaurants, institutions and the home. 
 
13.13 Our audit examined the organization and co-ordination of food 
safety activities among the five federal departments directly involved 
in delivering the federal mandate for food safety. The 1993-94 federal 
expenditures on food safety and quality programs, by department, are 
presented in Exhibit 13.1. 
 
 
Exhibit 13.1 
 
Federal Food Management Resources (1993-94) 
 
Department    People  ($000s) 
 
Health     767   57,666 
 
Agriculture and Agri-Food 2,272  133,292 
 
Fisheries and Oceans  486   29,948 
 
Industry     115   5,064 
 



Revenue Canada - Customs  Not Available Not Available 
 
TOTAL 3,640 225,970 
 
Source:  Departments of Health, Agriculture and Agri-Food, Fisheries 
and Oceans, and Industry 
 
 
13.14 The statutory requirements are found in the Food and Drugs Act and 
Regulations and  several other federal statutes that regulate 
international and interprovincial trade and commerce in food and food 
products.  The food safety activities of the five federal departments 
include: 
 
 • setting food safety standards and regulations; 
 
 • developing methods to identify food-borne risks; 
 
 • inspecting imported foods and food-processing establishments, 
including their products and monitoring processes; 
 
 • enforcing regulations and standards; 
 
 • investigating complaints and incidents of food-borne illness; 
and 
 
 • educating and informing industry and the public. 
 
13.15 Provincial governments also play a large role in ensuring the 
safety of the Canadian food supply.  Under their public health and 
intraprovincial trade mandates, they regulate and control certain 
aspects of food safety, mainly at the retail and food service level. 
 
13.16 Food producers, processors and distributors also have a very 
important role in managing the health risks associated with the food 
supply.  Many food-processing establishments have modified their 
quality assurance programs to control risk, and some have adopted food 
safety practices that exceed federal standards.  Of course, the 
educated and informed consumer must accept some measure of the risk for 
food prepared in the home. 
 
13.17 In 1988, we reported on the food inspection programs of Fisheries 
and Oceans Canada and Agriculture and Agri-Food Canada.  At Fisheries 
and Oceans Canada we found that procedures to inspect fish products for 
health and safety defects were adequately controlled.  The audit at 
Agriculture and Agri-Food Canada concluded that the Department had not 
fully determined which risks were most serious to human health and 
safety so that its resources could be concentrated in those areas.  
Also, the audit recommended that several key inspection practices be 
strengthened.  Our 1990 follow-up work at Agriculture and Agri-Food 
Canada found that these issues were being addressed. 
 
13.18 In 1991, we examined the cost-recovery practices of the inspection 
programs of Agriculture and Agri-Food Canada and, as part of our 1993 



audit of that Department's Agri-Food Policy Review, we examined the 
review activities related to the pesticide registration system. 
 
13.19 The Interdepartmental Committee on Food Regulation is responsible 
for planning and co-ordinating the federal food safety system.  Our 
recommendations (see paragraphs 13.124 and 13.125) are therefore 
addressed to that committee. 
 
Background 
 
13.20 The Canadian food industry has a major impact on the national 
economy.  In 1990, food processing was the second largest industry in 
Canada's manufacturing sector, with production at $39 billion (see 
Exhibit 13.2) and employing 200,000 workers. 
 
 
Exhibit 13.2 is not available, see the Annual Report. 
 
 
13.21 One quarter of Canada's food production is exported and our 
trading partners recognize these products to be safe and of high 
quality.  Canadians also believe that the food they purchase is 
generally safe (see Exhibit 13.3). 
 
 
Exhibit 13.3 is not available, see the Annual Report. 
 
 
13.22 When unsafe food is consumed, food-borne illnesses may result.  
Data published by Health Canada for the period 1975-1987 showed that an 
average of 940 incidents of food-borne illness, affecting 6,681 people, 
are reported each year.  As Exhibit 13.4 shows, 74 percent of incidents 
of food-borne illness occur in restaurants or the home.  The majority 
of these incidents are a result of food that is mishandled or 
improperly cooked. 
 
 
Exhibit 13.4 is not available, see the Annual Report. 
 
 
13.23 The scientific community generally agrees that there are far more 
incidents than are reported by Health Canada.  Estimates of the true 
number of Canadians affected annually by food-borne illnesses range 
widely, up to two million.  Whatever the real number, the associated 
cost to the Canadian economy is considerable.  According to Health 
Canada estimates, the increased health care costs, reduced productivity 
and lost markets amount to two to six billion dollars annually. 
 
The federal approach to food safety 
 
13.24 Federal food inspection programs were introduced in Canada as 
early as 1907 to control the spread of disease from animals to the food 
supply.  Inspection programs were increased or modified over the years 
as new risks -- bacteria, chemicals and toxins -- were identified. 



 
13.25 The Food and Drugs Act and Regulations set standards relating to 
safety and fraud for all food sold in Canada; their enforcement is 
provided for in criminal law.  Other federal statutes containing food 
standards include the Meat Inspection Act, Fish Inspection Act, and 
Canada Agricultural Products Act.  Those three statutes are intended 
primarily to enhance the marketability of food products traded 
interprovincially and internationally, through a combination of safety, 
quality and grading standards. The Consumer Packaging and Labelling Act 
establishes the labelling requirements for consumer products packaged 
for sale in Canada.  All of these statutes contain standards or 
specifications that complement or further define the food safety 
standards set out in the Food and Drugs Act.  Exhibit 13.5 summarizes 
the scope of the federal food legislation in terms of the commodities 
and the food industry affected. 
 
 
Exhibit 13.5 
 
Federal Food Legislation 
 
      FOOD AND DRUGS ACT 
 
        Covers all food 
     imported or sold in Canada 
 
    Consumer Packaging And Labelling Act 
 
    Covers all pre-packaged food products 
     imported or sold in Canada 
 
Fish Inspection Act 
Covers fish and fish products marketed in import, export and 
interprovincial trade 
 
Meat Inspection Act 
Covers meat and meat products marketed in import, export and 
interprovincial trade 
 
Canada Agricultural Products Act 
Covers most dairy, egg, fruit, vegetable, maple and honey products 
marketed in import, export and interprovincial trade 
 
 
13.26 Health Canada has overall responsibility for health, safety and 
nutritional aspects of food, by virtue of the Food and Drugs Act and 
Regulations.  This responsibility extends to food produced domestically 
and food imported for sale in Canada.  Agriculture and Agri-Food Canada 
and Fisheries and Oceans Canada share the food safety responsibilities 
with Health Canada, and further regulate the marketability (quality, 
grade, safety, etc.) of food products traded interprovincially or 
internationally.  Agriculture and Agri-Food Canada also has overall 
responsibility for the fraud and labelling provisions of the Food and 
Drugs Act at other than the retail level.  Industry Canada is 



responsible for the general labelling provisions of the Consumer 
Packaging and Labelling Act and Regulations that apply to all pre-
packaged consumer goods.  It is also responsible for the enforcement of 
the fraud and labelling provisions of the Food and Drugs Act and 
Regulations at the retail level of trade.  Revenue Canada-Customs plays 
a significant supporting role by notifying federal departments of 
shipments and enforcing import regulations at ports of entry. 
 
Food safety is a shared jurisdiction 
 
13.27 The provincial and territorial governments have jurisdiction over 
public health matters, which extend to food manufactured, traded and 
sold within their borders.  Together, they spend $50 million a year to 
inspect food-processing establishments.  Provincial governments also 
inspect food retail facilities and the food service sector.  In some 
provinces, municipal governments are also involved in regulation 
enforcement.  In general terms, provincial legislation that refers to 
or parallels the federal requirements allows for the inspection of all 
establishments where food intended for human consumption is kept for 
sale. 
 
13.28 Provincial and municipal health inspection programs have focussed 
on the food service industry -- restaurants and caterers -- and the 
food retail industry, including grocery stores, butcher shops and 
bakeries.  Provinces are also responsible for inspecting dairies and 
meat slaughter and processing operations where products are traded only 
within the province.  In  some cases, Agriculture and Agri-Food Canada 
inspects provincially registered meat slaughter and processing plants 
under an agreement with the provinces -- Manitoba, Saskatchewan and 
British Columbia are examples. 
 
The 1986 federal food safety reforms 
 
13.29 In 1985, the Task Force on Program Review (Nielsen Task Force) 
examined federal food inspection and regulatory programs.  Following 
the review, the government reaffirmed the absolute primacy of the 
Minister of Health and the Food and Drugs Act in all matters related to 
food health, safety and nutrition.  It also adopted several changes 
proposed by the Task Force to improve federal food inspection 
activities: 
 
 • amend federal regulations to eliminate any inconsistencies or 
contradictions; 
 
 • encourage the establishment of uniform health and safety 
standards for food-processing establishments at the federal and 
provincial levels; 
 
 • co-ordinate federal inspection activities in registered 
plants and for imported foods; 
 
 • exchange information among federal departments and provide 
for the periodic audit of the inspection process by Health Canada; and 
 



 • clarify the accountability for, and coverage by, food 
inspection in food-processing plants not registered with the federal 
government. 
 
13.30 In summary, the government directed the ministers of Health, 
Agriculture and Agri-Food, Fisheries and Oceans and Industry (then 
Consumer and Corporate Affairs) to pursue a more integrated approach to 
federal and provincial food regulation and inspection activities and to 
improve their co-ordination.  It also directed that an 
interdepartmental food regulation committee be established, chaired by 
the Deputy Minister of Health and including the deputy ministers of 
Agriculture and Agri-Food, Fisheries and Oceans and Industry. That 
committee -- the Interdepartmental Committee on Food Regulation -- was 
instructed to plan and co-ordinate the implementation of the government 
directive. 
 
13.31 A more complete chronology of recent food safety events is 
presented in Exhibit 13.6 
 
 
Exhibit 13.6 
 
Chronology of Recent Food Safety Events 
 
The federal legislation governing food inspection (see Exhibit 13.5) 
has evolved over an 80-year period. 
 
1907 The Meat and Canned Foods Act (repealed 1985) 
 
1914 The Fish Inspection Act 
 
1920 The Food and Drugs Act 
 
1935 Fruit, Vegetables and Honey Act (repealed 1992) 
 
1951 Canada Dairy Products Act (repealed 1983) 
 
1955 Canada Agricultural Products Standards Act (repealed 1988) 
 
1955 Meat Inspection Act 
 
1971 Consumer Packaging and Labelling Act 
 
1988 Canada Agricultural Products Act 
 
Year  Internal Events    External Events 
 
1985 Program Review (Nielsen Task  A major recall of Canadian 
  Force) recommended major   canned tuna resulted in 
  changes in the federal food  government review of food 
  safety program.    inspection mandates and 
         responsibilities. 
 
1986 Government directed departments 



  to change regulations and 
  improve co-ordination among 
  federal departments and between 
  the federal government and the 
  provinces.  An interdepartmental 
  committee chaired by the Deputy 
  Minister of Health -- 
  Interdepartmental Committee on 
  Food Regulation -- was also 
  established. 
 
1987        An unidentified toxin was found to 

be responsible for an outbreak 
of shellfish poisoning.  The 
toxin was later identified and 
a testing program was 
initiated to reduce the public 
health risk associated with 
the toxin. 

 
1988  Health Canada signed agreements 
  with Agriculture and Agri-Food 
  Canada and Fisheries and Oceans 
  Canada covering safety inspections 
  in registered establishments. 
 
1988-1989 The Interdepartmental Committee Alleged tampering with grapes 
  on Food Regulation presented two imported from Chile caused 
  reports to the government  public concern.  The incident 
  outlining areas requiring  resulted in a major product 
  improvement within the federal recall. 
  food inspection system. 
 
1990  The Treasury Board approved an 
  increase in annual funding of 
  $38 million for the four federal 
  departments involved in food 
  inspection activities. 
 
1993  A reorganization of the federal 
  government transferred the food 
  labelling responsibilities of 
  Consumer and Corporate Affairs 
  Canada to Agriculture and 
  Agri-Food Canada and the retail 
  inspection activities to Industry 
  Canada. 
 
1994  The federal departments signed a 
  protocol covering the audit of 
  food safety components of 
  Agriculture and Agri-Food Canada 
  and Fisheries and Oceans Canada 
  inspection programs. 



 
1994  The federal and provincial 
  governments endorsed the 
  development of the Canadian Food 
  Inspection System, which proposes 
  to harmonize food safety and 
  quality standards, and to 
  integrate food inspection 
  responsibilities across levels of 
  government. 
 
 
Audit Objectives and Scope 
 
13.32 The objectives of our audit were to determine: 
 
 • whether reasonable progress has been made in implementing the 
government's plan for food safety; and 
 
 • what steps should be taken to further the economical, 
efficient and effective discharge of federal food safety 
responsibilities. 
 
13.33 The audit examined federal management of the food safety system.  
It was not designed to reach any conclusions on the safety of Canada's 
food supply. 
 
13.34 The scope of the audit included the five federal departments 
directly involved in food safety activities (see Exhibit 13.1).  Other 
federal activities, such as Environment Canada's role in the molluscan 
shellfish program and the animal health and feed programs of 
Agriculture and Agri-Food Canada, also contribute indirectly to the 
safety of the food supply.  As the focus of our audit was on the safety 
of food products, these indirect activities were excluded from our 
scope. 
 
13.35 Chapter 13 of our 1993 Report described the changes resulting from 
the Pesticides Registration Review launched in 1989 by the Minister of 
Agriculture.  Although the regulation and control of pesticides is 
related to food safety, because of our work last year we did not 
undertake additional work in that area. 
 
13.36 The planning phase of the audit was completed in August 1992.  At 
the request of the Interdepartmental Committee on Food Regulation, we 
delayed the examination phase for one year to give departments time to 
advance or complete a number of initiatives that were under way.  The 
Committee believed that the audit would be more useful if those 
initiatives were assessed and further improvements recommended. 
 
13.37 In August 1993, the Auditor General of Canada and the Comptroller 
General of the United States agreed to undertake concurrent reviews of 
the collaboration between the food inspection agencies of both 
countries with respect to controls over food imported from third 
countries.  In particular, the reviews were to assess the exchange of 



information on imported food products that fail to comply with the food 
safety standards of either Canada or the United States.  A summary of 
the main findings of that work is presented in paragraphs 13.99 to 
13.103 of this chapter, and further details are presented in Appendices 
13.1 and 13.2. 
 
Observations and Recommendations 
 
Organization and Responsibility for Federal Food Safety Activities 
 
13.38 In 1985, the Nielsen Task Force concluded that the roles and 
responsibilities of departments in the federal food safety system 
needed clarification.  Subsequently, the government and the 
Interdepartmental Committee on Food Regulation clarified and defined 
roles for each of the departments involved.  Implicit in that 
definition is a model of checks and balances.  The role of the 
Interdepartmental Committee in planning and co-ordinating the federal 
food safety system is key to the success of the model.  However, the 
vital check in the system is the exercise by Health Canada of its 
primacy role and responsibilities.  It is responsible for setting food 
safety standards and then checking that federal and provincial 
inspectors ensure that industry complies with these standards. 
 
13.39 The 1986 government directive emphasized the importance of 
increased co-operation and co-ordination among departments in carrying 
out activities related to food safety. To that end, it authorized the 
establishment of the Interdepartmental Committee on Food Regulation, 
with a mandate to plan, co-ordinate, evaluate, and promote innovation 
and efficiency in food inspection, including self-regulation by 
industry where appropriate.  The Committee was also to advise ministers 
on food regulation and inspection policy and to report periodically to 
the government. 
 
The Interdepartmental Committee on Food Regulation has not completed 
its assigned tasks 
 
13.40 The Interdepartmental Committee on Food Regulation delegated many 
of its responsibilities to three sub-committees;  a summary of their 
activities follows.  Our findings concerning the Interdepartmental 
Committee's progress in the areas of reporting, innovation, efficiency 
and evaluation are also presented in this chapter. 
 
13.41 The Sub-Committee on Food Regulations was established in 1986 to 
review regulations and statutes to ensure that terminology was uniform 
and consistent. The Sub-Committee on Food Inspection, also established 
in 1986, was to develop and implement strategies to co-ordinate 
inspection activities among federal departments and with the provinces 
and municipalities.  In 1990, the Sub-Committee on Communication was 
created to develop a long-term plan for co-ordinating interdepartmental 
communications on food safety. 
 
13.42 The Sub-Committee on Food Inspection has been the most active.  It 
has established several working groups to address deficiencies in the 
interdepartmental exchange of data, and in controls over food imports. 



 Working groups were also established to develop inspection procedures 
and approaches for assessing industry compliance with the Food and 
Drugs Act and Regulations.  In addition, the Sub-Committee was to 
reduce duplication of inspection activities in federally registered 
food-processing plants.  Although plans have recently been developed or 
agreements reached in all of these areas, little change in practices 
has resulted. 
 
13.43 The Sub-Committee on Food Regulations has not met since 1988, and 
has only partially completed its assigned tasks. The Sub-Committee on 
Communication has met six times, but has made little progress toward a 
plan to co-ordinate interdepartmental communications on food safety. 
 
13.44 In addition to the sub-committees, two national co-ordinating 
committees were established in 1990, one by Health Canada and the other 
by Agriculture and Agri-Food Canada. The food safety mandates of these 
committees are virtually identical and their terms of reference overlap 
in areas such as promotion of uniform food standards, communications 
between provincial and federal levels of government and liaison with 
consumers and the food industry.  In October 1993, a joint steering 
committee was established, comprising members of the two national 
committees, representatives from Fisheries and Oceans Canada and 
provincial health inspectors. 
 
13.45 Numerous committees and working groups have been established to 
increase interdepartmental dialogue and consultation, and to address 
specific food safety issues.  However, over the years, the 
Interdepartmental Committee on Food Regulation has suffered from a high 
turnover in membership and an absence of sustained focus.  There has 
also been a lack of resources to support the ongoing operations of the 
Committee.  The Committee has been ineffective at setting an overall 
agenda for the food safety program and many of the assigned tasks have 
yet to be completed. 
 
13.46 In 1988 and 1989, the Interdepartmental Committee presented two 
reports to the government.  Both were critical assessments of federal 
food safety activities.  The first report contained a list of 
"vulnerable areas", including problems in domestically manufactured 
foods, control of imported foods and the response to food safety 
problems and emergencies.  One of the initiatives of the Committee was 
the establishment of a national emergency operations system to deal 
with food safety emergencies, in which Health Canada has the lead role 
(see Exhibit 13.7).  The Interdepartmental Committee on Food Regulation 
has not evaluated and reported on the effectiveness of this new system 
in responding to food safety crises. 
 
 
Exhibit 13.7 is not available, see the Annual Report. 
 
 
13.47 The second report set out a plan addressing these and other areas 
to strengthen the federal food safety system.  A key element of the 
plan was a sizable increase in resources for the four inspection 
departments.  The Treasury Board approved additional annual funding of 



$38 million in 1990 (see Exhibit 13.8). 
 
 
Exhibit 13.8 
 
Allocation of Additional Funding by Department 
($ millions) 
 
This funding for food safety is included in the totals shown in Exhibit 
13.1. 
 
     1990-91 1991-92 1992-93 1993-94 Total 
 
Health    23.6  22.1  19.6  20.2  85.5 
 
Agriculture and 
  Agri-Food    6.6   7.5  10.0   9.2  33.3 
 
Fisheries and Oceans  6.1   5.3   4.9   5.0  21.3 
 
Industry     1.7   3.1   3.5   3.6  11.9 
 
TOTAL    38.0  38.0  38.0  38.0  152.0 
 
Source:  Departments of Health, Agriculture and Agri-Food, Fisheries 
and Oceans, and Industry 
 
 
13.48 The Treasury Board requested that the Committee report back in two 
years on how the new resources had been used to strengthen the food 
inspection system.  That report was not submitted.  In addition, in 
1990, the Interdepartmental Committee resolved "that a report should be 
prepared in about two years to provide Cabinet with information about 
the utilization of these new resources."  That report was not prepared 
either. 
 
13.49 We requested and received information from the departments 
involved on their use of the additional resources allocated by the 
Treasury Board for the food safety programs.  Our concern, however, is 
with the failure of the Interdepartmental Committee on Food Regulation 
to report to the Treasury Board and the government as intended.  In the 
four years since additional funding was approved, $150 million has been 
spent without the stipulated accountability for that spending. 
 
Health Canada has the primary role for food safety 
 
13.50 The food safety provisions of the Food and Drugs Act apply to the 
entire Canadian food processing and distribution sector.  To fulfil its 
obligations under the Act, Health Canada must maintain current and 
relevant standards to meet Canadian needs, and see that there are 
reasonable enforcement strategies to safeguard the health and safety of 
the Canadian public.  Those conditions were set out in the 1986 
government directive. 
 



13.51 The directive confirmed that the Minister of Health and the 
provisions of the Food and Drugs Act have primacy in all matters 
relating to food health, safety and nutrition.  Health Canada's role in 
federally registered food-processing establishments was to set  food 
safety standards, and to audit the inspection programs of Agriculture 
and Agri-Food Canada and Fisheries and Oceans Canada to ensure that 
inspections were conducted in accordance with those standards.  These 
requirements cover 3,900 federally registered food-processing plants in 
Canada. 
 
13.52 Also, Agriculture and Agri-Food Canada and Fisheries and Oceans 
Canada were specifically directed to adopt (by reference) all relevant 
health and safety regulations pursuant to the Food and Drugs Act, and 
to eliminate any inconsistencies or contradictions in food safety 
regulations.  That directive was partly met.  The regulations to the 
Meat Inspection Act and the Canada Agricultural Products Act do refer 
to the health and safety standards of the Food and Drugs Act.  The 
Fisheries Inspection Regulations will be amended when the current 
regulatory review is completed. 
 
Federal food safety standards and inspection approaches differ among 
departments 
 
13.53 Health Canada signed agreements in 1990 with Agriculture and Agri-
Food Canada and Fisheries and Oceans Canada to review and endorse the 
food product sampling plans and testing procedures of those two 
departments.  This was to ensure that the departments were inspecting 
food-processing plants in accordance with the provisions of the Food 
and Drugs Act.  The current practice is that Health Canada informally 
reviews the sampling plans and testing procedures of Agriculture and 
Agri-Food Canada and Fisheries and Oceans Canada.  Health Canada 
intends to assess the adequacy of this practice with respect to 
fulfilling its primacy role. 
 
13.54 In 1991, Health Canada, Agriculture and Agri-Food Canada and 
Fisheries and Oceans Canada began to develop uniform health and safety 
inspection standards and procedures.  The objectives were to improve 
efficiency of the inspection system and to ensure fair, equitable 
treatment of all sectors of industry.  Despite efforts by all three 
departments, the initiative has fallen behind schedule, and uniform 
procedures have yet to be approved for any food process. 
 
13.55 In February 1992, Fisheries and Oceans Canada introduced a quality 
management program that resulted in major changes to its inspection 
procedures (see paragraph 13.79).  Agriculture and Agri-Food Canada is 
also developing new inspection procedures in its industry self-
regulation project.  Health Canada was consulted in both cases but did 
not document its review process and its conclusion that these revised 
inspection procedures satisfy the health and safety requirements of the 
Food and Drugs Act. 
 
Health Canada cannot ensure that the food safety provisions of the Food 
and Drugs Act are applied fully and effectively 
 



13.56 Health Canada is not exercising its responsibility for food safety 
consistently across the food safety system.  The Department does not 
have all of the information needed to assess whether federal and 
provincial departments and agencies are verifying compliance with the 
food safety requirements of the Food and Drugs Act, which apply to all 
food offered for sale in Canada. 
 
13.57 In 1986, the government directed Health Canada to audit the other 
federal departments' food health and safety inspections of federally 
registered establishments and food imports, and to exchange information 
on the results of inspection activities.  This was to provide Health 
Canada with a means to ensure compliance with the provisions of the 
Food and Drugs Act. 
 
13.58 Following the signing of agreements in 1989 with Agriculture and 
Agri-Food Canada and Fisheries and Oceans Canada, Health Canada began 
inspecting establishments jointly with the two other departments. These 
agreements covered information sharing, inspection standards, and roles 
and responsibilities for inspection of federally registered food-
processing establishments.  After conducting joint inspections for four 
years, Health Canada was unable to reach a conclusion on the food-
processing industry's compliance with the health and safety provisions 
of the Food and Drugs Act. 
 
13.59 In 1993, the Interdepartmental Committee on Food Regulation 
directed that departments seek alternatives to joint inspections to 
avoid duplication of inspection activities.  In January 1994, the 
departments agreed on a new audit role for Health Canada.  The 
inspection programs of Agriculture and Agri-Food Canada and Fisheries 
and Oceans Canada will be reviewed by Health Canada from the 
perspective of the health and safety requirements of the Food and Drugs 
Act and Regulations.  When that agreement is implemented, the 
Interdepartmental Committee on Food Regulation will approve the audit 
plans and review the results of audits, including follow-up actions. 
 
13.60 Health Canada has established food safety committees and 
administrative agreements with each province to co-ordinate inspection 
activities and share information.  We found, however, that Health 
Canada is not obtaining complete information from the provinces on the 
nature, extent, timing and results of food safety inspections they 
undertake.  As a result, it cannot assess whether provincial and 
territorial departments and agencies are verifying compliance with 
health and safety standards equivalent to those of the Food and Drugs 
Act.  Health Canada is not obtaining the fullest assurance possible 
from the provincial inspection activity. 
 
Inspection of Domestically Produced and Imported Food 
 
13.61 Since 1975, Health Canada has compiled information on food-borne 
diseases occurring in Canada.  The latest information published in 1994 
summarizes the incidence of food-borne illnesses for 1987.  Although 
information provided in various formats by ten provinces and two 
territories cannot be summarized easily and quickly, a time lag of 
seven years is excessive and makes the information much less useful.  



The information is important in that it provides an ongoing indication 
of the effectiveness of the food safety system and can assist managers 
in allocating resources more efficiently.  The current situation does 
not meet these needs. 
 
Responsibility for inspection coverage within some federally registered 
establishments is unclear 
 
13.62 Health Canada, Agriculture and Agri-Food Canada and Fisheries and 
Oceans Canada each inspect different sectors of the domestic food-
processing industry to monitor compliance with applicable provisions of 
the Food and Drugs Act, as well as with the safety, quality, grade and 
labelling provisions set out in the Meat Inspection Act, Canada 
Agricultural Products Act, Fish Inspection Act and Consumer Packaging 
and Labelling Act.  The level of inspection activity by each federal 
department is shown in Exhibit 13.9. 
 
 
Exhibit 13.9 
 
Federal Inspection of Food Processing Establishments 
(1993-94) 
 
A total of 3,914 food processing plants are federally registered by 
Fisheries and Oceans Canada and Agriculture and Agri-Food Canada.  They 
are inspected for compliance with federal safety and quality 
requirements. 
 
Health Canada inspects plants not required to be federally registered. 
 These inspections assess compliance with federal safety requirements 
only. 
 
Federal    Number of    Number of    Number of 
Departments   Plants    Inspections    Plant Inspectors 
 
HEALTH            114 
 
-  all commodities  4,540    1,146 
 
FISHERIES AND OCEANS         300 
 
-  fish and fish 
 products   1,272    3,107 
 
AGRICULTURE AND 
AGRI-FOOD            1,711 
 
-  meat and poultry  589     5,028* 
-  dairy    274     251 
-  processed eggs  20     582 
-  shell eggs   421     3,848 
-  processed fruits and 
    vegetables   268     247 
-  maple and honey  1,070    372 



 
TOTAL    8,454    14,581     2,125 
 
*  This does not include the continuous inspection of meat and poultry 
processing operations. 
 
Source:  Departments of Health, Agriculture and Agri-Food, and 
Fisheries and Oceans 
 
 
13.63 The food safety provisions of the Food and Drugs Act apply to all 
food, whether domestically produced or imported for sale in Canada.  
However, the regulatory requirements of the other federal statutes, 
with the exception of the Consumer Packaging and Labelling Act, are 
based on both food safety and trade considerations.  Establishments 
must register with the federal government if they process food for 
interprovincial or international trade.  There are 2,600 food-
processing establishments registered under the Meat Inspection Act and 
Canada Agricultural Products Act, and 1,300 establishments registered 
under the Fish Inspection Act.  In the dairy, fruit and vegetable 
products sector, processing establishments that trade interprovincially 
or internationally must register under the Canada Agricultural Products 
Act only if they produce products listed under that statute; that is, 
products for which the Act sets out standards of quality and 
composition.  Exhibit 13.10 depicts the registration requirements, 
responsibility for inspection and other related factors. 
 
 
Exhibit 13.10 is not available, see the Annual Report. 
 
 
13.64 The Consumer Packaging and Labelling Act applies to all food 
products packaged for direct sale to the consumer in Canada.  The Meat 
Inspection Act, Fish Inspection Act and Canada Agricultural Products 
Act also apply to food imported into Canada.  Food-processing 
establishments that either produce other types of products or sell only 
within one province are not required to obtain federal registration.  
Health Canada inspects 4,500 of the food-processing establishments that 
are not registered under the trade-based federal legislation. 
 
13.65 We found that the responsibility for inspection coverage of a 
number of food products in plants registered by Agriculture and Agri-
Food Canada, including many products that carry a high health risk, was 
not clear.  In 1988, Health Canada agreed that its safety inspections 
in registered establishments would be conducted by the registering 
federal department.  But, under the Canada Agricultural Products Act, 
Agriculture and Agri-Food Canada inspects the processing of only those 
products for which it maintains quality or grade standards. 
 
13.66 If a registered plant processes food products for which no grade 
standards exist, such as chocolate, baby cereal and fruit drinks, those 
product lines may not be fully inspected for compliance with federal 
food safety standards by either Health Canada or Agriculture and Agri-
Food Canada.  For example, in Ontario, more than one half of the food 



production in 37 federally registered establishments is not subject to 
federal quality and grade standards.  These processes may not be fully 
inspected, even though many of them are classified as posing a high 
risk to human health. 
 
Resources for inspection of food-processing establishments are 
allocated on the basis of safety and trade requirements 
 
13.67 To ensure the efficient use of food safety inspection resources, 
delivery of the federal food safety programs needs to be based on an 
assessment of risk to  human health.  This assessment includes the 
potential for contamination associated with the food product (example: 
pathogenic micro-organisms and chemical residues), the processing 
operation (example: canning, freezing, cooking) and the plants' quality 
control procedures and history of compliance with regulatory 
requirements. 
 
13.68 Federal inspection programs are based on the requirements set out 
in the statutes described in the preceding paragraphs.  Inspection 
resources are allocated on the basis of regulatory requirements that 
cover safety, trade and grading.  Health Canada's plant inspection 
resources are all allocated to the assessment of compliance with safety 
requirements.  Agriculture and Agri-Food Canada and Fisheries and 
Oceans Canada allocate plant inspection resources on the basis of both 
safety and trade requirements.  We were not able to separate total 
plant inspection resources into their food safety and trade components. 
 
13.69 In 1993, the Interdepartmental Sub-Committee on Food Inspection 
developed a ranking of food processes according to their potential risk 
to human health (see Exhibit 13.11).  Comparing the allocation of total 
domestic inspection resources to these risk categories, we found 
significant variations among the three departments.  To a large extent, 
these variations result from the trade requirements of foreign country 
export markets rather than from safety requirements (see Exhibit 
13.12). 
 
 
Exhibit 13.11 is not available, see the Annual Report. 
 
 
Exhibit 13.12 is not available, see the Annual Report. 
 
 
13.70 For example, meat slaughter plants are classified as low risk, 
because the bacterial contamination that may be carried by raw meat is 
presumed to be eliminated by further preparation and cooking by the 
consumer.  However, Agriculture and Agri-Food Canada allocates 60 
percent of its total domestic inspection resources to meat and poultry 
slaughter plants.  Many of those inspection activities are conducted to 
ensure compliance with requirements of our meat export markets.  For 
example, ante- and post-mortem organoleptic (sensory) examinations are 
made of every animal destined for slaughter, under the supervision of a 
veterinarian.  This is a mandatory export requirement of most foreign 
countries, even though the efficiency, cost-effectiveness and 



scientific validity of the sensory method of inspection for detecting 
risks to human health have been questioned since the early 1980s.  Many 
of the diseases that it was designed to detect have been eradicated, 
and many invisible threats to human health, such as salmonella, E-Coli 
and drug residues, cannot be detected and controlled by such an 
inspection. 
 
13.71 In contrast to the meat slaughter process, the canning of low-acid 
foods poses a high risk to human health if it is not done correctly.  
We found that the frequency of inspection for this high-risk process 
varied significantly among federal inspection programs, in part due to 
export requirements.  Health Canada requires inspections of low-acid 
canneries once every 18 months to assess compliance with health and 
safety standards.  Agriculture and Agri-Food Canada, which enforces a 
trade and safety mandate, requires continuous inspection  --  an 
inspector present in the plant at all times during the process -- of 
low-acid canned meat products.  However, it requires only two 
inspections annually for low-acid canned vegetable products.  Fisheries 
and Oceans Canada also enforces a trade and safety mandate and requires 
its registered low-acid canneries to be inspected at least every two 
months. 
 
13.72 The nature and frequency of plant inspections are influenced by 
both safety and trade considerations and available resources.  
Inspection activities undertaken to ensure compliance with safety 
requirements of the Food and Drugs Act need to be uniformly based on 
the risk to human health posed by the processes involved.  This has not 
yet been achieved. 
 
Targets for inspection frequency are not being met 
 
13.73 Although the four categories of risk applied to food-processing 
operations have been accepted by all departments, there is no overall 
federal approach to the management of food safety risks.  The 
departments have defined different targets for inspection frequency in 
all of their inspection programs. 
 
13.74 Health Canada increased its inspection activities over the last 
three years in plants that are not registered federally.  However, we 
found that 35 percent of the 1,400 plants that Health Canada classifies 
as high risk were not inspected within the planned period of 18 months. 
 For example, although Health Canada considers nut processing to be of 
high risk, we found that it has conducted only a quarter of the 
required inspections of nut processors over the last three years. 
 
13.75 Fisheries and Oceans Canada bases its level of fish plant 
inspection on the compliance history of the individual plant.  The 
seasonal nature of the fish industry also influences the level of 
inspection, as plants are inspected only while they are in operation.  
We found that fish canneries receive less than half the prescribed 
number of inspections during seasonal operations.  Fisheries and Oceans 
Canada recently implemented a system to link plant operating days to 
inspection requirements. 
 



13.76 Agriculture and Agri-Food Canada delivers separate inspection 
programs for meat, dairy, and processed fruit and vegetable products.  
The meat slaughter and processing industry receives a high level of 
inspection coverage, with continuous inspection required for slaughter 
and most meat processing.  In addition, meat slaughter and processing 
plants  are inspected monthly by a regional inspector, and at least 
once a year by a national inspector.  We found that monthly inspections 
of plants by regional officers were conducted only 70 percent of the 
time in 1992-93.  Agriculture and Agri-Food Canada requires annual in-
depth inspections of its registered dairy plants, semi-annual 
inspections for low-acid fruit and vegetable canneries, and annual 
inspections of other fruit and vegetable processors.  These inspection 
targets for dairy, fruit and vegetable processors were also not met. 
 
Innovation and efficiency in food inspection vary among departments 
 
13.77 In 1986, the government charged the Interdepartmental Committee on 
Food Regulation with responsibility for promoting innovation and 
efficiency in food inspection, including greater self-regulation by 
industry where appropriate.  In February 1994, the Interdepartmental 
Sub-Committee on Food Inspection initiated a study to rationalize the 
federal food safety laboratory capacity.  The study will analyze 
testing methods, identify overlaps, gaps and duplications in testing 
programs, identify work-sharing opportunities, and rationalize 
services, taking into account the potential for cost recovery (see 
Exhibit 13.13). 
 
 
Exhibit 13.13 is not available, see the Annual Report. 
 
 
13.78 One innovation in food safety inspection now being adopted in 
Canada and many other countries is the Hazard Analysis and Critical 
Control Points (HACCP) system.  This system recognizes the vital role 
and responsibility of industry in controlling the safety and quality of 
food products.  HACCP has been endorsed by the CODEX Alimentarius 
Commission, a United Nations agency that sets food safety standards.  
This preventative system, which is managed by the processing plant, is 
composed of a risk analysis of the potential hazards posed by different 
foods, a determination of the critical control points in their 
processing, the establishment of a program to monitor and control those 
points, and a method to recall finished products from the market if it 
is learned that they are hazardous.  Such hazards may be 
microbiological, chemical, physical or nutritional. This new approach 
will mean significant changes in current government inspection efforts 
and resource requirements.  The role of government  becomes one of 
setting standards and monitoring the food safety controls of industry. 
 
13.79 Fisheries and Oceans Canada, with the participation of the fish-
processing industry, has already developed and implemented a program 
based on this new inspection model.  Since 1992, fish plants and 
processors have been required to play an active role in ensuring the 
safety and quality of their products by identifying and controlling the 
risks associated with processing.  The Department now focusses its 



inspection efforts on verifying that systems and practices to control 
product safety are in place. 
 
13.80 Health Canada is in the process of amending the Regulations to the 
Food and Drugs Act so that all food-processing establishments will be 
required to have systems to identify and control health and safety 
risks associated with food processing.  Agriculture and Agri-Food 
Canada is also implementing a program of industry self-regulation based 
on the principles of HACCP.  All of these initiatives need to be co-
ordinated across the departments so that uniform regulatory and 
inspection requirements for food safety are applied to processes with 
similar risks to human health. 
 
A new Canadian Food Inspection System has been proposed 
 
13.81 Inspections of food-processing establishments are conducted by 
both the federal and provincial governments, under their respective 
jurisdictions and statutes.  The 1986 government directive sought 
better federal-provincial co-ordination and the establishment of 
uniform health and safety standards for the food-processing industry 
across the country whether inspections were conducted by the federal or 
the provincial government.  It proposed consultation with the provinces 
to encourage them to adopt federal food safety standards. The 
government also instructed the federal departments to ensure coverage 
of, and accountability for, establishments that were not registered. 
 
13.82 Health Canada has negotiated agreements with the provinces to 
improve co-operation in areas where the federal and provincial 
jurisdictions overlap.  The agreements set out a uniform code of 
hygiene for food inspection activities, establish procedures for 
dealing with food-borne illness and co-ordinate inspection activities 
between Health Canada's inspection program and those of the provincial 
governments.  However, we found that the agreements have not always 
resulted in improved co-ordination of inspection activities in 
establishments that are not federally registered. 
 
13.83 Federal-provincial committees were established to improve co-
ordination.  Health Canada formed the Federal/Provincial/Territorial 
Committee on Food Safety to co-ordinate inspection activities, 
standards and the control of problems in the food supply.  Agriculture 
and Agri-Food Canada established a parallel committee in 1990, the 
Federal/Provincial Agri-Food Inspection Committee, to eliminate 
interprovincial trade barriers and to encourage provinces to adopt 
consistent regulations for agricultural products. 
 
13.84 Health Canada has been developing common inspection standards for 
health and safety with the provinces for three years.  In 1992, 
Agriculture and Agri-Food Canada introduced a project to reduce the 
overlap of inspection by federal and provincial-municipal agencies  
through work-sharing agreements and improved co-ordination.  Fisheries 
and Oceans Canada has so far signed agreements with two provinces to 
co-ordinate their fish inspection activities. 
 
13.85 There are a number of agreements between federal and provincial 



inspection agencies, but no common federal-provincial health and safety 
standards for inspection exist.  Although progress has been made in 
addressing inspection duplication and overlap in fish and dairy plants, 
much remains to be done.  Federal and provincial safety standards for 
meat slaughter, for example, continue to differ.  The current proposal 
to establish a "Canadian Food Inspection System" recognizes the need 
for a more integrated national system of food inspection. 
 
13.86 In July 1993, the ministers of agriculture endorsed the proposal 
by the Federal/Provincial Agri-Food Inspection Committee to develop a 
national food inspection policy.  The ministers also asked the federal 
and provincial ministers of health for their participation and 
commitment.  The result was that members of the 
Federal/Provincial/Territorial Committee on Food Safety, 
representatives from Fisheries and Oceans Canada and Ontario public 
health inspectors were added to the steering committee. 
 
13.87 The steering committee prepared a report for the meeting of 
ministers of agriculture in July 1994.  The report noted that Canada's 
food inspection system operates in a complex jurisdictional context 
involving all levels of government and their regulatory organizations. 
 Among the consequences are the duplication of inspection activities, 
the layering of costs and the adverse reaction of industry.  The report 
proposes a re-engineered Canadian Food Inspection System.  The benefits 
of such a system include the streamlining of inspection delivery and 
the harmonization of food safety standards across the federal and 
provincial governments. 
 
Imported food is receiving increased attention 
 
13.88 Worldwide trade in agriculture and food products is rapidly 
expanding.  Canada's trade in these products is also expanding, with 
food exports valued at $11 billion and imports at $10 billion in 1993. 
 
13.89 Rules for international trade of agricultural products, and the 
related safety standards that may be imposed by a country for the 
protection of its citizens, are contained in a number of international 
agreements.  The General Agreement on Tariffs and Trade requires that 
countries not discriminate between domestic and imported goods in 
applying standards and technical regulations, or use such regulations 
as disguised barriers to trade.  The North American Free Trade 
Agreement further recognizes that Canada may set the level of 
protection necessary for its consumers, and may even exceed 
international standards, provided they are based on scientific 
principles.  Canada is encouraged to follow international practice in 
setting its standards, and to participate in international 
standardizing bodies, including the CODEX Alimentarius Commission, the 
World Health Organization, and the Food and Agriculture Organization.  
The trade agreements recognize that Canada may prohibit the entry and 
sale of any product that does not meet Canadian safety regulations. 
 
13.90 The safety of imported food is of concern to Canadians (see 
Exhibit 13.14).  Well-publicized scares, such as the Chilean grape 
incident of 1989 and the more recent "hamburger disease" outbreaks in 



the United States, have contributed to this concern.  Information 
compiled by Health Canada reveals that in Canada there were 139 recalls 
of imported food products in 1992-93, representing 63 percent of all 
food recalls.  Given the volume of food imports involved this is not a 
large number, but it is proportionally much higher than the 25 percent 
of the value of food consumption represented by imports. 
 
 
Exhibit 13.14 is not available, see the Annual Report. 
 
 
13.91 Concerns over the safety of imported food were identified in a 
report prepared by the Interdepartmental Committee on Food Regulation 
in 1989.  As a result, additional funding was approved by the Treasury 
Board, and import control activities were increased.  For example, 
Agriculture and Agri-Food Canada increased sampling and testing 
activities for imported foods and developed a foreign country 
assessment program for dairy, fruit and vegetable products.  Health 
Canada implemented an importer inspection program, and Fisheries and 
Oceans Canada developed and implemented a computerized import-tracking 
system and a foreign country accreditation program.  In addition, in 
1992 and 1993, departments conducted enforcement checks at nine border 
points.  The objective of the checks was to examine all food imports 
for compliance with Canadian standards. 
 
13.92 Ensuring the safety of imported food presents a greater challenge 
to regulating agencies than food produced domestically because, in most 
cases, little is known about the conditions under which imported food 
is processed.  The federal government's approach to regulating imported 
food is thus varied and complex.  Programs include participating in and 
contributing to the policies and standards of the CODEX Alimentarius 
Commission. 
 
Departments have not achieved the desired co-ordination of import 
control activities 
 
13.93 Each department has inspection programs to control the importation 
and sale of food in Canada.  The approaches to inspection and control 
of imported food differ among the departments and among the commodity 
groups. 
 
13.94 In 1986, the government directed departments to improve the co-
ordination of import control activities.  They were to establish one 
federal contact for inspection of imports and the process was to be 
subject to periodic audit by Health Canada.  Very little progress has 
been made in this area.  Each department has continued with its own 
import control program, and the activities of Agriculture and Agri-Food 
Canada and Fisheries and Oceans Canada have not been subject to 
periodic audits by Health Canada.  The review of food import activities 
by Health Canada is, however, within the scope of an audit plan 
recently approved by the Interdepartmental Committee on Food 
Regulation. 
 
13.95 In Canada, import control activities are directed mainly at 



product sampling and testing.  Health Canada's agreements with 
Agriculture and Agri-Food Canada and Fisheries and Oceans Canada set 
out its role in establishing and reviewing risks, priorities and plans 
for product sampling and testing.  However, Health Canada has not 
assessed and endorsed the other departments' approaches to product 
sampling and testing.  We also found that product sampling and testing 
of imported fruits and vegetables is not fully integrated between 
departments. 
 
13.96 We reviewed the border inspection activities of the federal 
departments and found several weaknesses.  Currently, for most food 
commodities, there is no inspection capability at ports of entry.  
Agriculture and Agri-Food Canada plans to have officers in place by the 
end of 1994 to check documentation and physically verify contents at 32 
major points of entry, which account for 80 percent of all food 
imports.  Revenue Canada-Customs is required to verify import documents 
and notify the responsible federal department.  Notification is 
required in cases where the shipment is not properly documented.  The 
inspecting departments have identified cases where Revenue Canada-
Customs did not make the proper referrals.  We reviewed the findings of 
the border enforcement checks undertaken in 1992 and found that 34 
percent of the shipments examined did not comply with all import 
requirements. Most food shipments failed because of improper 
documentation and labelling, while three percent represented health and 
safety violations. 
 
13.97 Fisheries and Oceans Canada has an extensive program for the 
inspection of fish imports.  The Department relies on the importer to 
notify it of incoming shipments.  However, a 1991 internal audit 
estimated that importers failed to notify the Department 25 percent of 
the time.  The preliminary findings of a recent follow-up audit were 
that, although non-notification remains a problem, the failure-to-
notify rate fell to 11 percent in 1992-93.  Fisheries and Oceans Canada 
is working to further reduce this problem. 
 
13.98 To co-ordinate the inspection of agri-food imports, an 
interdepartmental working group was created in 1991.  The working group 
proposed an action plan and outlined priorities for consideration, 
including the development of an integrated program of import control.  
After that, the working group was largely inactive.  In December 1993, 
the Interdepartmental Sub-Committee on Food Inspection decided that the 
departments should meet again to discuss a more co-ordinated effort at 
import control.  In July 1994, the working group became a sub-committee 
of that committee with a mandate to improve the co-ordination of import 
control activities. 
 
Improved co-ordination with United States food inspection agencies 
could lead to better coverage of food imports 
 
13.99 Our audit of food safety included a concurrent review, conducted 
jointly with the United States General Accounting Office.  The Office 
of the Auditor General and the General Accounting Office in the past 
have both expressed concern about the safety of foods imported from 
third countries. In light of increasing food imports, federal budget 



constraints and recent international trade agreements calling for 
equivalent food safety standards, we decided to assess the sharing of 
information between the agencies responsible in the two countries for 
imported food safety (see Appendices 13.1 and 13.2). 
 
13.100 Specifically, our objectives were to assess: 
 
 • whether the countries are sharing, to the extent possible, 
information on food products that are refused entry because they have 
been found in violation of health and safety standards; and 
 
 • the potential for improving controls over imported food 
products through collaborative certification and inspection programs 
and sharing of information on the results of inspections of foreign 
food plants. 
 
13.101 The United States and Canada have similar systems and 
standards for ensuring the safety of imported food.  In the United 
States, the Food and Drug Administration is the federal agency that 
oversees the safety of most domestic and imported food products, 
including seafood.  The United States Department of Agriculture ensures 
the safety of meat and poultry products. 
 
13.102 The United States and Canada have several arrangements to 
share information about rejected food shipments from third countries.  
Those arrangements cover mostly products found in violation of health 
and safety standards that are subsequently re-exported to or through 
the United States and Canada.  However, the arrangements  are informal 
and are not always followed by Canadian and United States food 
agencies.  More systematic arrangements for information sharing could 
result in better assurance that unsafe food is not  imported to our 
countries. 
 
13.103 Canada and the United States share little information on the 
results of foreign plant inspections.  As a result, with some foods -- 
for example, meat and canned tuna -- both countries inspect many of the 
same foreign plants while other foreign plants are not inspected by 
either country.  Many of the plants not inspected are involved in high-
risk processes, such as low-acid canning.  Improved co-ordination 
between  Canadian and United States food agencies could lead to better 
inspection coverage of food imports. 
 
Cost Recovery 
 
13.104 The Treasury Board's 1989 User Fee Policy requires that 
external users pay appropriate charges for both mandatory and optional 
regulatory services, including those related to health and safety, when 
direct economic benefits accrue to specific users and other prime 
beneficiaries.  The Treasury Board Secretariat advised the 
Interdepartmental Committee on Food Regulation in 1989 that the 
Treasury Board ministers were aware that regulated industries and their 
consumers benefited from improved marketability, lower risk and 
increased confidence.  They recognized that appropriate charges 
determined in accordance with Treasury Board's guidelines need not 



compromise health and safety objectives or jeopardize public benefits. 
 This guidance was provided to the Interdepartmental Committee in 
response to its proposal to restrict cost recovery to product grading 
and export certification services. 
 
Federal food inspection costs are not recovered in accordance with 
Treasury Board policy 
 
13.105 Over the last five years, there has been little recovery of 
inspection costs, even those not associated directly with safety 
objectives.  Of the $226 million annual cost of federal food inspection 
activities, only $11 million -- related mainly to product grading and 
export certification services  -- was recovered in 1993-94.  If the 
Treasury Board's cost-recovery policy were applied fully, it would 
allow for the recovery of up to $200 million annually. 
 
13.106 We examined and reported on inspection cost recovery at 
Fisheries and Oceans Canada in 1988 and at Agriculture and Agri-Food 
Canada in 1991.  In each case, we found that cost-recovery 
opportunities had not been maximized.  During this audit, we re-
examined cost-recovery practices for all federal food inspection 
activities.  We found the situation largely unchanged.  We also found 
significant inconsistencies in cost-recovery practices of inspection 
programs across departments, and within the inspection programs of 
Agriculture and Agri-Food Canada. 
 
13.107 Our 1988 audit of Fisheries and Oceans Canada found that fees 
sufficient to recover direct costs had been introduced in 1985 in some 
parts of the import inspection program.  We identified a number of 
additional opportunities for cost recovery in the domestic plant 
inspection program, and the Department planned to initiate new cost- 
recovery measures by 1991.  In a follow-up audit that year we noted 
that, apart from raising import inspection fees, the Department had 
introduced no new cost-recovery measures.  Our current findings show no 
change. 
 
13.108 Our 1991 audit of cost-recovery practices at Agriculture and 
Agri-Food Canada revealed that the Department did not have a 
comprehensive, department-wide system for management of non-tax 
revenue.  A recent study identified the costs of inspection activities 
that fall within the federal cost-recovery policy to be $60 million 
annually.  The amounts involved are large, as are the potential savings 
to the government.  Individual departments have reviewed their cost-
recovery practices and some plans to increase the level of recovery are 
being developed.  All departments must determine which  inspection 
activities are subject to cost recovery and then ensure that the 
recovery practice is applied consistently across the system. 
 
Reporting to Parliament on Food Safety Activities and Results 
 
13.109 For the period 1989-90 to 1994-95, we reviewed the Estimates 
Part III of all the departments involved in the management of the 
federal food safety system.  We expected to find information on food 
safety activities in all of the documents, including information on 



performance and results achieved.  And, given Health Canada's primacy 
role, we expected that its Part III would be the one to provide a 
comprehensive overview of the system. 
 
13.110 The 1986 government directive mandated the Interdepartmental 
Committee on Food Regulation to evaluate the effects of changes 
proposed by the government.  The Food Inspection Sub-Committee of the 
Interdepartmental Committee also was required to "develop schedules for 
regular program review and evaluation to identify emerging trends and 
issues and to facilitate individual planning in each of the respective 
departments." 
 
13.111 The new Treasury Board Manual on Review, Audit and Evaluation 
states, "It is government policy that departments conduct evaluations, 
audits and other reviews to assess the performance of their policies, 
programs and operations."  The Review Policy Guidelines put a 
particular emphasis on the need to conduct multidepartment reviews of a 
policy or a program that is managed by several departments and that 
could involve other levels of government, in particular the provinces 
(as is the case with the Canadian food safety system). 
 
13.112 In short, the departments and the Interdepartmental Committee 
on Food Regulation are individually and collectively responsible for 
ensuring that the federal food safety system is evaluated periodically 
and that the findings are reported to Parliament. 
 
Information in the Estimates Part III is incomplete 
 
13.113 We found that the Estimates Part III for Health Canada did 
not describe the federal food safety system.  For example, the 
objectives of the system were not presented and, although the major 
departments involved were named, there was no explanation of their 
individual roles.  Nor did Health Canada's Part III provide a summary 
of the resources required and used by the food safety system overall.  
In the other departments, we found that Part IIIs provided information 
on their food safety activities, and occasionally made reference to the 
food safety initiatives of other departments. 
 
13.114 We concluded that the Estimates Part III do not provide 
members of Parliament with an overall understanding of federal food 
safety activities and the results achieved. 
 
13.115 We believe that the greatest deficiency relates to the lack 
of information on the  effectiveness of the federal food safety system 
-- the degree to which the departments are achieving their objective of 
ensuring a safe food supply.  There is little measurement of overall 
performance and reporting of results in the federal food safety system, 
despite the clear need for such information. 
 
The overall effectiveness of federal food safety activities is unknown 
 
13.116 The most recent program evaluations of the federal food 
safety system were conducted by the responsible departments and the 
findings were reported in 1987.  Agriculture and Agri-Food Canada, 



Health Canada and Industry Canada (then Consumer and Corporate Affairs 
Canada) each looked at the elements of the food safety system that fell 
under its control. 
 
13.117 However, those evaluations were completed before the changes 
brought about by the 1986 government directive and, most important, 
they did not address issues pertaining to the food safety system as a 
whole. 
 
13.118 Eight years have passed since the departments were directed 
to implement changes to the federal food safety system.  During that 
time, additional resources have been obtained and many changes have 
been made.  However, the absence of evaluation activity means that 
little is known about the effectiveness of the system and its component 
parts, or the impact of the changes.  A significant and serious gap 
exists in the performance information available on the program and in 
the accountability that can be exacted. 
 
13.119 We conducted a search of related literature to ascertain if 
it would be reasonable and appropriate to examine the effects of the 
food safety program.  We concluded that a multidepartment review can 
answer questions such as: Are we doing the right things?  Are the 
programs being managed and co-ordinated in the best possible way?  
Would a given segment of the population be better served by a different 
mix of programs?  We identified a number of specific effects that could 
be examined by such a program evaluation.  Those effects are listed in 
Exhibit 13.15. 
 
 
Exhibit 13.15 
 
Measurable Effects of the Food Safety System That Could Be Examined by 
a Program Evaluation Study 
 
Potential Positive Effects 
 
•Reduced incidence of food-borne illness.  Measurable benefits could 

include reductions in 
- numbers of human deaths and illnesses 
- investigation, health care and lost productivity costs 
-industry costs associated with lost sales, product recalls, legal 

costs/ settlements 
-individual costs, including lost leisure time, pain and suffering 
 
•Enhanced marketability of Canadian agri-food products 
 
Potential Negative Effects 
 
•Plants shut down needlessly, thus damaging the industry and local 

economies. 
 
•Unfair burden on Canadian firms who are competing with foreign firms 

on domestic and foreign markets. 
 



•Technical barriers to international trade (as defined in NAFTA and 
GATT) and irritants to trade. 

 
 
13.120 Three chapters in the 1993 Report of the Auditor General 
stressed the importance of program evaluation findings as a necessary 
tool for managing results and for accountability.  Without such 
information on food safety programs, program managers, taxpayers and 
Parliament cannot know whether these programs are achieving what was 
intended and what, if anything, has changed as a result of implementing 
them. 
 
Recommendations to the Interdepartmental Committee on Food Regulation 
 
13.121 The Interdepartmental Committee on Food Regulation has been 
responsible for planning and co-ordinating the federal food safety 
system since 1986.  While this role is necessary for the cost-effective 
operation of the system,  the clear separation of individual 
departments' responsibilities is also critical to the system's 
underlying model of checks and balances. 
 
13.122 We had intended to complete and report this audit in 1992, 
but the Interdepartmental Committee asked for a delay so that 
departments could advance or complete a number of initiatives that were 
under way.  Although progress had been slow up to that point, we found 
that considerable headway was made during the two-year period. 
 
13.123 Nevertheless, there are a number of important steps that the 
Interdepartmental Committee on Food Regulation must take or accelerate 
to ensure that the federal food safety system operates as efficiently 
as possible across the country, and is effective in keeping Canada's 
food supply safe. 
 
An agenda for the Interdepartmental Committee on Food Regulation 
 
13.124 The Interdepartmental Committee on Food Regulation should 
focus on completing its assigned tasks and on specifying the results 
that should be achieved in managing the federal food safety system.  As 
a first step, the Interdepartmental Committee should re-examine its own 
role and structure to ensure that it has the authority, membership, 
resources and commitment necessary to carry out its ongoing 
responsibilities and accomplish its agenda for change. 
 
13.125 The Interdepartmental Committee should make certain that 
individual departments have appropriate action planned or under way to 
correct deficiencies,  capture economies and efficiencies, and confirm 
that the checks and balances on which the federal food safety system 
relies are in place and operating.  These actions should address: 
 
1.The need for Health Canada to independently and objectively review 

the food safety inspection-related activities of federal 
departments concerning imported and domestically produced foods 
for sale in Canada, and of provincial departments concerning the 
inspection of non-registered food-processing plants.  Specific 



attention is required to make food safety standards and inspection 
approaches consistent; to eliminate gaps in inspection coverage of 
federally registered plants and imports; and to obtain information 
from the provinces on their inspection activity. 

 
2.The identification of federal food safety inspection resources 

separately from those that are related to quality and trade, and 
the uniform allocation of these food safety resources across the 
system on the basis of risk to human health.  This will require 
that health hazard risk categories and uniform levels of 
inspection coverage are agreed upon, and that the optimum 
inspection frequencies necessary to control the risk are 
established and met. 

 
3.Co-ordination with United States food inspection agencies in areas of 

information exchange on unsafe food products from third countries 
and on inspection results for foreign plants.  Improvements in 
these areas should contribute to greater efficiency and better 
coverage of food imports. 

 
4.The pursuit of innovation and efficiencies in food safety activities; 

in particular, concerning the operation of laboratories and the 
regulation and audit of HACCP-based systems.  This should include 
the co-ordination of regulatory changes and inspection initiatives 
so that uniform requirements are applied to industry processes and 
imports posing similar risks to human health. 

 
5.The consistent and equitable application of the Treasury Board's user 

fee policy by all federal inspection departments to the processing 
and distribution sectors of the Canadian food industry. 

 
6.The need for greater accountability in the management of the federal 

food safety system.  Several actions should be taken: 
 
 • report to the Treasury Board on the use of supplementary 
funding received since 1990-91 and the results that can be attributed 
to this spending.  The effectiveness of the national emergency 
operations system should be evaluated and reported as part of this 
undertaking; 
 
 • measure the effectiveness of the Canadian food safety system 
by conducting a program evaluation study in co-operation with the 
provinces, and by improving the timeliness and availability of annual 
data on food-borne illnesses; and 
 
 • improve reporting to Parliament in the Estimates Part III of 
the federal food safety system, including a description of the system, 
a summary of the resources involved and information on overall 
performance and results.  Information on the effectiveness of the food 
safety system, such as trend data on food-borne illnesses and program 
evaluation findings, should be included. 
 
Committee's response:  As the Auditor General stated in the 
Introduction to this chapter, Canada is recognized both at home and 



abroad as having a food supply that is abundant, safe, nutritious and 
of high quality.  The significant initiatives in progress to maintain 
the safety of the food supply have also been acknowledged by the 
Auditor General.  The Interdepartmental Committee on Food Regulation 
welcomes the recommendations of the Auditor General on additional steps 
that can be taken to increase the efficiency of the federal food safety 
system. 
 
The environment in which the federal food safety system functions has 
changed considerably since the Interdepartmental Committee on Food 
Regulation was established in 1986.  Budgetary constraints at all 
levels of government, the highly competitive international marketplace 
and the rapid expansion of worldwide trade in food products are among 
the challenges being faced.  The Committee agrees with the Auditor 
General on the need to re-examine all aspects of its activities to 
ensure that the management of the food safety system and accountability 
to both Parliament and Treasury Board are enhanced. 
 
The Interdepartmental Committee on Food Regulation undertakes to 
incorporate the agenda outlined by the Auditor General in this process. 
 In particular, priority will be given to greater integration of 
federal and provincial inspection programs through the establishment of 
the "Canadian Food Inspection System", audit of the food inspection 
system by Health Canada, accelerated and consistent implementation by 
departments of Treasury Board's User Pay Policy, and increased co-
ordination of import surveillance among departments and with the United 
States.  The Committee will also consider means to more broadly report 
to Parliament in the Estimates Part III.  With these actions, the 
Interdepartmental Committee on Food Regulation is confident that 
Canadians can continue to be assured that the food supply is safe and 
nutritious and that the federal food safety system is functioning in an 
efficient and effective manner. 



Appendix 13.1 
 
Federal Management of the Food Safety System 
Concurrent Review of Third-Country Food Imports 
 
Purpose 
 
Canada and the United States import a significant portion of their food 
supply. In addition to their reciprocal trade in food products, each 
imports an increasing quantity of food from third countries. 
 
Both countries share a common approach to controlling imported food, 
through similar food safety standards and import inspection programs.  
The two countries recently signed international trade agreements 
calling for equivalent food safety standards to eliminate barriers to 
trade and to promote fair competition. 
 
The volume of imported food and the budget constraints faced by the 
agencies responsible for controlling imported foods present a challenge 
to federal agencies in both countries.  For this reason, and because of 
the potential health risks posed by imported foods and the importance 
of monitoring these risks, the Office of the Auditor General of Canada 
and the United States General Accounting Office undertook concurrent 
reviews of the food import control programs of Canadian and United 
States agencies. 
 
The objectives of these reviews were to assess: 
 
 • whether the countries are sharing, to the extent possible, 
information on food products that are refused entry because they have 
been found in violation of health and safety standards; and 
 
 • the potential for improving controls over imported food 
products through collaborative certification and inspection programs 
and the sharing of information on the results of inspections of foreign 
food plants. 
 
Results in Brief 
 
Canada and the United States have several arrangements to share 
information about imported food products found to be in violation of 
health and safety standards.  These arrangements cover imported food 
shipments from third countries that are being re-exported to or through 
the United States and Canada.  The arrangements, however, are primarily 
informal and are seldom nation-wide in scope.  More comprehensive and 
systematic information-sharing arrangements between Canadian and United 
States agencies could result in increased assurance concerning the 
safety of food imported to Canada. 
 
Canada and the United States share little information on the results of 
foreign plant inspections.  In the cases of meat, shrimp and tuna, both 
countries inspect many of the same foreign plants while other foreign 
plants are not regularly inspected by either country.  Improved sharing 
of information between Canadian and United States food agencies could 



lead to greater efficiency and better inspection coverage of food 
imports. 
 
Background 
 
Three Canadian and two United States federal agencies have direct 
responsibility for monitoring the compliance of food imports with 
federal safety requirements. These agencies exchange information on 
inspections that disclose violations of trade and safety standards (see 
Exhibit App. 13.1). 
 
 
Exhibit App. 13.1 
 
Information-Sharing Arrangements: 
Canadian and United States Food Inspection Agencies 



 
Arrangements   Scope     Comment 
 
Health Canada   • Rejected Food being  • Regional agreement 
and      re-exported to country 
United States Food   of origin 
and Drug 
Administration   • Potential food-related  • National agreement 
      public health 
      emergencies 
 
Fisheries and Oceans • Rejected Food being  • Regional agreements 
Canada     re-exported to country   (two regions) 
and      of origin 
United States Food and 
Drug Administration  • Pilot project covering  • Pacific Region 
      electronic data 
      exchange 
 
Agriculture and  • Rejected meat    • National agreement 
Agri-Food Canada   shipments being 
and      re-exported to 
United States Department  country of origin 
of Agriculture 



 
Source: Departments of Health, Agriculture and Agri-Food, and Fisheries 
and Oceans 
 
 
Health Canada establishes standards for food safety in Canada and has 
overall responsibility for ensuring that all food sold in Canada meets 
health and safety standards.  Its inspection activities include 
inspecting importers' facilities and product sampling and testing of 
imported commodities.  Inspection responsibility is shared with 
Agriculture and Agri-Food Canada and Fisheries and Oceans Canada. 
Agriculture and Agri-Food Canada is responsible for the inspection of 
meat and poultry, eggs and egg products, dairy, fruit and vegetable 
products.  It controls imports through product sampling and testing at 
ports of entry and inspecting importer facilities and foreign meat 
plant operations.  Similarly, Fisheries and Oceans Canada is 
responsible for the inspection of fish products; it also has a product 
sampling and testing program and inspects shrimp- and tuna-processing 
establishments overseas. 
 
In the United States, the Food and Drug Administration of the 
Department of Health and Human Services is the federal agency 
responsible for overseeing the safety of most domestic and imported 
food products, including seafood.  The United States Department of 
Agriculture is responsible for ensuring the safety of meat and poultry 
products.  Both agencies have foreign plant inspection programs. 
 
When a third country requests approval of its meat inspection system, 
Agriculture and Agri-Food Canada reviews all relevant legislation and 
related technical information on that country.  If the country has 
legislation equivalent to Canada's, a visit is made to the country to 
study the actual implementation of the legislation in food-processing 
establishments.  Based on satisfactory findings during the visit, 
establishments wishing to export to Canada are approved. 
 
Very similar programs exist in the United States.  For example, the 
United States Department of Agriculture inspects all foreign meat and 
poultry processing plants exporting to the United States, and the 
United States Food and Drug Administration inspects facilities that 
process low-acid canned food and seafood. 
 
Agriculture and Agri-Food Canada currently covers low-acid canned meat 
products under its foreign meat hygiene program.  It is developing a 
foreign country assessment program to also review the inspection 
systems of countries exporting dairy, fruit and vegetable products that 
may include the inspection of establishments exporting low-acid canned 
food into Canada. 
 
Principal Findings 
 
Canadian and United States food inspection agencies share information 
to prevent unsafe food from entering either country 
 
Agriculture and Agri-Food Canada and the United States Department of 



Agriculture have agreed to exchange information on meat and poultry 
shipments from third countries that were refused entry and are being 
re-exported to or through the United States and Canada.  The purpose of 
this information exchange is to control the refused shipments in 
transit.  Agriculture and Agri-Food Canada does not have a similar 
arrangement covering other food products. 
 
In 1993, Agriculture and Agri-Food Canada refused entry for health and 
safety reasons to 17 meat and poultry shipments from third countries 
that were then re-exported through the United States to the country of 
origin.  However,  we found that the United States Department of 
Agriculture was notified in only 8 of the 17 cases. The United States 
General Accounting Office followed up these cases with the United 
States Department of Agriculture and the results are presented in the 
General Accounting Office report. 
 
In the same year, Canada was notified by the United States Department 
of Agriculture of two rejected meat shipments that were re-exported 
from the United States through Canada to the country of origin.  We 
found that Agriculture and Agri-Food Canada took appropriate action on 
the two cases. 
 
We also examined the results of arrangements between Fisheries and 
Oceans Canada and the United States Food and Drug Administration.  
While there is no agreement between the two agencies at the 
headquarters level, we found that some regional offices do share 
information on rejected shipments.  For example, since the fall of 
1993, Fisheries and Oceans Canada's Pacific region has had direct 
access to the import control system of the United States Food and Drug 
Administration's West Coast region.  Also, in February 1994 the United 
States Food and Drug Administration's Northeastern region and Fisheries 
and Oceans Canada's Central and Arctic region finalized an arrangement 
of information exchange and notification procedures for rejected fish 
products. 
 
We followed up on two 1993 cases in which the United States Food and 
Drug Administration's West Coast region notified Fisheries and Oceans 
Canada of shipments rejected for health and safety reasons, which were 
re-exported through Canada.  In both cases, Fisheries and Oceans 
Canada's Pacific region monitored the shipments appropriately.  While 
information sharing is taking place at the regional level and is 
generally effective, there is no nation-wide system in place.  We were 
therefore unable to determine the total number of rejected shipments 
that were re-exported from the United States through Canada to the 
country of origin. 
 
We also noted that Fisheries and Oceans Canada's inspection manual 
instructs officers to inform the United States Food and Drug 
Administration of products being shipped to the United States after 
having been rejected in Canada for health and safety reasons.  In 1993, 
Fisheries and Oceans Canada notified the United States Food and Drug 
Administration of 17 of 20 such rejected shipments that were re-
exported to or through the United States.  Again, the results of the 
United States General Accounting Office's follow-up are found in its 



report. 
 
Health Canada and the United States Food and Drug Administration may 
share information on a regional basis about rejected shipments from 
third countries.  However, there is no record kept of the cases 
referred between the agencies.  Another arrangement between 
headquarters groups in Washington and Ottawa covers potential food-
related public health emergencies of reciprocal concern to each 
country.  Health Canada and the United States Food and Drug 
Administration are formalizing these bilateral relations; draft letters 
of agreement were exchanged between the agencies in February 1994. 
 
We concluded that most arrangements for information exchange between 
the Canadian and United States food agencies are informal and not 
comprehensive.  More comprehensive and systematic arrangements could 
lead to greater assurance that unsafe food is not entering the commerce 
of either country. 
 
Canadian and United States agencies inspect many of the same foreign 
food-processing plants 
 
For certain commodity groups, Canadian and United States food agencies 
inspect foreign food processors to ensure that they have inspection 
systems, procedures and practices that are comparable to domestic 
systems and that meet domestic health and safety standards.  Each 
country has major programs covering meat and fish products and the 
United States also covers other commodities to a lesser extent. 
 
In 1992, the United States Department of Agriculture reported on a 
review of the Canadian meat inspection system.  It concluded that the 
Canadian inspection system is equivalent to the United States 
inspection system.  The report also indicated that, like the United 
States, Canada has a certification program to ensure that a foreign 
country's inspection system complies with certain requirements before 
that country can export meat to Canada.  Neither country will accept 
meat products from a country that it has not certified as eligible to 
export the product. 
 
Given the similarities between the two systems and the overlap in 
inspection activity, there is potential for improving the coverage of 
foreign meat-processing establishments through increased sharing of 
inspection results by Canadian and United States agencies.  Such 
information would enhance their knowledge of foreign food plants and 
focus attention on establishments with known violations. 
 
Agriculture and Agri-Food Canada's program for foreign meat processors 
covers 31 countries -- 633 establishments -- eligible to export to 
Canada (see Exhibit App. 13.2). The frequency of on-site reviews of 
foreign establishments is determined by the plant size, the nature and 
complexity of its operations, volume of exports and record of import 
inspection findings.  On average, the establishments are inspected 
every three to five years. 
 
Exhibit App 13.2 



 
Foreign Meat Slaughter and Processing Establishments Approved for 
Export to Canada 
(Excluding United States) 
 
      Number of 
Country     Establishments  Percentage 
 
Australia      216    34 
New Zealand     102    16 
Denmark       54     9 
Brazil       22     3 
France       69    11 
Poland       30     5 
Uruguay       18     3 
Other      122    19 
 
TOTAL      633    100 
 
Source:  Agriculture and Agri-Food Canada 
 
Over the last three years, Agriculture and Agri-Food Canada's 
inspectors visited 12 countries and carried out inspections of 124 
food-processing establishments.  The average direct cost per inspection 
was $1,000.  Over the same period, the United States Department of 
Agriculture inspected 102 of the 124 plants inspected by Agriculture 
and Agri-Food Canada.  The United States Department of Agriculture also 
inspected 356 of the 560 approved establishments eligible to export to 
Canada that were not inspected by Agriculture and Agri-Food Canada over 
the three years. 
 
At present, Agriculture and Agri-Food Canada and the United States 
Department of Agriculture share little information on the results of 
foreign plant inspections. The United States Department of Agriculture 
publishes an annual list of certified foreign plants, which is 
available to Agriculture and Agri-Food Canada.  The list also includes 
plants decertified during the year but does not indicate whether a 
plant has ceased export operations to the United States or failed 
inspection.  Agriculture and Agri-Food Canada also compiles this 
information but does not publish a list or share the information with 
the United States Department of Agriculture. 
 
In 1988, Fisheries and Oceans Canada implemented a program for 
certifying offshore shrimp- and tuna-processing establishments.  The 
objectives were to increase confidence in the safety of imported fish 
products and to minimize the need for extensive sampling in Canada.  To 
this end, memoranda of understanding were reached with three countries: 
Thailand, Japan and the Philippines. 
 
Under these three agreements a foreign plant may be granted "preferred 
status" if it adheres to Canadian health and safety standards; it will 
then be subject to less product sampling and testing in Canada.  
Processors who wish to obtain this status are inspected by Fisheries 
and Oceans Canada.  Over the last three years, Fisheries and Oceans 



Canada inspected 15 such establishments overseas.  In 1992-1993, 
establishments with preferred status processed 70 percent of Canadian 
canned tuna imports. 
 
Unlike Agriculture and Agri-Food Canada and Fisheries and Oceans 
Canada, each with a mandate to facilitate international trade, Health 
Canada does not inspect foreign processing plants.  Health Canada's 
mandate, drawn from the Food and Drugs Act, relates to public health 
and applies to food, either produced domestically or imported, that is 
presented for sale in Canada. 
 
The foreign inspection program of the United States Food and Drug 
Administration is more extensive than the Canadian foreign inspection 
program.  It includes, for example, a program for inspecting low-acid 
canneries processing fruits and vegetables, in addition to fish.  In 
1993, the United States Food and Drug Administration inspected 52 
establishments processing these low-acid canned foods. 
 
We compared the list of establishments inspected by Fisheries and 
Oceans Canada and the United States Food and Drug Administration over 
the past three years.  Of the 15 plants inspected by Canada, five were 
also inspected by the United States Food and Drug Administration.  In 
addition, for the same period, the United States Food and Drug 
Administration inspected 132 seafood plants, many of which also export 
products to Canada. 
 
We concluded that Canadian and United States agencies share little 
information on the results of foreign plant inspections.  Given the 
limited resources to conduct foreign plant inspections, increased 
exchange of information between Canada and the United States could lead 
to better coverage of offshore establishments. 
 
Recommendations 
 
Subject to any limitations imposed by Canadian and United States 
statutes, the Interdepartmental Committee on Food Regulation could 
contribute to greater efficiency and better coverage of food imports by 
directing federal departments to: 
 
 • establish more comprehensive and systematic arrangements for 
sharing information between Canadian and United States food inspection 
agencies on unsafe food products from third countries; and 
 
 • improve sharing of information between Canadian and United 
States agencies on the results of foreign plant inspections, and 
improve co-ordination of foreign plant inspection efforts. 
 
 



Appendix 13.2 
 
Letter from the Comptroller General of the United States 
 
 
 
The Comptroller General 
of the United States 
 
Washington, D.C. 20548 
 
October 13, 1994 
 
Mr. L. Denis Desautels 
Auditor General of Canada 
Ottawa, Canada 
K1A 0G6 
 
Dear Mr. Desautels: 
 
We have completed our concurrent review of U.S. and Canadian efforts to 
coordinate imported food safety activities. 
 
We are finalizing our report to Congress now and plan to include, as an 
appendix to our report, a copy of the relevant chapter from your annual 
report.  Since a copy of our published report will accompany your 
report to Parliament, we will send you copies of ours by express mail 
as soon as it is published. 
 
As we discussed during our meetings in July, this joint effort has been 
highly beneficial.  My team and I have enjoyed working with the Office 
of Auditor General and welcome similar opportunities in the future. 
 
Sincerely yours, 
 
 
Comptroller General 
of the United States 
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Agriculture and Agri-Food Canada 
 
Farm Income Protection 
 
Assistant Auditor General: Don Young 
Responsible Auditor:  Doug Timmins 
 
Main Points 
 
14.1  A wide range of federal farm income protection programs 
spanning many decades and Acts of Parliament has been designed and 
implemented in response to regional or commodity agricultural crises.  
These programs have involved federal contributions of some $4.5 billion 
since 1991. 
 
14.2  The 1991 Farm Income Protection Act was intended to provide 
consistent and predictable safety nets, yet the current programs differ 
considerably from year to year and by commodity and region.  This has 
created geographical "balkanization" and a fragmented approach within 
the industry. 
 
14.3  We are concerned that the Department of Agriculture and Agri-
Food continues to operate programs without a clear consensus on what 
they are expected to achieve.  Since program objectives are not 
commonly understood and performance is not measured against them, it is 
difficult for the Department to determine whether or not existing 
programs are adhering to the social, environmental, production 
neutrality and equity principles set out in the Farm Income Protection 
Act. 
 
14.4  The Crop Insurance Program is provincially delivered and is 
required to be self-sustaining.  In Saskatchewan, this program has 
received funding from federal and provincial reinsurance programs to 
cover a cumulative negative fund balance of $536 million up to 31 March 
1994.  Since 1991, there has been a 58 percent increase in premiums in 
an effort to address this problem, while at the same time 20 percent of 
the producers in the program have withdrawn.  Consequently, it is 
difficult to see how the Saskatchewan program will ever become self-
sustaining. 



 
14.5  To finance deficits under the provincial crop insurance 
programs, the federal government provides advances, as needed, to the 
provinces participating in the federal Crop Reinsurance Program.  The 
federal Crop Reinsurance Program is also required to be self-
sustaining, but in order to achieve this, the terms and conditions of 
the program would have to be amended.  Based on the present 
contribution rate, it would take about 45 to 50 years for the current 
Saskatchewan deficit of $346 million to be recovered by the federal 
government. 
 
14.6  For several years, our audits have reported deficiencies in 
the Department's financial management and control of these programs.  
While the Department has responded to many of our observations, 
deficiencies continue to arise whenever new programs or changes are 
introduced.  For example, when the Net Income Stabilization Account was 
introduced, deficiencies arose with respect to payment verification. 
 
14.7  Further, as a result of delays in preparing financial 
statements, annual reports and program evaluations, Parliament has not 
received all relevant information on these programs on a timely basis. 
 
Introduction 
 
14.8  The completion of a major review of agricultural policy 
resulted in the passage in April 1991 of the Farm Income Protection 
Act, a revised framework for all federally supported farm safety net 
programs.  Existing Acts were repealed, and five federally and 
provincially supported price and market insurance programs were 
established under the new Act.  These are: 
 
 • Crop Insurance Program - continued as a means of minimizing 
the economic effects of crop losses caused by uncontrollable natural 
hazards; 
 
 • Revenue Insurance Program - as a means of protecting 
producers from declines in prices of agricultural commodities; 
 
 • Gross Revenue Insurance Program - as a means of minimizing 
the economic effects resulting from variability in both yield and 
prices; 
 
 • Net Income Stabilization Account - as a means of providing 
income stabilization by allowing producers to accumulate funds in good 
years to be used in bad years; and 
 
 • Special Measures (e.g., Farm Support and Adjustment Measures 
programs) - as a means of meeting any unforeseen emergency situations 
that cannot be adequately covered by the other four programs. 
 
14.9  Two ad hoc Farm Support and Adjustment Measures programs, 
with expenditures of approximately $631 million and $775 million 
respectively, were implemented in 1991.  According to the Department of 
Agriculture and Agri-Food (Agriculture and Agri-Food Canada), they were 



meant to be a bridge during the year of transition from the old to the 
new programs. 
 
 
Exhibit 14.1 is not available, see the Annual Report. 
 
 
14.10 These insurance programs and the Net Income Stabilization Account 
program are tripartite in nature, and as a result, premiums or 
contributions are cost-shared by the federal government, the provincial 
governments and the producers.  In addition, deficit financing of the 
Crop Insurance Program is federally administered through a Crop 
Reinsurance Program into which the provinces of Saskatchewan, Manitoba, 
Alberta, New Brunswick and Nova Scotia pay premiums. 
 
14.11 In 1991, we carried out an audit of the farm safety net programs 
that were in effect before the enactment of the Farm Income Protection 
Act.  The goal for the audit was to determine whether management had 
satisfactory procedures for:  a) measuring and reporting on the 
effectiveness of the existing safety net programs and b) offering 
reasonable assurance that the programs were subject to proper financial 
management and control. 
 
14.12 We identified several problems and made a number of 
recommendations, focussing on "lessons learned" from existing programs 
that would assist the Department in implementing its new farm safety 
net structure.  The Department agreed with our findings and made a 
commitment to the Public Accounts Committee for prompt action. 
 
14.13 Normally, we follow up and report on the status of the 
Department's progress two years after an audit.  However, the breadth 
of changes to the farm safety net structure since 1991 dictated that 
the follow-up be combined with an audit of the new programs. 
 
Audit Scope and Objectives 
 
14.14 This audit was carried out in the context of: 
 
 • the continual creation, extension and dissolution since the 
1930s of various programs designed to respond to regional or commodity 
agricultural crises, and 
 
 • questions raised in our 1991 audit about the adequacy of the 
effectiveness measurement and financial management and control of farm 
safety net programs. 
 
14.15 The gross federal expenditures on farm safety nets have declined 
greatly since the mid-1980s.  At the same time, the combined effect of 
decreasing grain market prices and rising costs of production has 
decreased net cash market income.  As shown in Exhibit 14.2, increasing 
provincial program payments have brought 1993 net cash income to the 
same level as it was in 1984. 
 
 



Exhibit 14.2 is not available, see the Annual Report. 
 
 
14.16 Exhibit 14.3 shows the ongoing farm income protection programs for 
1993-94.  These involve federal contributions of some $831 million, 
bringing the government's support for these programs to a total of some 
$4.5 billion since our last audit of them in 1991. 
 
 
Exhibit 14.3 is not available, see the Annual Report. 
 
 
14.17 Our audit focusses on current programs for farm income support 
delivered by the Department under the authority of the Farm Income 
Protection Act, as well as the two ad hoc programs, Farm Support and 
Adjustment Measures I and II.  We have excluded from the scope of this 
audit the dairy subsidy and other minor non-recurring programs under 
this Act. 
 
14.18 The objectives of our audit were to assess and report the extent 
to which management has: 
 
 • designed programs with clear, consistent and commonly 
understood objectives to address identified farm income priorities; 
 
 • established systems to measure and report on the 
effectiveness of these programs; 
 
 • obtained reasonable assurance that the programs are subject 
to proper financial management and control; and 
 
 • taken corrective action in response to our 1991 farm safety 
net observations and recommendations. 
 
Background 
 
Evolution of Farm Income Protection Programs 
 
14.19 The range of federal yield and revenue income protection programs 
available to Canadian farmers spans several decades and many Acts of 
Parliament (shown in Exhibit 14.4). 
 
 
Exhibit 14.4 
 
Chronology of Farm Income Protection Act and Programs 
 
1939Prairie Farm Assistance Act provided financial assistance for 

losses due to low grain yield on a township basis.  A 
percentage levy was imposed on sales. 

 
1944 Agricultural Prices Support Act was implemented as a temporary 

vehicle for post-war commodity stabilization. 
 



1958 Agricultural Stabilization Act named nine commodities whose prices 
would be held at a prescribed minimum level. 

 
1959 Crop Insurance Act allowed for the contribution of funds to 

provincial schemes based on premiums paid by farmers - in 
essence, sharing provincial risk. 

 
1975 Agricultural Stabilization Act was amended to provide for cost 

sharing, either federal-producer or federal-provincial-
producer. 

 
1976 Western Grain Stabilization Act established a fund based on 

contributions from all Western grain and oilseed farmers and 
the federal government to protect against falling prices and 
rising costs. 

 
1986 Under the Agricultural Stabilization Act, the National Tripartite 

Stabilization Program was created to provide commodity-based 
price insurance, with the federal and provincial governments 
and producers paying equal premium contributions. 

 
1991 Farm Income Protection Act authorizes agreements between the 

federal and provincial governments to protect the gross 
revenue, net income, price and yield of producers of 
agricultural products. 

 
 
14.20 Crop insurance.  A series of crop losses in Western Canada 
prompted the 1939 enactment of the Prairie Farm Assistance Act.  The 
Act, since repealed, provided for the creation of a fund to compensate 
for crop losses through a percentage levy on grain sales.  Indemnity 
payments were issued to all farmers in a given township on the basis of 
the average grain yield. 
 
14.21 The Crop Insurance Act was introduced in 1959 to address the 
demands of farmers for individual crop protection.  This Act was 
repealed in 1991, and its provisions were incorporated into the Farm 
Income Protection Act introduced at that time.  The crop insurance 
programs are provincially delivered and are required to be self-
sustaining.  The federal Crop Reinsurance Program is also required to 
be self-sustaining. 
 
14.22 Revenue insurance.  The Agricultural Prices Support Act was 
enacted in 1944 as a temporary and transitional vehicle for post-war 
commodity stability.  In the latter part of the 1950s, downward 
pressures on prices spurred the emergence of permanent safety net 
programs in agriculture.  The Agricultural Prices Support Act was 
replaced in 1958 by the Agricultural Stabilization Act, which reflected 
a desire for a more precise statutory commitment. 
 
14.23 The high inflation during the 1970s led to the amendment in 1975 
of the payment formula in the Agricultural Stabilization Act to include 
coverage for current cash costs of production.  In the following year, 
1976, the Western Grain Stabilization Act was introduced to protect 



Western grain farmers against falling prices and rising costs. 
 
14.24 By the mid-1980s, the globalization of markets and changing trade 
rules had forced a recognition that truly national solutions were 
needed.  In 1986, in an attempt to limit competition among provinces in 
the provision of support to agriculture, the National Tripartite 
Stabilization Program was created. 
 
14.25 In the late 1980s, the Department admitted that there were 
problems associated with the Agricultural Stabilization Act and the 
Western Grain Stabilization Act and stated that the programs under 
these Acts lacked predictability for farmers to make good management 
decisions and did not allow the public purse to target individual 
needs.  The Agri-Food Policy Review in 1989 resulted in proposals for 
comprehensive and predictable federal-provincial farm safety net 
programs. 
 
14.26 New legislation was written, and the Farm Income Protection Act 
passed into law in April 1991.  Under the Act, a provincially 
administered Gross Revenue Insurance Program was implemented to 
supplement the existing commodity price and yield programs - the Crop 
Insurance Program and the Revenue Insurance Program.  This combined 
program incorporates the protection of crop insurance and revenue 
insurance.  Only the Maritimes have adopted the combined program.  In 
the other provinces, producers are able to enrol in either the Revenue 
Insurance Program or the Crop Insurance Program, or in both.  Only if 
they enrol in both do they have the coverage equivalent to the Gross 
Revenue Insurance Program.  In addition, a federally administered Net 
Income Stabilization Account was established to allow farmers to 
accumulate funds for the bad years. 
 
Audit Observations and Recommendations 
 
Continuing Change in the Stabilization Programs 
 
14.27 Subsequent to a major policy review and the enactment of the Farm 
Income Protection Act, we would have expected the ongoing farm income 
stabilization programs to provide a stability and predictability that 
would allow for long-range planning by the farmers and the Department. 
 
14.28 In 1989, the Department identified inequities between commodities 
and regions as one of the key problems with the safety net programs.  
Support levels, program financing, eligibility and risk coverage varied 
from one region to another and from one commodity to another. 
 
14.29 This fragmented commodity approach stemmed from the fact that 
safety nets were created originally as temporary measures dealing only 
with the commodity or region in difficulty at the time.  As later 
crises and emergencies arose, some of these measures became permanent. 
 
14.30 Commodity interest groups and the provinces have historically had 
a basket of program options from which to select.  In an attempt to 
minimize this variation, section 4 (2) (b) was incorporated into the 
Farm Income Protection Act.  It states that consideration shall be 



given to the following: 
 
"The level of protection to be provided by, and the relative share of 

governmental contributions to be provided to, the program in 
relation to particular agricultural products or classes of 
products should be equitable and reasonably consistent with all 
other agreements, taking into account regional diversity." 

 
14.31 While the conceptual thrust of the Farm Income Protection Act is 
to provide consistent and predictable safety nets, the components of 
current programs continue to vary from year to year and by commodity 
and region. 
 
14.32 As its title indicates, the Gross Revenue Insurance Program was 
initially intended to provide full revenue protection by combining the 
yield protection of crop insurance with price protection.  The shift to 
the Gross Revenue Insurance Program was meant to be a move away from 
separate commodity plan administration and central federal accounting 
to a national agreement with provincially administered accounts.  This 
objective has been accomplished.  The provinces now administer the 
revenue insurance component of the Gross Revenue Insurance Program. 
 
14.33 The method of calculating Gross Revenue Insurance Program payments 
varies across the country, such that identical situations in bordering 
provinces can result in completely different stabilization payments, 
depending on coverage levels, ways of offsetting losses, yield 
adjustments, limits on acreage coverage and whether protection is 
determined on an area basis or an individual basis.  Moreover, not all 
crops grown in a province are eligible for protection. 
 
14.34 One of the concepts of the Gross Revenue Insurance Program was 
that offsets would be put in place to ensure that there was no 
overlapping of the benefits from crop insurance.  As a transitional 
measure for 1991-92, the Gross Revenue Insurance Program agreement 
provided for partial relief from this requirement.  We found however, 
that only the Maritime provinces have instituted full offsets.  As a 
result, producers in most provinces are in a position to receive 
benefits greater than originally intended. 
 
14.35 Moreover, the program design changed during the process leading up 
to and following the enactment of the Farm Income Protection Act.  As 
early as 1990, the Department had recognized that an independent 
Revenue Insurance Program was less acceptable to international trading 
partners than a combined Gross Revenue Insurance Program.  However, the 
concept of combining yield and price protection into one holistic 
approach exists today only in the Maritime provinces.  An integrated 
Gross Revenue Insurance Program does not exist in the other provinces. 
 As a result, the separation of yield and price into two separate 
programs parallels the situation that existed under the Agricultural 
Stabilization Act and the Crop Insurance Act. 
 
14.36 The Department continues to have to negotiate, design and alter 
programs in response to a wide range of expectations and pressures from 
individuals, commodity organizations and provincial authorities, some 



of whom are partners in the programs.  The federal-provincial sharing 
of agricultural jurisdiction and administrative responsibilities and 
the involvement of about 300 other organizations, many of which are 
large and influential and have conflicting demands, place additional 
pressures on program management. 
 
14.37 For instance, most of the National Tripartite Stabilization 
Program commodity plans are being terminated and replaced with 
transitional programs, or commodities are becoming immediately eligible 
under the Net Income Stabilization Account Program and/or the Gross 
Revenue Insurance Program.  As shown in Exhibit 14.5, the number of 
plans has dropped from 69 to 9, but a provincial and commodity 
patchwork of the National Tripartite Stabilization Program will 
continue in 1995. 
 
 
Exhibit 14.5 
 
National Tripartite Stabilization Program - Summary of Provincial 
Activity by Plan 
 
      Number of   Number of 
      Provincial Plans Provincial Plans 
      in 1991   in 1995 
 
Sugar Beets    2    2 
Apples     5    3 
Honey     8    1 
Onions     4    0 
White Pea Beans   2    0 
Kidney and Cranberry Beans 3    1 
Other Coloured Beans  4    2 
Hogs      9    0 
Lambs     8    0 
Slaughter Cattle   8    0 
Feeder Cattle    8    0 
Cow/Calf     8    0 
 
TOTAL     69    9 
 
 
14.38 While the Farm Income Protection Act is national, the differences 
in provincial application and the continuation of distinct commodity 
programs have resulted in "balkanization" geographically and by 
producer groups within the industry.  The Net Income Stabilization 
Account program is a move to a more national approach; however, not all 
commodities are eligible.  As a result, the "nationality" of these 
programs is drawn into question. 
 
Program Objectives Still Need to Be Commonly Understood and Accepted by 
All Parties 
 
14.39 Program objectives that allow for different interpretations may 
have been necessary initially to encourage cost sharing and facilitate 



producer enrolment.  However, in order to achieve their vision of 
federal-provincial whole-farm programs that meet the needs of the 
industry and individual producers, the Department, the provinces and 
the producers must develop common concepts and translate their shared 
understanding into clear, consistent and measurable program objectives 
and a joint action plan.  When formulating these objectives, 
stakeholders need to consider the increased administrative complexity, 
compliance procedures and costs associated with managing programs that 
target individuals. 
 
14.40 The Department agreed with, but only partially acted upon, our 
1991 recommendation that the socio-economic performance objectives for 
the individual safety net programs be defined in operational terms.  
This is not an easy task, as evident in the case of the federal-
provincial Crop Reinsurance Program, where, despite efforts, no 
consensus on program objectives has been reached.  Nevertheless, we are 
concerned that programs costing hundreds of millions of dollars each 
year continue to operate with no definitive or accepted statement of 
what they are expected to achieve. 
 
14.41 The recent General Agreement on Tariffs and Trade more clearly 
establishes the rules of international commodity marketing.  The 
agreement has reduced external constraints on the Department, provinces 
and producers that were hindering the development of a comprehensive 
vision for farm income protection programs. 
 
14.42 The Department should take the lead role in clearly defining farm 
income protection program objectives that are commonly understood and 
accepted by the provinces and industry.  A joint action plan to achieve 
these objectives should be developed. 
 
Department's response:  The Department has already taken the lead and 
has been working with the provinces and the industry to develop farm 
income protection program objectives and the action plans to achieve 
these objectives.  The National Safety Nets Consultation Committee is 
currently working on objectives, principles and alternatives for the 
future.  This is a long-term process that will evolve with continued 
discussions and negotiation with sector representatives and will be 
supported by the continued development of measures on the performance 
of safety net programs. 
 
Ongoing Effectiveness Information Not Available 
 
14.43 In addition to translating the broad financial and socio-economic 
objectives of each program into clear, consistent and measurable 
statements, the five broad principles of the Farm Income Protection Act 
need to be expressed in operational terms. 
 
14.44 The principles stated in the Act are as follows: 
 
 • All programs should be production- and market-neutral so that 
farmers will adjust to market signals. 
 
 • The level of protection under each agreement should be 



consistent among all agreements, and the treatment of all classes of 
products should be equitable. 
 
 • Programs should encourage the long-term social and economic 
stability of farm families and communities. 
 
 • Programs should recognize the need for future changes that 
may emanate from Canada's evolving international obligations under the 
General Agreement on Tariffs and Trade, the North American Free Trade 
Agreement or other similar trade agreements, and should remain 
compatible with these obligations. 
 
 • In their design and operation, programs should reflect 
Canada's commitment to environmental sustainability.  Programs should 
also reflect economic sustainability aims by promoting initiatives that 
are efficient, self-sustaining over time and conducive to the 
agricultural sector's long-term development. 
 
14.45 Late in 1992, the Department reported to the Public Accounts 
Committee that it was undergoing a review of its operational planning 
framework that would help it to identify new indicators and objectives 
and develop targets for the farm income protection programs.  In June 
1993, the Department issued a revised operational planning framework.  
This framework is intended to provide direction for internal and 
external audiences, as well as to establish targets.  It is also meant 
to provide Parliament with a mechanism for determining whether or not 
program results are consistent with the purposes for which resources 
have been appropriated. 
 
14.46 Some financial self-sustainability and economic performance 
targets have been established for the farm income protection programs, 
including the following: 
 
 • Income of insured producers is to be greater than non-insured 
producers over time. 
 
 • Program insurance contracts are to be accepted as security by 
financial institutions. 
 
 • Trends in farm income over time are to show a decline in 
special assistance payments. 
 
 • Program revenue is to match program expenditure over time 
(i.e., program is to be self-sustainable). 
 
14.47 The targets remain to be set for the social, environmental, 
production neutrality, equity and consistency principles stated in the 
Farm Income Protection Act. 
 
14.48 Objectives based on economic principles can often be achieved only 
at the expense of social concerns.  One of the challenges in managing 
these programs is to balance the five stated principles, which 
sometimes compete against each other.  The establishment of specific 
sub-objectives and targets is vital, not only to provide a basis for 



program design and accountability, but also so that appropriate data 
can be collected cost-effectively and made available for ongoing 
management decision making and trade negotiations.  This data will be 
essential for the report on the programs, which must, under the Farm 
Income Protection Act, be tabled in the House of Commons by 1 April 
1996. 
 
14.49 In 1991, Treasury Board approved 27 additional person-years to 
collect and analyze farm-level data to determine the financial and 
management impact of government programs.  In 1994, three years later, 
in spite of the fact that farm-level profiles have been published, the 
Department still has more to do to implement all the necessary systems 
to gather and analyze information on income protection program results. 
 For instance, at the time of our audit, the Department had not yet 
collected the farm income data on an insured producer versus non-
insured producer basis or confirmed financial institutions' acceptance 
of government insurance contracts as security. 
 
14.50 Since program objectives are not commonly applied and performance 
is not measured against them, it is difficult for the Department to 
determine whether existing programs are actually adhering to the broad 
principles set out in the Farm Income Protection Act. 
 
14.51 The Department should prepare a comprehensive list of performance 
indicators for all the principles established under the Farm Income 
Protection Act.  It should measure and report the achievement of 
results to Parliament and to other interested parties. 
 
Department's response:  The Department has constructed a major farm 
level data base, which has been a valuable tool in:  providing analysis 
of the potential impacts on farm income and industry competitiveness; 
providing analysis of proposed policy changes; considering new 
proposals for farm income protection; assessing the effectiveness of 
current programs; and working towards a consensus on program 
objectives.  The Department will continue to utilize and develop this 
data base to analyze trend lines and measure the performance of 
programs to develop a consensus on program objectives. 
 
Financial Self-sustainability Issues Persist 
 
14.52 The Gross Revenue Insurance Program, the Crop Insurance Program 
and the Revenue Insurance Program are required to be self-sustaining.  
Setting this financial objective implies that, over time, premiums and 
government contributions together should match the amount paid to 
farmers.  However, at any time, a provincial account may be in a 
cumulative surplus or deficit situation.  A surplus indicates the 
existence of a reserve to address the risk of major losses in future 
years; a deficit indicates that cumulative indemnities have exceeded 
cumulative premiums. 
 
14.53 The Department forecasts a cumulative surplus of over $530 million 
in the Saskatchewan Gross Revenue Insurance Program account for the end 
of 1994-95.  Saskatchewan has given notice that it plans to terminate 
its participation in the Gross Revenue Insurance Program after the 1994 



crop year and distribute the surplus among the federal and provincial 
governments and producers.  The province has established a committee to 
develop and review alternatives for establishing a new program starting 
with a zero balance. 
 
14.54 Saskatchewan has indicated that it wishes to remain in the Crop 
Insurance Program, where it had an estimated cumulative negative fund 
balance of $536 million up to 31 March 1994. 
 
14.55 The present Saskatchewan Crop Insurance deficit began accumulating 
in 1988 at the time of drought conditions that resulted in very severe 
and widespread crop losses in Western Canada.  Absorption by the 
federal government of any portion of the deficit that farmers are 
unlikely ever to repay would be inconsistent with the requirement of 
the Farm Income Protection Act that premiums be sufficient to allow the 
program to be self-sustaining. 
 
14.56 Exhibits 14.6 and 14.7 show some cumulative deficit and surplus 
figures by province for the Gross Revenue Insurance Program and the 
Crop Insurance Program.  These figures provide some indication of the 
extent to which they are self-sustainable. 
 
 
Exhibit 14.6 is not available, see the Annual Report. 
 
 
Exhibit 14.7 is not available, see the Annual Report. 
 
 
14.57 Crop Insurance Program.  The Farm Income Protection Regulations 
respecting the Crop Insurance Program require that each provincially 
administered program provide, no later than 1 April 1993 and every five 
years thereafter, signed actuarial certificates attesting to the fact 
that each plan is actuarially sound.  Further, the program is required 
to be financially self-sustaining at the provincial level. 
 
14.58 The Department obtained the services of an actuarial firm to 
provide advice on premium rate methodology and to provide definitions 
of the terms "self-sustaining" and "actuarially sound".  In August 
1992, the firm's reports were provided as guidelines to all provinces 
to incorporate into their premium rate methodology. 
 
14.59 In response to our 1991 recommendation that the term "self-
sustaining" be defined, the following parameters were established to 
ensure that self-sustainability is measured in a consistent and 
professional way. 
 
 • As a general rule, 10 to 20 years is an acceptable range for 
obtaining the target reserve level. 
 
 • The actuarial analysis should have a confidence level of 90-
95 percent that actual experience would not deviate significantly from 
expected loss or gain. 
 



 • The time period for determining actuarially sound premium 
rates is 20 years or more of historical experience. 
 
14.60 A second benefit of the guidelines was that they provided the 
Department with consistent provincial responses for analysis and 
assessment.  Each provincial crop insurance actuary, with the exception 
of Saskatchewan's, certified that the premiums charged were proper in 
relation to the expected costs and contained an adequate margin to meet 
the self-sustaining requirement established by law.  Saskatchewan's 
actuary certified only the methodology.  He did not certify whether 
premiums charged would result in self-sustainability. 
 
14.61 According to the Department, up to 31 March 1994, the Saskatchewan 
Crop Insurance Program had received funding from federal and provincial 
reinsurance programs for most of the $536 million cumulative deficiency 
in revenue compared to indemnities paid out, and had a cumulative loss 
ratio of 1.20.  This ratio indicates that cumulative loss payouts have 
exceeded cumulative premiums and government contributions by 20 percent 
and that the provincial program has accumulated a deficiency of 
$200,000 for every $1 million in premiums that it collected. 
 
14.62 The Saskatchewan actuarial report indicates that an increase in 
the existing annual premium is required for the program to become self-
sustainable according to the departmental definition.  The report 
recognized that raising premiums 10 to 15 percent to meet this 
requirement would result in excess surpluses over the long term, and 
therefore recommended an increase of 8 percent of the existing annual 
premium as being sufficient. 
 
14.63 Due to several factors, the insurance premium in Saskatchewan rose 
from an average of $6.17 per acre in 1991 to $9.79 per acre in 1993.  
This helped to reduce the cumulative loss ratio from 1.28 to 1.20.  
However, during the same period, approximately 20 percent or 10,000 of 
the farmers in Saskatchewan withdrew over 4 million insured acres from 
the Crop Insurance Program.  If farmers continue to withdraw at this 
rate, it is difficult to see how the Saskatchewan program will become 
self-sustaining.  According to the Department, there is no evidence or 
agreement with the province that the reduction in participation is due 
to the increase in premiums.  Furthermore, there is limited analysis of 
the causes of the problem.  Nevertheless, premiums have been increased 
in an attempt to save the program.  It is recognized that the current 
requirement for programs under the Farm Income Protection Act to be 
self-sustaining limits the options that management has to deal with the 
current deficit situation. 
 
14.64 A significant number of Saskatchewan farmers may now be assuming 
an increased financial risk by not insuring in the hope that the 
federal government would provide funding if an extreme crop loss 
situation were to arise. 
 
14.65 The Department, in conjunction with the Province of Saskatchewan, 
should determine the causes for the withdrawal of such a large number 
of Saskatchewan farmers from the Crop Insurance Program and take action 
to correct the problem. 



 
Department's response:  The Department agrees with the recommendation. 
 A Federal/Provincial Steering Committee and Working Group have been 
set up to carry out the required work. 
 
Participation stabilized in 1994, and it should be noted that the 
participation level in Saskatchewan currently is equivalent to 
participation in the neighbouring Prairie provinces. 
 
14.66 Crop Reinsurance Program.  The five provinces participating in the 
Crop Reinsurance Program may draw advances when they do not have 
sufficient cash to meet the payments to farmers under the provincially 
delivered Crop Insurance Program.  Under the reinsurance agreement, an 
annual maximum of 15 percent of total crop insurance premiums in each 
province is contributed to the federal reinsurance fund.  If provincial 
insurance premium reserves are insufficient to pay all indemnities, 
federal reinsurance makes up a portion of the shortfall. 
 
14.67 As at 31 March 1994, the Saskatchewan Crop Reinsurance Fund 
deficit was forecasted to be $346 million or 91 percent of the total 
federal Crop Reinsurance Program deficit and represents most of the 
deficit under this province's Crop Insurance Program (see Exhibit 
14.8). 
 
 
Exhibit 14.8 is not available, see the Annual Report. 
 
 
14.68 In 1993, the Department of Agriculture and Agri-Food initiated a 
review of the federal Crop Reinsurance Program.  All provinces were 
invited to participate in the review; seven did so.  According to the 
Department, three provinces did not participate because of the failure 
to reach a federal-provincial consensus on what the objectives of the 
program should be.  The provinces that did participate believed that 
the program should be continued as a strictly federal-provincial 
financing arrangement or modified to a repayment arrangement that 
considers risk. 
 
14.69 The actuarial report estimated that in the case of Saskatchewan, 
it would take about 45 to 50 years for the federal government to 
recover the amounts advanced to cover the deficit.  This assumes that 
the required rate increases could be passed on without losing a large 
proportion of the insured population.  This report concluded that the 
federal-provincial reinsurance provisions do not meet the Department's 
minimum guidelines for self-sustainability. 
 
14.70 The maximum contribution limit of 15 percent of total provincial 
premiums coupled with provincial program deficits indicates that there 
is a need to amend the Crop Reinsurance Program terms and conditions. 
 
14.71 The Department should renegotiate and amend the terms and 
conditions governing the Crop Reinsurance Program to ensure that the 
premiums levied are sufficient to allow the program to be self-
sustaining. 



 
Department's response:  The Department agrees with the recommendation 
and in fact had contracted an independent consulting actuary in 1993 to 
review reinsurance and to recommend changes if required.  The 
Department is currently reviewing the actuary's report to formulate its 
position on his recommendations.  The Department will be developing a 
workplan for federal/provincial consultation aimed at negotiating 
changes to reinsurance. 
 
Some Financial Management and Control Deficiencies Have Been Addressed 
While Others Continue 
 
14.72 The passage of the Farm Income Protection Act was the result of a 
period of intense restructuring of federal-provincial farm safety net 
programs.  As we noted in 1991, this effort of negotiation and 
mediation was at the cost of efficient program administration. 
 
14.73 Our agricultural audits from 1986 to the present have reported 
numerous deficiencies in the Department's financial management and 
control over programs.  In our 1991 audit report and subsequent 
management letter, we reiterated the urgent need for the Department to 
deal with this area.  We also expected the Department to address these 
previously reported deficiencies in the development of new programs.  
While the Department has responded to many of our previous 
observations, as new programs or changes to programs are introduced, 
financial management and control deficiencies continue to arise. 
 
Two ad hoc programs provided financial incentives during the transition 
period 
 
14.74 Even under the best of circumstances, implementation of new 
agricultural programs would have been difficult, costly and time-
consuming.  Yet, in the midst of this change, two additional ad hoc 
programs had to be dealt with.  These temporary programs were to 
provide financial aid until the new programs under the Act were fully 
in effect. 
 
14.75 The Department states that to help farmers make the transition to 
the new Gross Revenue Insurance Program and the Net Income 
Stabilization Account, Farm Support and Adjustment Measures I, the 
first of the two ad hoc programs, was announced in April of 1991.  
Approximately $631 million was expended, with $293 million directed 
towards encouraging participation in the Net Income Stabilization 
Account.  The Account is effectively a fund established for financially 
difficult years, with withdrawals triggered by a formula.  During the 
first year, the Net Income Stabilization Account transitional 
provisions waived the established payment trigger requirements and 
allowed producers to determine how much to withdraw.  In the second 
year, producers could make this same choice for Farm Support and 
Adjustment Measures money only. 
 
14.76 In October of 1991, the government announced a second program, 
Farm Support and Adjustment Measures II, to further supplement farmers' 
income.  Budgeted at $800 million, the second Farm Support and 



Adjustment Measure expended $775 million.  Some of the money paid was 
based upon the Net Income Stabilization Account data for administrative 
convenience, but it was not intended to encourage participation in the 
regular Net Income Stabilization Account program. 
 
Administration deficiencies hampered implementation of the Net Income 
Stabilization Account 
 
14.77 The intent of the Net Income Stabilization Account program 
established in 1991 was to set up a fund that farmers could put money 
into in prosperous years for use in financially difficult years.  An 
annual contribution of two percent of eligible net sales up to $250,000 
is permitted.  The federal and provincial governments together match 
this contribution and provide interest. 
 
14.78 When the Department originally sought approval of funding for the 
Net Income Stabilization Account, Treasury Board authorized 70 full-
time equivalent positions for the program, with annual operating and 
capital budgets totalling $12 million.  However, the program employed 
353 full-time equivalents in 1993-94 and had expenses of $24.5 million, 
which included $5.8 million relating to a new informatics system. 
 
14.79 Producers pay a $40 administrative fee to cover part of the cost 
of administering their accounts.  In 1993-94, the revenue collected by 
the Net Income Stabilization Account amounted to $8.9 million, 
resulting in net administration costs to the Department of $15.6 
million. 
 
14.80 With the passage of the Farm Income Protection Act in April 1991, 
the Department was required to quickly develop and administer the new 
Net Income Stabilization Account program.  The program was implemented 
retroactive to the 1990 taxation year, but the national agreement for 
the Net Income Stabilization Account was signed only in October 1991.  
Processing of forms could not be carried out with certainty before this 
time. 
 
14.81 Because the Net Income Stabilization Account implementation began 
before the program design was finalized and because of the large volume 
of producer applications, problems were encountered in delivering the 
program.  A total of 270,000 application forms was sent to producers at 
the inception of the program.  However, sixteen policy changes were 
negotiated within the first nine months of the Net Income Stabilization 
Account implementation; consequently, an additional 170,000 forms had 
to be sent to producers to amend original applications. 
 
14.82 The old forms - some being 27 pages in length with several 
additional pages of schedules - were seen by many farmers as being too 
long and complicated, particularly in light of the small amounts of 
money involved.  The farmer's average net deposit in 1992 was $1,531, 
while the average net withdrawal was $1,443.  We found that 75 percent 
of the Net Income Stabilization Account forms were completed by 
accounting firms in 1991, the only year this statistic was recorded.  
The Department has since recognized the problems with the forms and has 
simplified them by reducing them to four pages. 



 
14.83 Presently, the average active account balance for producers is 
$2,682.  Our review of unaudited 1992 data on the Net Income 
Stabilization Account found that 51,109 producers or 39 percent of 
participants who received payments have no balance in their account.  
The Department is aware of many of the reasons for these withdrawals.  
However, further analysis is needed to assess the extent to which 
withdrawals have been triggered by market conditions that are viewed as 
temporary.  This analysis may identify producer groups who are not able 
to put money aside now to protect themselves against future financial 
difficulties, as intended by the program. 
 
14.84 The Net Income Stabilization Account also faced numerous 
difficulties with its original computer system.  Now obsolete, this 
system cost $8 million to develop.  The system difficulties have 
contributed to the inability to produce, as yet, financial statements 
for the first three years of operations.  An estimated $10 million is 
being spent on developing a new accounting, processing and management 
information system.  We did not test this system, as it was not fully 
operational at the time of our audit.  The Department feels that this 
new system will result in positive changes.  Nevertheless, it is still 
uncertain when the first set of audited financial statements of the 
Account will be issued, since data are still being reconciled from the 
first Net Income Stabilization Account system to the departmental 
financial systems. 
 
14.85 The extent of problems with the Net Income Stabilization Account 
prompted the Department to conduct an internal audit to provide an 
evaluation of its control techniques and to assess the accuracy of 
payments to a very limited sample of producers for the 1990 taxation 
year.  This internal audit concluded that major deficiencies existed 
even in the fundamental financial management controls.  For example, 
there was no verification of the accuracy and validity of data provided 
by producers, and there was an almost complete lack of payment 
verification.  Subsequent work by the Net Income Stabilization Account 
staff on an extensive sample of large claims revealed that 10 percent 
of the files reviewed for 1990 were in error and had resulted in net 
underpayments of $500,000.  The Department is of the opinion that the 
data base is relatively accurate, and no material discrepancies have 
been found. 
 
14.86 Some of the control weaknesses noted in the report have been 
addressed in the design of the new computer system.  Features in the 
new system to enhance control include:  improved password security, 
automated interest calculations, exception reports, annual producer 
statements and confirmations, and cross-referencing of partnership 
accounts.  The effectiveness of these procedures could not be verified 
at the time of our audit.  With the implementation of the new system, 
the Department believes that improvements in both operations and 
service to clients will be achieved. 
 
14.87 The internal audit also recommended that desk audits and on-farm 
inspections be carried out.  A desk-audit function was established in 
December 1993.  An accounting firm conducted 200 field audits, and 300 



more are planned for the coming year.  The Department is also 
completing negotiations to have Revenue Canada conduct field audits on 
its behalf at the same time as tax audits are carried out. 
 
14.88 Another intent of the program was to ensure accuracy of claims by 
matching them with taxation records.  For this reason, the Farm Income 
Protection Act required participants in the Net Income Stabilization 
Account to provide their social insurance number.  Indeed, the forms 
issued for use by producers require that information filed with Revenue 
Canada be entered, adjusted and reconciled for Net Income Stabilization 
Account purposes.  In the current year, the Department of Agriculture 
and Agri-Food received information from Revenue Canada on participants 
who have not filed for tax purposes or who have reported higher sales 
to Agriculture and Agri-Food than to Revenue Canada.  Both bodies are 
working toward a more efficient method of data transfer and workload 
identification, which may involve producers filing with Revenue Canada 
in order to input Net Income Stabilization Account data through the tax 
system. 
 
14.89 The Department of Agriculture and Agri-Food prepared and issued 
tax information slips (AGR-1) to producers for farm support payments 
for the first time in 1993.  The Department subsequently determined 
that, in some cases, these tax slips showed widespread discrepancies 
between the Net Income Stabilization Account records and the producer 
records.  The Department indicated that the discrepancies were a result 
of the producers' lack of understanding of the tax treatment resulting 
from the practice of "deeming of deposits" and programming errors in 
preparing the tax slips.  Deeming of deposits is used for 
administrative efficiency.  This means that rather than receiving a 
cheque from a producer for deposit and then issuing a cheque to the 
producer for withdrawal, a cheque for the net amount is issued to the 
producers.  The gross amount is reportable for tax purposes and is 
required to be included on tax information slips. 
 
14.90 To minimize incorrect tax filing by producers, the Department 
advised producers in March 1994 to use either the tax information slip 
or their own records, whichever they felt was correct for tax purposes. 
 The Department also advised producers that the new system would 
rectify these problems for future years.  In order to determine the 
extent of the problem, the Department indicated that it is performing a 
reconciliation of information with the objective of issuing detailed 
producer statements starting from the 1991 tax year. 
 
14.91 The Department should ensure that, for the Net Income 
Stabilization Account: 
 
 • payments made to producers are verified for accuracy, and 
action is taken to correct errors found; 
 
 • recently introduced desk audits and on-site inspections using 
established procedures are conducted on an ongoing basis; 
 
 • information submitted by producers is subject to 
reconciliation and matching to Revenue Canada records; 



 
 • the reasons for withdrawals are analyzed to determine the 
extent to which long-term benefits are being achieved; and 
 
 • financial statements for all prior years are prepared and 
audited as soon as possible. 
 
Department's response:  The Department agrees with these 
recommendations and in fact has already taken action to ensure the 
recommendations are implemented: 
 
 • The new NISA accounting, processing and management 
information system has enhanced procedures, edits and verification to 
ensure the accuracy of payments made and the correction of any errors 
identified; 
 
 • Five hundred desk audits and three hundred on-site 
inspections, using established procedures, are scheduled for completion 
during 1994-95; 
 
 • Processes are currently in place to regularly reconcile and 
match information submitted by producers with Revenue Canada records 
and to follow up on any material variances identified; 
 
 • Withdrawal information will be compiled and presented in the 
NISA annual report together with audited financial statements.  This 
information will be used to determine program effectiveness in the 
five-year review of the program. 
 
Monitoring of provincial administration and payment authorization is in 
place 
 
14.92 In 1991, we noted that the Department was unaware of serious 
administrative and compliance problems in the provincial administration 
of programs.  We also observed that officials in the Department 
approved federal contributions to the Crop Insurance Program and the 
National Tripartite Stabilization Program without sufficient and 
appropriate evidence that the provinces had complied with the terms and 
conditions of the respective agreements. 
 
14.93 The Department responded by staffing and integrating into program 
operations a separate audit unit, a senior comptrollership position, an 
assistant comptroller and four financial officers.  Their activities 
include: 
 
 • issuing accounting policies and disclosure requirements for 
financial statements issued by the provinces; 
 
 • processing claims, and analyzing and monitoring provincial 
financial activities; 
 
 • developing and implementing standard procedures for reviewing 
and processing provincial claims; and 
 



 • auditing all provincial Gross Revenue Insurance and Crop 
Insurance administrations and selected National Tripartite 
Stabilization Program plans in every province, and following up on 
audit results. 
 
14.94 As a result of these efforts, the Department has a better 
understanding of each province's ability to manage the farm income 
protection programs.  The Department has recognized that it must verify 
provincial claims.  Today, procedures specify that where additional 
provincial information is required or a compliance deviation is noted, 
an appropriate amount of funds is withheld until the matter is 
resolved.  As a result of our recommendation in 1991, new procedures of 
monitoring and analyzing provincial submissions were implemented.  
Consequently, over $121 million in provincial Gross Revenue Insurance 
and Crop Insurance claims have been deemed to be ineligible for federal 
cost sharing.  Approximately another $98 million has been temporarily 
withheld from the provinces, pending provision of appropriate 
supporting information, authorization of premium rates or the signing 
of the agreements. 
 
Vague agreements have been partially corrected 
 
14.95 Dissolution of program agreements and settlement of accounts.  
Over the next few years, the Department will be faced with the 
withdrawal of provinces from programs as well as the termination of 
many of the National Tripartite Stabilization Program plans.  For 
instance, most of the twelve Program plans and the Saskatchewan Gross 
Revenue Insurance Program have been terminated, are in the process of 
being terminated or are slated for termination. 
 
14.96 National Tripartite Stabilization Program plans for two 
commodities - white pea beans and sugar beets - were terminated 
respectively in July 1992 and August 1993, since they were considered 
no longer financially self-sustaining.  These plans terminated with 
respective deficits of $44.5 million and $8.4 million and cumulative 
loss ratios of 2.45 and 1.21.  The plan for lambs also terminated in 
February 1994 with a deficit of $3.7 million and a cumulative loss 
ratio of 1.56. 
 
14.97 Large surpluses exist in most other plans, and overall the plans 
had a surplus of almost $103 million as of 31 March 1994, but the 
deficits in individual plans cannot be offset against surpluses in 
other plans.  This is due in part to the fact that each plan maintains 
its own account, most plans involve different producers and each plan 
is directed by its own committee, comprised of federal-provincial 
representatives and producers. 
 
14.98 The relative split of deficits and surpluses among the three 
partners - federal and provincial governments and producers - is 
spelled out in the agreements.  In the case of a National Tripartite 
Stabilization Program plan terminating in a deficit position, the 
federal and provincial governments are jointly responsible for the 
total amount. 
 



14.99 The fund is split equally among the federal-provincial-producer 
partners on termination of a plan with a surplus.  However, individual 
producer entitlement rights are not spelled out with respect to 
inactive participants at the time of termination of the plan.  As each 
plan is managed separately, individual management committees of each 
National Tripartite Stabilization Program plan develop their own 
criteria for the distribution of surplus funds.  Compounding this 
variation, as a province withdraws, it applies its own interpretation 
to determine who should receive benefits.  A similar situation is 
occurring with respect to Saskatchewan's withdrawal from the Gross 
Revenue Insurance Program.  Consequently, individual entitlements vary 
by plan and by province. 
 
14.100 The Department, in consultation with the provinces and 
producers, should agree to standard procedures to be employed when 
provinces withdraw or when plans/agreements are terminated in surplus 
and deficit situations.  These procedures should be an integral part of 
each federal-provincial agreement. 
 
Department's response:  At the earliest opportunity, the Department 
will review the wording of the various safety net program agreements to 
ensure that procedures are clear as to the treatment of surpluses and 
deficits.  Given the diversity of the existing and possibly future 
safety net programs, it is not clear whether it would be advantageous 
to have a standard set of procedures applicable to all programs.  
However, the procedures outlined in agreements themselves should be 
clearer to avoid any misunderstanding on termination. 
 
14.101 Federal-provincial administrative agreement.  In 1991, we 
observed that the draft administrative Gross Revenue Insurance Program 
and Crop Insurance Program agreements providing the terms and 
conditions under which the federal government would pay 50 percent of 
the provincial program operating costs were so vague that wide 
variations in interpretation - with potentially significant financial 
effects - were possible.  Departmental officials stated that they 
shared our concern and worked to redraft these documents more 
precisely. 
 
14.102 The federal 50 percent share of the provincial administrative 
costs for both Crop Insurance and Gross Revenue Insurance was 
approximately $54 million and $47 million for 1991-92 and 1992-93 
respectively. 
 
14.103 The signed federal-provincial administrative agreement is 
clearer than the draft agreement.  However, the agreement allows 
individual provinces to determine program resourcing and levels of 
service to be provided.  As a result, there are large differences among 
provincial administrative costs.  For example, in 1993-94, the federal 
50 percent contribution to provincial administration costs for the 
Gross Revenue Insurance Program and the Crop Insurance Program varied 
across nine of the provinces from less than one percent to more than 
four percent of every dollar of insurance coverage and from 
approximately $300 to $1,700 per farm (see Exhibit 14.9).  This 
variation in administrative costs is impacted by the number of 



producers enrolled in the smaller provincial programs. 
 
 
Exhibit 14.9 is not available, see the Annual Report. 
 
 
14.104 The Department has conducted audits of the provincial 
administrations, focussing on what it believes to be the high-risk 
areas, such as accuracy of accounts and verification of yields.  It is 
reasonable to expect some variation across the provinces due to 
economies of scale.  To ensure that the provinces are effectively 
administering the programs, guidelines need to be developed to deal 
with the high-risk areas.  Where the provincial administrative 
procedures do not meet the guidelines, federal contributions could be 
reduced. 
 
14.105 Other administrative arrangements are not clearly spelled 
out.  For instance, the agreement with the provinces stipulates that 
the federal government may have access to provincial information.  
Nevertheless, the provinces have flexibility as to the quantity, 
quality or capability of informatics purchasing and development 
decisions.  Consequently, data obtained from the provinces by the 
federal government are not always provided in a standard format and, as 
a result, have to be re-keyed in certain cases. 
 
14.106 The Department, in conjunction with the provinces, should 
consider establishing guidelines for provincial program management and 
level of service for future agreements. 
 
Department's response:  The insurance program administration can vary 
by region and province due to the coverage area and the diversity in 
agriculture across the country.  These variations impact on 
administration costs, since it is necessary to adapt to the specifics 
of each provincial program.  Thus far the Department has focussed on 
the areas that are more significant and risky and has already taken or 
will take the following action: 
 
 • development of producer yield verification procedures and 
objectives; 
 
 • development of an automated management reporting information 
system for the Crop Insurance and Gross Revenue Insurance programs; and 
 
 • development of a list with provinces of "best practices" in 
key areas to improve the efficiency and effectiveness of these 
programs. 
 
Timely Reporting Still Not Achieved 
 
14.107 No annual reports have been issued to Parliament respecting 
the operations or payments made under the federal-provincial agreements 
as required by Section 21 of the Farm Income Protection Act.  The 
Department argues that it provides sufficient information on the 
operations of programs in its Part III of the Estimates.  



Notwithstanding this, the 1994-95 Part III does not provide statements 
on program results as related to the principles of the Farm Income 
Protection Act, cumulative Gross Revenue Insurance Program balances, or 
complete and audited information on the Net Income Stabilization 
Account.  Furthermore, information is dispersed throughout the Part 
IIIs of the Estimates, whereas an annual report would consolidate 
program information in one document. 
 
14.108 The Department indicated that it may use section 157 of the 
Financial Administration Act to obtain authority to supply information 
to Parliament only through its Part III of the Estimates instead of 
having to table an annual report, but Governor-in-Council approval has 
not yet been requested. 
 
14.109 Previously, we found significant deficiencies in the National 
Tripartite Stabilization Program accounting system for the preparation 
of timely and accurate financial information.  The Department has 
responded positively to our 1991 recommendation regarding the 
completeness and accuracy of financial information by installing a new 
accounting system and adding more senior financial resources.  These 
changes have allowed the Department to provide plan administrators, in 
particular the national committees of the Program, with more credible 
and meaningful information for decision-making purposes. 
 
14.110 Further, over the past two years, the Department has 
completed or substantially completed annual reports for National 
Tripartite Stabilization Program plans that include audited financial 
statements for 32 year-ends.  Although there are still delays being 
encountered in issuing the annual reports, the Department has indicated 
that it expects to have the Program's financial statement audits 
current by 1995. 
 
14.111 At the 14 October 1992 Public Accounts Committee hearing, the 
Department tabled a schedule for the completion of program evaluations 
for the farm income protection programs.  Despite the timetable 
commitment to the Public Accounts Committee, the evaluations for the 
National Tripartite Stabilization Program and the Farm Support and 
Adjustment Measures that were to have been completed in 1992-93 had yet 
to be completed at the time of our audit.  The remaining farm income 
protection program evaluations are not scheduled for completion until 
1995 and 1996. 
 
14.112 Some information on these programs is included in Part III of 
the Estimates and the Public Accounts of Canada.  Nevertheless, as a 
result of the delays in producing financial statements, annual reports 
and program evaluations, Parliament has not received, on a timely 
basis, all relevant information on these programs, which have cost 
approximately $4.5 billion since their inception three years ago. 
 
14.113 The Department should ensure the timely preparation of 
financial statements, annual reports and program evaluations.  The 
costs, payments and progress towards meeting program objectives 
outlined in the Farm Income Protection Act should be disclosed to 
Parliament, provinces and the producers. 



 
Department's response:  The Department is committed to the timely 
preparation of financial statements, annual reports and program 
evaluations.  In addition to the program evaluation currently under way 
for Crop Insurance, a program evaluation of Gross Revenue Insurance is 
scheduled for 1994/95.  Other program evaluations will be completed by 
April 1996 as required by the Farm Income Protection Act. 



Chapter 15 
 
Atomic Energy Control Board 
Canada's Nuclear Regulator 
 
Table of Contents 
 
             Page 
 
Main Points           15-5 
 
Background           15-7 
 Mandate           15-7 
 Mission           15-7 
 Organization Structure and Resources     15-7 
 Major Changes Since Our 1985 Audit      15-9 
 
Audit Scope, Objective and Criteria      15-10 
 Focus of This Audit         15-10 
 Audit Objective and Criteria       15-11 
 
Observations and Recommendations       15-12 
 Legislation Respecting the AECB Requires Updating   15-12 
  Making available an appropriate range of 
    enforcement tools        15-12 
  A case for financial guarantees     15-13 
 
 Providing Assurance on the Safety of Canada's 
   Nuclear Industry         15-14 
 
 AECB's Regulatory Framework Needs to be Strengthened  15-16 
  Lack of a clearly documented regulatory 
    strategy         15-16 
  Greater management discipline is required 
    in updating regulatory requirements    15-17 
  Regulating through licence conditions 
    poses problems        15-19 
  Little progress made in documentation of 
    regulatory requirements      15-19 
  Lack of co-ordination of AECB's regulatory 
    development process       15-20 
 
 Opportunities to Improve the Implementation of the 
   Compliance and Enforcement Function     15-20 
  Compliance and enforcement procedures and criteria 
    are required         15-20 
  Full implementation of inspection requirements 
    for nuclear power plants is necessary    15-22 
  Inconsistent application of AECB's regulatory 
    policy on decommissioning of nuclear facilities  15-22 
  Deficiencies in compliance and enforcement 
    activities for prescribed substance and 
    radioisotope licences       15-23 
 



 Management of Interfaces with Other Jurisdictions   15-25 
  More effort is required to reduce regulatory 
    duplication, overlaps and gaps     15-25 
  Many players are involved in dealing with 
    nuclear waste        15-27 
 
 Requirement for a Strategic Plan      15-28 
  Roles and responsibilities are not 
    clearly defined        15-28 
 
 Human Resource Requirements Need to be Reviewed   15-28 
 The AECB Lacks Effective Management Oversight 
   Mechanisms          15-30 
 Opportunities to Improve Reporting Mechanisms to 
   Parliament and the Public       15-30 
 
Conclusion           15-31 
 
Exhibits 
 
15.1  AECB Staff Organization       15-8 
(Exhibit 15.1 is not available, see the Annual Report.) 
15.2  Management Systems Necessary for a Regulatory 
  Body with a Mandate Involving Safety    15-11 
 
Atomic Energy Control Board 
 
Canada's Nuclear Regulator 
 
Assistant Auditor General:  Maria Barrados 
Responsible Auditor:  Ellen Shillabeer 
 
Main Points 
 
15.1  Although the peaceful use of nuclear energy provides 
potential benefits, it can also involve serious potential hazards 
through radiation exposure.  The Atomic Energy Control Board (AECB) 
provides Canadians with assurance that the nuclear industry operates in 
a safe manner.  Independent studies have provided additional assurance 
that the nuclear power reactors are being operated safely. 
 
15.2  In the past decade, the setting in which the AECB regulates 
the nuclear industry has undergone major changes, presenting 
significant and difficult challenges to the regulation of nuclear power 
in Canada. 
 
15.3  The 1946 Atomic Energy Control Act requires updating to 
reflect current circumstances.  The weaknesses in the current Act have 
contributed to some of the deficiencies we observed. 
 
15.4  However, new legislation by itself will not correct the 
deficiencies identified in the management processes and practices.  In 
those areas we examined, we found that the AECB is not fully meeting 
its obligations as a regulatory body.  Although almost all the 



licensees and other stakeholders contacted expressed a high degree of 
respect for the technical competence of AECB staff, significant 
improvements are needed in a number of its key management processes and 
practices. 
 
15.5  The AECB needs a clearly documented regulatory strategy, a 
strategic plan, better documentation of its regulatory requirements, 
and development of criteria for assessing compliance.  In addition, the 
management of compliance inspection and enforcement activities related 
to prescribed substances and radioisotopes needs to be significantly 
strengthened. 
 
15.6  In these changing and difficult times, even greater vigilance 
is required if the AECB is to continue to provide assurance that the 
industry remains safe.  In our opinion, without updated legislation and 
improvements in its management processes and practices, the AECB will 
be hindered in its ability to provide such assurance. 
 
Background 
 
Mandate 
 
15.7  The Atomic Energy Control Board (AECB) was established under 
the 1946 Atomic Energy Control (AEC) Act to control and supervise the 
development, application and use of nuclear (atomic) energy.  The AECB 
was also created to enable Canada to participate effectively in 
measures for the international control of nuclear energy. 
 
15.8  The AECB is an independent regulatory body reporting to 
Parliament through a designated minister, currently the Minister of 
Natural Resources (formerly Energy, Mines and Resources).  To fulfil 
its mandate, the AECB is granted broad powers under the AEC Act for 
making and enforcing regulations in the nuclear field.  The AECB is 
also a departmental corporation named in Schedule II of the Financial 
Administration Act. 
 
Mission 
 
15.9  As Canada's nuclear regulator, the AECB maintains regulatory 
control over the use of nuclear energy.  This control covers the 
following: 
 
 • nuclear power and research reactors; 
 
 • uranium mines and mills; 
 
 • uranium refining and conversion facilities; 
 
 • fuel fabrication facilities; 
 
 • heavy water production plants; 
 
 • particle accelerators; 
 



 • radioactive waste management facilities; 
 
 • prescribed substances (as defined in the AEC Act and AEC 
Regulations); and 
 
 • radioisotopes. 
 
15.10 The mission of the AECB is to ensure that the use of nuclear 
energy in Canada does not pose undue risk to health, safety, security 
and the environment. 
 
15.11 The AECB achieves its mission through a comprehensive licensing 
system that covers all aspects of nuclear facilities, equipment, 
radioactive materials (except some of those that occur naturally) and 
prescribed substances, including the certification of domestic and 
foreign transport package designs.  The licensing system is 
administered with the co-operation of other federal and provincial 
departments in such areas as health, environment, transport and labour. 
 
Organization Structure and Resources 
 
15.12 In accordance with the AEC Act, a five-member Board is appointed 
by the Governor in Council.  One member is appointed President of the 
Board and serves as the only full-time member.  The President is also 
the Chief Executive Officer of the AECB and, as such, supervises and 
directs the work of the organization.  The Board currently meets about 
10 times each year. 
 
15.13 Under the AEC Act, the Board is ultimately responsible and 
accountable for the regulation of the nuclear industry in Canada.  
Within its mandate, the Board has the power to make rules for 
regulating its proceedings and the performance of its functions. 
 
15.14 Pursuant to the AEC Act, the Board has made several sets of 
regulations, with the approval of the Governor in Council, and has 
established a comprehensive licensing system.  The Board itself makes 
licensing decisions on about 100 major nuclear facilities, including 
nuclear power reactors, research reactors and uranium mines, when it 
satisfies itself that the use of nuclear technology in the enterprise 
is safe enough.  The licensing system for those facilities examines 
siting, design, construction, operation, and decommissioning through 
scientific and engineering review and assessment, compliance inspection 
and enforcement.  Other licensing decisions, notably those pertaining 
to radioisotope licences, have been delegated by the Board to 
designated AECB officers. 
 
15.15 The AECB staff implement the policies of the Board and make 
recommendations to the Board concerning the issuing of licences, and 
other regulatory matters.  They are organized into five Directorates 
and one Secretariat, as described in Exhibit 15.1. 
 
 
Exhibit 15.1 is not available, see the Annual Report. 
 



 
15.16 For the 1993-94 fiscal year, the AECB had an authorized 
establishment of 420 full-time equivalents (person-years).  It had 
expenditures of approximately $44.7 million and revenue of about $24.2 
million, obtained mostly through its cost-recovery program.  Despite 
the relatively small size of the AECB, its nuclear regulatory 
responsibilities cause it to have a significant influence on major 
licensees with assets totalling in the tens of billions of dollars, as 
well as on about 3,700 smaller licensees. 
 
Major Changes Since Our 1985 Audit 
 
15.17 In our 1985 audit, we examined the management controls and 
administrative procedures connected with the AECB's licensing, 
inspection and enforcement activities.  In our 1987 follow-up audit, we 
reported that the AECB had responded positively to our 1985 
recommendations and was making progress in implementing them. 
 
15.18 Since our 1985 audit, there have been many new pressures placed on 
the AECB and on its licensees.  These pressures include federal 
regulatory reform, the introduction of cost recovery, the addition of 
significant numbers of new AECB staff, a worsening economic climate, 
age-related failures in the nuclear power plants, and increased 
expectations for protecting the environment, which include more 
rigorous procedures required by the Environmental Assessment and Review 
Process Guidelines Order.  There is also additional pressure on 
regulators to be able to demonstrate in a court of law that they have 
fulfilled all their basic regulatory obligations. 
 
15.19 Regulatory reform has resulted in increased pressure to: 
 • reduce the number of federal regulations; 
 
 • identify and reduce any unnecessary duplication of 
regulations; 
 
 • consult with interested parties both within and outside 
government before regulatory proposals are put forward for Governor in 
Council approval; and 
 
 • assess fully the benefits and costs of regulations. 
 
15.20 This regulatory reform has been further encouraged over the past 
decade by the reduction of barriers restricting international trade.  
The movement toward more open borders and the development of regional 
trading blocks have prompted governments around the world to reassess 
policies that decrease the competitiveness of domestic industries. 
 
15.21 Federal regulators are also being asked to "regulate smarter".  
Managers must now demonstrate that, for existing regulatory programs 
and substantive new or amended regulations, regulation is the best 
alternative.  Alternatives to regulation include information campaigns 
to educate those at risk, the development of voluntary standards 
supported by industry and the public, persuasion, and self-regulation. 
 



15.22 Several changes have led to increased tension in the relationship 
between the AECB and those it regulates.  As part of a government 
initiative, the AECB introduced fees in April 1990 to recover most of 
its regulatory operating costs, with a few specified exceptions.  Most 
of those regulated must now pay for the cost of their own regulation. 
 
15.23 Coincidental with the introduction of fees, AECB staff levels 
began to increase significantly.  This has led to licensee concerns 
about their inability to control regulatory costs, concerns that are 
compounded by the impact of the prolonged recession.  This concern also 
increases the likelihood that the licensees will demand more 
justification of any new regulatory requirements. 
 
15.24 As a result of AECB staff increases and the absence of proposals 
for new nuclear power plants, the AECB can devote more attention to the 
existing plants in such areas as preventive maintenance, consideration 
of retro-fitting requirements and encouraging the resolution of 
outstanding generic safety issues.  AECB staff have also been able to 
conduct more detailed reviews of a wide variety of nuclear regulatory 
issues.  The nuclear utilities believe that there has been an 
escalation of regulatory requirements and expectations, both in terms 
of what must be done and in the time frame for implementation, all at a 
time of tightening budgets. 
 
15.25 In recent years, a number of key and long-service employees have 
left the organization, taking with them a wealth of experience and 
knowledge.  This puts pressure on the AECB to find ways to preserve its 
corporate memory and to train new staff. 
 
15.26 In the nine years since our last audit, the older nuclear power 
reactor units have shown an increasing frequency of age-related 
failures, which are expected to result in a growing number of problems. 
 Deterioration of pressure tubes as well as boiler tubes and their 
supporting structures continues to pose significant technical 
challenges. 
 
15.27 There has also been increased government emphasis on protecting 
the environment.  The AECB, given its mission, has been involved in 
numerous environmental assessment hearings over the last five years, 
including those associated with uranium mines.  The AECB will also be 
involved in similar hearings when the environmental impact statement 
for disposal of used nuclear fuel is submitted for review to a federal 
environmental review panel. 
 
15.28 Recent trends in judicial decisions have underlined the importance 
of rationally allocating available human, financial and physical 
resources for regulatory activities.  Many regulatory inspection and 
enforcement activities are now considered fully open to judicial 
scrutiny where civil damages are alleged to have been caused, in whole 
or in part, by careless enforcement.  Although the courts recognize 
that resources are finite, a regulator who can show the courts that it 
has reasonably allocated its resources reduces the risk of being found 
negligent. 
 



15.29 Thus the setting in which the AECB regulates the nuclear industry 
has undergone major changes since our 1985 audit.  These changes 
present some significant and difficult challenges to the fulfilment of 
the AECB's regulatory obligations. 
 
Audit Scope, Objective and Criteria 
 
Focus of This Audit 
 
15.30 In planning for the audit, we met with a number of licensees and 
other stakeholders as well as AECB senior management and all members of 
the Board.  As a result of this work, we chose to focus our audit on 
the following aspects of AECB's regulatory program, which are important 
to the fulfilment of its mandate: 
 
 • the legislative base; 
 
 • the regulatory framework; 
 
 • regulatory approaches to compliance and enforcement; 
 
 • management of interfaces with other jurisdictions; 
 
 • strategic planning, roles and responsibilities; 
 
 • human resource requirements; 
 
 • program evaluation and internal audit; and 
 
 • reporting mechanisms. 
 
15.31 The scientific and engineering review activities and the 
assessment function were not included in the audit scope, but they too 
form an important part of the AECB's regulatory program.  They provide 
information that the Board uses to satisfy itself that a facility or an 
enterprise using radioactive materials is designed and operated safely. 
 
15.32 We also conducted further follow-up on our observations and 
recommendations of 1985 and 1987. 
 
Audit Objective and Criteria 
 
15.33 In the areas subject to examination, our audit objective was to 
assess whether the AECB was fulfilling its obligations as a regulatory 
body. 
 
15.34 In Exhibit 15.2, we identify a number of key management systems 
that we consider necessary for a regulatory body with a mandate 
involving safety.  Efficient and effective management also requires: 
 
 • a sound strategic plan that links programs and services to a 
regulatory strategy and provides a framework for resource 
determination; 
 



 • an effective management organization, in which roles, 
responsibilities and accountabilities are clear to all, and resources 
required are defined, obtained and allocated to areas of greatest need; 
 
 • management oversight to provide assurance that performance is 
being appropriately managed.  Such mechanisms involve evaluations, 
audits and other assurance tools; and 
 
 • reporting mechanisms to Parliament and the public that 
provide meaningful information on performance. 
 
Exhibit 15.2 
 
Management Systems Necessary for a Regulatory Body with a Mandate 
Involving Safety 
 
In order to be efficient and effective, a regulatory body must have in 
place the following key management systems: 
 
1.up-to-date legislation to provide a clear basis for its regulatory 

activities. Where this is not adequate, the regulator should bring 
its concerns to the attention of the Minister and Parliament. 

 
2.a regulatory strategy that defines such aspects as: 
 
•the degree of prescriptiveness desired; 
 
•the mix of legal instruments available, such as regulations and 

licence conditions; 
 
•the basis for determining the extent and depth of the regulator's 

work, such as the risk posed by the enterprise, the level of 
safety sought and the competence of the licensee; 

 
•the manner and extent to which the regulator assesses the competence 

of licensees and their staff; 
 
•the scientific and engineering review and assessment policy - as 

elaborated upon in item 4 below (an area not covered by this 
audit); and 

 
•the compliance inspection and enforcement policy - as elaborated upon 

in item 5 below. 
 
3.regulatory requirements that are developed and promulgated in a 

timely manner, and include input from stakeholders and an 
assessment of whether the benefits outweigh the costs (in 
compliance with the Treasury Board Regulatory Policy). 

 
4.effective implementation of the scientific and engineering review and 

assessment function in accordance with clearly defined standards 
and with the level of risk avoidance sought, addressing subject 
areas such as those noted in item 5 below. 

 



5.effective implementation of the compliance inspection and enforcement 
function, addressing such subject areas as: 

 
•appropriate policies and procedures for compliance inspection and 

enforcement to satisfy itself that regulatory requirements 
are systematically applied for each type of licence and that 
licensees are treated in a consistent manner; 

 
•implementation and use of suitable enforcement tools; 
 
•identification of inspection priorities as well as the nature of its 

audit role and the frequency of inspection coverage; 
 
•training of regulator's staff; 
 
•education of licensees to satisfy itself that they are fully aware of 

the regulator's requirements; 
 
•assessing the competence of licensees; and 
 
•follow-up of inspection deficiencies. 
 
6.effective management of interfaces with other federal and provincial 

jurisdictions, including other regulatory bodies, to reduce the 
regulatory burden on taxpayers and licensees. 

 
7.assessment of effectiveness of regulatory strategies. 
 
Observations and Recommendations 
 
Legislation Respecting the AECB Requires Updating 
 
15.35 An important element in enabling a regulator to carry out its 
activities in an efficient and effective manner is having in place up-
to-date legislation to provide a clear basis for its regulatory 
activities. 
 
15.36 The legislative framework within which the AECB exercises 
regulatory control was established in 1946 by the Atomic Energy Control 
(AEC) Act.  The Act has remained basically unchanged since that time.  
Its primary focus is on security of nuclear materials, not on health 
and safety.  In 1978, a bill (Bill C-14) proposing a revised version of 
the Act died on the order paper when Parliament was prorogued. 
 
15.37 Over the past two decades, weaknesses in the current AEC Act have 
been identified by various commissions and studies.  These include two 
parliamentary committees, two ministerial reviews and other independent 
studies or commissions.  They noted that these weaknesses have had an 
effect on the AECB's ability to discharge its mandate.  Areas that need 
attention include: 
 
 • the lack of clear authority to establish and enforce national 
standards for health, safety, security and the protection of the 
environment with respect to the use of nuclear energy in Canada; 



 
 • the absence of any requirement for financial guarantees for 
the decommissioning of nuclear facilities (retiring permanently a 
facility at the end of its service or operational life) and the 
disposal of nuclear materials; 
 
 • the inability of the AECB to take or order remedial action in 
case of an unacceptable hazardous situation, if there is no licence; 
and 
 
 • the need to bring the powers of compliance inspectors and the 
penalties for infractions in line with other environmental legislation 
or practices. 
 
15.38 At the time of the audit, new legislation was being considered.  
The AECB expects that the new legislation will set the stage for 
fundamental improvements in nuclear regulation.  Currently, limited 
improvements can be made only through the periodic addition, deletion 
and amendment of regulations.  In our opinion, it is important that 
changes to the current AEC Act be considered by Parliament.  However, 
new legislation by itself will not correct the deficiencies in 
management processes and practices noted in this audit. 
 
Making available an appropriate range of enforcement tools 
 
15.39 To encourage compliance with its regulatory requirements, the AECB 
has a number of tools that it can use.  The enforcement tool applied 
depends, in large part, on the seriousness of the infraction and 
whether there have been repeated infractions.  Non-punitive tools could 
include education, persuasion, warnings and directives. 
 
15.40 Where non-punitive enforcement tools do not achieve the desired 
results, or where there are serious infractions, the AECB may amend, 
suspend or revoke a licence or refuse to issue or renew a licence.  
These latter courses of action can have a significant financial impact 
on licensees.  For example, suspending or revoking a licence for a 
nuclear power plant may cost the operator over $250,000 per day in 
replacement power.  Suspending or revoking a licence for a smaller 
licensee is equally serious as it could mean a loss of livelihood to 
the licensee and its staff.  As a result, suspending or revoking a 
licence is an enforcement tool that is rarely used. 
 
15.41 The AECB may also seek to prosecute under the AEC Act or AEC 
Regulations.  For prescribed substances and radioisotopes, we noted 
that, during the two-year period April 1991 to March 1993, there were 
about 2,900 violations of the AEC Regulations or licence conditions 
that could have directly affected radiation safety.  During that same 
period, a total of 21 individuals and prescribed substance and 
radioisotope licensees were taken to court.  Eighteen cases were 
successfully prosecuted for a total of $22,400 in fines.  The cost of 
prosecution and investigation during this period exceeded $750,000.  
These costs represent a major impediment to prosecuting more licensees 
and individuals who violate the regulations and licence conditions. 
 



15.42 In our opinion, the AECB does not have an appropriate range of 
enforcement tools to encourage compliance.  The maximum penalty 
permitted under the existing AEC Act is a $10,000 fine or five years 
imprisonment or both.  This is not in line with other jurisdictions 
where environmental legislation and practices may require polluters to 
pay for damaging the environment with fines up to $1 million.  The Act 
does not provide for any other administrative fines or "tickets" for 
failure to comply with the AECB's regulatory requirements. 
 
15.43 The limited provisions in the current Act hinder AECB's ability to 
enforce compliance with its regulations and licence conditions. 
 
A case for financial guarantees 
 
15.44 The AEC Act does not give the AECB explicit authority to require 
financial guarantees for the decommissioning of nuclear facilities or 
for the disposal of nuclear materials, such as uranium mine tailings, 
waste from refining of uranium, and used nuclear fuel.  Such guarantees 
could ensure that funds will be available when needed and that the 
financial burden will not pass to the Crown. 
 
15.45 The absence of any regulatory financial guarantee requirements 
raises important questions.  For example, if there is no licensee or 
identifiable owner, or if the licensee is unable or unwilling to pay, 
who then will pay for: 
 
 • building and operating permanent disposal facilities for both 
low-level radioactive waste and used nuclear fuel? 
 
 • transportation of waste to the disposal facilities? 
 
 • restoration of storage sites? and 
 
 • long-term institutional care of storage sites for uranium 
mine tailings? 
 
15.46 We noted that the federal government has accepted financial 
responsibility for the long-term management and disposal of historic 
low-level radioactive waste.  Historic waste is generally defined as 
waste that was previously managed in a manner no longer considered 
acceptable but for which the original producer can no longer reasonably 
be held responsible.  This waste is largely the result of the radium 
industry and the early uranium production in the 1930s and 1940s in the 
Port Hope, Ontario area. 
 
15.47 The AECB proposes to include in its new legislation explicit 
authority to call for financial guarantees from licensees for the 
decommissioning of all nuclear facilities and the disposal of nuclear 
materials.  At the same time, legislative authority will be sought to 
recover from responsible parties the costs of decontamination and other 
remedial action.  The AECB had earlier recognized, in Bill C-14, the 
need to address the question of financial responsibility in the 
conditions that could be attached to a site approval or licence.  
However, Bill C-14 died on the order paper in 1978. 



 
15.48 In our opinion, when public safety is at stake and the dollar 
amounts at risk are potentially great, the government should take steps 
to protect the interests of taxpayers.  The absence of an appropriate 
amendment to the AEC Act to empower the AECB to require financial 
guarantees prolongs the uncertainty about who will pay for storage or 
disposal of nuclear waste, should there be any default on the part of 
those responsible for the waste. 
 
Providing Assurance on the Safety of Canada's Nuclear Industry 
 
15.49 The peaceful use of nuclear energy brings with it benefits as well 
as risks that have to be properly controlled.  The Canadian approach to 
nuclear regulation is based on the principle that it is the user or 
licensee who has the primary responsibility for safety.  The role of 
the AECB is to set the appropriate safety standards that must be met by 
the licensee or applicant and to satisfy itself, through a variety of 
compliance and assessment mechanisms, that the standards are met. 
 
15.50 As Canada's nuclear regulator, the AECB provides assurance on the 
safety of the Canadian nuclear industry.  New licensees must satisfy 
the AECB that their proposed operations will comply with AECB 
regulatory requirements and will be operated in a safe manner, before 
being granted a licence.  These licences are usually issued for a 
period of two years.  Through various processes, including compliance 
inspection and ongoing assessments and reviews, the AECB satisfies 
itself that the continuing operations remain safe.  The AECB provides 
further assurance that the licensee is operating in a safe manner 
through its licence renewal process. 
 
15.51 This assurance depends to a large degree on the technical 
competence of the AECB staff and the commitment to safety by the 
licensees.  Almost all licensees and other stakeholders contacted 
during the audit expressed a high degree of respect for the dedication, 
professionalism and technical competence of the AECB staff. 
 
15.52 The AECB reports that, in Canada, there have been no accidents 
with reactors or radioactive materials causing detectable public harm 
and, other than in uranium mining, relatively few occasions of harm to 
workers and the environment. 
 
15.53 The safety of Canada's 22 operating nuclear power reactors has 
also been addressed through independent studies.  Twenty of these 
reactors are owned by Ontario Hydro, and one each by New Brunswick 
Power and Hydro-Quebec. 
 
15.54 With respect to Ontario Hydro's nuclear reactors, the Ontario 
Ministry of Energy commissioned, in 1986, an independent study of 
reactor safety by experts in the nuclear power field.  This study, the 
Ontario Nuclear Safety Review, and two subsequent updates examined the 
safety of Ontario's nuclear reactors covering the period from 1987 to 
early 1993. 
 
15.55 The original study found that these reactors were being operated 



safely, with no detectable harm to the Ontario public or Ontario 
Hydro's workforce.  The reactors were also operating to high technical 
standards and without significant breaches of relevant AECB 
regulations.  The later updates to this study found that the operation 
of Ontario Hydro's reactors, which now produce about 50 percent of 
Ontario's electrical power, continued to protect the work force and 
public safety.  There were, however, some negative signs related to 
technical difficulties in operations over the last few years, which 
were being addressed by the utility. 
 
15.56 There have been two independent reviews of the management systems 
of the nuclear power plant owned by New Brunswick Power Corporation.  
The Corporation states that these reviews, conducted by international 
organizations of nuclear experts, did not find any significant 
weaknesses at this plant.  A similar independent international review 
is planned for the nuclear power plant owned by Hydro-Quebec in the 
fall of 1994. 
 
15.57 In addition to technical competence of the regulator, the 
provision of assurance also requires effective management of the 
regulatory program.  Our examination of AECB's management of its 
regulatory program identified several areas that require significant 
improvement. 
 
AECB's Regulatory Framework Needs to be Strengthened 
 
15.58 A regulator must have in place a regulatory strategy that defines 
various requirements, including:  the degree of prescriptiveness 
desired; the available legal instruments; the basis for determining the 
extent and depth of the regulator's work; the manner and extent to 
which the regulator evaluates the competence of licensees and their 
staff; the regulator's scientific and engineering review and assessment 
policy; and its compliance inspection and enforcement policy. 
 
Lack of a clearly documented regulatory strategy 
 
15.59 As described below, the AECB is making or proposing major shifts 
in the way it operates and regulates.  These shifts are reflected in 
the recent promulgation of various internal policies and procedures, 
and in new or proposed revisions to AECB regulatory requirements as 
expressed in regulations, regulatory policies, guides and licence 
conditions.  Two examples of these shifts are the AECB Compliance 
Enforcement Policy, first approved and issued in February 1993, and the 
recent AECB initiatives with respect to ensuring the competence of key 
nuclear power plant personnel. 
 
15.60 In some areas, the AECB is moving toward becoming more 
prescriptive in its approach to the regulation of the nuclear industry. 
 This means not only providing the "rules of the game" (telling the 
licensees what to do), but also providing more direction on how to do 
it.  Factors influencing the degree of prescription stipulated by the 
AECB include the complexity of the activity, the experience with 
different technologies, and AECB's assessment of licensee competence.  
For certain activities, such as some uses of radioisotopes, the AECB is 



now documenting its safety requirements more explicitly than in the 
past. 
 
15.61 A Ministerial Review Committee on the Staffing of the AECB 
reported in February 1990 that, with respect to reactor regulation, 
fewer staff than the increase requested would be needed if the AECB 
were to confine its activities to those of an auditor.  Those 
activities would include ensuring that adequate processes are in place, 
conducting spot-checks to determine whether these processes are being 
properly applied, and reporting the results.  The review also noted 
that certain AECB staff activities (planned or in progress) seemed to 
go beyond these functions.  With respect to reactor regulation, the 
AECB has not clearly defined the nature of its audit role or the extent 
of inspection activities it wishes to undertake. 
 
15.62 Another major shift is taking place in the way the AECB ensures 
that nuclear power plant personnel are well-trained and competent to 
undertake their duties.  In the past, the AECB emphasized ensuring the 
competence of two key positions, shift supervisors and control room 
operators, who have primary responsibility for the day-to-day operation 
of the reactors.  Candidates for these positions must pass a series of 
AECB-administered examinations, a process initially established in the 
1960s, before they are authorized by the AECB to begin their duties.  
The AECB has not required requalification of these candidates. 
 
15.63 In 1990, with the co-operation of the nuclear utilities, the AECB 
embarked on various initiatives to set up a new regulatory regime for 
examining the training and competence of operations personnel.  Among 
the objectives, the initiatives are intended to: 
 
 • increase the relevance and efficiency of the regulatory 
process; 
 
 • include more plant personnel whose job function could affect 
plant or public safety; 
 
 • monitor training and competence initially and on an ongoing 
basis through periodic retraining and requalification; and 
 
 • facilitate improvement of utility training and AECB testing 
practices. 
 
In addition, it is anticipated that the changes may result in increased 
reliance, where appropriate, on the utilities' training programs. 
 
15.64 The regulatory strategy upon which these changes in approach are 
based has not been set out in a single strategic document. 
 
Greater management discipline is required in updating regulatory 
requirements 
 
15.65 One of the ways the AECB can meet its obligations as a regulator 
is by obtaining the views of its stakeholders on proposed regulatory 
requirements and by developing and promulgating the requirements in a 



timely manner. 
 
15.66 Following preliminary communications with parties directly 
affected, proposals for new AECB regulations and significant amendments 
to existing regulations, as well as quasi-regulatory policies and 
guides, are usually distributed initially as consultative documents.  
This process, established in 1981 by the AECB, provides a mechanism for 
comment by licensees, the public and special interest groups.  The 
period allotted for initial comments is normally three to six months, 
depending on the subject matter.  The process therefore also serves as 
an early form of consultation as required by Treasury Board Regulatory 
Policy. 
 
15.67 After completing the consultative process, a Regulatory Impact 
Analysis Statement is prepared for any proposals involving draft 
regulations.  This Statement requires an analysis of the incremental 
benefits of the regulatory requirement in relation to the incremental 
costs.  The draft regulations may also be amended to take into 
consideration the comments received.  The regulations, along with the 
required Regulatory Impact Analysis Statement, are then submitted for 
approval through the federal regulatory process culminating in 
publication in Part II of the Canada Gazette.  The AECB has identified 
some problems in the preparation of its Regulatory Impact Analysis 
Statements, particularly in analyzing and comparing the benefits of 
regulations against the costs. 
 
15.68 The AECB has initiated projects to update its regulatory 
requirements and sought the views of its stakeholders; however, it has 
not ensured the timely completion and implementation of many of these 
projects. 
 
15.69 As a case in point, the AECB initiated a "General Amendments" 
project in 1980 to amend its AEC Regulations, which had not been 
significantly amended since 1974.  Of seven different sets of 
regulations, the AEC Regulations are the core set.  The other six sets 
are more specific or more narrowly focussed.  Although the General 
Amendments are intended to provide an updated, comprehensive basis for 
regulation of the nuclear industry, they are not intended to impose any 
significant changes to the scope of the regulatory regime.  They were 
first issued for public comment in 1986, and substantive changes 
resulted from initial publication in the Canada Gazette in 1991.  The 
General Amendments were expected to be republished in the Gazette in 
the third quarter of 1994, followed by formal approval shortly 
thereafter (14 years after this project was initiated). 
 
AECB Comment:  Due to certain legal issues in the amendments as 
drafted, the AECB has temporarily suspended further work on the General 
Amendments to the AEC Regulations until a decision on a proposed new 
Act to replace the existing Atomic Energy Control Act is made.  In the 
interim, the AECB has formed a task force to review its regulatory 
structure, redevelop existing regulations where a need clearly exists 
and develop new regulatory initiatives that would be compatible with 
the existing AEC Act and any new legislation.  The delays encountered 
with the General Amendments also led to a comprehensive AECB Policy 



Statement (June 1994), as noted in paragraph 15.83, to better define 
and clarify its regulation-making process. 
 
15.70 Other projects include the introduction of new regulatory 
requirements related to calibration services for instruments measuring 
radioactivity, and to leak testing services.  These two projects were 
initiated by AECB staff in 1985 and, after a period of public 
consultation, regulatory policies were drafted in late 1992.  These 
policies have recently received senior management approval and are 
expected to be submitted to the Board for approval in the near future. 
 Most prescribed substance and radioisotope licences require use of one 
or both of these services.  At the time of the audit, the AECB did not 
have any formal standards in place for these services. 
 
15.71 We noted that the AECB's consultative process has no established 
time frame for the ultimate disposition of a consultative document.  
For example, there are 21 documents listed in the AECB's 1994 
Publication Catalogue that have not progressed beyond the consultative 
document stage, nor have they been withdrawn.  Twelve of these 
documents are dated prior to 1990 and six are over 10 years old. 
 
15.72 The Atomic Energy Control Board should seek ways to expedite the 
handling of documents through the consultative process and other stages 
so that they may be published in their final form, such as regulations, 
policies or guides, or be withdrawn after a reasonable period of 
consultation. 
 
AECB Response:  Agreed.  Procedures have been updated for the 
production of Consultative and Regulatory Documents that ensure early 
and frequent senior management involvement, appropriate authorizations 
at every stage, routine tracking and oversight of documents in 
progress, and adherence to a standard review period and sunset 
provisions.  All "past due" Consultative Documents will be reviewed and 
either formalized, modified and reissued for comment, or withdrawn, by 
31 March 1996. 
 
Regulating through licence conditions poses problems 
 
15.73 The AECB has subjected all significant amendments to its 
regulations to the federal regulatory process.  However, the current 
regulatory framework does not contain specific regulations for nuclear 
waste management, decommissioning of reactors, and research reactors.  
The AECB sets out some of its regulatory requirements in these and 
other areas in licence conditions, which have the full force of the 
law. 
 
15.74 The AECB also has quasi-regulatory instruments such as policies, 
guides and consultative documents, which have no legal force unless 
included in a licence condition.  However, on a selective basis, the 
AECB may choose to impose these requirements by including them as 
licence conditions.  Thus for those applying for new licences, it may 
be difficult to determine at the outset exactly what AECB's 
requirements are. 
 



15.75 In addition to regulations, all other significant regulatory 
requirements included in licence conditions, with the exception of the 
licensee's own policies and procedures, are required to be subjected to 
the federal regulatory process.  However, the imposition of these other 
significant regulatory requirements through licence conditions has 
bypassed this process.  These latter requirements have not been 
subjected to a full Regulatory Impact Analysis Statement, to a 
competitiveness test of their impact on the nuclear industry, or to 
parliamentary scrutiny. 
 
15.76 The Atomic Energy Control Board should reassess the extent to 
which it uses licence conditions to regulate the nuclear industry. 
 
AECB Response:  Agreed.  The AECB is aware of the importance of 
respecting the licensing system and has a long-range strategy to move 
up the legislative chain as many regulatory requirements as possible.  
For instance, widely used licence conditions may become incorporated 
into regulation, and certain aspects of regulation, common to many 
areas of AECB activity, may eventually be incorporated in legislation. 
 The AECB will consult its licensees on this matter in order to seek an 
appropriate balance. 
 
Little progress made in documentation of regulatory requirements 
 
15.77 In conjunction with an examination of its human resource 
requirements in 1989, the AECB reviewed its approach to regulation.  
This review identified a weakness in the documentation of AECB's 
regulatory requirements, particularly for nuclear reactor safety 
requirements and standards.  One thrust of a 1989 Treasury Board 
decision to increase AECB's resources was to improve documentation of 
the AECB's safety requirements. 
 
15.78 The Ministerial Review Committee on the Staffing of the AECB, 
completed in February 1990, also recognized the need for improved 
documentation of AECB regulatory requirements.  The Committee reported 
that there were many cases in reactor regulation where new requirements 
had been imposed on licensees without reference to the existing 
licensing regulations and guides.  Recommendations included improved 
documentation of AECB requirements and improved recording and 
publication of decisions affecting licensing, including the reasons for 
the decisions pertaining to reactor regulation.  However, there was to 
be no increase in prescriptive content. 
 
15.79 Although AECB staff have undertaken some initiatives in this area, 
the required documentation is still not in place. 
 
15.80 The Atomic Energy Control Board should document more fully its 
regulatory requirements, including the important precedents or 
regulatory positions that form the basis or rationale for them. 
 
AECB Response:  Agreed.  The AECB will continue its multi-year effort 
to improve the documentation of its regulatory requirements.  The 
process will involve consultation with stakeholders to ensure, among 
other things, the appropriate balance between general principles and 



prescriptive content. 
 
Lack of co-ordination of AECB's regulatory development process 
 
15.81 The regulatory development process at the AECB is largely 
decentralized.  It is the responsibility of each manager to initiate, 
as deemed necessary, new or proposed revisions to regulatory 
requirements.  The manager then prepares the necessary consultative 
document, consults with stakeholders, and seeks the approval of AECB 
senior management and, where applicable, the Board.  The Regulatory 
Affairs Unit within the Secretariat group ensures that the Treasury 
Board Regulatory Initiatives Process is followed. 
 
15.82 Due in part to the lack of central co-ordination of AECB's 
regulatory development process, there are no detailed action plans for 
the development of regulatory requirements.  Consequently, there are no 
priorities set for the regulatory initiatives to be pursued, no 
established dates for completion of these initiatives, and no 
management control or monitoring mechanisms. 
 
15.83 In June 1994, AECB management approved and implemented an internal 
procedure to give the Regulatory Affairs Unit the responsibility to 
manage the overall process with respect to regulations, including the 
screening of new regulations and amendments to existing ones. 
 
Opportunities to Improve the Implementation of the Compliance and 
Enforcement Function 
 
15.84 It is vital for a regulator to have an effective compliance 
inspection and enforcement function.  Included in Exhibit ? is a 
listing of subject areas to be addressed by such a function. 
 
Compliance and enforcement procedures and criteria are required 
 
15.85 In February 1993, the Board approved an AECB Compliance 
Enforcement Policy.  The objective of the policy is to establish a 
basis for AECB procedures and criteria to ensure that a comprehensive 
compliance program is in place.  The policy is also intended to ensure 
that AECB compliance enforcement is uniformly applied in a vigorous, 
fair, predictable and timely manner.  The enforcement procedures should 
provide for a graduated level of enforcement tools to be applied, as 
appropriate, depending on the seriousness of the infraction and whether 
there have been repeated infractions. 
 
15.86 The AECB has not yet developed up-to-date compliance and 
enforcement procedures and criteria for the areas examined.  Such 
procedures and criteria are required by the Board policy to ensure fair 
treatment of all licensees.  For nuclear power plants, the AECB has 
approved inspection procedures that are being updated, but it does not 
yet have in place enforcement procedures and criteria to support the 
new Board policy.  The inspections manual for prescribed substances and 
radioisotopes is currently being updated, and enforcement procedures 
and criteria have been drafted but remain unapproved.  No systematic 
compliance enforcement program or enforcement procedures and criteria 



exist for the AECB's responsibilities concerning transportation of 
nuclear materials.  An outline for such a program was drafted in 
November 1993, but the detailed program requirements have not yet been 
developed. 
 
15.87 The Atomic Energy Control Board should ensure that compliance and 
enforcement procedures and criteria are developed in a timely manner. 
 
AECB Response:  The AECB agrees that compliance and enforcement 
procedures and criteria should be developed in a timely manner and has 
already taken steps to address the situation.  For example, an 
"Inspector's Rapid Reference Investigation/Litigation Guide" has been 
approved for radioisotope licences and draft criteria for a "Table of 
Inspection Grades" is close to approval.  A new position has just been 
staffed and will be responsible for enhancing the AECB's compliance 
efforts in the area of nuclear materials transportation. 
 
Full implementation of inspection requirements for nuclear power plants 
is necessary 
 
15.88 In addition to up-to-date procedures, important elements in the 
implementation of a compliance inspection and enforcement function are 
the identification of inspection requirements and priorities, and 
properly trained regulatory staff. 
 
15.89 In December 1992, the AECB initiated a Task Analysis Project to 
define what the project officers at nuclear power plants should be 
doing and where the emphasis should be placed.  As a result, the AECB 
identified more than 150 different types of tasks that could be 
undertaken by these project officers to determine compliance with the 
regulatory requirements.  This project is also addressing the lack of 
written criteria for the level of review and frequency of inspection 
required to ensure an adequate level of safety in the nuclear power 
plants.  The project will further set out priorities for the approved 
tasks. 
 
15.90 We found that little formal, systematic training has been provided 
to these project officers.  Without a clear definition of their role, 
requirements for training and experience of these project officers 
could not be explicitly specified.  This issue is being addressed in 
the Task Analysis Project. 
 
15.91 The AECB expects to begin implementation of the recommendations of 
the Task Analysis Project by September 1994.  Given the importance of 
this project, we encourage the AECB to implement the recommendations as 
quickly as possible. 
 
AECB Comment:  Agreed.  This project continues to proceed on schedule. 
 
Inconsistent application of AECB's regulatory policy on decommissioning 
of nuclear facilities 
 
15.92 In August 1988, the AECB published a regulatory policy on the 
decommissioning of nuclear facilities.  The intent of the policy was 



that the licensees would be required to submit conceptual 
decommissioning plans for all their nuclear facilities.  The policy 
stipulates that detailed decommissioning plans are required at least 
one year before the facility reaches the end of its operating life or 
within six months of an announcement of an unscheduled permanent 
shutdown.  Between 1988 and early 1990, the AECB notified all its 
licensees of nuclear facilities of this policy.  At that time, it 
requested copies of plans that would meet the requirements of this 
policy. 
 
15.93 The AECB has not applied its decommissioning policy consistently. 
 The AECB recently developed a data base showing that it has 
decommissioning plans on file for 76 of the 164 licensed nuclear 
facilities.  The strategy on how the AECB intends to obtain 
decommissioning plans for the remaining 88 facilities is under 
development.  The requirement for decommissioning plans is not included 
in all licences for operating facilities. 
 
15.94 Of the 164 nuclear facilities listed, 24 facilities are 
permanently shut down, some of which are partially decommissioned.  The 
AECB has not received any decommissioning plans for nine of these 
facilities, where it was reasonable to do so. 
 
15.95 Even where such plans do exist, there is little evidence that the 
AECB has reviewed them for compliance with its policy requirements and 
for reasonableness, including the related cost estimates.  The AECB has 
not yet established clear criteria for the requirements to be included 
in these decommissioning plans.  It plans to develop such criteria by 
March 1995. 
 
15.96 The Atomic Energy Control Board should develop and consistently 
apply criteria for decommissioning plans for all nuclear facilities as 
quickly as possible. 
 
AECB Response:  Agreed.  The AECB is developing guidelines for the 
submission of decommissioning plans and will be applying these 
requirements consistently as soon as they are completed. 
 
Deficiencies in compliance and enforcement activities for prescribed 
substance and radioisotope licences 
 
15.97 We identified several areas related to prescribed substance and 
radioisotope licences where AECB management processes and practices 
could be significantly strengthened.  These areas include provision of 
guidance on what is meant by the various licence conditions and the 
relevant AEC Regulations; assessment of the competence of licence 
holders and, as appropriate, other licensee staff; and follow-up of 
inspection deficiencies. 
 
15.98 Compliance criteria.  For the approximately 3,700 prescribed 
substance and radioisotope licences, written guidance has not been 
provided by AECB headquarters to explain what is meant by the various 
licence conditions and the relevant AEC Regulations.  This guidance and 
corresponding criteria are required to ensure that compliance 



inspectors apply a consistent inspection approach for each type of 
licensee.  Without criteria, there is no basis for a common 
understanding of the regulatory requirements among the AECB unit that 
defines the regulatory requirements, the unit that verifies compliance, 
and the licensees. 
 
15.99 Competence of licensees.  The AECB must also be assured of the 
competence of licence holders and other licensee staff who are using or 
handling all types of prescribed substances and radioisotopes.  This 
requires criteria to assess the adequacy of licensee training and to 
serve as a basis for compliance enforcement.  The criteria should be 
available to the licensee as well as to AECB staff. 
 
15.100 The AECB has done little to ensure that applicants for 
prescribed substance and radioisotope licences are knowledgeable about 
their obligations for complying with AECB regulatory requirements.  
Current AECB procedures do not adequately address the need for a 
licence holder to maintain this knowledge on an ongoing basis or to 
ensure that other licensee staff, as required, are similarly educated. 
 
15.101 The majority of prescribed substance and radioisotope 
licences simply require that persons handling radioactive materials be 
"properly trained".  The AECB has established training criteria for 
some of the more hazardous uses of radioactive materials, such as 
radiography and irradiators, as well as hospital radiation safety 
officers.  It has not, however, established criteria for determining 
what "properly trained" means for the large majority of licensee staff 
who handle prescribed substances and radioisotopes.  In these latter 
cases, the licence condition cannot be properly enforced as there are 
no criteria against which to measure compliance.  Consequently, the 
AECB cannot be assured that all those handling the prescribed 
substances and radioisotopes are adequately trained. 
 
15.102 The nuclear utilities and some other major licensees have 
formal training programs and dedicated training personnel and 
facilities.  However, it is unlikely that most licensees of prescribed 
substances and radioisotopes, which are small operations, would have 
such a capability.  The smaller licensees are numerous and represent a 
wide variety of organizations.  In our opinion, the AECB has a special 
obligation to these licensees to satisfy itself that management and 
radiation protection staff fully understand the regulatory 
requirements. 
 
15.103 The Atomic Energy Control Board should satisfy itself that, 
for prescribed substances and radioisotopes, AECB and licensee staff 
have a common understanding of the regulations and licence conditions 
and the requirements for training. 
 
AECB Response:  Agreed.  The AECB is finalizing a document to explain 
the radioisotope licensing conditions, and training requirements are 
being developed beginning with the most hazardous uses.  Explanatory 
material for the regulations has not been developed because the current 
regulations were to be replaced by the General Amendments. Because new 
regulations have been delayed pending a decision on a proposed new Act 



to replace the existing Atomic Energy Control Act, the need for 
explanatory material for the current regulations will be reviewed. 
 
15.104 Radiographers.  A specific class of individuals handling 
prescribed substances and radioisotopes is industrial radiographers.  
The AECB has the authority to examine and certify radiographers as 
qualified operators under the AEC Regulations.  AECB staff have 
proposed changes to the existing exam, which has not been updated since 
1983.  These changes have recently been approved by AECB management and 
are expected to be implemented by December 1994. 
 
15.105 A lifetime qualified operator certificate is given to anyone 
who passes the AECB exam.  However, the holders of these certificates 
are inspected only when the AECB inspects a licensee employing the 
qualified operator.  As a result, some qualified operators may never be 
inspected in the field by the AECB for compliance with its regulatory 
requirements.  Licensees employing qualified operators in the field of 
industrial radiography account for about 100 licensees or about 3 
percent of AECB licensees.  However, these licensees produce a 
disproportionate share of the incidents and overexposures (about 25 
percent or 8 per year), and of the prosecutions (about 75 percent). 
 
15.106 The Atomic Energy Control Board should reassess the use of 
lifetime certificates and inspection requirements for qualified 
operators in the field of industrial radiography. 
 
AECB Response:  Agreed.  The AECB is reviewing inspection procedures 
for industrial radiographers but it has no plans at this time to 
abandon the practice of issuing lifetime certificates for qualified 
operators.  However, the AECB has drafted regulations to give it the 
power to revoke the certificate for serious violations.  This 
initiative, when combined with inspections and monitoring of the 
radiation doses received by qualified operators, is believed to be 
sufficient. 
 
15.107 Follow-up.  There are opportunities to improve the 
effectiveness of AECB's follow-up on non-compliance issues related to 
prescribed substances and radioisotopes.  After an inspection, the 
compliance inspector submits a report detailing items of non-
compliance, if any, to the licensing division of the AECB.  It is the 
responsibility of this division to ensure that corrective action is 
taken on those identified items of non-compliance. 
 
15.108 Our review of licensing files indicated that the licensing 
officers accept a wide range of corrective action in response to 
reported items of non-compliance.  In some cases, the licensee has 
submitted to the licensing officer a one-page response indicating that 
all noted deficiencies have been corrected, without any supporting 
documentation or explanation.  In other cases, supporting evidence of 
corrective action for each deficiency was submitted with the licensee's 
response letter. 
 
15.109 The lack of a formalized approach to follow-up may contribute 
to repeat items of non-compliance in subsequent inspections.  We found 



a significant number of instances where inspections of licensees 
identified the same item of serious non-compliance in two consecutive 
inspections.  The AECB is in the process of formalizing its procedures 
for follow-up. 
 
15.110 The Atomic Energy Control Board should ensure effective 
follow-up of non-compliance issues related to prescribed substance and 
radioisotope licences. 
 
AECB Response:  Agreed.  The AECB has increased the documentation 
requirements and review procedures when serious items of non-compliance 
are found. 
 
Management of Interfaces with Other Jurisdictions 
 
15.111 To reduce the regulatory burden on taxpayers and licensees, a 
regulator must ensure that it effectively manages the interfaces with 
other jurisdictions.  This can be achieved through various methods of 
co-operation, such as harmonizing regulatory standards and processes; 
mutually recognizing standards, qualifications or technical 
specifications; delegating to other governments the responsibility for 
regulating or administering regulations; and sharing work and 
exchanging information. 
 
15.112 Because some aspects of nuclear regulation relate to areas 
normally under provincial jurisdiction, or lie within areas of 
expertise of other federal departments or agencies, the AECB has 
developed a joint regulatory process with these other bodies.  In this 
process, the AECB acts as the lead agency while the others contribute 
advice on their respective areas of jurisdiction or expertise.  This 
process centres both on licensing and on ensuring compliance with the 
terms of the licence.  It also attempts to avoid duplication and cross-
purpose activities wherever possible. 
 
More effort is required to reduce regulatory duplication, overlaps and 
gaps 
 
15.113 Since 1981 the AECB has established a total of 12 agreements 
with other federal and provincial departments and agencies, which were 
intended to clarify roles and responsibilities in areas of joint 
jurisdiction.  These areas include the environment, transportation, 
occupational health and safety, pressure vessels in nuclear facilities, 
and uranium mines.  Eight of these agreements are dated 1985 or 
earlier.  At least two need updating to better reflect roles and 
responsibilities and changing circumstances. 
 
15.114 The Minister's Advisory Panel on Regulatory Review reported 
in October 1993 that duplication of regulatory responsibility exists in 
matters affecting uranium mines.  The AECB had been aware of this 
problem and has had in place for many years a memorandum of 
understanding with the Province of Ontario, under which the Province 
has carried out inspections of conventional health and safety 
requirements in the mines.  In November 1993, the AECB signed a 
memorandum of understanding with the Saskatchewan government to reduce 



duplication and overlap in the regulation of Saskatchewan uranium 
mines.  There is a need, however, to define the administrative 
arrangements for carrying out this agreement. 
 
15.115 Under the AEC Regulations, the AECB has responsibilities with 
respect to health, safety, security and the protection of the 
environment while "radioactives" are being transported.  Transport 
Canada and some of the provinces also have certain responsibilities for 
the transportation of these materials.  As many as 800,000 packages of 
radioactive material are exported, imported or shipped within Canada 
each year.  These packages include radioisotopes used for industrial, 
agricultural, medical and research purposes, as well as material 
associated with nuclear power plants.  The AECB does not have the legal 
authority to stop carrier traffic or shippers during the in-transit 
phase to carry out inspections.  Thus co-operative agreements with the 
appropriate federal and provincial jurisdictions need to be in place to 
accommodate AECB's responsibilities while "radioactives" are being 
transported. 
 
15.116 Under the federal Transportation of Dangerous Goods Act, 
Transport Canada sets standards for carriers for the transport of all 
dangerous goods, among which radioactive material is only one class.  
The AECB regulates packaging through its Transport Packaging of 
Radioactive Materials Regulations.  In 1981, the AECB and Transport 
Canada entered into a memorandum of agreement on the transportation of 
radioactive materials.  This agreement does not reflect the full extent 
of the AECB's responsibilities for radioactive materials in transit.  
In August 1991, a revised memorandum of agreement was drafted by the 
AECB, on the basis of its working experience, to clarify roles and 
responsibilities.  This revised draft agreement has yet to be approved. 
 
15.117 The provinces also have certain responsibilities for 
transportation matters within their provincial jurisdiction.  
Currently, there are no related co-operative agreements with the 
provinces.  The AECB and the Ministry of Transportation of Ontario 
began consultations, in May 1989, to improve the enforcement of AECB 
regulatory requirements for the road transportation of radioactive 
materials in Ontario.  At the time of the audit, no agreement had been 
finalized.  The AECB will consider negotiating similar agreements with 
the other provinces, subject to experience with the anticipated Ontario 
agreement.  In the absence of co-operative agreements with the 
provinces, the AECB is unable to fully meet its regulatory 
responsibilities for the in-transit phase of the transportation of 
radioactive materials. 
 
15.118 The Atomic Energy Control Board should review existing 
interagency agreements to ensure that they accurately reflect roles and 
responsibilities as well as current circumstances.  It should define, 
as quickly as possible, the administrative arrangements for carrying 
out the agreement with the Saskatchewan government to reduce regulatory 
duplication in uranium mines, and with all provinces to provide for the 
enforcement of AECB's regulatory requirements relating to the 
transportation of radioactive materials. 
 



AECB Response:  The AECB agrees that these items should receive 
appropriate priority. It is, for its part, expediting matters to the 
extent possible, while recognizing that the counterpart agency in each 
case may not attach the same priority to the situation. 
 
Many players are involved in dealing with nuclear waste 
 
15.119 The AECB has a regulatory role in nuclear waste management.  
It is responsible for specifying regulatory requirements, judging 
solutions to nuclear waste management proposed in licence applications, 
issuing licences for waste storage and permanent disposal sites, and 
inspecting the licensed waste sites. 
 
15.120 Responsibility for dealing with Canada's nuclear waste and 
resolving the problems related to low-level radioactive waste, used 
nuclear fuel and uranium mine tailings is fragmented among many 
players, including the AECB.  The other players have been given some 
specific non-regulatory responsibilities associated with the management 
and eventual clean-up and disposal of nuclear waste. 
 
15.121 We intend, in a future audit, to examine further the broader 
issue of federal management of nuclear waste, including the 
responsibilities of the other federal players, and the progress being 
made on outstanding issues. 
 
Requirement for a Strategic Plan 
 
15.122 In addition to having in place the key management systems 
identified in Exhibit ?, a regulator must also ensure that it manages 
its operations in an effective and efficient manner.  Management must 
have a sound strategic plan that links programs and services to a 
regulatory strategy and provides a framework for resource 
determination. 
 
15.123 The strategic plan needs to include the organization's 
purpose, objectives, goals and priorities.  No such plan currently 
exists within the AECB that consolidates these various aspects of a 
strategic plan.  The AECB initiated an action plan in January 1994 to 
develop a strategic plan, which is expected to be completed by June 
1995.  It is important that the AECB ensure, in developing its 
strategic plan, that it incorporates the substance of a clearly defined 
regulatory strategy. 
 
15.124 The absence of a full-time President from January 1993 to 
September 1994 may have compounded the lack of strategic direction.  It 
also resulted in the removal of a key link between Board members and 
AECB staff. 
 
Roles and responsibilities are not clearly defined 
 
15.125 Roles and responsibilities within the AECB are not clearly 
defined.  The AECB is concerned that the current ambiguity in the 
division of responsibilities between head office and on-site or 
regional staff makes it difficult to establish individual 



accountability.  Licensees have also expressed concern and confusion 
regarding the unco-ordinated demands originating from different areas 
within the AECB. 
 
15.126 The AECB has started a project to improve the definition and 
documentation of the roles and responsibilities of each division and of 
individuals within their units.  It expects to complete the first phase 
of this project by October 1994, for those regulatory activities 
related to nuclear power plants. 
 
Human Resource Requirements Need to be Reviewed 
 
15.127 To enable a regulator to properly assess human resource 
requirements, information must be available that typically is included 
in a regulatory strategy and a strategic plan. 
 
15.128 In its Annual Report for 1988-89, the AECB stated that its 
resources were insufficient to enable it to assume its responsibilities 
fully.  AECB management felt that staff, at that time, were unable to 
keep pace with the necessary processes of review, licensing, inspection 
and enforcement required by the level of regulation. 
 
15.129 Following a series of internal AECB studies between November 
1987 and May 1989, the AECB identified a need for a total of 246 
additional person-years to be obtained over a five-year period.  This 
represented an increase of almost 95 percent above the 1989 authorized 
staff level.  Our review of the related documentation disclosed that 
the AECB had not set out clearly the overall workload assumptions and 
rationale upon which it was basing these human resource requirements. 
 
15.130 In 1989, a phased approach to the AECB's proposed expansion 
program was initiated.  The first phases of this approach occurred 
between November 1989 and June 1992, with Treasury Board approving a 
total increase of 156 person-years.  Staff increases were approved in 
recognition of the need for significant improvement in the 
effectiveness of nuclear regulation.  However, due in part to the 
difficulties experienced in staffing specialized technical positions, 
AECB's actual strength as at December 1993 showed an increase of about 
40 percent, or 110 person-years, above the 1989 level. 
 
15.131 The resource increases approved to June 1992 were essentially 
consistent with one of the recommendations of the Ministerial Review 
Committee on the Staffing of the AECB.  Because of the uncertainties in 
future development in the nuclear industry, the Committee felt it could 
not predict the AECB's resource requirements beyond this level.  
Therefore, it recommended that a detailed re-examination of the entire 
AECB staffing issue be undertaken in 1994.  The government cutbacks 
announced since 1992 have heightened the need to re-examine AECB's 
resource requirements.  Within the context of these cutbacks, the AECB 
completed, in April 1994, a report of staff allocation.  Further review 
of the AECB's resource requirements is required. 
 
15.132 The elements of AECB's regulatory strategy, strategic plan 
and workload assumptions have not been clearly defined, consolidated 



and approved.  In the absence of such documentation, the AECB lacks an 
adequate basis upon which to properly assess its human resource 
requirements. 
 
15.133 The Atomic Energy Control Board should: 
 
 • clearly set out the workload assumptions and rationale upon 
which to assess its human resource requirements, consistent with a 
clearly defined regulatory strategy and strategic plan; and 
 
 • conduct a detailed re-examination of its entire staffing 
issue and determine whether it has sufficient resources to fulfil its 
mandate, and take steps to reconcile any differences. 
 
AECB Response:  The AECB agrees that it should better document its 
regulatory strategy, including the workload assumptions and rationale 
upon which its human resource requirements are assessed.  The AECB 
intends to pursue further the efforts undertaken in 1994 on this 
subject. 
 
The Review Committee's recommendation for a re-examination in 1994 of 
the staffing issue was made in the expectation that the AECB might be 
requesting additional resources beyond 1994.  In fact, the series of 
budget reductions imposed by the government since 1993 will prevent the 
AECB from achieving the staffing level authorized in 1992.  The 1994 
AECB review of its human resource situation was therefore done for a 
different reason from that which was originally foreseen.  The AECB 
agrees that it must continue to assess its overall needs periodically, 
taking into account developments in the nuclear industry, in order to 
determine whether it has sufficient resources to fulfil its mandate. 
 
The AECB Lacks Effective Management Oversight Mechanisms 
 
15.134 Program evaluation and internal audit are important 
management oversight mechanisms that can help determine such things as: 
 
 • whether programs and activities are achieving intended 
objectives; 
 
 • whether the organization is operating in an economic and 
efficient manner; and 
 
 • where efforts should be concentrated to get the best value 
from the increasingly limited resources available. 
 
15.135 The AECB has not conducted any formal program evaluation work 
since 1988.  Important areas yet to be evaluated include regulation of 
nuclear power reactors, waste management, research facilities and 
accelerators; regulatory standards and requirements; and security of 
nuclear facilities and materials. 
 
15.136 Some reviews of AECB's regulatory program have been carried 
out.  For example, the AECB responded to the Ontario Nuclear Safety 
Review Study, which reviewed, in part, the AECB's regulation of power 



reactors.  It also participated in the study by the Ministerial Review 
Committee on the Staffing of the AECB in 1989 and 1990, which examined, 
in part, the efficiency and effectiveness of all AECB regulatory 
programs.  However, as reported in our 1993 audit of program evaluation 
in the federal government, such review mechanisms do not provide the 
same assurance on consistency of approach as program evaluations. 
 
15.137 In addition, the AECB has completed only two internal audits 
since 1990.  One audit was of the AECB's Office of Public Information 
and the other was of its cost-recovery program. 
 
15.138 At the time of our audit, the position of the Audit and 
Evaluation Officer was vacant and the program evaluation and internal 
audit activities had been suspended.  As a result, valuable management 
oversight mechanisms, which could have helped prevent or detect many 
problems identified by our audit, have not been effectively used. 
 
15.139 During our audit, we brought to AECB senior management's 
attention a number of deficiencies in its proposed policy, plans and 
manuals for reactivating program evaluation and internal audit.  The 
AECB has recently begun to take steps, including the appointment of an 
Audit and Evaluation Officer, to address our concerns about these 
important management oversight mechanisms. 
 
Opportunities to Improve Reporting Mechanisms to Parliament and the 
Public 
 
15.140 The AECB's Part III of the Estimates provides limited 
information on licensing actions and the number of compliance 
inspections associated with nuclear power plants and with prescribed 
substances and radioisotopes.  Information to Parliament and the public 
could be improved, without adding to the existing Part III for the 
AECB, by providing a cross-reference to the AECB's Annual Report and to 
its Staff Annual Report on each nuclear power reactor site.  Those 
reports provide more detailed information on these and other AECB 
activities. 
 
15.141 However, our review of those reports revealed that they also 
could be improved by providing more meaningful information.  The AECB 
Annual Report could, for example, include appropriate information on 
AECB's performance indicators and comparisons to prior years to assess 
trends. 
 
15.142 The AECB Staff Annual Reports on each individual power 
reactor site provide a potentially important source of information on 
the safety of these plants.  However, we found that those reports are 
not consistent in the depth or the manner in which their purpose, 
details and conclusions are written.  For instance, the performance 
information contained in the reports is presented without reference to 
specific quantified standards.  It is also not refined to illustrate 
the significance of the information to the reader.  In addition, 
multiple-year data are not always presented, where appropriate, to 
allow trend analysis. 
 



Conclusion 
 
15.143 To date, the AECB has provided Canadians with assurance that 
the nuclear industry is operating in a safe manner.  In these changing 
and difficult times, even greater vigilance is required by the AECB, if 
it is to continue to provide this assurance.  The 1946 AEC Act limits 
the AECB's ability to enforce compliance with its regulatory 
requirements and to meet new expectations with respect to health, 
safety and protection of the environment.  It is important that changes 
to this Act be considered by Parliament. 
 
15.144 In the areas we examined, we found that the AECB was not 
fully meeting its obligations as a regulatory body because of 
deficiencies in its management processes and practices.  The AECB has 
already begun to take steps to improve its management processes and 
practices, but it is necessary that they complete the improvements in a 
timely fashion.  It is expected that the new President, who took office 
in September 1994, will have an important role in setting the strategic 
direction that the AECB requires to improve its regulatory practices. 
 
15.145 In our opinion, without updated legislation and improvements 
in its management processes and practices, the AECB will be hindered in 
its ability to provide assurance that the nuclear industry remains 
safe. 
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Mr. Denis Desautels 
Auditor General of Canada 
Office of the Auditor General of Canada 
240 Sparks Street 
Ottawa, Ontario 
K1A 0G6 
 
Dear Mr. Desautels: 
 
As the newly appointed President of the Atomic Energy Control Board 
(AECB), I am pleased to receive your report. It has already been of 
value to the ongoing process of development, documentation and review 
of strategic planning required to enable the AECB to continue to 
effectively fulfil its mission, which is to ensure that the use of 
nuclear energy in Canada does not pose undue risk to health, safety, 



security and the environment. 
 
Canada is among the world leaders in the peaceful use of nuclear 
energy. The AECB is dedicated to ensuring that its use by Canadians is 
safe.  In order to establish a regulatory program which is as strong as 
possible in this regard, I have begun to address the issues you 
identified.  Accordingly, the Atomic Energy Control Board would welcome 
continued interaction with the Office of the Auditor General. 
 
While the AECB has primary jurisdiction for ensuring the safe use of 
nuclear energy in Canada, it has developed a cooperative regulatory 
process which involves other federal and provincial departments with 
expertise in such areas as health, environment, transport and labour. 
One of my goals is to review and strengthen the administrative 
arrangements which underpin this cooperative process in order to reduce 
overlap and duplication. Such partnerships would decrease the costs of 
carrying out our respective mandates and ensure that industry is not 
unduly burdened by regulation. 
 
I welcome your observation that the 1946 Atomic Energy Control Act 
requires updating to reflect current circumstances. New legislation 
would provide the platform from which to reassess existing regulations 
and to launch the regulatory initiatives necessary to meet the 
challenges of today, which could hardly have been contemplated in 1946. 
 
I will be working closely with my fellow Board Members, the Advisory 
Committees and the dedicated professional employees of the AECB to 
create an effective and efficient team to control and supervise the 
development, application and use of nuclear energy in Canada, and to 
facilitate active Canadian participation in international measures to 
prevent the proliferation of nuclear weapons. 
 
Yours sincerely, 
 
Dr. A.J. Bishop 
 
94-181P&C/mmt 
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Main Points 
 
16.1  In 1992-93, Correctional Service of Canada (CSC) spent just 
under $1 billion to maintain 12,500 offenders who were incarcerated in 
federal prisons and to supervise another 9,500 offenders who were 
released conditionally into the community.  The average direct cost to 
maintain an inmate in a CSC prison for the purposes of custody and 
rehabilitation was $48,000.  When the costs of capital, the costs of 
national and regional headquarters, and the expenses incurred by other 



departments are included, this average may be as high as $80,000. 
 
16.2  Even though Correctional Service is the agency responsible 
for administering federal prison sentences, it has limited control over 
its inmate population.  Although solutions to many of the accommodation 
problems discussed in this chapter are the responsibility of 
Correctional Service, decisions made by the courts and the National 
Parole Board affect the number of inmates in CSC prisons. 
 
16.3  Federal inmates are housed in prisons of different security 
levels (maximum, medium and minimum) according to the risk that they 
pose.  A well-designed inmate security classification system is 
critical for minimizing the risk to public safety and reducing prison 
operating costs.  We found deficiencies in the design and 
implementation of the Service's security classification processes.  
Correctional Service needs to have accurate and up-to-date information 
on inmates' classification and placement. 
 
16.4  In both 1981 and 1986, we observed significant weaknesses in 
CSC's inmate accommodation planning.  In this audit, we found that the 
Service has continued to favour retrofitting and replacement projects. 
 The Service must spend some of its capital funds to maintain and 
retrofit deteriorating facilities to preserve capacity, but it has not 
performed the required life-cycle cost-benefit analyses to demonstrate 
the merits of this approach.  It has also been slow to consider shared 
accommodation (cells built to accommodate more than one person) as an 
option.  As a result, the Service was only able to increase its total 
capacity by 900 beds while the inmate population grew by more than 
2,000 between 1986 and 1993.  Consequently, double bunking (placing two 
inmates in a cell intended for one person) increased from seven percent 
in 1986 to 24 percent in 1993. 
 
16.5  During the audit, the Service had to address the dichotomy of 
a growing inmate population and dwindling financial resources.  As a 
result, Correctional Service plans to adopt a new double-bunking and 
shared - accommodation policy.  We estimate that increased double 
bunking since the early 1980s has saved the taxpayer about $240 million 
in one-time future capital costs for building new prisons and has 
reduced operating expenses by about $60 million annually.  If the 
Service implements its new policy of allocating up to 25 percent of its 
existing cell capacity for double bunking and shared accommodation, we 
estimate the Service would avoid a further one-time future capital cost 
in excess of $100 million and would save an additional $30 million 
annually in operating expenses.  However, the Service needs to proceed 
with caution because this policy is a major departure from its 
traditional philosophy, and the long-term effects of double bunking and 
shared accommodation on the effectiveness of corrections are still 
unknown.  The Service will also need to revise its long-range 
accommodation plan once this new policy is formally adopted. 
 
Background 
 
Corrections is a large and complex operation 
 



16.6  The Correctional Service of Canada (CSC) was established when 
the former Canadian Penitentiary Service and the National Parole 
Service (then part of the National Parole Board) were merged in 1977.  
The Solicitor General is the Minister in charge of both the 
Correctional Service and the National Parole Board.  Under his 
direction, the Commissioner of Corrections is responsible for the 
custody of inmates at federal prisons and the provision of correctional 
programs aimed at their satisfactory reintegration into society.  As 
stated in Part III of its 1994-95 Estimates, CSC's mission is "to 
contribute, as part of the criminal justice system, to the protection 
of society by actively encouraging and assisting offenders to become 
law-abiding citizens, while exercising reasonable, safe, secure and 
humane control." 
 
16.7  Under the provisions of the Criminal Code of Canada, persons 
sentenced to imprisonment of two years or more are held in federal 
penitentiaries.  Young offenders and those receiving a sentence of less 
than two years are sent to provincial facilities.  During 1993-94, 
Correctional Service had an average population of 12,500 inmates.  (Of 
those inmates, only 250 were female offenders; the issues discussed in 
this chapter, unless specifically indicated, concern only male 
offenders.) In addition, the Service supervised about 9,500 offenders 
who were on day parole, full parole or statutory release. 
 
16.8  In 1992-93, Correctional Service spent just under $1 billion 
and had a staff complement of about 10,000.  Exhibit 16.1 shows the 
breakdown of these expenditures by CSC's major functions: custody, 
rehabilitation and parole supervision. 
 
 
Exhibit 16.1 is not available, see the Annual Report. 
 
 
16.9  Correctional Service spent a total of $620 million on the 
custody of inmates.  That expenditure consisted of: 
 
 • $480 million to secure and accommodate the inmates in federal 
prisons; 
 
 • $120 million for equipment, construction and other capital 
investment; and 
 
 • $20 million for housing inmates in provincial prisons under 
exchange-of-service agreements. 
 
16.10 Correctional Service also spent $215 million on rehabilitation 
programs and services, delivered inside federal prisons and designed to 
reintegrate offenders into society as law-abiding citizens.  In 
addition, $125 million was spent on the supervision of offenders living 
in the community. 
 
16.11 The average direct cost of maintaining an inmate in a federal 
prison in 1992-93 for the purposes of custody and rehabilitation was 
about $48,000 (as shown in the 1994-95 Expenditure Plan of the 



Correctional Service of Canada).  If national and regional headquarters 
costs, expenses incurred by other federal departments and the cost of 
capital were included, we estimate the average cost could go as high as 
$80,000 (see Exhibit 16.2).  Our estimate of the cost of capital is 
based on the assumption that it costs the government $150,000 to build 
an average prison cell, which has a useful life of 25 years, and that 
100 percent of the capital is financed at an interest rate of 6.5 
percent per annum. 
 
 
Exhibit 16.2 is not available, see the Annual Report. 
 
 
16.12 The national headquarters of Correctional Service is located in 
Ottawa.  There are five regional headquarters, 43 penitentiaries and 
about 80 parole facilities (including area and district offices, and 
community corrections centres).  The average age of federal prisons is 
41 years.  Some institutions, such as the Dorchester and Kingston 
penitentiaries, are more than 100 years old.  The average number of 
beds in a federal prison is approximately 300.  The largest prison, the 
Warkworth medium security prison in central Ontario, has 528 beds.  The 
smallest prison, the Elbow Lake minimum security prison in the interior 
of B.C., has only 90 beds. 
 
16.13 Financial restraint continues to place strong pressure on the 
federal public service to find ways to lower costs and improve 
efficiency in all aspects of its operations.  Further reduction of 
funding is a strong possibility and, as a result, Correctional Service 
is aggressively working to streamline its administrative functions and 
to reorient the way it houses inmates. 
 
16.14 During the last two years, Correctional Service has been 
challenged with the implementation of the Corrections and Conditional 
Release Act.  This Act was proclaimed into force on 1 November 1992 and 
radically modernized the law applying to federal corrections.  
According to the new Act, "protection of society" is the paramount 
consideration in all decisions concerning the treatment and release of 
offenders.  This approach affects accommodation requirements, since the 
minimum length of incarceration is increased for certain inmates and 
reduced for others.  CSC's approach to security classification of 
offenders is also affected by the new Act. 
 
Keeping inmates in prisons of different security levels results in 
significant differences in cost 
 
16.15 To perform its basic functions of custody of inmates, 
rehabilitation and parole supervision, Correctional Service must first 
provide accommodation for its inmates.  Inmates need different kinds of 
accommodation depending on the risk they pose to the public, 
correctional staff, and each other.  To meet these needs, the Service 
has classified its institutions into three security or custody levels - 
minimum, medium and maximum.  In addition, there are three other 
specialized types of facilities.  Special Handling Units are super-
maximum security accommodation designed to handle the most difficult 



inmates.  Regional Psychiatric Centres house inmates requiring 
treatment for mental or emotional disorders.  Regional Reception 
Centres are where offenders spend 6 to 10 weeks for initial assessment 
after being sentenced by the courts.  Both the psychiatric and 
reception centres provide multilevel security. 
 
16.16 In 1981, our audit identified CSC's policy of "cascading" inmates. 
 According to that policy, inmates are classified and moved to higher 
or lower levels of security, depending on the progress they make and 
the changing risks they represent, in order to achieve the best result 
at the lowest possible cost.  As shown in Exhibit 16.3, the average 
annual cost per inmate for custody alone in 1992-93 was $56,000 for 
maximum, $36,000 for medium and $31,000 for minimum security.  However, 
the costs per inmate vary significantly among prisons at the same 
security level. 
 
 
Exhibit 16.3 is not available, see the Annual Report. 
 
 
16.17 The cost differential among security levels is due primarily to 
the higher operating costs for the greater staff complement needed to 
supervise and control inmates at each increase in security level, and 
to the higher capital costs for perimeter and building security 
requirements.  Maximum and medium security prisons usually have double 
fences and perimeter intrusion detection systems (electronic security 
surveillance) as well as more expensive concrete block construction.  
Where they differ is in the degree of control exerted on inmate 
movement inside the prison.  Inmate movement in maximum security 
prisons is more stringently controlled than in medium prisons, with 
more staffed posts, thereby necessitating a higher staff-inmate ratio. 
 Minimum security prisons do not use fences or other secured perimeter 
devices, and are usually of less expensive, more residential-type 
construction.  They also have much smaller staff-inmate ratios, on 
average, as fewer barriers and staffed posts are in place. 
 
16.18 Staff represent the largest portion of total correctional costs - 
about 60 percent.  For funding and planning purposes, eight staff 
members are required for every 10 inmates at maximum security prisons, 
seven staff members per 10 inmates at medium security prisons, and five 
staff members per 10 inmates at minimum security prisons.  In practice, 
we found that some prisons employ significantly more (or less) staff 
than the average for their custody level, for various reasons.  
Correctional Service has informed us, for example, that the 
architecture or structural layout and the size of a prison can affect 
the number of staff required to safely manage the inmate population.  
The Service is currently developing equitable resourcing formulae to 
examine the issues related to the large cost variances among prisons of 
the same level of security, as seen in Exhibit 16.3. 
 
16.19 The relatively small average cost differential between the medium 
and minimum security prisons is due in part to the extent of double 
bunking in medium security prisons, which has reduced staffing costs 
significantly. 



 
16.20 Exhibit 16.4  shows the layout of a medium security prison - the 
Bowden Institution.  It has about 240,000 square feet of building space 
and a capacity of 415 cells.  The space serves three principal 
functions: inmate housing; programs and employment; and services and 
administration.  The cell size is small - 75 square feet - which is 
within the range of CSC's prison cell size of 50 to 90 square feet.  
However, inmates spend most of their waking hours outside their cells 
participating in various educational, employment and leisure 
activities. 
 
 
Exhibit 16.4 is not available, see the Annual Report. 
 
 
Audit Objectives and Scope 
 
16.21 The purpose of our audit was to determine whether the Correctional 
Service of Canada has managed its largest activity (custody of inmates) 
with due regard to economy and efficiency.  This involved a review of 
CSC's security classification system and its inmate accommodation 
program, both of which we audited in 1986.  In the current audit of 
security classification, we sought to identify improvements needed that 
could affect both public safety and operating costs. 
 
16.22 In the area of inmate accommodation, we attempted to determine 
whether CSC's accommodation policy and the planning process have 
improved since our audit in 1986.  At that time, we observed that 
Correctional Service needed to document its accommodation policy, to 
improve its planning process and to reduce the imbalance between its 
bed capacity and inmate population at the medium and maximum security 
levels.  We concluded that the Service did not conduct adequate life-
cycle cost-benefit analyses in support of its proposed capital 
projects.  (In a life-cycle cost-benefit analysis, different options 
are analyzed, comparing the total cost (construction and operating 
costs) and total benefit, financial and non-financial, of each option 
over its lifetime.) In addition, the 1986 audit concluded that 
Correctional Service failed to disclose properly all construction-
related expenditures to Parliament. 
 
16.23 The current audit also included a review of CSC's cost-reduction 
initiatives.  The next two chapters report the findings of our audits 
of the National Parole Board and CSC's second major function, parole 
supervision.  We plan to report on the third major function of the 
Service - rehabilitation programs - following an upcoming audit. 
 
16.24 Our audit included interviews with Correctional Service staff and 
a review of documents at both national and regional headquarters.  
During our field work, we visited the five regions and many federal 
penitentiaries.  We also visited the United States Bureau of Prisons 
and several state departments of corrections to identify potentially 
beneficial correctional practices.  In reviewing CSC's security 
classification system, we co-ordinated our work with the Service's 
internal audit group and selected, at random, inmate files in the 



Ontario and Pacific regions for detailed examination. 
 
Observations and Recommendations 
Security Classification and Public Safety 
 
Objective classification is necessary for effective correctional 
management 
 
16.25 Security classification is a critical tool for correctional 
authorities in the management of both risk and cost.  Inmates requiring 
similar levels of control and supervision are classified into groups 
for two reasons.  First, not all inmates require the same security 
restrictions.  Second, inmates tend to present fewer behavioral 
problems if they are confined with inmates similar to them in terms of 
aggressive tendencies and criminal inclination. 
 
16.26 Security classification helps correctional management to minimize 
the number of assaults on both staff and inmates, and the number of 
escapes from prisons.  It also helps management to plan and control the 
costs of correctional operations.  To achieve these benefits, 
classification instruments need to be well designed.  Ideally, they 
should be statistically derived so that they are able to assess 
objectively and quantitatively the risk posed by individual inmates.  
Such classification instruments would ensure consistency in decision 
making and allow for decisions to be more easily monitored.  It is 
recognized, of course, that there must of necessity be some 
professional judgment involved when assessing risk.  However, the 
benefits described above are difficult, if not impossible, to attain if 
the classification instrument uses only subjective, qualitative 
information. 
 
16.27 Once such an instrument is developed, it must be consistently 
implemented and carefully monitored to ensure appropriate application. 
 Accurate and up-to-date classification and placement information can 
then be routinely produced and used to manage correctional risks and 
costs.  Finally, instruments need to be revised periodically, based on 
actual experience, to ensure their continuing validity. 
 
Better use of the Custody Rating Scale could enhance public safety 
 
16.28 Since our last audit in 1986, Correctional Service has developed 
two new instruments for classifying its inmates - one for initial 
classification and another for subsequent reclassification.  In 1987, 
it developed an objective classification instrument known as the 
Custody Rating Scale for initial classification.  This scale uses 
objective and verifiable data to measure the risk that an inmate poses 
with respect to public security and institutional adjustment.  
Actuarial studies were used to identify several factors that, when 
combined, indicate the security level appropriate to the overall risk 
posed by the inmate. 
 
16.29 However, we have concerns about how the Scale was implemented.  
Because the Service is a decentralized organization and its national 
headquarters has never made it mandatory to use the Custody Rating 



Scale, only the Pacific and Quebec regions have used the scale for all 
initial classifications since its introduction in 1988.  The Ontario, 
Prairie and Atlantic regions have only begun to use it in the past 
year.  Two CSC research reports that assessed the implementation of the 
scale show that careful training, better information and tighter 
control are needed to ensure more reliable application.  However, not 
all these issues were addressed when the scale was introduced in the 
latter regions. 
 
16.30 Inmates are sometimes placed in a prison of a different security 
level from their classification.  When that placement occurs for valid 
reasons, such as lack of rehabilitation program vacancies, proximity to 
inmates' family, or a psychologist's report, this is called an 
override.  Other times, it may occur for invalid reasons, such as 
factors already accounted for in the classification instrument.  Among 
correctional authorities, it is commonly agreed that when overrides 
exceed 15 to 20 percent, management must decide whether changes to the 
instrument are necessary or additional training is required. 
 
16.31 Our review of about 100 inmate files revealed an unusually high 
level of overrides in the use of the Custody Rating Scale, at 19 
percent and 36 percent respectively in the Pacific and Ontario regions. 
 We also found that two out of every three overrides applied by case 
management officers in those regions were invalid.  However, up until 
our audit, Correctional Service was not aware of these problems as it 
did not monitor the application of the Scale, including the use of 
overrides. 
 
16.32 Proper security classification is important for public safety.  
CSC statistics indicate that, while an escape from a medium or maximum 
security prison is rare, the number of escapes from minimum security 
prisons has increased steadily from 112 in 1988-89 to 202 in 1993-94, 
as shown in Exhibit 16.5.  In absolute terms, this is an increase of 
about 80 percent over a six-year period; however, on a basis of 
incidents per 1,000 inmates, the rate of escape fluctuates around 100, 
except for 1991-92 when it hit a high of 130.  The Service has informed 
us that most of the escapees were recaptured shortly after escape.  For 
example, 179 of 202 escapees in 1993-94 had been returned to federal 
prisons by the year end.  It appears that escape problems are generally 
under control.  However, we believe that Correctional Service could 
improve its classification practices to further reduce the risk to 
public safety. 
 
16.33 From April 1992 to March 1994, 28 of the 390 escapees committed 
serious offences (robbery, sexual assault and attempted murder) while 
they were illegally at large.  In May 1994, two inmates escaped from a 
minimum security prison in B.C., and were later implicated in a murder 
case in Oregon, U.S.A.  An internal inquiry has concluded that 
inconsistencies in applying security reclassification may have been one 
of the major contributing factors in this case.  A 1992 CSC study of 
escapes from minimum security prisons in Ontario, over a 15-month 
period in 1991-92, revealed that proper use of the Custody Rating Scale 
likely would have prevented 60 percent of those escapes because the 
scale would have classified and placed the inmates in medium security 



prisons.  This clearly indicates that Correctional Service needs to 
review and improve its classification practices. 
 
The reclassification process needs to be made more objective and 
quantitative 
 
16.34 In 1990, Correctional Service developed a security 
reclassification process in anticipation that the new Corrections and 
Conditional Release Act (1992) would require that inmates, after 
initial classification, be reclassified once every 12 months until 
released from federal prisons.  This process considers the risk that an 
inmate poses according to three factors: institutional adjustment risk, 
risk of escape, and risk to public safety if the inmate were to escape. 
 
16.35 The new Act requires that inmates be placed in the least 
restrictive security level consistent with the protection of the 
public, staff and other inmates.  The new Act also requires that other 
factors be considered in deciding where to place an inmate.  These 
factors include the availability of treatment programs, proximity of 
the prison to the inmate's home, and the inmate's cultural and 
linguistic compatibility.  As a result, it is not always possible to 
place inmates in prisons that precisely match their security 
classifications. 
 
16.36 Using one instrument for initial classification and another for 
reclassification is a normal practice.  However, we are concerned that 
Correctional Service uses an initial classification instrument (the 
Custody Rating Scale) that is quantitative and objective, but a 
reclassification process that is qualitative in nature and based almost 
totally on the individual judgment of case management officers.  
Furthermore, unlike the Custody Rating Scale, which is used only by an 
estimated 30 to 40 case management officers at the Regional Reception 
Centres, reclassification is performed by several hundred correctional 
staff working in CSC's 43 prisons.  This extensive use increases the 
likelihood that  problems will arise from the highly judgmental nature 
of this process. 
 
16.37 We found that, because of the highly qualitative nature of the 
reclassification process, inmates with similar risk factors have been 
reclassified and placed in prisons with different security levels.  Our 
file review in Ontario revealed that over 300 downward transfers were 
refused by the receiving institutions on security grounds.  Of these 
refusals, 125 cases (or 40 percent) were upheld by regional 
headquarters.  Based on our review of the experience in other 
jurisdictions, we believe this indicates that there may be a lack of 
confidence in the reclassification process as applied by the sending 
institution.  If the process were made more objective and quantitative, 
the problem of confidence and accountability might be alleviated. 
 
Exhibit 16.5 
 
Escapes from Minimum Security Institutions 
1988-89 to 1993-94 
 



* Data not maintained by the Service for these years. 
 
   88-89 89-90 90-91 91-92 92-93 93-94 
 
Escapes   112   124   142   188   189   202 
Inmate 
 Population 1163  1201  1324  1450  1892  1959 
Per 1,000    96   103   107   130   100   103 
 
Number of 
Violent 
Reoffences 
while 
unlawfully 
at large    *    *    *    *    12    16 
 
Source:  Correctional Service of Canada 
 
Information on inmate classification and placement is needed for cost 
management 
 
16.38 Keeping inmates in prisons with higher security levels than 
necessary is not only more costly but also, according to Correctional 
Service, less desirable for rehabilitation.  Correctional managers need 
accurate and up-to-date information on the number of overplacements and 
the reasons.  This helps to make the necessary operational adjustments 
(for example, providing more program space or reducing security 
measures) to maintain control of capital costs and operating expenses. 
 
16.39 We asked Correctional Service headquarters to provide us with this 
information as of 31 March 1994.  However, we were informed that 
although this information is available in each prison, headquarters 
does not routinely gather these statistics and will not be able to do 
so until the computerized management information system becomes fully 
operational.  In our opinion, the lack of this information in 
headquarters is a very serious problem. 
 
16.40 The results of a survey that Correctional Service conducted for us 
in the summer of 1993, as shown in Exhibit 16.6, illustrate our 
concerns about the cost implication of overplacement.  At that time, 
about 900 inmates were housed in prisons with a security level higher 
than their classification.  Our review of security reclassifications 
for over 100 inmates indicated that there were many inmates residing in 
prisons with a security level greater than the classification that had 
been assigned to them.  While some of these cases were due to factors 
prescribed in the new Act, a significant portion of the cases were due 
to inmates' refusal to be transferred. 
 
16.41 Assuming that the number of overplacements (900) is accurate 
(though this is doubtful given the deficiencies in classification 
discussed above), and that perhaps half of the cases were due to valid 
reasons, then 450 inmates would have been overplaced invalidly.  These 
overplacements appear to have a cost implication of about $6 million 
per year.  However, with the extent of double bunking that exists in 



the federal prisons, the actual cost implication may be smaller. 
 
16.42 Even if all classification problems were resolved, no major cost 
savings would occur overnight.  This is because CSC's operations, like 
other correctional systems, are greatly influenced by the kind of 
prisons it has.  Most of the operating costs are fixed in the short 
term and are difficult to adjust immediately.  Improvements will come 
only if Correctional Service begins to use more accurate and up-to-date 
information in its long-range accommodation planning and to adjust 
accordingly the mix of its prisons by security level. 
 
Exhibit 16.6 
 
Placement of Inmates by Security Classification, 
Summer 1993 
 
* Inmates housed in prisons with security levels equal to their own. 
** An additional 1,600 inmates were housed in multilevel security 
prisons or waiting to be classified, for a total inmate population of 
about 12,500. 
 



                Number of 
         Maximum Medium Minimum   Inmates 
          Security Security Security  by Security 
          Prisons Prisons Prisons Classification 
                of Inmates 
 
Maximum Security Inmates      1,347 *    155  0      1,502 
Medium Security Inmates        474  6,575 *    188  7,237 
Minimum Security Inmates         21    390  1,701 *  2,112 
Number of Inmates by Security 
Level of Prisons       1,842  7,120  1,889     10,851 ** 
 
Source:  Correctional Service of Canada 
 
Reliable data are needed for effective accommodation planning 
 
16.43 As shown in Exhibit 16.7, between 1986 and 1993, Correctional Service changed its bed 
capacity by security level significantly.  Its maximum security capacity was reduced by 1,140 
beds while medium and minimum security capacities were increased by 881 and 664 respectively.  
The trend reflects the philosophy of the Corrections and Conditional Release Act (1992), which 
requires that inmates be placed in the least restrictive environment possible.  However, the 
present prison mix by security level may not reflect the true security requirements, given all 
the deficiencies noted in CSC's classification system, for example, inadequately designed 
instruments, lack of monitoring, and the absence of a reliable management information system at 
present.  The fact that the rate of double bunking varies significantly among the three security 
levels (see Exhibit 16.8) indicates that more accurate data are needed for short-term inmate 
placement and long-range accommodation planning. 
 
 
Exhibit 16.7 is not available, see the Annual Report. 
 
 
16.44 Two Correctional Service research reports, which assessed the implementation of the Custody 
Rating Scale and were mentioned earlier, place further doubt on the reliability of CSC's 
classification system.  The reports concluded that the distribution of inmates by security levels 
resulting from the application of the scale differs significantly from both the actual placement 
of inmates and management targets (see Exhibit 16.9).  The Service needs to reconcile this 
apparent difference as it could significantly affect the determination of CSC's bed capacity 
requirements by security level. 



 
Exhibit 16.8 
 
Distribution of Inmates by Security Level* 
1993 
 
*  Excluding inmates in the Reception Centres. 
 
        Minimum Medium Maximum Total 
 
Bed Capacity  
 Number      2,061 6,792 1,900 10,753 
 % of Total        19    63    18 
 
Inmate Population  
 Number      1,987 7,861 1,918 11,766 
 % of Total        17    67    16 
 
Double-Bunked 
Inmates 
 Number         94 2,198   186  2,478 
 % of Population        5    28    10 
 
Source:  Correctional Service of Canada 
 



16.45 Correctional Service of Canada should overhaul the design and 
application of its security classification system by: 
 
 • providing its staff with additional training on the Custody 
Rating Scale; 
 
 • ensuring that the Custody Rating Scale is applied to all 
initial classifications; 
 
 • redesigning the reclassification process to make it more 
objective and quantitative; 
 
 • monitoring, nationally, the quality of the security 
classification process, including better control over the use of 
overrides; 
 
 • producing accurate and up-to-date information on 
underplacement and overplacement for better management of costs and 
risk; and 
 
 • using this information in its long-range accommodation 
planning. 
 
CSC Response:  The Offender Intake Assessment in its automated form in 
the Offender Management System is scheduled to be in place in November 
1994.  The Custody Rating Scale is part of the Offender Intake 
Assessment and will, therefore, be applied as one element of the 
comprehensive initial assessment.  Training on the elements of the 
Offender Intake Assessment will be incorporated in the Risk Assessment 
Training, which will be provided to all case managers and decision 
makers between October 1994 and March 1995. 
 
CSC's Research Branch has been tasked with the design of an instrument 
for offender reclassification to replace the guidelines that are 
currently in use.  The development of an objective and valid instrument 
normally takes a least one year.  It is planned to have an instrument 
prepared for testing by September 1995. 
 
With the Offender Intake Assessment, including the Custody Rating 
Scale, being integrated with the Offender Management System, it will be 
possible to create automated management information reports to monitor 
usage and overrides at the national, regional and local levels.  This 
information can then be used by managers to improve the quality of the 
assessments for initial penitentiary placement and to forecast space 
requirements by security level. 
 
The inmate security classification level is currently recorded in the 
Offender Management System, as is the level of the institution in which 
the offender resides.  Automated management information reports will be 
developed to record, on an ongoing basis, the security classification 
profile of the inmate population and the differences between the 
individual classification levels and those of the institutions in which 
they are placed (underplacement and overplacement).  This information 
can then be used as an element in the long-range accommodation planning 



for the Service. 
 
It is important to recognize that the Service has not waited and is not 
waiting for these mid- and long-term solutions to address concerns 
about public safety.  In the fall of 1993, the Commissioner required 
every case in minimum security to be reviewed.  Regional Deputy 
Commissioners first reviewed all cases with a history of violence and 
caused to be transferred any case where the minimum classification was 
questionable.  All cases in minimum security institutions have been 
reviewed and those not suitable transferred.  This action was in direct 
response to the Service's commitment to public safety. 
 
Classification instruments need to be revised to ensure continuing 
validity 
 
16.46 There is general consensus among correctional experts that 
classification instruments need to be revalidated every five years 
based on the most current offender population.  The Custody Rating 
Scale was developed using data related to the 1985 federal inmate 
population.  Since then, there have been major legislative and 
demographic changes that may have affected the validity of the scale.  
For example, the Corrections and Conditional Release Act (1992) 
provides that first-time federal offenders convicted of non-violent 
crimes be processed for parole more quickly through an "accelerated 
parole review" process.  Furthermore, the proportion of sex offenders 
in the federal prisons has increased dramatically in recent years.  
Clearly, there is a need for Correctional Service to review the 
continuing validity of the scale. 
 
Exhibit 16.9 
 
Placement of Inmates by Security Level - Implementation of Custody 
Rating Scale in the Quebec and Pacific Regions 
 
15 August 1988 to 15 January 1989 
 
        Minimum Medium Maximum 
 
 
Management Target      15.0%  73.0%  12.0% 
 
Custody Rating Scale     32.3%  61.0%   6.7% 
 
Actual Placement       8.4%  78.9%  12.7% 
 
Source:  Correctional Service of Canada 
 
16.47 We will use the "accelerated parole review" process in the new Act 
to illustrate the importance of updating classification instruments.  
One might assume that Correctional Service would place most of those 
inmates recommended for accelerated release in its minimum security 
prisons.  However, of the 938 inmates released under this provision 
between 1 December 1992 and 31 March 1994, 40 percent came from medium 
security prisons.  This indicates an apparent inconsistency - although 



the Custody Rating Scale does not rate those inmates to be a low enough 
risk for minimum security custody, the Act considers them a low enough 
risk for release on accelerated parole.  We are not suggesting that 
Correctional Service place all such candidates immediately into minimum 
security prisons, but we think the Service needs to re-evaluate the 
scale. 
 
16.48 Many other jurisdictions reclassify their inmates twice a year to 
increase the degree of cascading and thereby reduce their operating 
costs.  Correctional Service could also benefit if it improved the 
timeliness of its security reclassification.  Exhibit 16.10 shows that 
more than half of federal parolees are released from medium and maximum 
security prisons - the norm since 1986.  We believe that if 
Correctional Service were to reclassify its inmates more frequently 
than once a year, for the purpose of cascading to the next lower level 
of security, it could realize considerable savings. 
 
16.49 Correctional Service of Canada should: 
 
 • revise the Custody Rating Scale as soon as possible, using 
the most current data, to ensure its continuing validity; 
 
 • consider including additional factors in the scale to ensure 
more consistency between the inmate security classification system and 
the provision for accelerated parole review; and 
 
 • consider reclassifying inmates more frequently than on an 
annual basis and place more emphasis on the consistency between 
security reclassification and other risk assessment decisions such as 
transfer and parole. 
 
CSC Response:  As noted in the report, the Custody Rating Scale has not 
yet been consistently applied across the country.  It has been used on 
a pilot basis.  It was always intended that its use would be mandatory 
only after the implementation of the Offender Intake Assessment process 
in November 1994.  A data base of adequate size on the use of the 
Custody Rating Scale and its indicators will then exist and enable 
decisions to be made as to which alterations to the scale should be 
made.  The Research Branch has been requested to undertake this study 
as soon as is feasible. 
 
Exhibit 16.10 
 
Number of Paroles by Security Level of the Releasing Prison, 1993 
 



Security Level of the   Day Parole Full parole Total Percent 
Releasing Prison 
 
Maximum       328   161    489    8% 
Medium         2,172   782  2,954   46% 
Minimum         2,072   882  2,954   46% 
 
Total         4,572     1,825  6,397  100% 
 



Source:  Correctional Service of Canada 
 
The question of consistency or correlation between Accelerated Parole 
Review status and individual inmates' security classifications will be 
examined.  The characteristics of those who escape from minimum 
security facilities and of the Accelerated Parole Review group (mainly 
property offenders) show some overlapping factors, such as a high 
probability of recidivism.  However, a more complete examination of the 
question will be conducted. 
 
The minimum requirement for the review of an inmate's security level is 
once per year.  However, in preparation for any critical decision 
relating to the inmate (transfer, temporary absence, conditional 
release), the policy calls for the individual's security classification 
to be reviewed and confirmed or amended.  The results of that review 
are communicated to the person making the decision.  Therefore, many 
inmates are being reclassified more frequently than on an annual basis 
and this information is being linked to other risk assessment 
decisions.  The Risk Assessment Training being delivered to several 
thousand staff, including all case managers and decision makers, prior 
to the end of fiscal year 1994-95, will assist all parties to use the 
information more effectively. 
 
Inmate Accommodation 
 
Correctional Service has limited control over the size of its inmate 
population 
 
16.50 Even though Correctional Service is the agency responsible for 
administering prison sentences, it has virtually no control over the 
number of admissions or discharges from its prison system.  The courts 
decide the number of offenders entering CSC's facilities and the 
lengths of their sentences.  Both these factors affect CSC's inmate 
population.  The National Parole Board (NPB) controls the number and 
the timing of inmates discharged from federal prisons on conditional 
release.  Correctional Service can influence the size of the inmate 
population only by preparing inmates for the earliest possible release 
and by providing the best possible supervision to help prevent those 
released conditionally from returning to custody.  In fact, this effort 
has been CSC's primary corporate objective since 1990.  However, over 
the years, the National Parole Board's rate of granting parole has 
fluctuated and affected CSC's ability to achieve its objective.  It is 
very difficult for the Service to project accurately the future inmate 
population. 
 
16.51 To manage inmate accommodation effectively, Correctional Service 
must maintain an appropriate balance between demand (number of inmates) 
and supply (number of beds).  It must use its capital funds judiciously 
to supply the greatest number of beds for the funds available to meet 
the demand of an increasing number of inmates.  Exhibit 16.11 shows 
that, between 1986 and 1993, although CSC's inmate population grew from 
10,500 to 13,200, its own cell capacity increased only from 11,656 to 
12,061. 
 



 
Exhibit 16.11 is not available, see the Annual Report. 
 
 
16.52 In our 1986 audit, we observed that Correctional Service had been 
double bunking its inmates "to overcome temporary shortages of 
accommodation" (seven percent of the total inmate population were 
double bunked).  According to CSC's statistics, the rate of double 
bunking increased to 14 percent in 1992 and 24 percent in 1993.  It is 
important to note that although the total inmate population was below 
the total bed capacity until 1992, double bunking still occurred.  This 
was because the distribution of prison beds by region and by security 
level did not match the location and security needs of inmates. 
 
16.53 The 1994-95 long-range accommodation plan of Correctional Service 
shows that the rate of double bunking will increase even further, to 
more than 30 percent in the year 2002 (see Exhibit 16.11).  These 
forecasts, however, will change when Correctional Service revises its 
long-range plan to reflect its new proposed policy concerning double 
bunking and shared accommodation. 
 
16.54 Canada is not the only nation that has experienced the problem of 
prison overcrowding.  According to "Basic Facts About Corrections in 
Canada", 1993 Edition, in 1992 Canada had an incarceration rate of 130 
(the number of adults and juveniles in either federal or provincial 
prisons per 100,000 population).  This compares with 330 in the United 
States and 92 in the United Kingdom (see Exhibit 16.12 for further 
details).  Canada and the United States are two countries that have 
experienced more serious prison overcrowding problems. 
 
 
Exhibit 16.12 is not available, see the Annual Report. 
 
 
16.55 The high rate of incarceration in the United States is due, in 
part, to its "get tough on crime" and "war on drugs" policies.  In many 
parts of the U.S., double bunking is the norm rather than the 
exception.  In many states, in order to alleviate severe overcrowding 
problems in the prisons, the courts have ordered prison authorities to 
let some "old" inmates go prior to normal release date so "new" inmates 
can be admitted. 
 
Correctional Service did not carry out life-cycle cost-benefit analyses 
to support its accommodation decisions 
 
16.56 Correctional Service has developed a simple process for planning 
inmate accommodation using a supply-demand model.  Exhibit 16.13 
illustrates its annual accommodation planning process.  This process 
compares demand (number of inmates in planning years) with supply 
(number of beds available) in order to determine where shortfalls are 
most likely to occur, by both region and security level.  After 
completing this process, regional headquarters develops strategies to 
address the shortfall of bed capacity.  The options considered by the 
regions include: 



 
 • adding capacity by enlarging an existing prison; 
 
 • adding capacity by building a new prison; or 
 
 • purchasing capacity through exchange-of-service agreements 
(ESAs). 
 
16.57 ESAs are federal-provincial agreements by which the federal 
government purchases bed space in provincial prisons for use by its 
inmates.  In addition, Correctional Service has changed the designs of 
its prisons and construction specifications to maximize the efficient 
use of its capital resources.  As a theoretical framework, CSC's 
accommodation planning process is logical. 
 
16.58 Within a period of eight years, from 1986-87 to 1993-94, 
Correctional Service spent a total of $807 million in capital funds for 
various purposes: 
 
 • $58 million was spent on completing two new prisons (Atlantic 
and Port Cartier) for which construction started prior to 1986-87; 
 
 • $200 million was directed to major projects to preserve 
assets and to projects that replace or expand cell capacity in the 
existing prisons; 
 
 • $323 million went to minor construction and maintenance 
projects that did not materially affect cell capacity.  Most of these 
projects were delegated to the regions and they included installing 
improved security systems, constructing and modifying facilities to 
meet administrative, program and operational requirements in existing 
prisons, as well as retrofitting common service facilities outside 
prisons; 
 
 • $180 million was used for equipment purchases; and 
 
 • $46 million was for capital contributions to the provinces 
for additional cell capacity under various exchange-of-service 
arrangements. 
 
16.59 As a result of these expenditures, the Service had, between 1986-
87 and 1993-94, refurbished or replaced about 1,400 cells, added 1,300 
new cells (500 in the two new prisons and 800 through capacity 
expansions) and secured another 500 beds through exchanges of service 
with the provinces.  But when the 900 beds that were withdrawn because 
of closures of prisons, such as Laval penitentiary, are taken into 
account, the Service only achieved a net increase of 900 beds in its 
rated capacity during an eight-year period when the inmate population 
grew by more than 2,000. 
 
16.60 Maintaining and retrofitting older facilities preserves existing 
capacity.  CSC's capital infrastructure has deteriorated over time and 
has periodically required urgent attention.  This may explain, in part, 
the tendency to retrofit.  Although Correctional Service conducted 



condition surveys and prepared master development plans for its 
prisons, it did not produce life-cycle cost-benefit analyses to support 
its decisions despite a requirement to do so by both its own and 
Treasury Board's policies.  This weakness was commented on in both the 
1981 and 1986 Reports of the Auditor General. 
 
16.61 One explanation for CSC's retrofit policy is that building new 
prisons can become politicized as part of regional socio-economic 
development considerations and can involve lengthy approval processes. 
 The "lead time" required in constructing a new prison is often more 
than seven years.  Therefore, retrofitting has become a common practice 
for Correctional Service to avoid that lengthy and uncertain process.  
The retrofit projects at the Kingston Penitentiary and the Dorchester 
Penitentiary are examples of this practice (see Exhibit 16.14 - Case 
Study 1-1). 
 
16.62 We also found that in the Kingston retrofit the region had 
channelled a significant amount of the funds under its control to 
supplement the completion of the retrofit.  Although the scope of both 
headquarters and regional retrofit work was defined in the Treasury 
Board submission, only the cost for the former was provided.  Inclusion 
of the total cost would have provided the Treasury Board and Parliament 
with more complete information for decision making.  Details of this 
practice are also provided in Exhibit 16.14 - Case Study 1-2.  We are 
concerned that CSC documents do not clearly indicate what is and what 
is not included in the scope of these capital projects.  We believe 
that if regional funds are to be used in a retrofit project, they need 
to be clearly identified and included in the life-cycle cost-benefit 
analysis of options. 
 
Exhibit 16.14 
 
Case Study 1:  The Need for Life-Cycle Cost-Benefit Analysis 
 
1 - 1.  Retrofit of the Dorchester Institution 
 
In 1981, Correctional Service launched a detailed cost-benefit 
comparison of two options for the Dorchester Institution in New 
Brunswick: constructing a new institution on the same site or 
redeveloping the existing facilities.  CSC documents indicate that 
during the preparation of the report, a ministerial direction "to 
maintain the status quo" was received.  As a result, two additional 
options were included in the study: maintaining the status quo at 
either the current capacity or at a reduced capacity. 
 
The study concluded, "As a result of comparable life-cycle costs, 
significantly superior qualitative response to requirements and minimal 
associated risk, it is recommended that Dorchester Institution be 
replaced with a new institution."  The study argued that a redeveloped 
institution would require 302 person-years to operate while a brand-new 
facility would require only 260 person-years.  The 42 person-year 
differential amounted to $915,600 per annum, or $23 million over a 
period of 25 years, while an additional incremental capital expenditure 
of $6 million would be required to build a new facility. The study also 



concluded that the maintenance of the status quo would not address 
existing operational deficiencies.  In addition, it pointed out that 
keeping things "as is" would cost a premium of $1 million per year to 
support the ongoing capital construction program, over and above the 
costs associated with a new institution.  However, as internal 
documents indicate, Correctional Service was subsequently directed to 
maintain the status quo (no retrofit and no new institution). 
 
To maintain the status quo for the next seven years, from 1983 to 1990, 
 the Service spent $20 million on various capital projects such as 
upgrading fire and safety systems and reroofing the buildings.  About 
$9 million of this amount was required for the regular ongoing minor 
capital program.  In December 1991, the Service received Treasury Board 
approval to proceed with the retrofit of Dorchester at a total 
estimated cost of $19 million.  The retrofit involved 222 cells and 
altered the function of some of them from general purpose to 
psychiatric treatment and special needs.  Correctional Service did not 
conduct a new life-cycle cost-benefit analysis in 1991 to support its 
decision to retrofit Dorchester. 
 
Phase one of the retrofit was completed in 1994, at a total cost of $19 
million.  The Service is proposing to proceed with phase two of this 
project, which would retrofit another 200 cells, at an additional cost 
of $8 million.  This means that by the time the retrofit is completed, 
the total cost will be about $47 million or over $114,000 per bed. 
 
The 1981 study concluded that the operating cost of the retrofitted 
Dorchester would be higher than that of a new prison.  Today, the 
custody cost per inmate at Dorchester, at $66,000 per year, is the 
highest among CSC's medium security prisons.  This cost figure 
substantiates the 1981 departmental cost-benefit study that forewarned 
Correctional Service of the higher operating costs associated with the 
retrofit option. 
 
1 - 2.  Retrofit of the Kingston Penitentiary 
 
Kingston Penitentiary has been in operation since 1835.  Many of its 
site services and buildings have deteriorated to the point where 
breakdowns are frequent, maintenance is costly and a total system 
failure could occur.  Many old buildings and systems do not meet 
today's fire and safety standards, and the existing program space is 
insufficient and substandard. 
 
In June 1990, the Treasury Board approved CSC's submission to retrofit 
the Kingston penitentiary at a total estimated cost of $43 million.  
The submission stated that the cost of retrofitting would be less than 
one half the cost of building a brand-new facility, which was estimated 
to be between $80 and $100 million.  However, as was the case with 
Dorchester Penitentiary, Correctional Service did not conduct a life-
cycle cost-benefit analysis to compare all feasible options, such as 
constructing a new single or shared accommodation multilevel 
institution with the same or an increased capacity.  The proposed scope 
of work includes the complete retrofit of the institution's sewage, 
electrical, mechanical and fire safety systems; extensive modifications 



to the hospital; renovations and additions to the psychiatric treatment 
capacity; and the reconstruction of the interior of an old building to 
provide additional, modern program space. 
 
A review of CSC's files indicates that the cost to complete the 
Kingston retrofit by 1996-97 will be $58 million, not $43 million as 
shown in the submission to the Treasury Board.  The Ontario region has 
spent $15 million from its own regional capital budget for such 
projects as the upgrading of the institution's stone walls and the 
replacement of its outdated windows and roofs.  In addition, we note 
that before Treasury Board approval in 1990, Correctional Service had 
already spent approximately another $16 million since 1983 on various 
capital projects at this site.  About half of this amount was required 
for the regular ongoing minor capital program.  Thus, the total cost of 
retrofitting the Kingston Penitentiary amounts to $66 million.  
However, the Treasury Board has never been informed of this total cost. 
 
Correctional Service has informed us that a cost-benefit analysis was 
done in 1982, which concluded that the low annual operating cost of the 
institution made the retrofit option more economical than constructing 
a new prison.  However, CSC's 1990 submission to the Treasury Board did 
not refer to this study and the Service has not been able to provide us 
with a copy of this analysis. 
 
16.63 At a number of locations, such as Millhaven in Ontario and 
Drummondville in Quebec, CSC's original plan was to build more than one 
prison (of different security levels) to achieve economies of scale and 
lower operating costs by sharing common services, such as water, sewage 
and electrical systems.  However, political decisions have reduced 
CSC's ability to realize savings by co-locating new institutions at 
these sites (see Exhibit 16.15 - Case Study 2). 
 
Exhibit 16.15 
 
Case Study 2.  Inability of Correctional Service to Optimize the Co-
Location Option 
 
2 - 1.  Port Cartier and the Drummondville Site 
 
In March 1983, Correctional Service proposed the construction of a 
protective custody institution, at a capacity of 249 beds, to be built 
adjacent to the existing medium security institution in Drummondville, 
Quebec.  This proposal would allow the Service to take advantage of the 
infrastructure (water, sewage, etc.) that had already been installed at 
that site and to realize an economy of scale for common services and 
administration.  However, the decision was made in 1985 to build the 
proposed protective custody institution at Port Cartier, at the same 
capacity, instead of at Drummondville.  The building of the institution 
at Port Cartier was not based on need but on non-program 
considerations, such as providing economic benefits to a depressed 
area.  As reported in our 1986 Report, the impact of this decision was 
that it increased the one-time construction cost by $11 million and the 
annual operating costs by $3 million. 
 



2 - 2.  The New Medium Security Institution for Ontario and the 
Millhaven Site 
 
In 1991, Correctional Service proposed the construction of a new 400-
bed, low-medium security institution, at a cost of $60 million, based 
on a projected inmate population increase. The new institution was to 
be located at the same site as the Millhaven and Bath Institutions.  
The site is already fully serviced.  This location would allow the new 
institution to take advantage of existing common services, including 
water, sewage and electrical systems.  An internal study indicated that 
building the new medium security institution at this location would 
save $10 million in development and construction costs and $2 million 
annually in operational costs. 
 
However, in August 1992, after alternative sites outside the Millhaven 
area were evaluated, the Minister directed that the new institution be 
built next to the Beaver Creek Institution in central Ontario.  This 
proposal represented a $7 million increase in the budget to cover the 
costs of constructing water, sewage and electricity facilities that, 
unlike the Millhaven site, are not available at the site.  Although the 
Treasury Board approved the new proposal, it has not provided the 
additional funding.  Correctional Service will have to find this extra 
$7 million through internal reallocation of its capital funds. 
 
16.64 The only documented life-cycle cost-benefit analysis produced by 
Correctional Service was in 1981.  It indicated that retrofitting an 
old facility would be more expensive than constructing a new facility 
at the existing location.  Ten years later, the retrofit approach is 
likely to be an even more expensive option, because of further 
deterioration of the facility and the introduction of government 
regulatory requirements including handicapped accessibility, fire 
protection and air quality standards. 
 
16.65 Studies by other jurisdictions, including the U. S. National 
Institute of Corrections, indicate that retrofitting a large facility 
is usually a more expensive option than building a new prison.  The 
decision to renovate or to build a new facility requires comparison of 
the conditions, problems and resources that are unique to each project. 
 Each comparative analysis should consider not only the costs (both the 
initial capital costs and the operating costs) but also the benefits 
(both financial and non-financial) over the life cycle of the prison.  
This is particularly important because construction costs are only a 
minor portion of the total life-cycle costs of a facility.  Without 
adequate cost-benefit analyses, Correctional Service does not know if 
it is applying its capital and operating resources in the most cost-
effective manner. 
 
16.66 Correctional Service is presently contemplating the retrofit of 
several prisons, including Ste-Anne-des-Plaines prison and the 
Saskatchewan penitentiary, once again without conducting the required 
life-cycle cost-benefit analyses.  This could lead to life-cycle costs 
higher than those associated with new construction and could limit 
CSC's ability to increase its bed capacity. 
 



16.67 Correctional Service of Canada and the Treasury Board should agree 
on a specific cost-benefit model and apply this model in evaluating all 
future accommodation projects of the Service.  As a minimum, this model 
should: 
 
 • identify all feasible options: retrofit, replacement, new 
construction and exchange-of-service arrangements with the provinces; 
 
 • assess the impact of double-bunking and shared-accommodation 
strategies; 
 
 • capture all capital and operating costs, including regional 
capital funds; 
 
 • assess both monetary and non-monetary benefits such as job 
creation; and 
 
 • apply appropriate life-cycle costing methodology, including 
the appropriate discount rates. 
 
CSC Response:  Correctional Service of Canada has already initiated 
work to develop an approval process and a guideline and checklist to 
ensure that life-cycle cost-benefit analyses of all feasible 
accommodation options, including double bunking, are both conducted and 
documented.  By virtue of being life-cycle cost benefits, these 
analyses will include capital and operating costs.  Regional capital 
funds will also be included, though by the nature of maintenance work, 
they will of necessity be an estimate only.  Correctional Service does 
wish it understood, however, that while formal life cycle reports have 
not been produced, the availability of exchange-of-service agreement 
options and the assessment of operating costs, based on such things as 
analysis of the number of "posts" (staff) to operate a given design, 
are and have been factors routinely considered in retrofit decisions.  
These considerations are in addition to building condition surveys, 
facility development plans and renovation feasibility analyses. 
 
Is one inmate per cell still a realistic goal? 
 
16.68 Until recently, Correctional Service has had a de facto policy of 
providing a single cell for each inmate in its custody.  Historically, 
it considered double bunking "correctionally unacceptable" and viewed 
the practice as only a temporary measure.  As a result, the Service has 
continued to plan and build cells designed for one inmate only.  It has 
never considered shared accommodation as an alternative, or developed a 
written policy for the management of double bunking.  Ironically, 
despite its opposition to double bunking, the Service has been forced 
to double bunk an increasing number of inmates in small cells designed 
for one person.  Some of the cells that are currently double bunked are 
only about 60 square feet; others, including those at the Kingston and 
Saskatchewan penitentiaries, are as small as 48 square feet. 
 
16.69 Correctional Service is planning to increase its capacity by more 
than 2,000 cells, at a total cost of about $470 million over the next 
five years.  However, this additional capacity will not be adequate to 



accommodate the predicted increase in the numbers of inmates.  The 
Service projects that, by the turn of the century, the number of 
double-bunked inmates will be about 30 percent across the prison 
system. 
 
Correctional Service has proposed a double-bunking and shared-
accommodation policy 
 
16.70 Because of diminishing resources and an increasing inmate 
population, certain jurisdictions in the United States, including the 
U.S. Federal Bureau of Prisons and several state departments of 
corrections, have been forced to adopt a double-bunking policy with a 
view to increasing capacity and minimizing capital and operational 
costs.  Studies by the U.S. General Accounting Office indicate that 
double bunking does not have a significant negative impact on the risk 
to inmate safety or public security.  It found that if such a policy is 
carefully planned and implemented, negative results, including strains 
on common services and restricted programming capability, can be 
managed.  However, the long-term impact of shared accommodation on 
correctional operations in the U.S. has not been assessed. 
 
16.71 During the audit and at our urging, Correctional Service began to 
re-examine its accommodation policy and, specifically, double-bunking 
issues.  As a result, it recognized that double bunking is no longer a 
marginal or temporary measure, and has proposed both double bunking and 
shared accommodation as viable, long-term strategies.  The draft policy 
suggests that double-bunking and shared-accommodation options will be 
used where possible.  Regions are encouraged to be both innovative and 
creative.  Their goal is to make one quarter of all cells into double 
bunking or shared accommodation (the "one-quarter target") in each 
security level. 
 
16.72 The draft policy also proposes that Correctional Service review 
the way it allocates its resources, recognizing that additional costs 
will be incurred for supervision, provision of services, work 
opportunities and treatment programs in prisons where double bunking 
and shared accommodation occur.  First priority will be given to 
regional requests that have the most double-bunked and shared-
accommodation cells.  All new minimum and medium security accommodation 
will be built with cells suitable for shared accommodation. 
 
The potential for cost avoidance could be substantial, but ... 
 
16.73 If Correctional Service implements this new strategy of double 
bunking and shared accommodation, it could avoid spending large sums of 
capital funds constructing new prisons in the future.  In fact, because 
of fiscal restraints and inmate population increases, the Service has 
been forced into double bunking since the early 1980s.  This has 
allowed Correctional Service to avoid a potential expenditure of about 
$240 million in one-time future capital costs and to reduce operating 
expenses by about $60 million annually, based on the number of inmates 
double bunked in 1993 (3,170).  This amount is based on the estimates 
that, for each inmate double bunked, the Service can avoid a one-time 
construction cost of $150,000 and realize an annual saving in operating 



expenses of $38,000.  The latter figure is based on CSC's data that 
show that the incremental cost of keeping a second inmate in a cell is 
$10,000 per year, compared to an average cost of $48,000 per year for 
single-bunked inmates. 
 
16.74 If the "one-quarter target" in the proposed policy were applied to 
CSC's present capacity, it would create 900 additional beds immediately 
and would allow an additional 900 inmates to be double bunked.  As a 
result, the Service could avoid further one-time future capital costs 
of $135 million and save $34 million more in operating expenses per 
year.  When the Service applies this new policy to revise its long-
range accommodation plan, it could lead to changes in some of the 
construction and expansion projects that are on the planning board.  
For example, the need for the construction of the new Ontario medium 
security prison, at a cost of $63 million, could be reassessed and 
possibly deferred or postponed. 
 
16.75 There is a need to proceed with caution, however.  The practices 
of double bunking and shared accommodation are a major departure from 
CSC's traditional philosophy.  So far, few problems attributable to 
double bunking have been reported but many issues have yet to be 
assessed.  In preparation, Correctional Service has formed a task force 
to address the following issues: 
 
 • the development of standards, guidelines and procedures for 
managing double bunking and shared accommodation in its institutions; 
 
 • provision of clear assumptions for long-range accommodation 
planning; 
 
 • development of resourcing formulae and funding strategies for 
double bunking and shared accommodation; and 
 
 • establishment of an evaluation framework for assessing the 
long-term effects of double bunking and shared accommodation on 
correctional objectives. 
 
16.76 To make its proposed policy effective, Correctional Service will 
need to invest a portion of the capital costs avoided through the 
double-bunking policy to upgrade certain services, including sewer and 
water systems, and to provide additional staff, support services and 
programming funds.  Therefore, the potential for capital avoidance and 
savings in operating costs will be dependent on the extent to which the 
Service is able to meet its "one-quarter target".  It is currently 
conducting a prison-by-prison review to determine how the new policy 
will be implemented and what the precise financial and operational 
impacts of the policy will be. 
 
16.77 In addition, other stakeholders, including employee unions and 
advocacy groups, have opposed any double-bunking policy and practice.  
Correctional Service will need to address their concerns. 
 
Correctional Service of Canada needs to review its exchange-of-service 
policy 



 
16.78 By signing exchange-of-service agreements (ESAs) with the 
provinces, the federal government secures additional accommodation 
spaces in provincial prisons to house federal inmates.  The use of 
these agreements increased dramatically in 1986.  There were a number 
of reasons for this - overcrowding in federal prisons, a moratorium on 
the construction of new federal prisons due to general fiscal restraint 
within the federal government, and increased priority on federal-
provincial co-operation.  Since then, ESA payments have soared - from 
$1.8 million in 1986-87 to about $20 million per year today. 
 
16.79 The agreements add about 500 beds (or about four percent) to CSC's 
capacity.  However, the average use has dropped to about 270 beds in 
1992-93, with the greatest decrease in the Prairie region.  This means 
that one half of the beds subject to ESAs have not been used 
effectively, while overcrowding remains a problem in the federal 
system.  Furthermore, in the last three years, about $2 million has 
been paid for beds in the Ontario and Pacific regions that were 
guaranteed but have not been used by Correctional Service. 
 
16.80 Correctional Service informed us that it established with the 
Treasury Board, in 1992, operational guidelines for the management of 
all exchange-of-service agreements.  As each ESA becomes due for 
renegotiation, the Service will conduct a comprehensive review, 
including cost-benefit analysis, to determine the level needed from 
that ESA to support its long-range accommodation requirements. 
 
Capital and accommodation planning processes need to be better 
integrated 
 
16.81 In 1986, we observed that Correctional Service had given the 
regions more autonomy to plan for their own accommodation needs.  
However, the planning process, as a whole, was neither centrally 
monitored nor controlled.  A national unit to co-ordinate the planning 
process now exists but co-ordination still needs to be improved. 
 
16.82 The responsibilities for accommodation planning continue to be 
distributed among several organizational units within Correctional 
Service: 
 
 • Research and Statistics provides multi-year population 
forecasts. 
 
 • Regions determine capacity shortfalls and develop regional 
plans to address any shortfalls that may exist. 
 
 • Operational Planning and Resource Analysis assesses regional 
plans and develops the long-range accommodation plan. 
 
 • Technical Services plans, constructs and maintains 
facilities. 
 
 • Correctional Operations plans and manages the exchange-of-
service agreements, an integral part of the accommodation strategy. 



 
16.83 In terms of financial responsibility, Technical Services controls 
most of CSC's capital funds, which grew from $92 million in 1987-88 to 
$140 million in 1993-94.  The regions control about one quarter of that 
total for minor projects.  They use the funds to preserve CSC's 
capacity by maintaining, repairing, modifying or restoring existing 
facilities. 
 
16.84 In summary, although the responsibilities for the management of 
accommodation planning and control of capital expenditures have been 
specified, the overall authority has not been clearly assigned to any 
one unit. 
 
16.85 Correctional Service of Canada should designate a full-time senior 
executive to be responsible for all accommodation-related functions, 
including capacity planning, capital budgeting and the development of a 
clearly articulated master accommodation and capital expenditures plan. 
 
CSC Response:  The Correctional Service of Canada is in the process of 
conducting a major downsizing and reorganization, one feature of which 
is a better integrated corporate planning process under a single head. 
 Accommodation planning is part of this exercise.  The resultant plans 
will include life-cycle cost estimates in support of accommodation 
options. 
 
16.86 Once the new double-bunking and shared-accommodation policy is 
formally adopted, Correctional Service should revise its long-range 
accommodation plan to reflect the principles of this new policy. 
 
CSC Response:  This will be done.  In the interim, the current long-
range accommodation plan is being prepared based on anticipated levels 
of double bunking and shared accommodation. 
 
Cost-Reduction Initiatives 
 
Correctional Service is taking steps to reduce overtime and other 
administrative costs 
 
16.87 In our 1986 Report, we observed that Correctional Service did not 
have the means to measure and control the use of overtime in its 
institutions.  It has since implemented an overtime management system 
and reduced its overtime cost from 9.5 percent of its total salary 
expense in 1985 to about seven percent in 1993. 
 
16.88 As part of the incremental, across-the-board budget reductions, 
CSC's contribution to fiscal restraint measures is $83 million from 
1992 to 1997.  Accordingly, as of July 1993, Correctional Service has 
launched a comprehensive review of all areas of its management, 
administration and operations.  The review includes an examination of 
the roles and structures of national and regional headquarters, 
management processes, legal and regulatory requirements, facility 
modifications and program and service delivery.  The review is expected 
to result in changes that will mean savings of about $83 million. 
 



16.89 In addition, the Service has undertaken a study to develop 
methodology to allocate resources on a more equitable basis among its 
various operating units.  CSC's efforts will ensure better utilization 
and greater efficiency and we support them. 
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National Parole Board 
 
Assistant Auditor General:  David Rattray 
Responsible Auditor:  David Brittain 
 
Main Points 
 
17.1  On an average day, there are approximately 6,500 federal 
offenders serving a portion of their sentence in the community on day 
or full parole.  The National Parole Board, established in 1959, is 
responsible for authorizing the release of these offenders on parole.  
National Parole Board members have a very difficult job to do.  Six to 
eight times during a day of hearings, Board members must attempt to 
assess whether an offender's risk is manageable in the community.  This 
assessment is complex and crucial - particularly in light of the 
general acknowledgement that it is difficult to predict, with any 
certainty, whether an offender will commit another offence after 
release.  Moreover, before making their decision, Board members have 
only a short time to read and digest large amounts of information on 
the offender, some of which may be incomplete or even contradictory. 
 
17.2  Good members are essential.  Given the importance of the job, 
it is essential that the Board have good members.  Thus it is also 
essential that the selection process be open to all suitable 
applicants, with selection based upon the applicant's skills and 
abilities.  While improvements have been made to the selection process, 
in our view it could be strengthened further.  Specifically, it is 
important that part-time members be subject to the same selection 
process as full-time members.  In addition, the government requires 
professional advice on the suitability of applicants for appointment to 
the Board. 
 
17.3  The Board needs to review its operations.  How the Board 
operates contributes directly to the quality of the decisions it makes. 
 Accordingly, we believe that the Board needs to ask itself a number of 
key questions about its operations: 
 
•What on-the-job training could it provide to members that would help 



them to better meet their responsibilities? 
 
•How can it evaluate how well Board members are performing on an 

individual level? 
 
•What information and feedback does it need to provide to members on 

the outcome of their decisions? 
 
•What is the best way to ensure that individual members and the Board 

as a whole can learn from past mistakes, and what can be done 
to identify and deal with recurring problems? 

 
•How is it measuring its performance, and could it develop better or 

more comprehensive measures to assess how well it is doing 
(the quality of decisions)? 

 
•Is the time allocated to dealing with a given offender related to the 

risk he poses to the community? 
 
•Does it know enough about using current models for predicting risk? 
 
•Given that information is the cornerstone of its work, what can it do 

to reduce the quantity and improve the quality of information 
that Board members receive? 

 
We believe that carefully considered answers to these questions would 
contribute greatly to improving the operations of the National Parole 
Board. 
 
Introduction 
 
17.4  On an average day in Canada, more than 9,000 offenders are 
serving the final portions of their federal criminal sentences in the 
community.  Approximately 6,500 of these offenders were released on 
parole by the National Parole Board.  The remaining 2,500 offenders 
were released automatically, by law, after having served two thirds of 
their sentences. 
 
17.5  The decisions to parole offenders are made by up to 45 full-
time members of the National Parole Board as well as part-time Board 
members (complement of 62 in May 1994).  All are appointed by the 
Governor in Council.  A support staff of 300 employees located at 
national headquarters and in five regional offices assists them in 
carrying out their duties (see Exhibit 17.1).  In 1994-95, the total 
budget for the National Parole Board is $25.8 million. 
 
 
Exhibit 17.1 is not available, see the Annual Report. 
 
 
17.6  The National Parole Board is one element in the Canadian 
criminal justice system.  Many others may have dealt with an offender 
before he faces the Board, including teachers, social workers, 
psychologists, police, Crown attorneys, judges, provincial prison 



staff, provincial probation and parole officers and Correctional 
Service of Canada penitentiary staff (see Exhibit 17.2). 
 
 
Exhibit 17.2 is not available, see the Annual Report. 
 
 
(In this document we refer to offenders in the masculine form.  This 
reflects the profile of federal offenders; about 98 percent are male.) 
 
17.7  The National Parole Board is an independent administrative 
tribunal.  Under the Corrections and Conditional Release Act, enacted 
in 1992, the National Parole Board has the authority to: 
 
 • grant parole or temporary absences to federal inmates; 
 
 • establish conditions for temporary absences, parole and 
statutory release; 
 
 • revoke any release if the offender does not abide by the 
conditions of release, reoffends, or is likely to reoffend; and 
 
 • order an offender detained in prison until the end of his 
sentence. 
 
Historically, most offenders have spent part of their sentence in the 
community 
 
17.8  Parole was introduced to Canada with the enactment of the 
Ticket of Leave Act in 1899.  This legislation gave broad discretionary 
powers to a Minister of the Crown to grant parole.  Over the years, 
parole has been granted for a variety of reasons: to show mercy, 
facilitate rehabilitation and allow for a supervised transition back 
into the community. 
 
17.9  In 1959, the National Parole Board was created and given the 
authority to grant parole.  The Parole Board was originally associated 
with the National Parole Service, which was established to provide case 
preparation and parole supervision.  In 1977, the National Parole 
Service was merged with the Canadian Penitentiary Service to form the 
Correctional Service of Canada.  This left the National Parole Board as 
an independent decision-making body.  The Board relies on the 
Correctional Service for most of the information it receives concerning 
offenders, and for the supervision of offenders in the community.  
Therefore, it is important that they have a good working relationship. 
 
17.10 In addition to parole, other forms of early release are available 
to offenders in Canada.  An offender is released automatically after 
serving two thirds of his sentence.  This form of release, called 
statutory release, was introduced by the Corrections and Conditional 
Release Act in 1992.  Statutory release replaced forms of release in 
existence since 1868.  An offender can also be released by authority of 
the Governor in Council on the basis of clemency via the Royal 
Prerogative of Mercy.  This form of release, in existence since 



Confederation, is used infrequently today. 
 
Most offenders will be released eventually 
 
17.11 When handing down a prison sentence, a judge will generally 
specify the length of that sentence.  In 1992-93, 84 percent of 
offenders in federal penitentiaries had sentences with a fixed term.  
For these offenders, release is, generally, automatic at the statutory 
release date (a small proportion of offenders are held in custody until 
the end of their sentence).  The National Parole Board may authorize 
release of offenders prior to the statutory release date as shown in 
Exhibit 17.3. 
 
 
Exhibit 17.3 is not available, see the Annual Report. 
 
 
17.12 The remaining 16 percent of inmates had life or indeterminate 
sentences.  For these offenders, release is completely at the 
discretion of the National Parole Board.  They could, presumably, spend 
the rest of their lives in a penitentiary. 
 
17.13 Board members may grant parole if, in their opinion, the offender 
will not pose an undue risk to society while on parole and parole will 
help the offender's reintegration into society.  In making a decision 
whether to parole an offender, safety of the public is the paramount 
consideration. 
 
The National Parole Board conducts approximately 24,000 reviews of 
federal offenders a year 
 
17.14 The National Parole Board conducts approximately 24,000 reviews of 
federal offenders a year (based on 1992-93 records).  These are either 
"paper" or "panel" reviews.  The former is a review of the 
documentation provided by the Correctional Service.  The latter 
includes a review of that documentation and an interview with the 
offender. 
 
17.15 Reviews can be divided into three basic categories: 
 
 • pre-release reviews:  after which the offender may be 
released; 
 
 • detention reviews:  after which the offender may be ordered 
kept in prison until the end of his sentence; and 
 
 • post-release reviews:  after which the offender's release may 
be revoked or the release conditions changed. 
 
17.16 The National Parole Board creates a file for each offender, which 
contains information prepared by a variety of agencies.  Information 
generated by police agencies concerns the preparation and laying of 
criminal charges.  Other information, originating from Crown attorneys 
and the courts, includes trial transcripts, victim impact statements, 



presentence reports and judges' sentencing remarks.  A record of the 
offender's criminal history, including convictions and dropped charges, 
comes from the Canadian Police Information Centre.  The Correctional 
Service prepares information and analysis on the offender's past and 
present behaviour, and forwards it to the National Parole Board for 
inclusion in the file (see Exhibit 17.4). 
 
 
Exhibit 17.4 is not available, see the Annual Report. 
 
 
Parole release decisions are often based on two to three hours work by 
Board members 
 
17.17 The pre-release hearing is the most common review.  An offender 
seeking parole appears before a panel of two or more Board members in 
the penitentiary where the offender is serving his sentence.  Before 
meeting the offender, Board members review the information on file in 
the National Parole Board offices.  They spend from one to one and a 
half hours the day before the hearing reviewing each file.  The hearing 
lasts a similar length of time.  Therefore, the decision to release an 
offender is often based upon work done by two Board members in two to 
three hours each. 
 
17.18 Board members normally hear six cases a day, although this may 
vary by region and type of review.  The Prairie region, for instance, 
schedules eight hearings a day because of greater travel distances. 
 
17.19 At the hearing, Board members interview the offender and 
Correctional Service staff to determine whether the offender can be 
safely managed in the community.  There are no prescribed rules of 
evidence or limits on the information that Board members may consider. 
 However, information must be pertinent to assessing both the 
likelihood that an offender will re-offend and the risk that the 
offender presents to the community. 
 
17.20 In assessing an offender's suitability for release, Board members 
are guided by the National Parole Board Decision Policy developed in 
1988.  Board members must consider certain factors, such as: 
 
 • details of the offence, criminal history record and role of 
drugs or alcohol; 
 
 • whether the offender has taken programs in the institution to 
help him deal with the problems that led to his criminal behaviour; 
 
 • whether the offender has sufficient understanding of his 
criminal behaviour; and 
 
 • whether the proposed release plan can adequately control the 
offender and help deal with his needs. 
 
17.21 In making their decision, Board members are bound by the duty to 
act fairly.  Offenders are to be provided with the information used to 



make the decision, the reasons for the decision, as well as the 
opportunity to appeal any decision. 
 
Making parole decisions is difficult 
 
17.22 The decision to parole an offender is a difficult one.  Board 
members grant parole knowing that some released offenders could commit 
crimes of violence.  Yet, they deny parole knowing that spending 
additional time in a penitentiary could make the offenders' eventual 
release to society even riskier. 
 
17.23 Making decisions about whether or not to grant parole involves 
review of files of large quantities of information concerning 
offenders.  This information is, at times, contradictory, confusing and 
unclear.  Board members review the files and note the key risks and 
needs of the offender.  They must assess the recommendations of 
corrections professionals as to the suitability of an offender for 
parole. 
 
17.24 Each offender has a different story and different needs, and will 
present different risks to the community.  Many offenders will have 
built up a case for parole based on their behaviour in the 
penitentiary.  Board members must consider that good institutional 
behaviour is a poor indicator of behaviour on parole.  Many offenders 
are unable to express themselves clearly, and Board members must phrase 
their questions and interpret responses carefully to properly 
understand these individuals and their concerns.  At the same time, 
Board members must be wary of offenders who are able to answer 
questions convincingly while downplaying the level of their criminal 
behaviour. 
 
17.25 Board members grant day parole twice as often as they deny it.  
The reverse holds true for full parole (see Exhibit 17.5).  National 
Parole Board decisions have agreed with Correctional Service 
recommendations 85 to 90 percent of the time. 
 
 
Exhibit 17.5 is not available, see the Annual Report. 
 
 
17.26 When released on parole or statutory release, an offender must 
report to the Correctional Service parole office in the area where he 
goes upon release.  The parole officer must monitor the offender's 
behaviour to ensure that he has not become an unacceptable risk to the 
community.  The parole officer is also responsible for helping the 
offender reintegrate into the community as a law-abiding citizen.  If 
the offender either breaches the conditions of his release, or commits 
another offence, the parole officer can suspend his parole or statutory 
release and return him to custody.  Subsequently, the parole officer 
can cancel the suspension or return the offender to a federal 
penitentiary, where a review will be held by the Board to decide if the 
offender will be allowed to continue his release in the community. 
 
Most parolees never return to federal penitentiary 



 
17.27 During the ten-year period ending 31 March 1988, there were 17,444 
full parole releases of which 26 percent were revoked.  In comparison, 
during the same period, there were 29,458 statutory releases of which 
46 percent were revoked (see Exhibit 17.6).  Releases are revoked for a 
variety of reasons, including a return to criminal activity, a breach 
of a release condition or as a preventive measure. 
 
 
Exhibit 17.6 is not available, see the Annual Report. 
 
 
17.28 Some of the offenders who have incurred new charges while on 
parole or statutory release have been charged with crimes of violence. 
 A National Parole Board analysis shows that, from 1975 to 1986, 130 
offenders committed homicide while on full parole or mandatory 
supervision (the precursor of statutory release).  Of those offenders, 
32 percent were parolees. 
 
17.29 Although the National Parole Board may be able to improve its 
process over time to lessen the likelihood of a parolee committing a 
crime, no system will be able to eliminate reoffending. 
 
National Parole Board's general comments 
 
Chapter 17 of the Auditor General's Report provides a clear outline of 

the operations of the National Parole Board.  It recognizes the 
complexity of the task performed by its members and supports the 
notion that even though no exercise of human judgment can ever be 
infallible, it is essential to ensure the best possible 
appointment process, the appointment of the most qualified 
candidates, good training programs, and well-defined policies and 
procedures to support the decision-making process.  It also offers 
practical and pertinent recommendations to improve the quality of 
decision-making functions and to improve the process for arriving 
at the best decisions possible. 

 
Several of the recommendations contained in the Auditor General's 

Report raise issues about which the Chairman has made comments 
since his appointment.  The National Parole Board considers this 
analysis as an opportunity to be pro-active since, in its view, 
the recommendations are extremely pertinent and relevant to the 
areas that need to be addressed. 

 
Audit Scope 
 
17.30 The audit of the National Parole Board focussed on whether the 
Board has the members, information and management systems necessary to 
carry out its mandate concerning public safety.  Particular emphasis 
was placed on the assessment of risk to public safety by the Board.  
The audit addressed the following questions: 
 
 • Does the selection process provide the Board with suitable 
members? 



 
 • Are Board members properly trained? 
 
 • Are Board members given appropriate feedback on their 
decisions and is their performance properly evaluated? 
 
 • Does the National Parole Board receive adequate information 
(including mental health and young offender records) from the 
Correctional Service, police, courts and others to enable it to make 
effective decisions? 
 
 • Does the National Parole Board have adequate information to 
assess its performance? 
 
17.31 The National Parole Board's responsibility includes provincial 
offenders in seven provinces and two territories.  Our audit did not 
examine this aspect of the Board's operations. 
 
Observations and Recommendations 
 
Appointment and Development of Board Members 
 
The best-qualified people need to be appointed to the National Parole 
Board 
 
17.32 There is public concern that the process for appointing Board 
members has resulted in the appointment of some who do not have the 
abilities and skills needed to do the job.  In our audit of the 
National Parole Board we did not examine the quality of the current 
complement of Board members.  We did, however, consider whether the 
appointment process was the best possible for the selection of capable 
Board members. 
 
17.33 The work of the Board is demanding and often involves high-risk 
decisions.  Board members exercise significant influence on public 
safety each time they make a decision to parole an offender.  In making 
decisions, Board members must be able to analyze documents prepared by 
corrections professionals, weigh various professional opinions, 
interview offenders and arrive at an independent decision and support 
it in writing.  Furthermore, they have only two to three hours per case 
to carry out their tasks and decide whether to release an offender. 
 
17.34 Board members are Governor-in-Council appointments selected "to 
hold office during good behaviour" for periods as long as 10 years.  
The legislation in effect at the time of our audit makes it difficult 
to dismiss Board members.  In fact, no member has ever been formally 
dismissed.  Legislation currently before the House of Commons proposes 
the creation of a dismissal mechanism.  All of these factors emphasize 
the need to appoint only the best-qualified people to the Board in the 
first place. 
 
17.35 In order to bring forward the best-qualified people, it is 
important that the process be open and based on merit.  Openness 
increases public awareness and gives suitable candidates a chance to be 



considered for appointment.  A process based on merit fosters the 
selection of people capable of making crucial decisions concerning 
parole. 
 
17.36 There has been a public perception that the selection process was 
closed and not necessarily merit-based.  While many good appointments 
have been made, there is the appearance that some members were selected 
because of factors unrelated to their ability to do the job. 
 
17.37 National Parole Board officials told us that the process has not 
consistently provided the Board with suitable members.  The Board has 
had to compensate for members who do not have the experience and skills 
necessary to do the job.  We noted, for example, that the scheduling of 
panel hearings attempts to ensure that "weak" members are teamed with 
"strong" members whenever possible.  However, the heavy workload of 
Board members often makes such scheduling difficult.  Thus, there is no 
guarantee that weak Board members will not decide on difficult cases. 
 
17.38 In the fall of 1993, the government made a number of changes to 
the process.  Board member vacancies are now advertised in the Canada 
Gazette, and advertisements contain broadly defined criteria.  Job-
specific criteria were also developed to screen candidates.  We were 
further advised that this new process was used to choose full-time 
Board members in 1994, all of whom have a criminal justice background. 
 
17.39 While there is no requirement to interview candidates, 
parliamentarians can call appointees before the House of Commons 
Standing Committee on Justice and Legal Affairs (Committee) to examine 
their qualifications.  We observed that one of the most recent 
appointees selected in 1994 had appeared before the Committee.  
Although the Committee has no authority to veto an appointment, it does 
provide a forum for external scrutiny of appointees. 
 
17.40 While we are encouraged by these changes, we believe that more 
improvements are needed.  For example, the changes to the appointment 
process need to also apply to part-time members, since they make a 
significant portion of the decisions. 
 
17.41 There are other agencies and tribunals that currently seek 
recommendations on the competence of applicants.  For example, the 
government receives independent advice from a committee on the 
suitability of applicants for appointment to the federal judiciary.  We 
noted that a committee was struck in the selection of the present 
Chairperson of the National Parole Board.  We were encouraged by this 
initiative, as such an approach can provide the Minister with the best 
possible advice on appointments. 
 
17.42 The government should continue to build on current improvements to 
the appointment process by seeking professional advice on the 
suitability of applicants to ensure that the process is open and merit-
based.  As well, the same selection process should apply to part-time 
members. 
 
Board's response:  Board Members are appointed by the Governor in 



Council and, to that extent, the National Parole Board does not make 
final decisions on the appointment process. 
 
However, we would like to describe the process that was followed for 
the recent appointment of the National Parole Board's Chairman.  The 
appointment resulted from a rigorous selection process that involved 
the publication of the vacancy in the Canada Gazette, followed by an 
initial interview with short-listed candidates by a three-member 
selection Committee of senior government officials, and a personal 
interview of finalists by the Solicitor General who subsequently 
submitted his recommendation to the Governor in Council. 
 
A similar process is being set up for the appointments of full-time and 
part-time members; in addition to the process already initiated of 
advertizing full-time positions in the Canada Gazette, we are now 
reviewing all applications for full-time as well as for part-time 
appointments against the identified criteria, with particular emphasis 
on knowledge and experience in the criminal justice system.  Subsequent 
to this initial screening, all short-listed candidates will be 
interviewed by a selection committee composed of senior government 
officials, including the Chair or the Executive Vice-Chair of the 
National Parole Board.  The names of the most qualified candidates, in 
the committee's view, will be referred to the Solicitor General for 
consideration and recommendation to the Governor in Council. 
 
Furthermore, the National Parole Board is now seeking professional 
advice in refining the selection criteria and developing a framework 
and guidelines for the personal interviews with the selected 
candidates.  We wish to ensure that the interview will indeed serve to 
identify the candidates with the best experience, expertise and skills 
required to perform the difficult task of risk assessment. 
 
Orientation of Board members needs to be improved 
 
17.43 Many Board members have had no previous experience in the criminal 
justice system.  To do their jobs effectively, new Board members need 
two types of information.  First, they need a knowledge of the Board's 
operation, the mechanics of the parole hearing process and their role 
and responsibilities.  Second, to understand the predictions and 
assessments of corrections professionals, they require knowledge of the 
criminal justice system and behavioral sciences. 
 
17.44 When they are appointed, Board members receive a comprehensive 
orientation binder.  It contains materials on the mandate of the 
National Parole Board and the role and responsibilities of Board 
members.  It also includes materials on current issues in criminal 
justice and the behavioral sciences.  The contents of the binder form 
the key element of a study program that is self-taught, with guidance 
from a regional trainer. 
 
17.45 New Board members have two weeks to study and assimilate the 
materials contained in the orientation binder.  We were informed by 
Board members that a two-week period is only enough time "to master the 
basic survival skills", which include understanding the mandate of the 



National Parole Board, the roles and responsibilities of Board members, 
and the mechanics of conducting a hearing.  It is highly unlikely that 
background information on the criminal justice system and the 
behavioral sciences can be absorbed in this limited time.  As well, 
Board members are given limited exposure to penitentiaries, parole 
offices and half-way houses prior to starting their duties. 
 
17.46 After the orientation period, new Board members sit in on hearings 
as observers, and then are teamed with experienced Board members.  The 
National Parole Board provides Board members with ongoing training 
based on perceptions of their general needs.  For example, in the 
spring of 1994, all Board members received a three-day course on risk 
assessment.  Other training initiatives have focussed on topics such as 
family violence and aboriginal issues.  However, these sessions are not 
directed to the needs of individual Board members.  As a result, they 
can not necessarily compensate for deficiencies in the knowledge and 
skills of individual members. 
 
17.47 The National Parole Board should strengthen the development of 
Board members through improved training.  Training should attempt to 
ensure that, before commencing their duties, Board members gain the 
appropriate knowledge of their role and responsibilities, the 
operations of the Parole Board, the criminal justice system and 
relevant behavioral sciences. 
 
Board's response:  The National Parole Board agrees fully with the 
recommendation.  It is expected that the enhanced selection process 
introduced by the government and supported by the Board's new interview 
process will result in the appointment of more Board members who 
already have some knowledge of the criminal justice system and relevant 
behavioural sciences, and that the training will be focussed 
increasingly on risk assessment in regard to specific types of 
offenders. 
 
The government has made a commitment to enhanced training for Board 
members, as reflected by the Minister's statement in tabling proposed 
amendments to the Corrections and Conditional Release Act (Bill C-45). 
 The Chairman of the Board has reinstated national training sessions, 
which provide an opportunity for the members from all five regions to 
meet for professional development purposes.  The next session will take 
place in February 1995. 
 
The Board has given considerable attention to the issue of training in 
the recent past.  We have developed a series of training modules and 
adopted a national training framework that has increased the initial 
orientation program for Board members from five days to ten days.  All 
regions conduct Board members' continuing training workshops during the 
year and, in the fiscal year 1993-94, a three-day training session, 
based on a behavioural science approach to risk assessment, was 
provided within each region, to all full-time and part-time Board 
members. 
 
The training of newly appointed Board members, and their ongoing 
training and professional development, have normally been resourced 



from within the Board's existing budget levels.  We recognize the need 
and benefit of increasing training opportunities and we will continue 
to seek improvements in this regard.  However, without the provision of 
additional resources, the Board will be unable to achieve fully the 
desired results that further training would promote. 
 
The Board lacks mechanisms to provide members with feedback on their 
decisions 
 
17.48 Board members require feedback on their performance to encourage 
them to develop their decision-making skills.  This feedback should 
include measures that promote self-assessment of decisions, as well as 
an appraisal process.  Currently, feedback is extremely limited.  If an 
offender commits a violent offence while on parole, the Board members 
involved will be acutely aware of that case.  However, Board members do 
not generally hear about less spectacular parole "failures" except 
through post-suspension hearings.  Success stories are rarely reported. 
 
17.49 We found that in the Pacific region, some progress has been made 
in providing ongoing feedback.  Board members are informed of an 
offender's status six months after parole is granted.  Members are told 
whether the offender is still on parole, or has successfully completed 
parole.  If the offender has been returned to federal custody, that 
fact is reported along with the circumstances surrounding his return. 
 
17.50 The National Parole Board should develop mechanisms to provide 
feedback to Board members, including information on their successes and 
failures. 
 
Board's response:  The National Parole Board is in full agreement with 
the recommendation and recognizes that it needs to ensure that Board 
members have access consistently to information on the outcome of the 
decisions they have rendered.  With the support of the new Offender 
Management System, we are in the process of developing a Management 
Information System that will assist in this regard. 
 
While the recommendation is very pertinent, we would like to stress 
that the successes or failures of offenders released to the community 
are not always and exclusively the result of Board members' decisions. 
 The quality of the information that is available to the members at the 
time they render the decision, the quality of the supervision provided 
in the community, as well as the offender's ultimate choice to lead a 
law-abiding life or to return to a previous pattern of criminal 
behaviour are all factors that impact the ultimate success or failure 
of the offender's time on conditional release. 
 
It is recognized that in developing mechanisms to better inform Board 
members, as well as the organization in total, both individual and 
corporate performance will be enhanced. 
 
The performance of Board members needs to be appraised 
 
17.51 The National Parole Board has no formal system for appraising 
Board members.  As a result, it does not appropriately identify and 



deal with Board members who are not performing properly.  At one time, 
an appraisal process existed, but it was abandoned because evaluations 
were considered to have no impact on poor performers.  This is 
partially due to Board members being appointed "to hold office during 
good behaviour." 
 
17.52 The Corrections and Conditional Release Act establishes the 
position of Vice-Chairperson for each division of the Board.  These 
individuals are responsible for "the professional conduct, training and 
quality of decision-making of the Board members" assigned to their 
region.  However, the Vice-Chairperson, like other Board members, is a 
Governor-in-Council appointee and has no additional powers to support 
the role of Vice-Chairperson.  As a result, a Vice-Chairperson has 
limited authority over other Board members.  This is particularly true 
where the Vice-Chairperson's connections with the government are 
considered weaker than those of the Board member to be appraised. 
 
17.53 In the absence of a formal appraisal system, informal mechanisms 
for assessing Board members' performance are used.  In the Quebec 
region, for example, the Regional Vice-Chairperson attends hearings to 
evaluate the Board members conducting the hearing.  In other regions, 
the Regional Vice-Chairperson or Regional Director (see Exhibit 17.1) 
evaluates performance by reviewing written decisions or listening to 
tapes of hearings. 
 
17.54 The National Parole Board should establish a formal mechanism to 
evaluate Board members' performance on an annual basis. 
 
Board's response:  The National Parole Board agrees with the 
recommendation.  In June 1993, the National Parole Board adopted the 
following mandate for its newly established Professional Standards 
Committee: 
 
 - to develop and maintain a code of ethics and professional 
conduct; 
 
 - to advise on the Board's professional training and 
development program, training standards, and the Board's annual 
training plans; 
 
 - to establish mechanisms to support the Vice-Chairperson's 
responsibilities for quality control and for monitoring and evaluating 
the training needs of members; and 
 
 - to advise on the planning and priorities for national Board 
training and professional standards workshops. 
 
A draft code of professional conduct has been approved and we are 
currently in the process of developing specific performance criteria 
and appraisal mechanisms so that the performance of all Board members 
will be evaluated once every year. 
 
Improving the Quality of Board Decisions 
 



17.55 In 1988, the House of Commons Standing Committee on Justice and 
Solicitor General noted that "the National Parole Board is only as good 
as its decisions."  To improve the quality of its decisions, the Board 
needs to learn from its past successes and failures.  It also needs 
good measures of its performance.  As well, it should assess the 
feasibility of improving its decision-making process.  Our audit has 
suggested that improvements in all three areas may aid the Board in its 
efforts to continuously improve the quality of its decisions. 
 
Lessons learned from investigations of individual decisions require 
wider distribution 
 
17.56 The National Parole Board, by itself or with the Correctional 
Service, investigates decisions involving the release of offenders who 
commit high-profile, violent offences while on parole.  These 
investigations are designed to identify causes of problems and to 
propose needed improvements.  In our audit, we examined 63 of these 
investigations and found them to be comprehensive and rigorous attempts 
to detect problems and determine their underlying causes.  Conclusions 
and recommendations were communicated to those involved in the cases, 
and attempts were made to change policies and procedures if 
appropriate.  However, the National Parole Board does not communicate 
the lessons learned from these investigations to all Board members.  
Thus we question whether the full benefit of the investigations is 
being realized. 
 
17.57 There have been some limited attempts to provide Board members 
with this type of information.  For example, in the Ontario region, 
during a training session on risk assessment, two investigations were 
used as case studies for identifying potential risks.  Such efforts are 
valuable in improving risk identification. 
 
17.58 The National Parole Board should clearly and concisely communicate 
significant lessons learned from its investigations to all Board 
members. 
 
Board's response:  The National Parole Board agrees with the 
recommendation and recognizes that we need to have a more consistent 
approach to communicate the lessons learned from the investigation 
reports.  Currently, reports on investigations and inquiries are 
reviewed by a Case Audit and Review Committee, which adopts an action 
plan for each recommendation.  We are now in the process of developing 
a comprehensive plan that will serve to ensure that all such reports 
are not only distributed more consistently to all Board members and 
staff, but that they are also discussed with the members and used as 
training aids.  We shall also ensure that the results of investigations 
that reference the Board's policies and operations will be carefully 
reviewed. 
 
The National Parole Board does not examine all investigations to 
identify recurring problems and systemic weaknesses 
 
17.59 After an investigation has been completed, the National Parole 
Board does a follow-up to ensure that the resulting recommendations 



have been implemented.  However, the Board does not systematically 
review all investigations to determine whether problems are recurring 
from investigation to investigation. 
 
17.60 In our examination of 63 investigations conducted by the Board, we 
determined that a number of broad factors had reappeared in certain 
incidents over several years, including: 
 
 • flawed decision making by Board members; 
 
 • inadequate use of risk-assessment techniques; and 
 
 • lack of adequate information from police, courts or the 
Correctional Service. 
 
17.61 The National Parole Board should institute a review of all past 
investigations as a management tool to improve identification and 
treatment of recurring problems or systemic weaknesses. 
 
Board's response:  The National Parole Board agrees with this 
recommendation.  We are currently in the process of conducting a 
comprehensive review of all reports from internal investigations and 
Boards of inquiries to identify areas that need to be addressed by way 
of policy or training.  The results will be circulated to all Board 
members and will also be used for reference in the appraisal of Board 
members. 
 
The National Parole Board needs to develop better ongoing performance 
measures 
 
17.62 The National Parole Board has limited measures of its performance. 
 As a result, it is difficult for the Board to assess the success of 
its decisions or identify areas where improvement is needed. 
 
17.63 We noted earlier that the Board conducted an analysis of offenders 
convicted for homicides committed while on full parole or statutory 
release from 1975 to 1986.  That analysis is not regularly updated, 
though the Board is now undertaking a similar study.  There is 
currently no management information system in the Board that provides 
this type of information on an ongoing basis. 
 
17.64 The National Parole Board's main measure of performance is the 
rate of recidivism.  The definition of recidivism most relevant to the 
Board is the return of an offender to federal penitentiary by 
revocation of parole or statutory release.  As the overall recidivism 
rate has remained roughly stable throughout the 1980s, it may be too 
broad an indicator to be truly helpful to management. 
 
17.65 We suggest that the National Parole Board could develop other 
performance measures that would better enable management to determine 
if Board members are making "good" decisions.  These measures could 
include: 
 
 • recidivism rate for the first year after release; 



 
 • recidivism rate by type of revocation (for example, breach of 
conditions, non-violent reoffence, violent reoffence); 
 
 • recidivism rate by category of offender; 
 
 • recidivism rate by region; 
 
 • recidivism rate for cases where the National Parole Board 
releases an offender, though the Correctional Service has not 
recommended release; 
 
 • violent crimes committed while offenders are on release; and 
 
 • successful completions of release. 
 
17.66 In addition, these measures should be placed in context by 
comparison to other jurisdictions, to the general population and over 
time.  These changes would permit effective monitoring of the Board's 
performance on an ongoing basis. 
 
17.67 The Board together with the Correctional Service have developed 
the Offender Management System, which was designed, among other things, 
to provide the Board with the management information it requires.  
Difficulties involving its implementation to date have not allowed it 
to fulfil this necessary function. 
 
17.68 The National Parole Board should develop better measures of its 
performance. 
 
Board's response:  The National Parole Board agrees with this 
recommendation.  We have already developed a comprehensive document 
that identifies the information required by management to assess our 
performance.  We are working with the Correctional Service of Canada to 
resolve the problems with the Offender Management System in order that 
we may better utilize its intended applications. 
 
The National Parole Board needs to review its operations 
 
17.69 The Board needs to review many aspects of its operations to 
improve its decision making.  The Board may have become a "prisoner" of 
its own files, and it needs to look for better ways to do its work.  
Given the workload of the Board, it is important that it focus its 
resources on those cases that most warrant them.  In its scheduling, 
the Board provides additional time for offenders with life sentences 
and those referred for detention.  For the remainder, the amount of 
time and effort is dependent on the discretion of the individual 
members assigned. 
 
17.70 During our audit, we were unable to find evidence that Board 
members consistently focus their efforts on higher-risk cases.  In 
fact, our observations showed us that Board members may spend as much 
time and effort on a non-violent offender with a short sentence as they 
spend on a violent offender with a long sentence.  Therefore, we 



believe that the Board needs to review its operations in a number of 
fundamental areas.  In so doing, the Board might want to consider: 
 
 • How can the identification of high-risk cases be improved to 
better focus effort and skills on those cases? 
 
 • Is the amount of time spent on parole reviews appropriate? 
 
 • Is it necessary to have pre-release hearings for all 
offenders? 
 
 • Is it feasible to delegate further release authority to the 
Correctional Service (as is done in other jurisdictions)? 
 
 • Is the Board's Decision Making Policy, developed in 1988, 
still appropriate? Can it be improved? 
 
 • Are there changes to the profile of Board membership that 
might improve its effectiveness; for example, is the current extensive 
use of part-time members appropriate? 
 
17.71 The Board should review how it carries out its operations to 
determine whether time and effort are appropriately focussed. 
 
Board's response:  The National Parole Board agrees with this 
recommendation.  We must point out, however, that some areas of concern 
identified by the authors of the Report cannot be addressed without 
legislative changes:  for example, pre-release hearings for all 
offenders; delegation of authority to the Correctional Service of 
Canada; and profile of Board membership, particularly in regard to the 
extensive use of part-time members.  As part of the government's 
program and agency review exercises, we are reviewing our legislation 
with a view to making recommendations for changes in these and other 
areas. 
 
With respect to some of the other points raised in the report, for 
example, better focus on high-risk cases, and improvement to the 
Board's Decision Making Policy, we would like to comment that we are 
currently in the process of reviewing our decision policies with a view 
to developing a more efficient tool to assist Board members in their 
decision-making functions.  Furthermore, as indicated in our response 
to the recommendation in 17.78, a joint NPB/CSC Task Force has been 
established to ensure that issues of mutual concern to both agencies 
are addressed and appropriate measures are taken to ensure the most 
efficient approach to decision making. 
 
Information for Decision Making 
 
17.72 Good decision making requires good information.  Many past 
investigations of the National Parole Board have indicated that the 
lack of key information has led to the release of dangerous offenders. 
 However, more information is not necessarily better.  It may not 
result in better decisions. 
 



17.73 We are concerned that Board members are "drowning" in information. 
 National Parole Board files are often voluminous and contain some 
information that does not necessarily help Board members to decide 
whether an offender will be a manageable risk in the community.  
Therefore, while we have identified additional information needs, we 
believe that any efforts to increase information must be combined with 
an attempt to structure it in a way that facilitates decision making by 
Board members. 
 
The National Parole Board continues to need further information on the 
criminal history of offenders 
 
17.74 The lack of information in offenders' files from police, courts, 
mental health officials, and young offenders' records has been cited in 
past reviews, both internal and external, as contributing to the 
release of dangerous offenders.  As part of this audit, we reviewed 89 
pre-release decisions made in 1993 and found that all but one file 
contained either police or court information.  Although the presence of 
this information indicates an improvement from the situation noted in 
previous reviews, further improvements are needed, particularly with 
respect to the inclusion of court information.  In the Atlantic region, 
for example, many files did not contain judges' comments.  We have been 
advised that negotiations are in progress to rectify this situation. 
 
17.75 National Parole Board files include a copy of an offender's adult 
criminal history, but frequently do not contain information of any 
criminal history as a young offender.  In assessing the likelihood that 
an offender will reoffend, Board members must know not only the 
circumstances of the current offence but also past criminal behaviour. 
 As well, for certain types of offences, the age at which the first 
offence occurred is an important indicator of risk.  For example, the 
National Parole Board may be faced with two offenders who have 
identical adult criminal records.  Both may be first-time federal 
offenders, with extensive provincial adult criminal records involving 
break and enter.  Both are imprisoned for sexual assault.  However, one 
may have a young offender record for break and enter only, while the 
other may have a young offender record for break and enter as well as 
convictions for sexual assault.  Without knowledge of their records as 
young offenders, these two offenders could be seen by the Correctional 
Service and the National Parole Board as posing similar risks to the 
community. 
 
17.76 Although the National Parole Board and the Correctional Service 
have the right to use young offender records, they are often unaware 
that such a record exists.  The existence of a record may be discovered 
because of a reference to it in other documents in the file, or the 
offender may volunteer that it exists.  Even when the existence of a 
young offender record is known, the record may have been destroyed.  
The period of retention of young offender records depends on the 
severity of the offence and whether there has been a subsequent crime-
free period of five years. 
 
17.77 The situation is similar for the mental health records of 
offenders.  The National Parole Board can use mental health records for 



purposes consistent with their original use, for example, in helping to 
assess an offender's risk to the community.  However, there is no 
formal mechanism to inform the National Parole Board that these records 
exist.  The issue of sharing such information is currently being 
pursued by a federal-provincial task force. 
 
17.78 The National Parole Board, with its partners in the criminal 
justice system, should ensure that relevant information regarding an 
offender's criminal behaviour, including young offender records and 
mental health history, is available and included in the National Parole 
Board files. 
 
Board's response:  Although the National Parole Board agrees that it 
requires the best, most complete and accurate information to render its 
decisions, it must be clarified that the responsibility to obtain such 
information for the National Parole Board falls within the purview of 
the Correctional Service of Canada (Sections 23, 24 and 25 of the 
Correctional and Conditional Release Act). 
 
At the present time, there exists no comprehensive tracking system for 
young offenders' records.  We share the concern of the Auditor General 
that such information is not routinely made available for decision-
making purposes. 
 
Notwithstanding the above, problem areas in regard to the quality of 
the case preparation material are identified and discussed regularly 
between the National Parole Board and the Correctional Service of 
Canada through regional and national Interlinkages Committee meetings. 
 In addition, recently a joint NPB/CSC Task Force was established to 
conduct a comprehensive review of the information required by the 
National Parole Board for its decision making.  A series of 
recommendations resulted from this first meeting, and action plans were 
developed with specific time frames for implementation.  The members of 
the Task Force intend to meet twice a year to ensure that problems are 
identified and solutions sought at the earliest possible moment. 
 
The National Parole Board requires better information from the 
Correctional Service 
 
17.79 Progress summary reports.  While the Board has a great deal of 
information on file, much of it is repetitive.  In addition, the sheer 
bulk of the files can lead to important information being obscured.  To 
help Board members in reviewing an offender's case, the Correctional 
Service prepares a progress summary report.  Although this report 
should provide Board members with essential information in a format 
that permits an efficient, straightforward review, the report is a 
multipurpose document that does not fully meet the needs of Board 
members.  It often contains non-essential information (for example, an 
offender's leisure activities) and does not present the information in 
a format compatible with the needs of Board members.  While neither of 
these flaws would necessarily lead to a bad decision, a better-designed 
report to meet Board members' needs would help them carry out their 
reviews. 
 



17.80 Benefit of programs.  Board members are required to decide if the 
programs taken by an offender in prison have addressed his criminal 
risk and needs.  Correctional Service case management officers are 
required to provide information to Board members concerning programs an 
offender has taken in prison and the benefits derived from them.  Our 
file review suggests that Board members generally know which programs 
an offender has taken in the institution.  However, they often do not 
know what (if any) benefit that the offender has received from 
programs.  We are unable to say whether this lack of information stems 
from: 
 
 • deficiencies in the way the Correctional Service prepares 
cases; 
 
 • deficiencies in how program benefits are evaluated; or 
 
 • a lack of tools for determining the benefits of programs 
taken in a prison setting. 
 
17.81 Because of this lack of information, Board members are often 
required during a review to make their own assessment of the benefit of 
programs.  We question whether this is a reasonable expectation to 
place on Board members. 
 
17.82 Community assessments of release plans.  The Correctional Service 
is required to present a release plan to the National Parole Board.  
The plan must indicate: 
 
 • where the offender wants to go when he is released; 
 
 • which halfway house is prepared to accept him (if the 
application is for day parole); 
 
 • the proposed programs or treatment that the offender will 
receive if released; and 
 
 • additional conditions required to manage the offender while 
he is on parole. 
 
17.83 The release plan is prepared by a case management officer 
stationed in the institution where the offender is imprisoned.  Then 
the plan is forwarded to the parole office in the community where the 
offender wishes to be released.  Parole officers are asked to check the 
release plan with certain people in the community.  These may include 
police, family, halfway house staff, program providers and victims.  
The feedback parole officers receive is included as part of a community 
assessment that is forwarded to the case management officer who 
originally prepared the plan. 
 
17.84 Parole officers must also provide their own assessment of the 
suitability of the proposed release plan as part of the community 
assessment.  In addition, if the parole officer believes that the plan 
was inadequate or the offender was not suitable for release, changes to 
the plan are suggested.  Our review showed that community assessments 



often do not include this overall assessment.  As a result, the 
National Parole Board is making decisions without appropriate input 
from those who will manage the offender if parole is granted. 
 
17.85 As these examples illustrate, the Board requires better 
information from the Correctional Service.  However, while the Board 
depends on the Service for information, it is not powerless.  The Board 
can refuse to conduct certain reviews if it does not have appropriate 
information.  There is never an onus on the Board to parole an offender 
in the absence of appropriate information. 
 
17.86 The National Parole Board should determine its information needs 
and arrange to obtain such information from the Correctional Service in 
a format that facilitates review by Board members. 
 
Board's response:  As indicated in our response to the recommendation 
in 17.78, the joint NPB/CSC Task Force on the information required by 
the National Parole Board has been addressing these issues, and 
appropriate action plans have been developed with specific time frames 
as to their implementation. 
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Main Points 
 
18.1  Corrections is costly.  In 1992-93, Correctional Service of 
Canada was responsible for about 22,000 offenders, of which about 9,500 
or 40 percent were supervised in the community.  The Service spent 
about 13 percent ($125 million) of its budget on community supervision 
of offenders.  The average annual operating cost of maintaining an 
offender in the community was $9,500. 
 
18.2  Risk presented by offenders is highest in the community.  
Virtually all offenders presently in prison will at some time be 
released to the community.  Based on past experience, most will 
complete their sentence without reoffending.  Each year, between 110 
and 160 supervised offenders are charged with committing a violent 
offence.  When these offences do occur, they have tragic consequences 
that can shatter the lives not only of the victims, but their families 



as well. 
 
18.3  Risk assessment can never be 100 percent accurate.  It is not 
possible to predict with certainty who of the 9,500 offenders 
supervised in the community will reoffend and, in particular, those who 
will reoffend violently.  The state of the art for predicting human 
behaviour is imprecise.  Consequently, parole supervision requires 
judgment, training, skill, dedication and perseverance. 
 
18.4  Community supervision of offenders needs more attention by 
Correctional Service of Canada.  Supervision in the community is the 
final link in the chain that makes up the Canadian justice system.  It 
is the last point at which the system can directly influence or control 
offenders. It is also the point at which offenders are the least 
separated from the public and therefore present the greatest risk to 
society.  For that reason, it is crucial that the supervision of 
offenders in the community be managed well.  We found, however, that 
Service management is not paying enough attention to this area of 
corrections.  Senior management of the Service needs to provide more 
direction to supervision of offenders in the community. 
 
18.5  Approaches and practices to managing offenders vary widely.  
In some instances, these variations have produced positive results, 
which were due in part to the creativity of staff in adapting and 
refining the Service's approaches to managing offenders.  However, in 
other instances, the various approaches have reflected significant 
variations in management practices and in resources available among 
area parole offices.  Again, senior management's attention is required 
to provide necessary discipline and adherence to professional standards 
and practices. 
 
18.6  Very high-risk offenders on community supervision need 
greater attention.  Ensuring public safety is particularly difficult 
when supervising very high-risk offenders.  Correctional Service of 
Canada needs to identify these offenders more consistently and 
accurately; balance parole resources with the risk offenders present; 
ensure that a commonly defined and understood set of management 
practices is used consistently across the regions of the country; 
ensure that sufficient management information is available to implement 
these practices effectively; and foster an organizational climate that 
encourages learning from both successful and unsuccessful practices. 
 
Introduction 
 
18.7  The parole officers of the Correctional Service of Canada are 
responsible for supervising about 9,000 federal offenders who have been 
released, either by law (after serving two thirds of their sentence) or 
by the National Parole Board, to serve the last part of their sentence 
in the community.  In addition, they have also undertaken 
responsibility for supervising about 500 provincial offenders in areas 
where there are no provincial parole offices. 
 
18.8  In 1992-93 the Service spent $125 million of its $960 million 
budget to discharge these responsibilities.  Although parole 



supervision accounts for only 13 percent of the total budget, it is an 
extremely important part of its operations in terms of public safety.  
Offenders inside penitentiaries are living under tightly controlled 
conditions.  It is when they are in the community that they present the 
greatest risk to the public.  Supervision in the community is the final 
point at which the Canadian justice system can directly influence or 
control offenders.  Offenders are the least separated from the public 
and therefore present the greatest risk to society. 
 
18.9  There are about 900 Correctional Service parole employees 
located in 14 districts across Canada.  About two thirds of those 
employees provide parole supervision, with the remainder responsible 
for management and administration.  In addition, the Service has 
contracts worth about $40 to 45 million annually with agencies such as 
the Salvation Army, the John Howard Society and the Elizabeth Fry 
Society, and with the provinces (through exchange-of-service 
agreements) for indirect supervision services. 
 
18.10 The mission of Correctional Service is to contribute to public 
safety.  The Service achieves its mission through incarceration of 
offenders and supervision of released offenders.  Correctional Service 
has followed an active, interventionist approach to offender 
management.  The Service encourages offenders to participate in 
programs designed to address attitudinal and behavioural factors and 
thereby reduce the likelihood that they will reoffend.  Through this 
active approach, the Service also hopes to reduce the costs of 
incarceration, and achieve long-term public safety goals. 
 
18.11 The Service's primary corporate objective is "to enhance the 
Service's contribution to the protection of society by safely 
reintegrating a significantly larger number of offenders as law-abiding 
citizens while reducing the relative use of incarceration as a major 
correctional intervention." The degree to which offenders have been 
moved out of its prisons and into the community is shown in Exhibit 
18.1.  Exhibit 18.2 shows the location of federal offenders (in 
institutions or in the community).  Although data for only 1989 and 
1993 are shown, the distribution was fairly stable in the interim. 
 
 
Exhibit 18.1 is not available, see the Annual Report. 
 
 
Supervising Offenders Can Be a Very Difficult Job 
 
18.12 Most offenders will be released back into society.  Even if not 
paroled, more than 80 percent will be released, by law, after having 
served two thirds of their sentence.  Of the remainder, those who are 
serving life sentences or indeterminate sentences, most will also be 
released after many years of confinement. 
 
18.13 Parole supervisors are required to manage offenders' risk to the 
community.  At the same time, supervisors must try to help them 
reintegrate into the community.  Between December 1990 and July 1993, 
approximately 24,500 offenders were under federal parole supervision.  



About one half had been convicted of non-violent offences such as break 
and enter, and theft, about one quarter were convicted of robbery, and 
the remaining one quarter had convictions for violence against the 
person, for example, murder, manslaughter, attempted murder, sexual 
assault and assault (see Exhibit 18.3). 
 
18.14 Further complicating the task of managing offenders is the 
multitude of serious behavioural and personality problems they often 
exhibit.  More than half of the offenders are illiterate. Many have 
psychiatric or drug problems and even more have alcohol problems.  Many 
are "prison wise" and are adept at manipulating their correctional 
supervisors.  Offenders are often unable to behave in an acceptable 
manner when they are on their own and in the community. 
 
18.15 While in the penitentiary, most offenders will participate in 
programs that are designed to deal with their problems.  As a result, 
ideally, when they enter the community most will pose a lower risk to 
the general public. 
 
Several Types of Supervised Releases Are Available to Offenders 
 
18.16 Very dangerous offenders are detained in prison until the end of 
their sentence.  However, most offenders can be returned to the 
community under three types of long-term release, at which time they 
become the responsibility of Correctional Service parole supervision.  
All these forms of release may be subject to conditions imposed on the 
offender by the National Parole Board. 
 
 • Day parole -- a form of temporary release (generally six 
months) under which offenders usually return at night to a community 
correctional facility (halfway house).  Most offenders are eligible for 
day parole six months before the date they become eligible for full 
parole. 
 
 • Full parole -- the full-time release of offenders for the 
remainder of their sentence.  Most offenders are generally eligible for 
full parole after serving one third of their sentence or seven years, 
whichever is shorter.  There may be exceptions for offenders convicted 
of certain offences, for example, homicide and other violent offences. 
 
 • Statutory release -- an automatic release, granted by law, to 
offenders (other than those serving life sentences) who have served two 
thirds of their sentence without receiving parole.  They serve the 
remainder of their term in the community under the parole supervision 
of Correctional Service.  Current legislation limits the Board's 
ability to impose a condition restricting where an offender on 
statutory release may reside. 
 
 
Exhibit 18.2 is not available, see the Annual Report. 
 
 
Supervised Offenders Can Be Suspended 
 



18.17 The National Parole Board determines whether an offender is 
released on parole; legislation determines whether an offender is 
released on statutory supervision.  Before any release, however, the 
Service is asked for its assessment of the proposed release plan.  
Although it cannot reject a release as inappropriate, it does have the 
authority to suspend the release of any offenders under its supervision 
if they breach a condition of their release or incur new criminal 
charges.  The Service can also suspend a release when it is satisfied 
that this is necessary and reasonable in order to prevent a breach of a 
condition or to protect society. 
 
18.18 One of the key challenges of managing offenders in the community 
is determining how best to deal with failure.  Given the problems that 
offenders bring with them, it is unrealistic to expect them to 
reintegrate without making some mistakes.  The essence of a parole 
supervisor's job is knowing when a failure indicates a possible return 
to criminal behaviour, thus warranting suspension of parole, or when it 
is just part of making the difficult transition from custody to 
freedom. 
 
18.19 After suspending an offender, the parole supervisor can cancel the 
suspension and return him to the community.  If the suspension is not 
cancelled within 30 days, the offender is returned to federal custody, 
where the National Parole Board reviews the suspension.  At the post-
suspension review, the Board has the option of returning the offender 
to the community by cancelling the suspension, or leaving the offender 
in custody by revoking his release. 
 
18.20 Exhibit 18.4 shows the number of offenders returned to federal 
custody under suspension, and the resulting National Parole Board 
decisions for the five-year period ending 1992-93.  What can be seen 
from this graph is that parole supervisors are actively intervening in 
the management of offenders in the community. 
 
Most Supervised Offenders Successfully Complete Their Sentence in the 
Community 
 
 
Exhibit 18.3 is not available, see the Annual Report. 
 
 
18.21 While under supervision, an offender may be returned to a 
penitentiary for breaching the conditions of his release or for 
incurring new criminal charges.  Using Correctional Service data, we 
examined the movement of about 24,500 community supervision cases 
between December 1990 and July 1993.  This included offenders who had 
been supervised for many years and those who had only just been 
released.  Those data indicated that 12 percent of offenders on full 
parole returned to a federal penitentiary prior to their warrant expiry 
by July 1993, whereas 33 percent of statutory releases returned.  
Another study, perhaps more precise, using a much longer timeframe 
found recidivism rates of about 25 percent for full parole and 45 
percent for statutory releases. 
 



18.22 Annually, between 110 and 160 federal offenders supervised in the 
community by Correctional Service are returned to federal 
penitentiaries because they have been charged with a violent crime 
against another person.  Exhibit 18.5 shows the figures for the last 
seven years.  Correctional Service data do not distinguish accurately 
the number of offenders who are returned because they have committed a 
non-violent offence and those who are returned for a parole violation. 
 
Correctional Service Operates under Many Constraints 
 
18.23 Several environmental factors affect the management of parole 
supervision: 
 
 • The criminal justice system lacks integration.  While the 
police, courts, penal institutions, National Parole Board and parole 
supervision may each be managed appropriately on an individual basis, 
the system as a whole can and does break down.  For example, when an 
offender is moved from the courts to the institutions, to National 
Parole Board and, finally, to the community, information is not always 
transferred.  Furthermore, all too frequently the "upstream" partners 
of parole supervision (those involved from the initial charge through 
the conviction and incarceration and the decision to parole) lack 
sufficient knowledge of the system's capabilities and limitations to 
adequately assess an offender's risk to the community. 
 
 • The Canadian public's concern with crime, and in particular 
violent crime, has increased.  This has caused Correctional Service to 
become much more focussed on violent crimes committed by supervised 
offenders.  Preventing supervised offenders from committing further 
violent offences is an important concern in parole officers' management 
of offenders.  However, negative public response may lead parole 
supervisors to become overly cautious in managing offenders, which 
could result in avoidance rather than management of risk. 
 
 • It is not possible to predict, with scientific certainty, who 
will reoffend, or what circumstances will prevent them from doing so.  
Parole officers must use their training, judgment and instincts in 
determining the appropriate supervision regime for managing an 
offender. 
 
 • Both the National Parole Board and Correctional Service face 
the difficulty of balancing short-term versus long-term risk.  The best 
way to reduce short-term risk may be to keep an offender 
institutionalized.  However, it may be better to release someone sooner 
under the relatively restrictive environment of day parole and then 
full parole, rather than wait until the offender is automatically 
released (into less control) on statutory release after serving two 
thirds of his sentence. 
 
 
Exhibit 18.4 is not available, see the Annual Report. 
 
 
 



 • Catastrophic failures, and the media attention they generate, 
shape management's attention and the agenda of the day, thus making it 
difficult to focus on the design and implementation of long-term 
solutions. 
 
 • The criminal justice system, of which Correctional Service is 
a part, faces financial restraints like other parts of the public 
sector.  Cutbacks abound and the pressure to "do more with less" is 
ever-increasing. 
 
Audit Objectives and Scope 
 
18.24 Our audit focussed on Correctional Service's management of high-
risk offenders in the community, that is, how the Service identifies 
and manages the risk presented by offenders who might violently 
reoffend.  While robbery is defined as a violent offence by the 
Corrections and Conditional Release Act, the audit focussed on violent 
offences against the person, such as murder, assault and sexual 
assault.  Since virtually all offenders under supervision who commit 
violent offences are male, our analysis excluded female offenders.  
Therefore, we have used the masculine gender throughout this chapter 
when referring to offenders. 
 
18.25 The objectives of the audit were to answer the following four 
questions: 
 
1. How well has the risk to reoffend been identified and communicated 
to the parole officers? 
 
2. Is the balance between Correctional Service resources and offender 
risk appropriate? 
 
3. Does Correctional Service have and apply a coherent set of 
management practices to manage high-risk offenders? Are management 
controls in place to ensure that those practices are applied 
consistently -- that is, how do managers (and the public) know that 
offenders have been managed appropriately? 
 
4. How well does Correctional Service learn from its successes and 
failures? 
 
 
Exhibit 18.5 
 
Federal Offenders under Community Supervision Charged with Violent 
Offences 
 
Fiscal year ending 31 March 
 
Type of offence  1988 1989 1990 1991 1992 1993 1994 
 
Murder     25  23  39  20  30  21  16 
Attempted Murder   26  21  18  19  24  17   9 
Sexual Assault    61  52  63  48  48  43  43 



Major Assault    29  37  25  41  39  34  26 
Hostage Taking     2   0   3   5   6   1   5 
Unlawful Confinement  14  11  11  10  11  19   9 
TOTAL    157 144 159 143 158 135 108 
 
Rate* per 1,000 supervised 
  offenders    19  18  19  16  18  15  12 
 
Source:  Correctional Service of Canada 
 
 
18.26 In order to answer these questions, we: 
 
 • reviewed various Correctional Service and National Parole 
Board reports, inquests and other reviews of the performance of the 
Service's parole supervision; 
 
 • conducted over 100 interviews of parole supervisors and their 
managers in headquarters and four of the five regions; 
 
 • reviewed existing management information systems, including 
information on area office workloads; 
 
 • conducted a special review of the success of supervised 
offenders over a 32-month period using Correctional Service 
administrative data; 
 
 • reviewed various descriptions of operating practices and 
procedures; and 
 
 • conducted over 60 case studies of high-risk offenders. 
 
18.27 We did not review the management of offenders under contract 
supervision; nor did we look at supervision of offenders on unescorted 
temporary absences or work releases. 
 
Observations and Recommendations 
 
Correctional Service's Management Has Not Paid Enough Attention to 
Parole Supervision 
 
18.28 The essential job of Correctional Service parole supervision is 
risk management.  The three elements of risk management are: 
 
 • the identification of the nature of the risk to reoffend and 
what the offender needs to help him reintegrate successfully in the 
community; 
 
 • the management of an offender through the application of a 
set of tools (for example, intervention, surveillance and follow-up 
action) that is available and used by a case management officer to 
manage the risk presented by an offender in the community; and 
 
 • the management direction and controls in place to provide 



assurance that such identification and management practices are being 
implemented consistently and with due regard to economy, efficiency and 
effectiveness. 
 
18.29 We found that the Service is continuously revising its processes 
of risk identification and management, and is improving the 
fundamentals of how it assesses risk.  It is changing and improving the 
way it manages, based on that risk.  However, the Service does not 
focus enough on identifying high-risk offenders throughout the system 
and ensuring that existing best practices are consistently followed to 
supervise those offenders.  We found examples of good offender 
management.  However, the Service is not consistently taking advantage 
of local initiatives.  In addition, based on our analysis of the 
variation among parole offices of the time available for supervising 
offenders, the Service does not allocate its increasingly scarce 
resources for managing offenders according to the risk they pose.  Many 
of the same problems have been identified in internal and external 
studies (see Exhibit 18.6). 
 
18.30 These problems reflect the reality that Correctional Service 
parole supervision needs more direction and attention from management. 
 An institutional "mindset" exists at the Service, whereby key 
institutional problems are readily addressed, while issues regarding 
the management of offenders released into the community appear to take 
second place.  Two main factors may have created this mindset:  first, 
most resources and management attention are directed toward the 
penitentiaries, and second, the National Parole Service was not a 
responsibility of Correctional Service before 1977.  Senior management 
needs to impose a discipline and focus in order to take advantage of 
the existing good practices, tools and readily available human resource 
skills of staff, with a view to reducing the risk to public safety. 
 
18.31 Correctional Service of Canada should designate a senior official 
who will report directly to the Commissioner.  The individual would be 
responsible for managing the improvements to practices for supervising 
offenders in the community. 
 
 
Exhibit 18.6 
 
Correctional Service Audits and Investigations 
 
Common Recurring Themes Applicable to Community Supervision 
 
Many of the issues identified in our audit have already been found and 
reported in Correctional Service audits and investigation reports.  The 
following are some examples taken from a review of these reports: 
 
• "In spite of a well-developed policy framework, however, 
surprisingly the most common theme ... relates to staff not following 
... policy statements." 
 
• "CSC has evolved quite rapidly from a highly centralized 
organization to one in which greater authority is vested in  those who 



actually have to make the daily decisions in the operational units.... 
In some cases, this may result in a fragmented control system with 
neither effective monitoring of a given program or activity, nor clear 
statements as to who has responsibility for what." 
 
• "The majority of audit observations ... have ... a relationship to 
staff not doing what they are supposed to be doing or staff not having 
the knowledge or training required to fully meet the requirements of 
their positions." 
 
• "... many of the deficiencies cited within the audit or 
investigation reports are of a nature that could be corrected or at 
least addressed with some sort of supervisory intervention and 
coaching.  This is the role of supervision which appears to be most 
lacking." 
 
• "Frequently, when asked, staff recognize and admit the fact that 
they are not following proper procedure or exercising sufficient 
controls over matters and explain this away with comments to the effect 
that their workload has increased while resources have either been 
maintained at existing levels or reduced ... it is ... interesting to 
note the observation in the Case Preparation and Information Sharing 
audit which concluded that there is no direct relationship between the 
timeliness of case preparation and case load.  In most instances, 
however, the magnitude of the effect of resource cuts cannot be 
determined owing in many cases to the lack of work performance 
standards." 
 
• "Procedures and controls are not always matched with the 
significance and risk associated with the output they are purported to 
support." 
 
Source:  Correctional Service of Canada 
 
 
Response:  There is a tendency in any organization with one much larger 
and one much smaller component for the smaller not to get the attention 
of senior management it warrants.  Hence, for a two-year trial period, 
a senior advisor, as suggested, will be appointed. 
 
Identification of High-Risk Offenders Can Be Improved 
 
18.32 To manage an offender in the community, it is necessary to 
understand the nature and extent of the risk he presents, as well as 
the circumstances in which this risk can be managed.  Only with this 
understanding can an appropriate course of action be designed so that 
the public is safeguarded. 
 
18.33 The risk that an offender will reoffend is formally assessed 
several times before he is released.  The parole officer "inherits"  
from all of the upstream partners in the criminal justice system an 
assessment of the risk an offender poses.  Part of the parole officer's 
job is to use this information to manage this risk.  However, if 
earlier assessments have not properly identified the offender's 



criminal risk and needs, it is more difficult for the parole supervisor 
to manage them. 
 
High-risk offenders are not identified consistently 
 
18.34 Correctional Service's ability to manage offenders in the 
community is hampered by inconsistent identification of high-risk 
offenders.  There are many ways in which an offender may be identified 
as a high-risk offender.  For instance, the length of the sentence 
should reflect the seriousness of the offence; however, given the 
offender's criminal history, that sentence may not necessarily reflect 
the degree or nature of the risk the offender presents.  As indicated 
by a recent Statistics Canada study, there is a considerable amount of 
sentencing variation among jurisdictions in Canada.  Another example of 
inconsistency is the designation of an offender as a "dangerous 
offender" by the courts.  As of December 1992, nearly one half of the 
dangerous offenders in Canada had been declared in Ontario, with a 
further one quarter declared in British Columbia.  None had been 
declared in Quebec.  As a result, in some regions, greater pressure is 
exerted on parole supervisors to manage the offenders who could have 
been, but were not, designated as dangerous offenders. 
 
18.35 Another inconsistency results from the varied interpretation of 
the three conditions for detaining offenders after their statutory 
release date (see Exhibit 18.7).  Without a common interpretation of 
these conditions, individuals may be released to the community who 
otherwise would be kept in prison until the end of their sentence. 
 
 
Exhibit 18.7 
 
Inmates Detained after Their Statutory Release Date 
 
In order to keep an inmate in detention after his statutory release 
date, Correctional Service must conduct a review of the case and 
demonstrate to the National Parole Board that the following three 
conditions apply: 
 
1. the offender must have committed a violent offence; and 
 
2.that offence must have caused the death of, or serious harm to 

(defined as meaning severe physical injury or severe psychological 
damage), another person; and 

 
3.there are reasonable grounds to believe that the offender will commit 

another similar kind of offence before his sentence expires. 
 
Or alternatively, for offenders who have committed serious drug 
offences, there must be reasonable grounds to believe that they are 
likely to commit a similar kind of offence before their sentence 
expires. 
 
Source:  Corrections and Conditional Release Act 
 



 
18.36 Finally, the term "high-risk" has different meanings among 
Correctional Service parole supervision staff.  It can mean either a 
high likelihood to commit any offence, or a high likelihood to commit a 
violent offence.  Clearly, these divergent meanings of the term 
diminish its value to the parole officer supervising that high-risk 
offender. 
 
Risk assessments are sometimes done with incomplete information 
 
18.37 Correctional Service institutions do not always have all relevant, 
available information when assessing risk.  Assessments of an offender 
may be done prior to receipt of all information that is available from 
the police and courts.  For example, Correctional Service may rely on 
an offender's version of the offence.  Although a later assessment may 
reflect correct information, erroneous information can remain in the 
file and may taint future assessments.  We noted instances where, 
despite the availability of correct information, it was not reflected 
in assessments.  As a result, assessments of risk and needs in the 
community may be based on incorrect information provided by the 
offender.  This constrains parole supervision`s ability to effectively 
manage a high-risk offender. 
 
18.38 As well, Correctional Service information is not always properly 
transferred to the parole officer from federal penitentiaries.  
Internal audits found instances in which offenders had been released 
from prison before information, such as their criminal profile and 
photograph, had reached the parole office.  We found similar examples 
during our audit. 
 
18.39 Correctional Service has a major effort under way to address 
difficulties in transferring information and improving access to it.  
The Offender Management System is a multimillion dollar computer-based 
system designed to change the way information on offenders is managed. 
For each offender, it will provide a single electronic file that is 
accessible to all who need it.  It is expected to be fully operational 
by the end of 1995. 
 
Risk assessments could be improved with better diagnostic tools 
 
18.40 Various diagnostic processes are used to identify the risk an 
offender poses.  One instrument, the SIR scale (General Statistical 
Information on Recidivism) is used to predict the likelihood of 
reoffence within three years of release.  Other instruments, used in 
the penitentiary, identify needs related to the offender's criminal 
behaviour.  Some are general assessments, intended to identify and 
prioritize broad needs; others specifically identify individual needs 
in order to determine appropriate programming.  However, to date there 
is no common set of practices or processes that identifies and tracks 
changes in an offender's risk and needs. 
 
18.41 Correctional Service is working to improve its risk 
identification.  The Service is introducing a risk identification 
process that collects information on an offender's risk and needs as 



soon as he enters the federal penitentiary.  Based on that information, 
it will be possible to measure changes in the risk he presents as he 
moves through the system.  Although the reassessment necessary to 
measure change is not part of the present risk identification process, 
the Service has informed us that this capability will be incorporated 
by the end of 1995. 
 
Risk assessment in the community is combined with needs assessment 
 
18.42 Once in the community, the offender's risk and needs are measured 
once more.  Here, the parole officer, with the offender's input, 
applies the Community Risk Needs Management Scale.  This scale is the 
key instrument used in identifying and communicating the risk an 
offender presents in the community.  It provides a dynamic risk 
assessment of an offender's likelihood of reoffending, based in large 
part on his past behaviour.  Then it combines this information with the 
offender's "needs profile", that is, the information on the factors 
that have led, in part, to his criminal behaviour.  The risk score 
indicates the extent to which the offender should be controlled, while 
the needs score gives information on the programming required to deal 
with the factors associated with his criminal behaviour. 
 
18.43 The parole officer and offender develop a treatment plan based on 
the Community Risk Needs Management Scale.  This plan covers 
requirements for supervision, reporting, therapy and programs.  
Correctional Service research shows that this scale can identify 
offenders who are more likely to have their parole revoked.  The scale 
was designed to make explicit the risk presented by offenders in the 
community. 
 
Implementing improvements will be difficult 
 
18.44 Despite the initiatives noted, implementing improvements to 
identification of high-risk offenders will be difficult.  There are a 
large number of initiatives ongoing at any one time, and Correctional 
Service has an uneven record in implementing changes to management 
practices.  For example, having started development in 1986 of the 
Offender Management System, the Service has had a series of setbacks in 
meeting its implementation schedule.  As well, implementing 
recommendations from internal reports has been difficult.  For 
instance, supervision standards still are not fully adhered to despite 
having been identified as a concern in a number of internal reviews.  
Nevertheless, it is important that Correctional Service of Canada 
continue its efforts to ensure that relevant information is available 
to facilitate good-quality risk assessment. 
 
18.45 Correctional Service of Canada should develop a clear, 
comprehensive and commonly understood means for identification of high-
risk offenders. 
 
Response:  The risk and needs identification methods used by 
Correctional Service are generally recognized as "leading edge" in most 
international corrections.  This is not to say that they cannot be 
improved to better identify those most likely to reoffend violently.  



It is to say that such improvement will not occur quickly as the 
research necessary to anchor an effective mechanism must be done first. 
 It is estimated that the development and implementation of such a 
method will require some time.  In the meantime, a number of steps will 
be taken: 
 
a)Risk Assessment training will be provided to all Case Management 

Officers by the end of Fiscal Year 1994-95. 
 
b)A series of "indicators of case deterioration" bulletins, based upon 

research completed to date and the experience documented in 
investigation reports, will be developed to assist Case Management 
Officers in their management of individual cases. 

 
c)The importance of the identification, where possible, of crime cycle 

patterns will be reinforced as these patterns provide useful 
indicators of the possible onset of criminal behaviour. 

 
18.46 Correctional Service of Canada should ensure that definitions are 
used consistently to identify and communicate the risk posed by various 
offenders. 
 
Response:  Work will commence on developing common understanding and 
common terminology with respect to particular groupings of offenders 
and, as these are achieved, they will be shared with all appropriate 
staff. 
 
Parole Supervision Resources Are Not Appropriately Allocated 
 
18.47 We reviewed the activities of area parole offices to determine if, 
after taking into account the different offender risk profiles, the 
workload was roughly equal.  As it is generally agreed that the key 
ingredient of a parole officer's job is the time spent supervising 
offenders, including face-to-face as well as indirect communication 
(for example, talking to family, employers, etc.), we focussed on the 
time available for this function. 
 
18.48 Our analysis revealed wide variations among offices in the average 
time available per offender for direct supervision, after taking into 
account the time spent by parole officers on such things as travel and 
reports (see Exhibit 18.8).  We did not consider other aspects of a 
parole officer's job such as managing relationships with voluntary or 
other interest groups within the community.  These variations in 
supervision time available existed both within and between regions and 
districts.  In short, the resources available to manage a given level 
of risk vary significantly among parole offices.  Accordingly, the risk 
to the public may be greater in those areas with relatively fewer 
resources. 
 
18.49 Since June 1994, a Correctional Service project has been under way 
to establish workload determinants to develop a staff resourcing model. 
 The results to date from this project support our conclusions.  It is 
expected that the resourcing model will be approved at the end of the 
calendar year. 



 
 
Exhibit 18.8 is not available, see the Annual Report. 
 
 
18.50 The following examples illustrate the wide differences in 
workload.  In one area office, two people were assigned full-time to 
the high-risk caseload.  Each offender was seen twice each week by the 
two parole officers -- once in the office and once in the parolee's 
home.  However, in other area offices, in large part because of the 
workload, the same type of offender could be seen only once a month, 
perhaps for as little as 15 minutes in the parole office. 
 
18.51 In theory, the solution to this problem appears to be simple: 
analyze the workload and reallocate resources.  But in reality, the 
solution is much more difficult.  Correctional Service is aware of the 
problem but numerous factors block its efforts to resolve these 
imbalances.  Those factors include the difficulty of moving staff from 
one region to another, and the difficulty of predicting the number of 
offenders who will be under supervision in any parole office at any one 
time. 
 
18.52 We believe that this resource imbalance is indicative of the lack 
of attention that parole supervision has traditionally received.  
Resolving this problem will require the concerted attention of senior 
management. 
 
18.53 Correctional Service of Canada should ensure that, to the maximum 
extent practicable, an appropriate balance is maintained between the 
resources expended on the supervision of offenders and the risk that 
they will violently reoffend in the community. 
 
Response:  In correctional circles, it is generally agreed that parole 
and probation officers should not be expected to handle more than 30 
cases, yet many correctional services have caseloads well in excess of 
100.  Correctional Service of Canada is one of the few services in 
North America that achieves this goal where the number of supervision 
cases ranges between 20 and 28, although the figure can vary 
considerably lower or considerably higher, depending on whether the 
cases are concentrated in one urban area or spread over a larger rural 
area.  It also depends on the mix of cases and whether the cases are 
direct supervision or indirect through a third party, such as the John 
Howard Society, and the other responsibilities borne by community 
correctional staff running community correctional facilities or 
delivering relapse prevention programs.  Correctional Service does, 
however, acknowledge that improvements in resourcing can be made.  It 
is expected that a new resourcing method will be approved at the end of 
the calendar year, which will provide guidance for a more effective, 
correctionally-based distribution of resources. 
 
Ongoing discussions with the National Parole Board are aimed at 
determining what exactly would make the Board more comfortable 
regarding supervision arrangements for different types of offenders. 
 



Correctional Service Needs to Apply a Consistent Set of Practices to 
Managing High-Risk Offenders in the Community 
 
18.54 One would expect Correctional Service to have a set of 
instruments, practices or approaches that are applied consistently in 
managing offenders, and that would take into account the need to use 
different approaches for managing different groups of offenders.  Those 
approaches would recognize that certain types of offenders are more 
likely to return to federal incarceration.  Recidivism rates in the 
community for different groups of offenders are shown in Exhibit 18.9. 
 
 
Exhibit 18.9 
 
Comparative Success Rates of Groups of Offenders in the Community under 
Federal Supervision 
 
December 1990 - July 1993 
 
            Did NOT 
         Returned  Return 
         Prior to  Prior to 
         Warrant  Warrant 
         Expiry  Expiry 
         % of Total % of Total 
 
Comparison # 1 - Type of Release 
 Statutory Release     33%   67% 
 Full Parole      12%   88% 
Comparison #2 - Type of Releasing Facility 

 Minimum       16%   84% 
 Medium       30%   70% 
 Maximum       37%   63% 
Comparison #3 - Type of Original Offence 
 Violent       18%   82% 
 Non-Violent      23%   77% 
 OVERALL*       22%   78% 
 
* Except for type of releasing facility, percentages are based on a 
total community offender population of 24,500 for this period of time. 
 
Source:  Office of the Auditor General 
 
 
Local parole supervision initiatives need to be properly managed 
 
18.55 For significant, identifiable groups of offenders, we would expect 
the parole supervisor to have access to a set of commonly accepted 
professional practices for managing offenders.  For example, in some 
area offices every violent offender is required to follow a 
standardized course of action including programming and supervision 
requirements.  In another district office, it is proposed that all 
offenders be "cascaded" through a structured set of supervision and 
programming steps, depending on the type of risk they present to the 



community.  We found no such practices applied consistently across area 
offices for similar types of offenders.  Supervision of high-risk 
offenders is determined more by the individual preferences of local 
offices or by the availability of resources. 
 
18.56 Wide differences exist in the way sex offenders under community 
supervision are treated.  For example, in British Columbia, a sex 
offender is seen three times each week through to the end of his 
sentence -- twice weekly by the parole supervisor in a group setting 
with other sex offenders and once by a private therapist. Many 
professionals believe that this type of intervention and supervision is 
necessary for this group of offenders.  In some of the other offices, 
the management of sex offenders is determined more by available 
resources than by minimum professional practice requirements. 
 
18.57 Similarly, many, but not all, regions have team supervision or 
intensive supervision units designed specifically to manage high-risk 
offenders.  Once assigned to one of those units, an offender can be 
seen two or three times a week.  However, an offender with a similar 
profile in another area may be seen only once a month.  Again, in the 
absence of national recommended practices, the nature of supervision is 
based on available resources and local management direction. 
 
18.58 These variations in professional practices can result in 
inefficiencies in operations.  In the absence of nationally established 
practices, parole officers are not able to just modify good 
professional practices to suit local operations.  Instead, local 
offices have to develop their own practices to manage certain types of 
offenders on their local caseload.  Those local initiatives to create 
their own practices may not be the most appropriate use of the already 
limited resources available in many offices. 
 
Correctional Service lacks information on the performance of its 
various offices and initiatives 
 
18.59 Part of the difficulty in establishing national practices stems 
from an inability to determine which local practices are having the 
best results.  While this problem results partly from the difficulty of 
attributing success or failure to any one practice, it also results 
from a lack of basic management information on results.  For example, 
Correctional Service has no district-wide or region-wide measures, such 
as recidivism rates, to determine the success of different practices in 
managing groups of high-risk offenders.  In addition, the Service has 
no means of reliably assessing trends of such groups over time. 
 
18.60 This variability in professional practices and the lack of 
management information, combined in some cases with wide differences in 
workloads, reduces Correctional Service's ability to manage the risk to 
public safety. 
 
Some initiatives have demonstrably improved performance 
 
18.61 Nevertheless, many good management practices for ensuring high-
quality supervision do exist.  For example, following a series of four 



audits of compliance with supervision standards, conducted in 1992 in 
the Ontario Region, compliance has increased from an average of 68 
percent to over 83 percent. 
 
18.62 Another example is one of the B.C. district offices that selects a 
small (and different) sample of offenders' cases each month for review 
by management.  Basically, four questions are asked about each case: 
 
 • Have the offender's criminogenic needs been appropriately 
identified? 
 
 • Is the treatment plan designed to address each of these 
criminogenic needs? 
 
 • Does the course of supervision reflect realistic monitoring 
against this plan? 
 
 • In the opinion of the manager, is the parole officer "on top 
of the case"? 
 
18.63 Correctional Service of Canada should establish a list of 
prescribed supervision practices for different categories of high-risk 
offenders.  Furthermore, the Service should ensure that supervision 
practices are adhered to, as appropriate, in the day-to-day management 
of high-risk offenders. 
 
Response:  A project group established in June 1994 is currently 
examining the quality of individual supervision practice, with a 
special emphasis on high-risk and special supervision cases.  Among the 
issues being examined are:  the quality of the existing supervision 
standards; the need for professional practice guidelines, including 
supervision tools and techniques, as a framework for ensuring quality 
supervision; the effectiveness of such approaches as intensive/team 
supervision and specialized sex offender supervision and clarification 
of the techniques contributing to the effectiveness of the approaches; 
and issues to be researched to enhance the effectiveness of specific 
interventions with high-risk groups.  The initial report from this 
group is expected in November.  Subsequent to the acceptance of the 
report, policy and practice guidelines will be revised and implemented 
and the quality of the measures will be monitored. 
 
As policy and practice standards are agreed to by senior management, 
they will be implemented in tandem with appropriate monitoring and 
management of systems.  A new sector has been established in National 
Headquarters - Performance Measurement and Accountability - to 
strengthen these functions. 
 
Correctional Service Needs to Learn from Its Successes and Failures in 
a Systematic Way 
 
18.64 As noted earlier, the main function of Correctional Service parole 
officers is risk management.  We recognize that some offenders will 
inevitably reoffend, sometimes with tragic consequences.  However, we 
would expect the Service to have developed an organized way to learn 



from those situations.  We did not find this to be the case. 
 
18.65 Correctional Service's analysis of high-profile incidents on an 
individual case-by-case basis is reasonably well done; however, no 
systematic attempt is made to analyze the impact on other parole 
districts and to communicate the lessons to all parole officers.  While 
some effort is made to generalize beyond individual cases to improve 
the supervision of offenders, there is only limited effort to determine 
if improvements have worked, or if underlying problems identified have 
remained as causal factors in other reoffences. 
 
18.66 During the audit, we observed many instances of what appear to be 
good management practices or "leading edge" activity (see paragraph 
18.62 and Exhibit 18.10).  Correctional Service is generally recognized 
as a leader in corrections management.  One of the reasons is the 
enthusiasm and competencies of the individuals involved.  However, we 
found the Service is not effective at identifying good practices and 
implementing them nationally where appropriate. 
 
18.67 Correctional Service of Canada should institute procedures to 
ensure that best practices and lessons learned are identified and 
communicated to appropriate officials throughout the system. 
 
Response:  The Service has established a method of ensuring discussion 
of problematic situations by providing synopses of key incident 
investigations and distributing them to wardens and district directors. 
 It is also beginning to develop some formal case studies for training 
exercises based on the findings of investigations into significant 
incidents.  In addition, Case Management Management Bulletins are 
issued to all case managers to highlight measures to correct problems, 
or those measures that effectively address issues faced by institutions 
or community offices.  Where it is evident that corrective action on a 
national basis is required, Commissioner's directives will be 
published. 
 
It is recognized that there is significant room for improvement in the 
communication of best practices.  The Service is committed to ensuring 
that the required improvements occur. 
 
 
Exhibit 18.10 
 
Examples of Good Parole Supervision Practices 
 
Supervision of offenders in Hamilton-Wentworth has been greatly 
strengthened because of the contributions made by the local police 
force.  A liaison officer sits on the monthly case load supervision 
meetings where the progress of all the offenders is discussed.  Police 
are regularly informed and consulted about the management of high-risk 
offenders.  This joint supervision of offenders not only reduces the 
cost of supervision but also can produce greater measures of control, 
thereby increasing public safety. 
 
The sex offender program in Regina is generally recognized as a very 



good one.  What is particularly noteworthy in this program is the 
ability of the parole officer to enlist the co-operation of other 
levels of government (their partners) in providing certain services.  
For example, provincial health officials provide sex therapy, and 
provincial correctional officials and local police provide supervision 
resources. 
 
Source:  Office of the Auditor General 
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Environment Canada 
 
Environmental Partners Fund 



 
Assistant Auditor General: Robert R. Lalonde 
Responsible Auditor:  Wayne Cluskey 
 
Main Points 
 
19.1  The Department of the Environment (Environment Canada) does 
not know in a substantive way whether the Environmental Partners Fund 
(the Fund) has achieved its intended results.  An interim evaluation 
was carried out in 1993-94.  However that evaluation relied mainly on a 
review of selected projects perceived by management as successful and 
did not address, in a comprehensive way, all the Fund's objectives. 
 
19.2  Information on the success of the Fund in generating 
additional contributions appears to be overstated.  Information on the 
environmental benefits of projects is not being reported to management 
or to Parliament. 
 
19.3  A number of fundamental management deficiencies identified in 
a 1991 internal audit continue to exist. 
 
Background 
 
Objectives of the Environmental Partners Fund 
 
19.4  The Environmental Partners Fund (the Fund) is a $70 million 
federal contribution program administered by Environment Canada.  The 
Fund has been allocated $50 million for contributions and $20 million 
for administration for the years from 1989-90 to 1996-97.  It is 
designed to fund projects that stimulate the development of local 
initiatives and enhance existing environmental programs.  Eligible 
projects are funded up to 50 percent of project costs, currently to a 
maximum of $100,000 over two years.  In 1991, the Fund became part of 
the Environmental Citizenship Initiative, a Green Plan initiative. 
 
19.5  Eligible projects should not duplicate or compete with 
existing services, or displace work normally performed under existing 
or planned environmental programs at the federal or provincial level, 
unless they employ new techniques or procedures.  Multiple partners in 
projects are encouraged.  Other levels of government may participate 
but they must designate a non-profit community or environmental group 
as the "lead partner" accountable for the project. 
 
19.6  The Fund encourages community groups to participate in 
projects that allow them to use non-cash contributions (also called 
"in-kind" contributions), such as volunteer labour, which are eligible 
for matching contributions from the Fund.  The government expected that 
the Fund would generate two or three times the amount of its direct 
contributions through matching funds from other contributors, and that 
many projects would continue beyond the period of support. 
 
19.7  The Fund's objectives are: 
 
 • to stimulate and support the development and implementation 



of local action-oriented projects to enhance and preserve Canada's 
environment; 
 
 • to provide matching funds to encourage and enable community 
organizations and others to develop creative and innovative approaches 
to local environmental problems; 
 
 • to raise the level of public awareness of the need for, and 
value of, individual and collective action in dealing with both 
immediate and long-term environmental problems; and 
 
 • to promote a conserving society, through collective and 
individual involvement in local environmental initiatives, thereby 
contributing to the concept of sustainable development. 
 
19.8  The government intended that the Fund would produce such 
results as the conservation and restoration of important wetland areas; 
the restoration of fish and wildlife habitats; improvements in water 
quality and water conservation; extension of "blue box" recycling 
programs; extended programs for composting biodegradable wastes; safe 
disposal of household hazardous wastes; and extension of office, 
industrial and commercial paper and other waste reduction and recycling 
programs.  Since June 1991, projects that promote non-formal 
environmental education (educational activities directed at the general 
public) are also included. 
 
The Nature of Partnerships 
 
19.9  Other federal government departments and other levels of 
government were significant contributors to projects supported by the 
Fund.  As shown in Exhibit 20.2, contributions from those sources 
amounted to $37 million, or just over one fifth of the anticipated 
total project value of $167 million. 
 
19.10 Partnerships span traditional jurisdictional boundaries and 
organizational mandates.  For example, the Fund has supported such 
projects as development of nature gardens in local parks and school 
grounds; production of environment-related plays; construction or 
restoration of river dams and fish ladders; demonstration of sewage 
waste water technology; promotion of land stewardship programs; energy 
conservation in schools and shopping malls; and the care of injured 
urban wildlife.  Some of these projects are the primary 
responsibilities of other federal departments or levels of government. 
 Therefore, they require extensive co-operation and mutual 
understanding within and among governments and non-government 
organizations, while maintaining accountability for the use of public 
funds. 
 
Organization and Operation of the Fund 
 
19.11 The Fund is delivered by six regional offices and a national 
office that also co-ordinates its administration.  The Department 
allocates funds to regions and the national office using, with some 
modification, a formula developed by the Canadian Council of Ministers 



of the Environment.  The process is designed to ensure an equitable 
allocation of funds based on population, while recognizing the need for 
a central national fund for projects that cross regional boundaries. 
 
19.12 To 1 December 1993 the Fund had received approximately 3,100 
applications, and has approved approximately 1,200 of them.  Projects 
supported by the Fund vary significantly in size and complexity, with 
the majority of them having a total project value of less than 
$100,000.  Most of the projects are categorized into a specific type of 
activity, such as recycling or environmental rehabilitation, while 
other projects include a combination of activities. 
 
Expenditures to Date 
 
19.13 At 1 December 1993, the Department had approved contributions 
totalling $43 million.  These contributions are shown in Exhibit 19.1 
by type of eligible activity.  At 31 March 1994, the Department 
estimated that it had spent approximately $35 million in contributions, 
leaving $8 million committed but not yet spent.  It had recorded that 
approximately $10 million was spent on program administration.  This 
included approximately $5 million for salary costs, $1.5 million for 
communication and travel and $3.5 million for other administrative 
costs.  Since December 1992, the costs to support other Environmental 
Citizenship funding activities are absorbed by the Environmental 
Partners Fund. 
 
 
Exhibit 19.1 is not available, see the Annual Report. 
 
 
Audit Objectives and Scope 
 
19.14 The Environmental Partners Fund typifies the government's new 
approach to funding environmental initiatives, that is, working with 
other parties and leveraging funds.  Contribution programs or 
activities may be leveraged significantly and represent a greater 
investment by Canadians than the actual sum disbursed directly by the 
programs.  Leverage means that the government funding program will 
support a portion of the costs of a particular undertaking but that 
other participants must contribute the balance of funds.  It implies 
shared responsibility for common goals. 
 
19.15 The impact of such programs and activities on environmental 
matters can be significant.  As partnerships become a more prevalent 
means of government action, the resources provided from all levels of 
government and non-government sources have the potential to grow in 
magnitude.  Therefore, it is important that appropriate management 
structures and processes are developed for these new funding mechanisms 
to ensure adequate accountability for the use of public funds. 
 
19.16 Our audit objectives were to assess: 
 
 • the existence of adequate performance indicators to determine 
whether desired results were achieved; 



 
 • the adequacy of procedures in place to ensure accountability 
for compliance with the Fund's terms and conditions; 
 
 • the adequacy, relevance, accuracy, and reliability of 
information on the Fund's operations and results. 
 
19.17 We expected to find that the Department had developed adequate 
performance indicators and project eligibility criteria.  We also 
expected it to have appropriate procedures to assess project risk, 
mitigate undesirable effects, and monitor the Fund and project terms 
and conditions.  Finally, we expected that the Department would 
maintain appropriate systems to provide relevant, accurate and reliable 
information on the Fund's operations and on the extent to which it had 
achieved its objectives. 
 
19.18 We visited three regional offices and the national office and we 
interviewed a number of program staff and members of application review 
and selection committees.  We reviewed 110 projects, or almost 10 
percent of the approximately 1,200 projects approved to date.  The 
value of the projects we looked at, including cash and non-cash 
contributions from all participants, was approximately $57 million out 
of a total value of $167 million, or just over one third of the total 
value of approved projects.  We selected the projects based on a 
judgmental assessment of risk and also to obtain a cross-section of 
projects by type of activity.  The average value of the projects we 
selected was $500,000, compared with the average value of projects 
approved to date of $140,000. 
 
Observations and Recommendations 
 
Effectiveness Issues 
 
A process exists to screen proposed projects 
 
19.19 Departmental staff, intergovernmental application review 
committees and ministerially appointed selection committees are 
involved in the project selection and approval process.  Staff screen 
applications for completeness and eligibility.  Application review 
committees, composed of representatives from other federal and 
provincial government departments and chaired by a Fund staff member, 
review applications for their environmental effects, financial and 
technical feasibility and other Fund priorities.  The applications are 
forwarded to the selection committee with their comments and any 
reservations.  Selection committees, composed of community 
representatives who have an active interest in environmental matters, 
and chaired by a Fund staff member, review proposals against community 
priorities and recommend projects for approval by the Minister.  Since 
December 1993, the Minister has delegated authority to approve projects 
to the regional directors general of Environment Canada. 
 
19.20 Proposed projects are evaluated against such criteria as 
anticipated environmental benefits, the level of impact on community 
awareness, and the degree of collective involvement.  These criteria 



clearly relate to the objectives of the Fund. 
 
19.21 Based on the projects we examined, approved projects appear to 
contribute to creating awareness of, or resolving, environmental issues 
or else they support the concept of sustainable development.  We found 
that staff were generally very familiar with the projects, and appeared 
to be monitoring them on an ongoing basis.  There appeared to be a 
genuine effort to obtain comments from technical advisors and we found 
that attention was given to assessing negative environmental impacts of 
proposals. 
 
Evaluation of the Fund to date has been incomplete 
 
19.22 In 1990, the Department completed a plan for the evaluation of the 
results achieved by the Fund.  The plan identified many issues, 
performance indicators, and methods to obtain the data necessary to 
make the assessment.  The plan was not implemented and the data have 
not been accumulated.  Instead, in April 1993, an interim evaluation of 
the Fund was carried out as part of an evaluation of the Environmental 
Citizenship Initiative, of which the Fund is the major component.  In 
August 1993, the evaluation reported that approximately half the 
clients interviewed felt that support by the Fund allowed them to turn 
ideas into concrete action, while others said that Fund support enabled 
their projects to become more focussed.  High rates of community 
participation and leverage of the Fund's investment were also cited by 
clients and program staff as major effects of the program. 
 
19.23 This interim evaluation did not assess completely the Fund's 
impacts and effects, or its success in meeting its objectives.  For 
example, the evaluation did not measure the effects of the Fund on 
public awareness, knowledge and behaviour, though these were among the 
Fund's objectives.  The client interviews and case studies that 
constituted a major source of information for the evaluation 
represented a small sample of projects selected on the basis of 
criteria that included being perceived by management as successful and 
satisfactory.  In our opinion, this limits the strength and usefulness 
of the findings.  In addition, some of the findings and conclusions 
relied primarily on opinion data and were not fully supported by 
empirical evidence. 
 
19.24 Therefore, the Department does not know in any substantive way if 
the Fund is having the intended impacts.  This information is crucial 
for decision making about the Fund's design, and for accountability to 
Parliament. 
 
19.25 The Department should carry out a comprehensive evaluation at the 
end of the program cycle to obtain valid and reliable information on 
the full range of program impacts, effects and objective achievement 
issues. 
 
 
Exhibit 19.2 is not available, see the Annual Report. 
 
 



Information on leveraged funds does not reflect actual results 
 
19.26 The Department uses project leverage - the ratio of the Fund's 
contributions to total contributions by all partners - as one indicator 
of the Fund's performance.  According to departmental records, at 1 
December 1993 the projects supported by the Fund were valued at $167 
million - $43 million from the Fund and $124 million from others.  For 
every dollar contributed by the Fund, it was estimated that 
approximately three dollars would be contributed by other sources, 
including other federal departments.  The estimated contributions for 
approved projects are shown in Exhibit 19.2 by type of partner. 
 
19.27 The data used to support total project activity and leverage 
statistics were compiled from summaries prepared when the projects were 
initially approved and funds were committed.  However, some projects 
changed (sometimes significantly) after they were approved and some 
were cancelled or withdrawn.  We have been advised by the Department 
that, in some cases, revisions were made to the nature of the project 
to be supported by the Fund. 
 
19.28 An analysis of completed projects, prepared by one region in July 
1994, showed that total external resources invested in projects were 
approximately 20 percent less than had been expected and approved.  The 
Department did not have similar analyses of completed projects for 
other regions.  However, if the relationship in this one region is 
consistent with the experience in other regions, then the $124 million 
shown as funds to be contributed by other participants (see paragraph 
19.26) could be overstated by up to $25 million. 
 
19.29 In addition, we found nine projects in our sample, worth a total 
of approximately $6 million, that were cancelled before 1 December 1993 
but whose dollar amounts were still included in the $124 million. 
 
19.30 Therefore, in our opinion, the actual leverage ratio is likely 
closer to two dollars for every dollar contributed by the Fund, rather 
than the three dollars estimated by the Department. 
 
19.31 The continued use of leverage statistics based only on proposed 
funding at the time of project approval, rather than on actual project 
financing, means that information on the success of the Fund in 
generating additional contributions is likely overstated.  The failure 
to provide actual data also makes it impossible to compare actual to 
estimated costs and funding. 
 
19.32 These leverage statistics measure the success of only one aspect 
of the Fund:  getting the communities and other governments involved.  
They do not measure whether the projects achieved any worthwhile 
results in terms of their impact on the environment. 
 
19.33 Finally, we believe that, regardless of the level of government 
involved, there is only one taxpayer:  the Canadian public.  In our 
opinion, for a community-based initiative, a more appropriate measure 
of leverage is the extent to which non-government sources contribute 
funds to projects.  Exhibit 19.2 shows that, for every dollar of 



government contributions, approximately one dollar was to be 
contributed by non-government sources, that is, a leverage of 1 to 1.  
While this ratio is lower than the Department's calculation, it is 
still consistent with the Fund objective of matching community efforts. 
 
19.34 The Department should ensure that: 
 
 • leverage statistics are reported accurately; 
 
 • once actual figures become available, they are reported along 
with the estimated numbers to allow comparison of actual to anticipated 
performance. 
 
Reporting on the impact on the environment needs to be improved 
 
19.35 When the Fund was approved in 1989, the Department said in its 
submission to Treasury Board that project proposals would include 
quantitative information on anticipated environmental results.  
However, until June 1994 the Department did not formally require 
applicants to indicate how they planned to measure the results of their 
projects.  Before June 1994, in many cases the Department could assess 
only the general adequacy of the applications.  This made it difficult, 
if not virtually impossible, to estimate systematically the potential 
for the Fund to achieve its intended environmental results. 
 
19.36 The Department has also approved action-oriented projects that 
have indirect environmental benefits.  They include such projects as 
soil-acidity testing, promotion of composting or water conservation, 
and educating landowners on conservation management practices.  These 
activities do not directly clean up or rehabilitate the environment, 
but may lead to action that can have positive environmental impacts.  
However, the Department does not know to what extent this happens. 
 
19.37 With this type of program, there are also intangible benefits that 
are not easily measured.  For example, even if a recycling project 
failed to collect significant quantities of product or was terminated 
early, the experience of those individuals participating directly in 
the projects could potentially influence their environmental behaviour 
in the long term. 
 
19.38 The Department should ensure that, where possible, appropriate 
environmental performance indicators are provided and used in assessing 
both proposed projects and the environmental benefits achieved. 
 
Data on project funding and results are not analyzed or reported 
 
19.39 National information data base is not being used.  A data base was 
developed in 1990 (revised in early 1993) to provide information on 
project activity, funding, status, and results.  However, the national 
office has no authority to ensure that regions contribute accurate data 
or use the data base.  Two out of six regions did not use the data base 
because they found that it did not provide them with useful information 
and it was too difficult to use.  The remaining four regions used the 
national data base only to track applications through the selection 



process and did not enter data on the results of projects.  Also, as 
the data base cannot aggregate information on project results 
nationally, any analysis of program activity would have to be done by 
looking at individual projects.  Consequently, the information in the 
national data base is incomplete and cannot be used effectively in 
managing the program. 
 
19.40 We were informed in mid-August 1994 that the Department has 
decided to discontinue the use of the data base.  Until another system 
is implemented, there will be a continuing void in management 
information for decision making and accountability. 
 
19.41 The Department should identify and obtain the information it 
requires to manage the program effectively and to discharge its 
accountability to Parliament for results achieved. 
 
19.42 Financial impact of matching in-kind contributions is not 
measured.  The Department places a monetary value on voluntary (in-
kind) contributions of labour, materials and equipment by other 
participants, and includes these "funds" as eligible contributions for 
matching by the Fund.  When seeking approval for the Fund, the 
Department advised Cabinet that matching in-kind resources with 
government dollars would not have a significant impact on government 
expenditures. 
 
19.43 The Department considers the amount of in-kind contributions of 
labour, in particular, as a positive indication of community 
participation in environmental issues.  However, the Department does 
not know, in total, the amount of in-kind contributions that have been 
matched by the Fund, nor does it have any operating guidelines on how 
they should be managed. 
 
19.44 Analysis of our sample of projects showed that in-kind 
contributions averaged between one quarter and one third of the 
resources provided by other participants, including other levels of 
government.  Therefore, in-kind contributions could be as high as $30 
million to $40 million dollars if these percentages were applied to all 
approved projects and could have a significant impact on the size of 
the cash contributions made by the Environmental Partners Fund. 
 
19.45 We believe an analysis of in-kind contributions would provide 
useful information to management on the extent to which they are 
actually occurring, and would be useful for establishing operating 
guidelines.  As well, it could be used to provide information to 
parliamentarians on the financial implications to the government of 
matching volunteered or in-kind resources. 
 
19.46 The Department should analyze the value of non-cash contributions 
being generated and the size of the expenditure of government funds 
they have triggered. 
 
Operational Issues 
 
Limits on educational projects were not adequately monitored 



 
19.47 When the program was revised in 1991, Cabinet imposed a limit on 
non-formal environmental education initiatives of $7 million over the 
eight-year life of the program.  However, the level of such activity 
was not monitored by either regional or national office staff to ensure 
that the limit would not be exceeded.  At our request, the Department 
prepared an analysis of the Fund's education activity to 1 September 
1993.  We updated this analysis to take into account additional 
approvals to 1 December 1993.  We observed that approvals had exceeded 
the limit by approximately $250,000.  As a consequence of its failure 
to control the level of this activity, the Department had to stop 
accepting environmental education projects in June 1994, three years 
before the scheduled end of the program. 
 
Lack of follow-up of internal audit recommendations 
 
19.48 A number of management deficiencies, such as inadequate operating 
guidelines, lack of national office responsibility to ensure that 
operating policies and procedures are followed and lack of basic data 
on program effectiveness, were identified in a 1991 internal audit.  
Although management indicated that a number of recommendations had been 
dealt with, we are concerned that  the fundamental deficiencies 
reported in 1991 continue to exist. 
 
Department's response:  The Department agrees with the general 
observation that it is difficult to ascertain with accuracy the extent 
to which all program-level intended results are being achieved.  The 
Department has, however, through its internal audit and program 
evaluation, measured progress in key areas and has been making 
adjustments to enhance the program's effectiveness.  The evaluation 
demonstrated, and the audit team noted, that approved projects are 
contributing to both an awareness and the development of solutions to 
environmental issues.  This is in part due to the effectiveness of the 
rigorous project selection criteria. 
 
We have taken steps to ensure that adequate information is provided to 
measure program results and that individual projects are monitored.  We 
recognize weaknesses, as pointed out by the audit team, in linking some 
of this information to improvements in environmental quality.  We are 
taking action to address this. 
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Main Points 
 
20.1  The Ice Services Branch of the Atmospheric Environment 
Service is a recognized world leader in ice information.  Based on our 
review of documentation and on interviews with clients, the operational 
management of the Ice Services Program appears satisfactory to the 
extent that it is delivering the prescribed ice information products to 
clients in accordance with program objectives.  Furthermore, the Branch 
is taking steps to improve the economy and efficiency of its program. 
 
20.2  Action is under way to change the program's main component, 
ice reconnaissance, from an aircraft-based to a satellite-based 
activity.  This change is occurring at a time when the Atmospheric 
Environment Service is converting to a client-oriented management 
approach with a focus on results, and when Treasury Board is requiring 
that departments reduce budgets and maximize cost recovery. 
 
20.3  The Branch has no formal statement of Canadian Coast Guard 
operating requirements for ice information.  There is no formal 
feedback mechanism in place for determining the developing needs of the 
Branch's clients, other than for the Coast Guard.  Nor does the Branch 
have a science and technology policy.  All of these are required to 
guide long-term planning and to establish priorities for individual 
components of the program.  For example, the priority given to data 
archiving within the overall program has not been clearly established. 
 
20.4  Before the Ice Services Branch can completely achieve the 
desired results while ensuring economy and efficiency in its 
operations, it must be able to identify fully, track and analyze 
evolving demands for ice information and determine cost-recovery 
expectations over the next decade, based on input from all client 
groups. 



 
20.5  Any failure in the ice information program due to aircraft, 
satellite or computer malfunction or communications failure could 
result in a rerouting or disruption of ship traffic in and out of 
Canadian ports or, at worst, loss of life and property.  In view of 
Canada's dependence on maritime trade, such a failure could have a 
considerable economic impact.  The Branch must therefore ensure that 
its contingency plans can be put into effect quickly and successfully. 
 
Introduction 
 
Background 
 
20.6  Ice is a condition of climate that most Canadians live with 
during a significant part of the year.  Its effect on weather and 
transportation, although most evident in the Arctic, is felt throughout 
the country. 
 
20.7  The greatest impact of ice is in large lakes, rivers and 
estuaries -- where annual flooding can cause loss of life and property 
-- and in coastal waters, where delay or redirection of ships could add 
to transportation costs and possibly jeopardize Canadian 
competitiveness.  Ice affects the way we design and operate ships, the 
way we build and operate breakwaters, docks and bridges and the way we 
fish and tap offshore oil and gas -- in short, it can have significant 
impacts on the environment and our economy. 
 
 
Exhibit 20.1 is not available, see the Annual Report. 
 
 
20.8  Canada has almost 120 years of experience in ice research and 
management.  With the longest coastline of any country in the world, 
most of it icebound for some part of the year, Canada has needed 
information to minimize the disruptive effects of ice and to forecast 
its influence on weather and global climate.  In 1953, the Ice 
Reconnaissance Program became part of the Meteorological Branch of the 
Department of Transport, with responsibility for providing a fully 
integrated ice information service for Canadian Coast Guard icebreaking 
activities.  By 1971 the Meteorological Branch had become part of the 
Department of the Environment (or Environment Canada) as the 
Atmospheric Environment Service.  At that time, the Ice Services Branch 
became responsible for an  ice services program with a wide clientele. 
 
20.9  In 1982, the Department of the Environment received Cabinet 
approval to expand its Ice Services Program to accommodate anticipated 
needs for ice information into the next century, in support of year-
round navigation in the Arctic, the growing offshore exploration for 
oil and gas, and iceberg surveillance off the east coast.  Between 1983 
and 1986, the Branch moved from visual observation of ice and manual 
collection of data to a highly automated radar-based system.  During 
this period, Treasury Board approved capital expenditures totalling $75 
million, which included acquisition of a specially equipped Dash 7 ice 
reconnaissance aircraft and construction of hangars in the Arctic.  The 



introduction of the Ice Data Integration and Analysis System (Exhibit 
20.1), the Iceberg Analysis and Prediction System and the Ice Centre 
Communications System in the late 1980s dramatically increased the 
amount of ice information available.  Those systems also reduced the 
time it took to acquire and convey information to clients from one or 
two days to six to eight hours, and Arctic ice information services 
became available year-round. 
 
20.10 Overall, the program's capital cost from 1983 to the present has 
been approximately $82 million.  Of this, $3 million was used to 
establish the Climatological Ice Data Archive System, which began in 
1990-91 as the final phase of the program.  It was completed in 1993. 
 
The Ice Services Program 
 
Program objectives 
 
20.11 The objectives of the Ice Services Program are to provide ice 
information analyses, forecasts and warnings to support the efficiency 
and safety of Canadians involved in such activities as fishing, 
shipping, and construction and operation of offshore facilities.  The 
program protects the quality of the marine environment by helping to 
prevent environmental disasters related to ice conditions.  It also 
sends ice information to international data centres to support research 
on global environmental issues. 
 
Program budget 
 
20.12 The Ice Services Branch operating and capital budget for 1994-95 
is $23.3 million and includes 78.5 full-time employee equivalents.  The 
Ice Services Branch recovered $13.9 million in 1993-94 from clients, 
with $13.8 million coming from the Coast Guard, its primary client. 
 
Ice information products 
 
20.13 The major activity of the Ice Services Program involves ice 
reconnaissance and data analysis.  Costs include $11.5 million for 
1,000 hours per year of aircraft time gathering ice information, mostly 
over the Gulf of St. Lawrence - Great Lakes corridor and East 
Newfoundland waters in winter and in the Canadian Arctic in summer 
(Exhibit 20.2).  With this information, it monitors and predicts the 
formation, movement, and break-up and melting of ice and icebergs in 
Canadian waters and those adjacent. 
 
 
Exhibit 20.2 is not available, see the Annual Report. 
 
 
20.14 Dedicated Ice Services aircraft collect ice imagery using radar, 
supported by imagery from American and European satellites and 
information based on visual observations from ships and aircraft.  The 
information is received at the Ice Centre in Ottawa, where it is 
processed into ice charts and other products for transmission to 
Canadian Coast Guard icebreakers and other users. 



 
20.15 To meet the program's objectives, specific ice information 
products are provided over a 12-month period.  In addition to up to 
1,500 daily forecasts, these include 3,000 charts depicting current and 
forecasted future ice conditions, and responses to an estimated 3,000 
inquiries for detailed ice information.  These products are used by the 
Coast Guard and marine industries and contribute to long-term research, 
by Canadians and others, on global climate and on pollution. 
 
The challenge:  to deliver a high-quality service at lowest cost 
 
20.16 The challenge facing the Ice Services Branch is how to deliver the 
highest quality of service at the least cost to clients and the 
taxpayer.  The Branch is reducing its budget by three to four percent a 
year over a five-year period ending 1997-98.  At the same time, it 
expects to increase its revenues through better marketing of ice 
information products and better cost recovery to meet Treasury Board 
requirements.  Some guidance was given to the Branch in the 
recommendations of the Department's 1991 Ice Services Program 
evaluation.  Those recommendations are being implemented through the 
Branch's Action Plan, approved in 1992. 
 
Risks of program failure 
 
20.17 There could be serious repercussions from incorrect, incomplete or 
delayed ice information due to equipment malfunction or breakdown or to 
communications problems.  Icebreakers and commercial shipping would be 
affected immediately, and life and property could be put at risk if an 
interruption in the flow of information were prolonged.  The loss of 
ice data would affect the Branch's ability to deliver its program and, 
in the long term, a break in continuity of data records could have a 
negative impact on global climate research. 
 
Audit Scope and Approach 
 
20.18 We focussed on the Branch's 1992 action plan, developed in 
response to the 1991 program evaluation recommendations, and on its 
strategic planning document.  Both contain the Branch's response to 
pressures for change from departmental senior management (to become 
more client-driven) and Treasury Board (to increase cost recovery from 
clients).  Although we concentrated on the Ice Centre in Ottawa, we 
also visited the Canadian Coast Guard's Ice Operations Office in 
Dartmouth to observe the primary client's use of ice information.  We 
also spent time on two icebreakers to see the practical application of 
ice information in the field.  That also provided an opportunity for us 
to interview the vessel captains and the Branch's ice specialists at 
work. 
 
Audit objectives 
 
20.19 The overall objectives of the audit were to determine whether the 
Ice Services Program was planned and managed with due regard to 
economy, efficiency and achievement of expected results; and to 
determine if appropriate action had been taken on the recommendations 



of the 1991 program evaluation. 
 
Audit criteria 
 
20.20 We expected to find, for each element of the action plan, an 
objective, performance measures, milestones for completion and 
provision for accountability reporting.  We expected to find that 
strategic planning had incorporated information from the action plan 
implementing the recommendations of the 1991 program evaluation and 
from other sources, and that the Branch was addressing its new 
challenges.  Specifically, we expected to find that the Branch had 
identified its clients and their collective needs and had established a 
consultative mechanism to enable it to meet "evolving client needs" 
(required under the action plan). 
 
Observations and Recommendations 
 
Need for a Clear Definition of Client Requirements 
 
Service to the Canadian Coast Guard 
 
20.21 The Coast Guard has been the primary client of the Ice Services 
Branch for over 40 years. Current ice information is required by the 
Coast Guard primarily for its operations in ice-infested waters, to 
protect ships from damage and from delays in reaching or leaving port. 
For example, on our visit in February 1994 to the Coast Guard's Ice 
Operations Office in Dartmouth, Nova Scotia, we noted that 40 vessels 
moved on that particular day between the Gulf of St. Lawrence and the 
Atlantic Ocean, and more than half of them needed some assistance to 
traverse the shipping lanes. 
 
20.22 The Ice Services Branch transmits information through the Ice 
Centre in Ottawa to the icebreaker vessels and the Coast Guard's 
regional Ice Operations offices; they, in turn, advise commercial 
vessels.  The Ice Services Branch supplies an ice service specialist, 
as needed, to icebreaker captains operating in ice-infested waters -- a 
pool of 12 such specialists was used in 1991-92.  The onboard ice 
specialist interprets, for the captain's use, ice information 
transmitted from the Ice Centre to the ship, together with information 
from the ship's own helicopter if it has one, or from a Coast Guard 
helicopter operating from another base in support of icebreaking 
activities.  In the opinion of both the ice specialists and the 
icebreaker captains interviewed during the 1991 program evaluation and 
our own audit, this partnership between ice specialist and ship's 
captain is an important one and is unlikely to be replaced by an 
automated system, at least in the foreseeable future. 
 
20.23 Need for a formal statement of Coast Guard's operating 
requirements for ice information.  The 1991 program evaluation 
recognized the importance of a close relationship between the Ice 
Services Branch and the Coast Guard.  It recommended that the Coast 
Guard determine its "operating requirements" and take a more active 
role in technology development, in conjunction with the Ice Services 
Branch. The Ice Services Branch action plan approved by the Department 



of the Environment in 1992 did not address those recommendations, 
leaving them to the Coast Guard alone.  The Coast Guard did second a 
liaison officer to the Ice Services Branch to clarify its ice 
information requirements.  A reference manual was produced, describing 
the standard procedures used by the Ice Services Branch to provide ice 
information services and distribute ice information.  In September 
1993, Annex II -- Ice Information Services -- to the 1984 Memorandum of 
Understanding (MOU) between the Atmospheric Environment Service of 
Environment Canada and Transport Canada was redrafted as part of the 
proposed renegotiation of the MOU.  However, to date, this statement of 
the Coast Guard's operating requirements for ice information has not 
been formalized. 
 
20.24 Given the importance of such information requirements, as 
reflected in the 1991 program evaluation recommendations, we are 
concerned that the Ice Services Branch and the Coast Guard are only now 
proceeding to formalize them in an amended memorandum of understanding. 
 In our opinion, the need for such a statement is long overdue. 
 
20.25 Ability to measure performance.  Representatives of the Ice 
Services Branch and the Coast Guard meet monthly to review the ice 
information services provided and their application to icebreaking 
operations.  A review of the files and interviews with Branch 
management and others did not indicate any problems with the ice 
information services provided by the Branch.  However, it is difficult 
to see how the performance of the Ice Services Branch can be adequately 
assessed without a formal and current statement of the Coast Guard's 
ice information requirements against which to measure the delivery of 
its services. 
 
20.26 Consequences of a delay in formalizing the Coast Guard's operating 
requirements for ice information.  The need for such a formal statement 
has become even more important, as major technological changes by the 
Ice Centre are already under way to move ice reconnaissance from an 
aircraft-based to a satellite-based activity.  If, due to operational 
problems, the new RADARSAT system does not meet Coast Guard needs in 
obtaining adequate ice data from its three-day coverage of the Gulf or 
in transmitting the information to icebreakers, gaps in coverage could 
occur.  In spite of supplemental coverage from the Dash 7 aircraft, 
negative impacts on shipping movements could result, which might 
endanger the safety of ships, crews and cargoes. 
 
20.27 Counteracting such potential gaps in information would require 
modifying the system, for example, by reinstating extensive aircraft-
based reconnaissance at additional cost.  Alternatively, the Coast 
Guard might choose to reduce its financial contribution in view of 
reduced service.  Either way, the efficiency and effectiveness of the 
Ice Services Program could be jeopardized.  It is, therefore, in the 
interests of the Ice Services Branch to complete negotiations as soon 
as possible. 
 
Service to other clients 
 
20.28 A comprehensive review to determine the needs of the Branch's 



other clients apart from the Coast Guard is a further prerequisite to 
developing an efficient program tailored to client requirements.  The 
1992 action plan and the Atmospheric Environment Service's five-year 
business plan (1993) obligate the Branch to "consult and involve 
clients in all aspects of design, development and evaluation of our 
services." 
 
20.29 Survey of client needs.  The Ice Services Branch completed a 
survey of other clients' needs in August 1993.  The overall goal of the 
survey was "to help determine the value of existing products and to 
define the potential for new products marketed on a cost-recovery 
basis." The survey used questionnaires distributed by mail as well as 
interviews in person or by telephone. 
 
20.30 Because a complete up-to-date list of clients was not available, a 
sampling frame of 400 clients was constructed from several sources.  
From this frame, 325 clients were selected to receive the 
questionnaire.  A response rate of 40 percent was achieved. 
 
20.31 The questionnaire was designed to answer two key questions: 
 
 • What impact do Ice Services Branch products (existing and 
possible) have on operational and/or planning decisions made by its 
clients? 
 
 • How can the range of products and services currently offered 
by the Ice Services Branch be modified, expanded, or changed to reflect 
the new economic realities of restricted operating budgets, a changing 
client mix, and new regulatory procedures applied to Arctic shipping? 
 
20.32 When we reviewed the questionnaire against the overall goal 
(paragraph 20.29) and these key questions, we noted certain gaps.  For 
example, the impact of existing products on the clients' operational 
planning was only partially addressed by the questionnaire.  This meant 
that some important information was unavailable to the Branch for its 
own planning purposes.  There were no questions concerning cost 
recovery or the willingness to pay for existing or new products.  
Questions were asked only on the general value of those ice information 
products.  Furthermore, clients were not asked what they would do if 
ice information products were not available to them from the Ice 
Services Branch. 
 
20.33 The Branch adopted an unconventional approach to gathering the 
data included in the analysis.  Questionnaires were completed for 
respondents who did not return the mailed questionnaire but were 
interviewed by the consultant and Branch personnel, either in person or 
by telephone.  The questionnaires were completed based on notes of the 
interviews conducted.  In our opinion, such data would have been best 
analyzed separately from those collected from respondent-completed 
questionnaires to determine the potential for bias in the overall 
results and, if necessary, to prevent it. 
 
20.34 Nevertheless, the survey gathered a lot of information that the 
Ice Services Branch is using to evaluate its ice information services 



and to plan for the future.  However, there is a need to fill the gaps 
we have noted and to focus on the clients' "evolving needs" if the Ice 
Services Program is to provide products tailored to client needs and to 
maximize cost recovery.  This requires regular formal feedback from all 
client groups rather than infrequent surveys -- a moving picture rather 
than a photograph capturing one particular point in time. 
 
20.35 Consequences of incomplete information on client needs.  Without 
more information, the Branch has a limited ability to build a dynamic 
data base of client needs for future planning of both product 
development and cost recovery.  The implementation of the primary 
recommendation from the 1991 program evaluation -- that the Branch 
become "client driven" rather than "technology driven" -- could be put 
at risk if the development of information products proceeds without a 
full understanding of client needs.  It could result in products for 
which there is little demand, with subsequent poor cost-recovery 
opportunities and needless expenditures.  Ultimately, such an approach 
could lead to a loss of clients. 
 
20.36 The Ice Services Branch should build on the results of its recent 
survey, by establishing a formal feedback mechanism for ongoing client 
input on such matters as new ice information product development, 
service standards and cost-recovery strategies. 
 
The Ice Services Branch's Role and Responsibilities 
 
20.37 With the completion of the Expanded Ice Information Service 
Program in 1993, the Atmospheric Environment Service said that it had 
"developed and maintained a world class ice information service for 
Canadians." (Environmental Science and Technology:  An Overview, Ottawa 
1993)  However, the 1982 decision to put in place an expanded ice 
information service that would meet Canada's needs in the 1990s did not 
foresee the rapid pace of technology development, or the current 
economic pressures that would influence all government operations.  
Both factors are now affecting the Ice Services Branch, which is 
already committed to taking another major technological step in 1995.  
That is when the ice reconnaissance program will move to a satellite-
based operation with the launching of the Canadian Space Agency's 
RADARSAT.  This change is in response to anticipated budget reductions, 
and senior management guidance will be required to ensure that they can 
be achieved along with increased revenue generation. 
 
Need for a Science and Technology Policy 
 
20.38 At present, there is no Ice Services Branch science and technology 
policy to clarify its national and international responsibilities, and 
to provide direction to managers if reduced appropriations cannot be 
offset by increased revenue and program adjustments must be made.  We 
expected to find such a policy statement with priorities clearly laid 
out.  For example, should ice reconnaissance be maintained at its 
current level, at the expense of other program segments such as data 
archiving?  The latter is of paramount importance to the Branch's 
international clients and is the basis for its worldwide reputation. 
 



20.39 The 1991 evaluation of the Ice Services Program recognized the 
need for a science and technology policy for the Branch's use.  It was 
an objective of the subsequent 1992 action plan, and was scheduled for 
completion in December 1993.  At the time of our audit this had not 
been done.  The need for a policy was endorsed by the Department's 
Audit and Evaluation Committee when it approved the action plan in 
February 1992.  Such a policy document defining the Branch's role and 
responsibilities would have provided guidance for both strategic 
planning and the client survey activities. 
 
Consequences of a policy vacuum 
 
20.40 While we were pleased to note that service standards are now being 
developed, we are concerned that this is being done without the benefit 
of direction from a Branch science and technology policy.  Without a 
science and technology policy, the Ice Services Branch has no guide to 
help it shape its approach to technological change and respond to the 
need for any program adjustments.  Without such direction, money and 
time could be inappropriately allocated to a specific program component 
to the detriment of one client or another.  For example, in the case of 
the Coast Guard, reduced support could impact on Canada's ability to 
provide the ice information necessary to protect shipping and 
commercial interests.  This could result in a loss of Coast Guard 
confidence in the program and partial or complete withdrawal from it.  
The resultant loss of revenue could affect the Branch's ability to 
carry out its complete program without lowering service standards.  In 
the case of ice data archiving, reduced support could deprive Canadian 
and international scientists of ice data vital to the understanding of 
global climate problems. 
 
20.41 The Ice Services Branch should follow up as soon as possible on 
its action plan commitment to develop a science and technology policy 
for its own use. 
 
Incomplete Strategic Planning 
 
20.42 The Ice Services Branch Strategic Overview Document (November 
1992) lays out its intended approach over a five-year period to meet 
the requirements of the Atmospheric Environment Services business plan 
for 1993-94 to 1998-99, entitled:  "Our New Way of Doing Business:  
Building on our Strengths".  Its primary aims are to reduce the cost to 
taxpayers of ice data acquisition and to increase the revenue generated 
from the provision of ice information and services. 
 
20.43 The overview document outlines strategies as well as actions to be 
taken, together with milestones, to reduce the money required from the 
Consolidated Revenue Fund for the Branch's operations from $20.9 
million in 1992-93 to $17.9 million in 1997-98.  The difference is to 
be realized through cost recovery from users of the services outside 
the federal government.  The document identifies risks associated with 
the stated strategies and, in some cases, alternative approaches if 
cost-recovery plans are not realized. 
 
20.44 The Branch is devoting both time and effort to identifying 



opportunities for cost recovery.  Its progress is evident in the 
pricing policy and itemized pricing list that have been developed for 
ice information services.  Furthermore, staff are undergoing training 
to learn "how to transform a government agency into a marketing 
entity", and a commercialization policy has been prepared.  Although 
the overview document addresses comprehensively this aspect of the new 
way of doing business, the Branch has not identified its program 
priorities for available resources if expected revenues from cost 
recovery do not meet stated targets, and if the balance required to 
maintain the service is not available from the Consolidated Revenue 
Fund. 
 
Consequences of incomplete strategic planning 
 
20.45 To maintain its international reputation, the Branch needs 
strategies for dealing with reduced levels of government funding and 
uncertain levels of revenue; otherwise, it could be faced with a major 
shortfall in resources and the prospect of either reducing its ice 
reconnaissance services or sacrificing other components of the program 
to keep the reconnaissance service at the required level.  Either 
approach could have serious consequences, such as inadequate protection 
for shipping or loss of historical data to support global warming 
research. 
 
20.46 The Ice Services Branch should expand its strategic overview 
document to fully reflect alternative strategies associated with 
reduced government funding and uncertain levels of revenue generation. 
 
Technology Development 
 
20.47 A major change in the way ice information is collected and 
processed will occur with the launching of the RADARSAT satellite in 
1995.  The Ice Services Branch is currently preparing for the 
conversion from an aircraft-based to a satellite-based system.  The 
Dash 7 aircraft will be retained, however, to provide tactical support 
to Coast Guard icebreakers and to fill gaps in the RADARSAT strategic 
coverage (Exhibit 20.3). 
 
 
Exhibit 20.3 is not available, see the Annual Report. 
 
 
20.48 Imagery will be received by the Ice Centre from satellite 
receiving stations, the material analyzed and the resulting ice 
information placed on the bulletin board service computer.  From this, 
all clients, including Coast Guard icebreakers and Ice Operations 
offices, will be able to download information daily into their local 
computers.  Dash 7 flight imagery will be available directly to 
icebreakers and the Ice Centre in Ottawa.  On board icebreakers, ice 
service specialists will view, compare and analyze the aircraft and 
satellite data and will advise the captains on ice conditions. 
 
Benefits and costs of the move to RADARSAT 
 



20.49 While the conversion to RADARSAT will require an estimated $2.3 
million update to the Ice Centre, the Branch predicts that one of the 
benefits will be an annual minimum saving of $1.5 million in operating 
 costs when compared to the present aircraft-based operation.  The 
RADARSAT Data Policy identifies ice information as the highest priority 
for RADARSAT imagery, aside from emergencies.  The Branch anticipates 
that this technology will facilitate user access to ice information and 
enhance cost-recovery opportunities. 
 
Contingency Plans to Handle Emergencies 
 
20.50 The Ice Services Branch is a high-technology operation, vulnerable 
to short-term or permanent damage to hardware and software.  It is 
important, therefore, to have adequate contingency arrangements for 
such emergencies, especially when continuity of service will depend on 
a satellite outside the control of the Ice Services Branch. This 
represents a loss of the flexibility provided by aircraft, which can be 
dispatched anywhere at any time in normal circumstances, as opposed to 
a satellite with a fixed orbit and schedule.  With respect to the Ice 
Centre, a detailed "Contingency Plan for the National Ice Centre" was 
approved on 12 April 1994 to protect the "nerve centre" of the 
operation.  It should also be noted that, under an arrangement with the 
National Archives of Canada, a backup system for ice data has been 
established to ensure the protection of the archive should the Ice 
Centre be damaged or destroyed. 
 
Scope of RADARSAT contingency plan 
 
20.51 The Branch has recognized that problems also could occur with the 
satellite.  It could fail at launch, at deployment or during operation. 
 It has thus prepared a "RADARSAT Contingency Plan", dated 25 March 
1994, to respond to such operational emergencies.  The plan identifies 
the major categories of risk, and action to be taken to maintain an 
acceptable level of service.  It relies heavily on the Dash 7 aircraft 
and on aircraft used by National Defence, Fisheries and Oceans and the 
private sector. 
 
20.52 Lack of formal agreements to obtain emergency assistance.  As 
stated above, the contingency plan relies heavily on the use of 
alternative data sources, such as other resource satellites, and on 
aircraft currently operated by other government departments.  As of 31 
May 1994 there were no formal agreements or memoranda of understanding 
in place to ensure that help from those sources would be forthcoming 
immediately if emergencies occurred, and if shipping in the Gulf of St. 
Lawrence and off Newfoundland were put at risk. 
 
20.53 Ice Services Branch should negotiate formal agreements with other 
government and private sector organizations with roles in the RADARSAT 
Contingency Plan, whereby priority use of other satellites and aircraft 
would be obtainable in an emergency. 
 
Viability of contingency plans 
 
20.54 The Ice Services Branch has no plans to test emergency 



arrangements to see if adequate ice information services can be 
guaranteed in the event of computer failure at the Ice Centre or 
satellite malfunction or shutdown.  The Coast Guard, in particular, has 
a major responsibility to safeguard shipping in ice-infested waters 
and, thus, needs assurance that services would be maintained. 
 
20.55 Ice Services Branch should test its emergency response plan prior 
to the launch of RADARSAT in 1995. 
 
The Branch's Ice Data Archive 
 
20.56 The Ice Services Branch maintains an ice data archive as part of 
its mandate to provide ice information.  Its capability in this respect 
has been considerably enhanced by the establishment in 1993 of the 
Climatological Ice Data Archiving System.  While data archiving plays a 
vital role in global climate research in Canada and abroad and 
contributes, therefore, to Canada's international standing, the 
activity has a low profile in the Branch. 
 
Need to update archiving policy 
 
20.57 The present archiving policy, dated October 1986, is still only in 
draft form.  It does not take into account, therefore, the new 
Climatological Ice Data Archiving System and its impact on the Branch`s 
archiving capabilities and services. 
 
Location and cataloguing of existing ice data 
 
20.58 Informal contacts are maintained by the Ice Services Branch with 
federal departments that generate ice data -- for example, Fisheries 
and Oceans Canada and the National Research Council -- to keep abreast 
of their data holdings. 
 
20.59 In consultation with industry, academia and private sector 
consultants, the Ice Services Branch hopes to develop directories 
listing the sources of available ice data -- type, location and contact 
persons -- to provide a more comprehensive service.  The work to date 
has revealed that some important sources of information are in danger 
of being lost because their value to the original collectors, such as 
the oil and gas industry, has declined as their projects have been 
terminated or relocated.  These data are valuable to researchers and 
other users of historical information. 
 
20.60 Importance of uninterrupted ice data collection.  Safeguarding 
Canada's ice data is essential for existing and future Canadian and 
international climate research, including research on the effects of 
global warming.  The importance of such data is increasing. 
 
20.61 In the past, Canada was covered by a network of meteorological 
stations -- some large, some small one-man, part-time operations -- 
that supplied important ice information.  Since the Second World War, 
however, the departments and agencies responsible for their financial 
support have closed them one by one, due to changing program priorities 
and shrinking budgets.  Yet those organizations have not notified 



interested parties, such as the Ice Services Branch, until after the 
closures.  In other cases, monitoring stations have been automated and 
ice thickness measurements excluded from the data package.  These 
actions have resulted in losses of the valuable continuous data that 
are so important to climatological and related research, in Canada and 
abroad. 
 
Consequences of inattention to data archiving 
 
20.62 Without a more comprehensive approach to ice data archiving -- 
comprising the identification, location and protection of data sets, 
their co-ordination and listing within a recognized national directory 
or system -- Canada is liable to lose valuable ice information.  Such a 
loss would affect, for example, research, engineering design and 
environmental impact assessment, while reducing our ability to find 
solutions to global climate problems.  This vulnerability applies to 
both the sophisticated data generated by satellites and the basic ice 
data gathered routinely at weather stations.  If the keeping of ongoing 
records is terminated, there will be no means to retrieve lost data, 
and even if such records are later reestablished, their value to 
researchers will be diminished. 
 
20.63 The responsibilities and priorities of the Ice Services Branch 
with respect to ice data archiving are unclear.  Through membership on 
the U.S.-Canada Joint Ice Working Group and its standing committees, 
including that on Data Archives, the Ice Services Branch serves as 
advisor to the federal government on ice matters, in co-operation with 
the U.S. government's National Ocean Service.  Together, they plan the 
framework for U.S. and Canadian archiving programs to meet research 
needs and to ensure their continuing ability to address future 
problems.  Such activities could include the formal recognition of 
archival material in an international registry.  The failure to 
discharge any of these international responsibilities could have 
repercussions and damage Canada's image in the global scientific 
community. 
 
20.64 The Ice Services Branch should: 
 
 • clarify its archiving role by updating and formalizing its 
internal archiving policy; 
 
 • develop a national registry listing sources of all available 
ice data in both the government and the private sectors as a one-stop 
service to researchers; 
 
 • seek appropriate input to the Climatological Ice Data 
Archiving System of data sets that could otherwise be lost, to protect 
valuable information and avoid future duplication; and 
 
 • use its international role in archiving, as demonstrated in 
its representation on the U.S.-Canada Joint Ice Working Group, to 
conclude formal agreements on data archiving registration with other 
countries involved in ice data collection and research. 
 



Overall Conclusions 
 
20.65 The operational management of the Ice Services Program appears to 
be satisfactory in that it is delivering the prescribed ice information 
products to clients in accordance with program objectives.  Clients 
appear satisfied with services they have received, as far as we can 
ascertain from a review of files and from personal interviews. 
 
20.66 The Branch is taking steps to improve the economy and efficiency 
of its programs.  It is adjusting to budget reductions by pursuing 
opportunities for cost recovery and other means of generating revenue 
while maintaining the current level of service.  The introduction of 
RADARSAT is expected to reduce the annual operating costs of ice 
reconnaissance by a minimum of $1.5 million. 
 
20.67 However, as noted elsewhere in this chapter, there are a number of 
areas that need to be addressed if the Ice Services Branch is to 
respond effectively to the challenges facing it in the coming years. 
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Main Points 
 
21.1  Canada's assistance to Central and Eastern Europe and the 
former Soviet Union has three primary objectives:  to support 
democratic development; to support the transition to market economies; 
and to increase trade and investment links with the region. The 
assistance program is based on Canada's national interests and on 
Canada's assumption of its burden-sharing responsibilities as a member 
of the G-7 and G-24. 
 
21.2  The Department's technical assistance contributions program 
for the region has grown rapidly since 1989.  In 1993-94, contributions 
totalled $74 million and cumulative disbursements totalled $145 
million. 
 
21.3  The government has conducted evaluations, including a 



financial management review, to determine whether the program had 
adequate management systems and practices in place and whether it was 
meeting its objectives. 
 
21.4  One of the evaluations concluded that the program has quickly 
delivered a substantial amount of technical assistance to the region; 
however, in the Department's view, it is not practicable to measure the 
impact of the assistance of any single donor on democratic development 
and the transition to market economies in the region. 
 
21.5  Although Canadian companies that participate in the program 
report significant positive short-term impacts, sustained trade and 
investment benefits can be assessed only in the long term.  An 
evaluation has concluded that the program requires a more strategic 
focus to maximize the full potential of the trade and investment 
opportunities that are available. 
 
21.6  The Department has recently taken steps toward more results-
oriented project management, but it is too early to assess their 
impact.  We intend to follow up on the implementation of the various 
plans developed and initiatives taken by the Department. 
 
21.7  There is a need to improve the quality of the information 
provided to Parliament on the program's objectives, resources employed 
and results achieved. 
 
Introduction 
 
21.8  The collapse of the Soviet empire and the emergence of 
independent states in Central and Eastern Europe and the former Soviet 
Union (the region) that wish to adopt democratic values and 
institutions provide a historic opportunity to build a more stable and 
peaceful world order.  These events also present the spectre of 
regional and global instability if the process fails.  Fundamental 
strategic political and economic interests have motivated Western 
assistance to the region to support the transition to democracy and 
market economies.  The underlying premise is that competitive free 
markets, combined with economic stabilization and privatization in a 
democratic society, will bring prosperity and economic growth.  
Eventually the region's economies would integrate with the 
international financial and trade system and this would contribute to 
increased global stability and a stronger world economy. 
 
 
Exhibit 21.1 is not available, see the Annual Report. 
 
 
21.9  Twenty-seven donor countries provide assistance to the 
region: the members of the G-24 and three others. The G-24 countries 
include 12 European Union members, 6 European Free Trade Association 
members and the United States, Canada, Japan, Australia, New Zealand 
and Turkey. The Commission of the European Union (as distinct from its 
members), the World Bank, the International Monetary Fund, the European 
Bank for Reconstruction and Development and the Organization for 



Economic Co-operation and Development are the main multilateral donors 
(Exhibit 21.1).  In addition, many state and municipal governments, 
private sector companies, private foundations and non-governmental 
organizations are also involved in providing assistance.  For example, 
over 40 federal, state and municipal bodies from Germany alone, each 
with a range of objectives, are operating in Hungary and the Czech 
Republic. 
 
21.10 The multiplicity of governmental, non-governmental and 
multilateral donors makes effective co-ordination essential but, by the 
same token, quite difficult.  Recognizing this need, donors have put in 
place various mechanisms to co-ordinate assistance.  In addition, 
individual donors  co-ordinate their efforts with those of other donors 
in sectors of common interest. 
 
21.11 Figures on the amount of technical assistance disbursements by 
individual bilateral donors are reported by the Organization for 
Economic Co-operation and Development/Development Assistance Committee. 
 However, the most recent figures available from this source are for 
calendar years 1991 and 1992 (Exhibit 21.2).  Germany is by far the 
biggest donor country, while Canada's contribution is relatively small. 
 
 
Exhibit 21.2 is not available, see the Annual Report. 
 
 
21.12 The last four years have shown that complete political and 
economic transformation will take considerably longer than first 
expected by political leaders in donor countries and in countries 
receiving assistance.  Complete transformation will require ongoing 
donor support, particularly in addressing fundamental macroeconomic 
problems.  Foreign Affairs and International Trade Canada (the 
Department) believes that this will require a continued active 
leadership role by the multilateral institutions. 
 
Nature of Assistance 
 
21.13 The Department manages a program of assistance to Central and 
Eastern Europe and the former Soviet Union that complements other 
Canadian assistance efforts in the region.  These efforts include 
participation in international policy formulation through membership in 
the G-7 and in the decision-making bodies of major multilateral 
institutions, such as the International Financial Institutions, which 
are active in the region.  They provide a wide range of assistance from 
macroeconomic to project level microeconomic assistance.  Canadian 
assistance efforts also include debt relief.  For example, Canada has 
forgiven a significant part of the interest on export credits extended 
to Poland by the Export Development Corporation and the Canadian Wheat 
Board. 
 
21.14 Assistance provided by the Department was initially seen as short-
term exceptional funding to support reform efforts in those countries 
where reform first emerged.  For example, an initial Canadian 
assistance program for Poland and Hungary was launched in 1989.  As 



other countries in the region proceeded to adopt programs of reform, 
they too became eligible for assistance.  Assistance provided by the 
Department can be divided into three categories. 
 
21.15 Bilateral technical assistance is provided to fund projects in 
priority sectors in which the Department believes it can make a real 
contribution to the three primary objectives of the program.  Projects 
are implemented by organizations in Canada in co-operation with partner 
organizations in recipient countries.  These executing agents manage 
technical co-operation, usually in the form of policy advice, 
institutional strengthening and human resource development.  Included 
in bilateral technical assistance is the Renaissance Eastern Europe 
program, a responsive cost-sharing program, which helps Canadian 
companies develop joint ventures and trade and investment opportunities 
and enterprise-specific training. 
 
21.16 Multilateral technical assistance contributions are provided to 
support the programs of multilateral organizations and international 
financial institutions, including projects promoting good governance 
and international good conduct. 
 
21.17 Humanitarian assistance is normally provided through United 
Nations organizations or the Red Cross or Canadian humanitarian 
organizations, depending on where it can be most useful.  For example, 
food aid has been provided to the most vulnerable groups in countries 
in the region, particularly the former Yugoslavia, since 1991-92. 
 
21.18 In this chapter, the term  "the program" refers to bilateral 
(including the Renaissance program) and multilateral technical 
assistance only. 
 
Program Objectives 
 
21.19 The program was set up to serve Canadian foreign policy interests. 
 It is based, first, on Canada's national interests, including the 
enhancement of global security; the building of a stable and integrated 
world order based on democratic regimes and market economies compatible 
with our own; the advancement of Canadian political, economic and trade 
interests in the region; and enhanced bilateral relations.  Second, it 
is based on Canada's assumption of its burden-sharing responsibilities 
as a member of the G-7 and G-24. 
 
21.20 Canada is primarily engaged in the region to support the 
maintenance of global peace and security--that is, to ensure that the 
opportunity is fully exploited to rebuild a stable world order after 
the Cold War.  A number of countries in the region possess nuclear 
weapons.  Failure to ensure a successful and peaceful transition to 
democracy and market economies would lead to instability in the 
European region that would negatively affect Canadian interests and 
global security.  The former Yugoslavia is a case in point. 
 
21.21 The program also promotes Canadian political, economic and trade 
interests and strengthens bilateral relations.  The emerging markets of 
the region could offer major opportunities for Canadian trade and 



investment.  At the same time, support for the integration of the 
region's economies into the global economic system is expected to 
contribute to a more prosperous world economy and trading system. 
 
21.22 Finally, the strong desire to support and contribute to the 
region's transformation on the part of the 10 percent of Canadians who 
trace their family origins to the region is also an important 
consideration underlying Canada's involvement. 
 
21.23 The Canadian technical assistance program serves Canadian foreign 
policy interests through three primary objectives: 
 
 • supporting democratic development; 
 
 • supporting the transition to market-based economies; and 
 
 • increasing Canadian trade and investment links with the 
region. 
 
Program Funding, Authority and Organization 
 
21.24 Funding.  Initially, the majority of funding was drawn from 
Treasury Board's Priorities Reserve.  However, it soon became clear 
that the Canadian effort was likely to be long-term and that a more 
permanent funding source would be required.  Since the February 1991 
federal Budget, the Department has sought approval from Treasury Board 
to provide the necessary funding from the reserve of the International 
Assistance Envelope.  The full allocation of the reserve had not been 
included in the Department's Main Estimates.  Remaining amounts from 
the reserve are included in Supplementary Estimates when international 
initiatives that require funding are brought forward during the year.  
The reserve is only a small part of the International Assistance 
Envelope.  The other, much bigger, component is Official Development 
Assistance; the Canadian International Development Agency (CIDA) is 
responsible for delivering approximately 80 percent of Official 
Development Assistance, which is included in the Main Estimates. 
 
21.25 There are several differences between the technical assistance 
program and CIDA's geographic program: first, the emphasis of the  
technical assistance program is not on the development of physical and 
social infrastructures but on helping the people to make the transition 
to democratic societies and market economies by reapplying their 
existing knowledge and/or learning new skills; second, it is not based 
on country-to-country formal bilateral co-operation agreements; and 
third, most countries in the region served by the program are not 
eligible for Canadian Official Development Assistance. 
 
21.26 Authority.  The broad ambit of the Department of External Affairs 
Act, 1980-81-82-83, gives the Minister of Foreign Affairs the authority 
to deliver the technical assistance program.  The Department has not 
sought specific enabling legislation for the program itself.  Rather, 
its policy framework and financial resources have been provided through 
a series of Cabinet and Treasury Board decisions. The program has 
evolved in response to commitments made by Canada at various G-7 



summits between 1989 and 1993, for example, commitments to technical 
assistance for Poland and Hungary at the 1989 Paris summit (in concert 
with other G-7 members) and for the Soviet Union at the 1991 London 
summit. 
 
21.27 Terms and conditions approved by Treasury Board set out the 
authorities framework within which the program operates.  Delegation of 
project approval authority is decided within the Department.  Until 
February 1994, senior management had the delegated authority to approve 
projects of up to $5 million, although officials point out that they 
sought "ministerial approval on all projects of potential political and 
economic significance and on those worth $5 million or more."  
Currently, ministerial approval is required for all projects above 
$100,000. 
 
21.28 Organization.  In 1989, a task force was established to manage the 
program.  Then, in July 1993, following Treasury Board approval of 
ongoing Canadian assistance to the region, the Department created a 
permanent Bureau of Assistance for Central and Eastern Europe to 
replace the task force.  The new Bureau is part of the Department's 
Europe Branch, which is responsible for managing Canada's relations 
with Western and Eastern Europe and for the pursuit of Canadian 
interests there. 
 
21.29 As the program has grown, so has the number of persons involved in 
its management and delivery.  For example, headquarters staff increased 
from 5 persons in 1989 to 67 permanent positions by 31 March 1994.  In 
addition, 10 Canada-based staff and 25 locally engaged program and 
support staff at missions abroad are currently involved in delivering 
the technical assistance program. Operating expenditures reported by 
the Department were $2.0 million in 1992-93 and $7.2 million in 1993-
94.  This is expected to increase in 1994-95, partly because more 
Canada-based and locally engaged technical assistance staff have been 
posted in several missions abroad. 
 
Program Scope and Expenditures 
 
21.30 Eligible countries.  The program has grown rapidly in scope from 
two eligible countries in 1989 to 26 countries in 1994:  eight program 
countries and six non-program countries in Central and Eastern Europe 
and three program countries and nine non-program countries in the 
former Soviet Union (Exhibit 21.3). 
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21.31 Program countries have specific budget allocations, are eligible 
for all forms of assistance and benefit from technical assistance 
projects designed to respond to their needs.  Non-program countries do 
not have specific budget allocations; however, they are eligible for 
occasional responsive projects of technical assistance and can benefit 
from regional, multilateral and humanitarian assistance and the 
Renaissance Eastern Europe program.  Ministers determine countries' 



eligibility for assistance based on Canadian economic, political and 
security interests in order to maximize the impact of limited resources 
in key countries.  Budget allocations are based on multi-year 
commitments made by the government, the needs of the country, its 
commitment to reform, and Canadian interests and strengths. 
 
21.32 Disbursements.  The growth in annual disbursements has been 
dramatic (Exhibit 21.3).  Starting at less than $2 million in 1989-90, 
technical assistance contributions reached $74 million annually in 
1993-94.  Although total assistance in each of the last two fiscal 
years has averaged about $100 million, the share of humanitarian 
assistance has declined while that of technical assistance has 
increased.  The Department expects this trend to continue in 1994-95.  
However, it points out that since the program budget for 1994-95 had at 
the time of the audit, not been finalized by ministers, it is not in a 
position to speculate on program allocations for 1994-95. 
 
21.33 On a cumulative basis, by the end of 1993-94, Canadian technical 
assistance contributions totalled $145 million: about $126 million in 
bilateral technical assistance (including roughly $16 million for the 
Renaissance program) and nearly $19 million in technical assistance 
contributions to multilateral agencies for their initiatives and for 
projects in nuclear safety and peace and democracy.  The Department 
also disbursed close to $95 million in humanitarian assistance in the 
same period (Exhibit 21.5). 
 
21.34 Number of projects.  The Department estimates that over 700 
bilateral projects involving more than 400 executing agents have been 
funded since the program's inception. Five countries (Czech Republic, 
Hungary, Poland, Russia and Ukraine) have received the bulk of Canadian 
technical assistance.  Exhibit 21.5 shows the breakdown of bilateral 
technical assistance disbursements for 1989-90 to 1993-94 by sector 
(more than 50 percent has gone to projects in private sector 
development and democratization); Exhibit 21.6 shows the breakdown of 
bilateral technical assistance commitments for 1993-94 by type of 
executing agent; and Exhibit 21.7 shows their breakdown for 1993-94 by 
project size. 
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Audit Objectives, Scope and Approach 
 
21.35 We conducted this audit recognizing that the program had had to be 
organized quickly to respond to rapidly changing events.  Although the 
program is still less than five years old, it has represented one of 
the fastest growing expenditure areas in the Department in recent 
years. 
 
21.36 Another consideration in our decision to conduct this audit was 
the concern expressed by U.S. General Accounting Office reports and, 
more recently, by a U.S. Congressional report about the U.S. AID 
program for Eastern Europe and the former Soviet Union.  The rationale 



and objectives of the U.S. program are quite similar to those of 
technical assistance programs funded by Canada and other donor 
countries.  Problem areas cited in the U.S. AID program include project 
management, donor co-ordination and effectiveness in meeting program 
objectives. 
 
21.37 Audit objectives.  The goal of this audit was to provide objective 
information that would help Parliament scrutinize the Department's use 
of resources and its management of expected results. In addition, we 
wanted to highlight areas where improvements are possible in both 
program and project management. 
 
 
Exhibit 21.5 is not available, see the Annual Report. 
 
 
21.38 We expected to find that the Department's management of this 
program would give special emphasis to: 
 
 • measuring and reporting on the effectiveness of the program 
in meeting the objectives set for it by the government and on the 
results of the projects it funds; and 
 
 • obtaining independent assurance that moneys spent by the 
Department's executing agents on its behalf were spent for the purposes 
intended by Parliament and were fully accounted for. 
 
21.39 Scope.  The scope of the audit was the $145 million in technical 
assistance  contributions managed by the Department between late 1989 
and 31 March 1994.  The $95 million disbursed by the Department in 
humanitarian assistance in the same period was excluded from the audit. 
 
21.40 Approach.  The audit was essentially a headquarters audit based on 
a review of program and project documentation.  We consulted with 
program staff and other departmental officials, departmental 
consultants and academic experts.  We also briefly visited the Canadian 
missions in Budapest and Prague to interview program officers, the 
heads of mission, a selected number of executing agents in the field 
and a number of beneficiaries of Canadian technical assistance. 
 
21.41 In addition, we referred to one program evaluation initiated by 
the government, and one program evaluation and one financial management 
review initiated by the Department. We did not examine the methodology 
used in the evaluations and the financial review, and we offer no 
opinion on their quality. However, we do comment on the terms of 
reference and we state their conclusions.  The Department has informed 
us that it concurs with the conclusions of the studies. 
 
Audit Observations 
 
Program Evaluation 
 
The government has evaluated its technical assistance program on a 
timely basis 



 
21.42 The program was announced in October 1989; necessary financial 
resources were approved by Treasury Board in November 1989; and the 
program became operational in early 1990. Within two and a half years 
of commencing operations, the Department contracted outside consultants 
to evaluate the program and its financial management and control 
procedures.  We think this action was timely and commendable. It shows 
concern for value for money. 
 
21.43 Financial management review.  In October 1992, the Department 
commissioned a review to assess the program's financial management and 
control structure to plan, account for and report on the program.  The 
report in December 1992 noted that one indicator of the program's 
success was its ability "to process the approval of proposals quickly." 
 The report also pointed out that there was a need "to ensure an 
appropriate balance between the organization's flexibility and ability 
to react quickly to the needs of the Central and Eastern European 
countries while improving the financial control framework."  
Specifically, the report pointed to weaknesses in project management, 
such as lack of selection criteria, ongoing monitoring, periodic 
evaluation and reporting, and financial controls to ensure that funds 
were spent according to program objectives. 
 
 
Exhibit 21.6 
 
Canadian Commitments by Type of Executing Agent 
 
Technical Assistance for Fiscal Year 1993-94 
 
       Percentage 
       of    Percentage 
       Total   of 
     Number Number Amount Total 
     of  of  Committed Amount 
Type of Executing Agent Projects  Projects  ($)   Committed 
 
Academic Institutions  36  10.9  28,793,844 28.4 
 
Business Sector & 
   Associations  187  56.8  25,249,496 24.9 
 
Government - federal, 
   provincial and 
   municipal    75  22.8  32,752,048 32.3 
 
Non-Governmental 
   Organizations   16   4.9  7,977,457   7.9 
 
Others     15   4.6  6,631,920   6.5 
 
Total    329  100.0 101,395,765 100.0 
 
Note:  This list is based on approved project commitments, not project 



disbursements; the total is therefore larger than the amount expended 
by the program in the fiscal year. 
 
Source:  Foreign Affairs and International Trade Canada 
 
 
21.44 Evaluation of the technical assistance program.  In response to a 
Treasury Board requirement, a consultant was asked in June 1992 to 
conduct "an evaluation study of the technical assistance program." (The 
Renaissance program was not included in this evaluation.)  Its task was 
to determine whether the program was successfully contributing to 
achieving Canada's foreign policy objectives in the region, and how 
well the task force managing the program was balancing the need to plan 
and consult partners with the need to deliver large amounts of 
technical assistance in short order. 
 
21.45 The evaluation, completed in February 1993, concluded that "the 
activities of the Task Force are contributing to and supporting 
Canada's foreign policy objectives" as a result of getting technical 
assistance into the region quickly, through a large number of projects 
in activity areas linked to the mandate given it by Cabinet.  In 
addition, the evaluation reported that, based on its detailed analysis 
of randomly selected projects and on a survey of respondents who had 
received moneys from the program, "significant impacts had already been 
realized."  The evaluation also pointed out that "the Task Force has 
balanced the need to deliver the program with the need to consult 
partners" and "the general approach taken to implement and deliver the 
program is sound and effective." 
 
 
Exhibit  21.7 
 
Canadian Commitments by Project Size 
 
Technical Assistance for Fiscal Year 1993-94 
 
      Percentage   Percentage 
      of  Total  of 
      Total Value  Total 
    Number Number of   Value 
    of  of  Projects  of 
Project Size ($) Projects Projects ($)   Projects 
 
1-99,999   211  64.1  7,851,131   7.7 
 
100,000-249,999  43  13.1  6,940,613   6.8 
 
250,000-499,999  38  11.6  15,073,851 14.9 
 
500,000-999,999  17   5.2  12,975,785 12.8 
 
1,000,000-9,999,999  18   5.5  38,554,385 38.0 
 
10,000,000 +    2   0.6  20,000,000 19.7 



 
Total   329  100.0 101,395,765 100.0 
 
Note:  This list is based on approved project commitments, not project 
disbursements; the total is therefore larger than the amount expended 
by the program in the fiscal year. 
 
Source:  Foreign Affairs and International Trade Canada 
 
 
21.46 The evaluation recommended changes in program delivery to improve 
project management, such as better monitoring, evaluation, auditing and 
performance measurement.  In addition, the evaluation recommended that 
the program's ability to maximize benefits from trade and investment 
opportunities could be enhanced by adopting a more strategic focus. 
 
21.47 Evaluation of the Renaissance program.  The effectiveness of the 
Renaissance Eastern Europe program was evaluated in 1993 in terms of 
its relevance, the appropriateness of its objectives, its impact and 
how it could be further improved.  Completed in December 1993, the 
evaluation concluded that "overall there continues to be a strong 
rationale for the program.  It is achieving its objective and 
significant commercial impacts are being realized as a direct result of 
the funding being provided.  In general, the program is being delivered 
effectively and efficiently."  However, the report pointed out 
administrative shortcomings related to project monitoring and auditing. 
 In addition, it stated that "information on doing business in the 
region, which is often gathered from companies, is not being dispersed 
to other Canadian companies or other government staff." 
 
The Department is implementing recommendations made by the studies, but 
it is too early to assess the full impact of steps taken 
 
21.48 The program evaluations and the financial management review made 
many recommendations to improve project management and program 
financial management. The Department has accepted these recommendations 
and has taken steps to implement them.  Specifically: 
 
 • A guideline for preparing country program strategies was 
introduced in November 1993. 
 
 • A guideline for preparing project proposals, which outlines 
the kind and extent of information required before a new project 
proposal will be considered, is currently being revised. 
 
 • A new project approval document was introduced in early 1993. 
 This document is used by the Project Review Committee in its review of 
proposed projects and in formulating its recommendations. 
 
 • Provision for project monitoring and evaluation in the 
project approval document was introduced in June 1993. 
 
 • A program evaluation function is being established in the 
Bureau, and revised terms of reference for evaluation contracts have 



been developed by the Department's Office of the Inspector General 
(April 1994). 
 
 • Technical assistance sections in seven Canadian missions in 
the region have been created, and their staffing--with 10 Canada-based 
and additional locally engaged staff--is expected to be completed by 
the end of September 1994. 
 
 • Contribution agreements now provide for a complete management 
framework including goals and objectives, and executing agents have 
been required to provide narrative and financial information to 
facilitate subsequent monitoring and evaluation. 
 
 • Ten financial audits of projects completed between 1989 and 
1992 were initiated between December 1992 and December 1993. 
 
 • An annual project audit plan was introduced in April 1994. 
 
21.49 Some of these actions were started fairly recently and some have 
not yet been fully implemented.  In particular, 10 projects in Hungary 
and the Czech Republic that we examined in the field had not been 
affected by most of these recent actions.  Therefore, it is too early 
for us to assess their impact at this time.  We propose to conduct an 
assessment of these actions through examination of more recent projects 
in our follow-up report on the Department. 
 
21.50 The studies made other recommendations that have not yet been 
implemented.  They include completing country strategies for the 
program countries; developing criteria to evaluate the success of 
individual projects; putting in place a mechanism to consult with 
stakeholders; gathering and disseminating commercial information on a 
systematic basis; and focussing more strategically on commercial 
opportunities. 
 
Program Effectiveness 
 
21.51 As stated earlier, the Canadian technical assistance program has 
three primary objectives: to support the transition to market 
economies; to support democratic development; and to increase Canadian 
trade and investment links with the region.  This section reports the 
conclusions of the evaluations carried out to date. 
 
An evaluation concluded that the program has quickly delivered a 
substantial amount of technical assistance in appropriate sectors 
 
21.52 The evaluation of the technical assistance program concluded that 
the activities of the program had contributed to and supported these 
objectives by quickly implementing a large number of projects in 
several countries in sectors consistent with the mandate given by 
Cabinet.  It went on to say that "this approach has been effective to 
date."  The evaluation also stated, based on its analysis of randomly 
selected projects and on a survey of respondents who had received money 
from the program, that "significant impacts, such as transfer of 
knowledge, have already been realized." 



 
21.53 The evaluators were not asked to assess the long-term impact of 
technical assistance, such as whether and to what extent Canadian 
technical assistance had helped the recipient country in making the 
transition to democracy and a market economy.  The evaluation pointed 
out that the "impacts" measured were necessarily short-term because the 
program was not advanced enough at the time of the evaluation to 
measure its long-term impacts. 
 
21.54 The Department points out that it is not practicable to measure 
the impact of the technical assistance provided by any individual 
donor, big or small, at the country level. This is because many donors 
are providing assistance to the same country, often in the same sector, 
and sometimes several donors may be co-financing the same project.  
Thus, it is virtually impossible to isolate the impact of discrete 
technical assistance projects at the country level and to attribute the 
impact to individual donors.  The Department points out that even the 
big donors (and Canada is quite small in comparison) will not have a 
measurable impact at the country level unless an appropriate enabling 
policy and legal framework are put in place by the country receiving 
assistance and unless adequate local financial resources are available. 
 
21.55 The Department holds the view that donors will eventually have a 
significant impact through their collective efforts, but that this can 
be assessed only over the long term.  We believe that it would be 
useful to "stand back" periodically to assess what progress is being 
made and what adjustments are required to maximize the effectiveness of 
the collective effort.  The Department points out that this is not 
necessary at this time because the International Monetary Fund, the 
World Bank and the European Bank for Reconstruction and Development 
among them undertake ongoing macroeconomic assessment of progress in 
the region as well as detailed country and sector assessments.  The 
Department does not believe that it is feasible to carry out a 
"standback" assessment.  It indicates further that a multi-donor 
evaluation would be unacceptable to most, if not all, receiving 
countries on political grounds. 
 
A more strategic focus will be needed to maximize the long-term 
potential of trade and investment opportunities 
 
21.56 Program activities complement the traditional trade development 
activities managed by the Department's Central and Eastern Europe Trade 
Development Division.  The Renaissance Eastern Europe program, managed 
by this Division, accounts for part of the funds allocated to the 
technical assistance program. 
 
21.57 Trade and investment objectives are advanced by positioning 
Canadian companies through participation in technical assistance 
projects.  This helps in three ways. First, it affords Canadian 
companies the opportunity to gain "on the ground" understanding of the 
region and its markets, identify upcoming opportunities and make 
contacts and establish networks.  Second, such projects can be an 
effective way to demonstrate and prove Canadian technology and 
expertise.  Finally, the establishment of appropriate financial, tax, 



investment, trade and contractual regimes and regulatory frameworks are 
essential for successful Canadian trade and investment.  The program of 
assistance has supported a number of projects throughout the region 
that aim to improve the trade and investment environment. 
 
21.58 The issue of effectiveness here is whether and to what extent 
participation in technical assistance projects has resulted in 
commercial benefits, such as incremental sales of goods and services, 
for Canadian firms.  The evaluation of the Renaissance program (roughly 
5 percent of total technical assistance) indicated that the program 
remains relevant, that Canadian companies who had received support 
reported significant and incremental impacts, and that it was being 
delivered effectively and efficiently. 
 
21.59 The Department maintains that it is too early to make an 
assessment of all technical assistance at this stage since the program 
is less than five years old, and the commercial benefits of 
participation can be assessed only in the long run. 
 
21.60 We also believe that commercial benefits will not necessarily flow 
automatically simply because Canadian expertise has been demonstrated. 
Canadian expertise is not unique, and there is intense competition in 
the region, with every donor vying for a share of the same commercial 
pie. We think that a focussed and sustained effort will be necessary to 
realize these benefits. 
 
21.61 The evaluation of the technical assistance program pointed out 
that "in terms of positioning Canadian companies, a more strategic and 
less ad hoc approach for the future will likely result in Canadian 
businesses being in a stronger position to compete on an international 
level."  The evaluation went on to say that  "failure to provide more 
focus to the commercial activities of the program will come at 
tremendous cost and lost opportunities."  The evaluator of the 
Renaissance program noted that business information gathered in the 
region is not being disseminated to Canadian companies interested in 
doing business in this part of the world. 
 
21.62 We believe that the important question facing the Department at 
this time is whether its present approach to consultation and planning, 
information gathering and dissemination, and follow-up of opportunities 
is adequate and strategic enough to derive the maximum benefit from the 
potential that exists. 
 
21.63 The Department has stated that: 
 
Ongoing consultation and co-ordination consultation takes place between 

the Bureau of Assistance and the Department's Central and Eastern 
Europe Trade Development Division to share information and 
maximize commercial opportunities and benefits.  The Renaissance 
program is managed by the Trade Development Division to ensure 
that its activities contribute directly to and support Canadian 
trade interests and objectives in the region.  Representatives 
from the Bureau and the Trade Division are permanent members of 
the two programs' Project Review Committees.  In addition, 



informal consultation with regard to issues of shared interest 
takes place both at headquarters and with missions on an ongoing 
basis.  Finally, the program participates in the development of 
the Department's International Trade Plan and is a member of the 
Interdepartmental Committee on International Financial 
Institutions Procurement. 

 
 The Department agrees with us that the question of developing a 
more strategic focus on commercial activities will require further 
examination. 
 
21.64 This audit refers to two evaluations and a financial management 
review of the program; we wish to emphasize that we refer to them only 
for the purpose of illustrating the Department's practices in managing 
this program.  Indeed, because the assistance program has been 
operating for less than five years, and because of the difficulty of 
assessing the impact of such assistance in the short term, we 
deliberately focussed our work on the Department's management practices 
in setting up and operating the program.  While we commend the 
Department for undertaking these studies, we do not express a view on 
their quality or on the program's "on the ground" effectiveness. 
 
Project Management 
 
21.65 Rapid growth in the scope and volume of technical assistance 
contributions, combined with shortage of staff at departmental 
headquarters and in missions, resulted in insufficient attention being 
paid to project management in the early stage of the program. Project 
selection criteria were unclear; monitoring was insufficient and ad 
hoc; and no evaluation, auditing and results measurement were 
undertaken during the period from inception of the program until 
December 1992, when the first project audits were initiated. 
 
The Department is taking the necessary steps to become more results-
oriented 
 
21.66 Since December 1992, the Department has adopted a more results-
oriented project management approach and has initiated a number of 
steps in this direction. 
 
21.67 The project proposal assessment process has been improved.  Good 
project management starts with project selection based on an assessment 
of the risks involved and the factors that are critical to the eventual 
success of a project in meeting its objectives. Experience with 
Canadian assistance programs in other parts of the world has shown that 
a careful assessment of such factors at the outset significantly 
increases a project's chances of success. 
 
21.68 The specific factors that need to be assessed will obviously 
depend on the nature of the project, but some of the common ones are: 
 
 • the commitment of the executing agent and the recipient 
organization; 
 



 • their managerial and technical capability; 
 
 • the availability of resources, including financial resources, 
that will be needed to sustain the project after donor assistance comes 
to an end; and 
 
 • the involvement of the beneficiary recipient organization in 
the design and evaluation of the project. 
 
21.69 The Department agrees that these and other factors are important. 
 As mentioned, it has revised guidelines for preparing project 
proposals to specify more clearly the kind and extent of information 
required before new project proposals will be considered for funding. 
In this way, it expects to improve the assessment of new project 
proposals and, consequently, the quality of projects in its portfolio. 
 The Department also agrees with our view that mission staff can play a 
vital role in providing input to proposal assessments in the planning 
stage of the project. 
 
21.70 Project monitoring in the field has been strengthened.  The next 
important step in project management is ongoing monitoring, that is, 
tracking the progress of projects against their potential for success. 
 Monitoring that focusses on compliance with procedures and process is 
useful for the intended purpose, but it does not by itself provide 
results-oriented information on whether the project is making 
sufficient progress toward its objectives.  Properly trained field 
staff, whether Canada-based or locally engaged, can make a big 
contribution to project monitoring.  Being "on the ground", field staff 
are closest to the project, know the country and its conditions, and 
have ready access to executing agents and recipient organizations. 
 
21.71 CIDA's experience in the field over many years, and particularly 
in the recent decentralization exercise, has shown that posting 
additional staff abroad does not by itself lead to better monitoring or 
better results.  What is critical is that the right kind of monitoring 
is done by competent staff with a strong sense of purpose.  This 
requires a clear definition of what is to be monitored, how it is to be 
reported and what action will subsequently be taken. 
 
21.72 The Department recognizes the importance of an increased field 
presence and involvement in project management.  Until recently, 
mission staff played a limited role in project management, such as 
screening project proposals for consistency with country needs, 
assessing host organizations and conducting monitoring.  Although 
project monitoring has always been a component of the work of mission 
field staff, due to lack of resources it has not been carried out in a 
systematic manner.  Monitoring is expected to be strengthened with the 
posting of 10 Canada-based technical assistance officers and additional 
locally engaged staff in seven program country missions.  Field staff 
are expected to play an increased role in project monitoring. 
 
21.73 Project monitoring guidelines were revised during 1993-94 and a 
number of project monitoring contracts have been given out.  The terms 
of reference for project monitors emphasize the provision of results-



oriented information and define what is to be monitored, how it is to 
be reported and what action is to be taken.  In addition, criteria are 
in place to measure the potential for results and project impacts. 
 
21.74 We suggest that the Department consider using locally engaged 
staff with the appropriate knowledge and skills, where possible, for 
project monitoring since this could be done at significantly lower 
cost. 
 
21.75 Project evaluations to measure results are under way.  The last 
step is periodic "stand back" evaluation and this should have a dual 
focus: first, a periodic evaluation to assess whether the system of 
ongoing monitoring is effective in providing results-oriented 
information on the projects being monitored; second, a post-completion 
evaluation to assess whether projects have achieved the results 
expected from them.  This post-completion evaluation should identify 
what results were achieved as well as what was not achieved and why 
not.  Important lessons could be learned for the future about what 
works and what does not. 
 
21.76 The Department acknowledges the importance of periodic program and 
project evaluations.  An evaluation strategy has been developed and, as 
of June 1994, there were over 40 project evaluations either under way 
or near completion to assess whether anticipated results are being 
achieved.  These evaluations are expected to include identification of 
the results that are likely to be achieved, as well as those not likely 
to be achieved and why not.  In addition, lessons learned from these 
evaluations are expected to be applied in the Department's operations. 
 
21.77 With respect to evaluation of its ongoing monitoring system, the 
Department has indicated that it is too early to undertake one at this 
stage. 
 
21.78 In our view, the steps taken by the Department are too recent for 
an assessment of their effectiveness at this time. However, we intend 
to conduct an assessment of these actions in our follow-up audit of the 
Department. 
 
Audit of Contributions 
 
21.79 The Department's technical assistance program is a contributions 
program. Contributions are conditional transfer payments and require a 
formal agreement between the donor and the organization receiving the 
funds.  In these agreements, terms and conditions governing every 
payment are identified, including allowable expenditures, payments 
conditional on performance and provision for audit.  Treasury Board 
requires that program managers, as trustees of public resources, ensure 
that the terms and conditions of a contribution are complied with.  For 
example, managers must ensure that recipients account fully for 
contributions and use them exclusively for the purposes intended in the 
contribution agreement. 
 
21.80 Moneys for the Department's technical assistance contribution 
program are appropriated by Parliament.  As Parliament's auditor, the 



Auditor General has a duty under section 7(2)(c) of the Auditor General 
Act to report cases in which he has observed that "money has been 
expended other than for purposes for which it was appropriated by 
Parliament."  In order to fulfil our duty to Parliament, we set out to 
determine in this audit whether and to what extent the Department 
obtains independent assurance that contributions have been spent for 
purposes intended by Parliament.  In this regard, we reviewed project 
audits that had been done for the Department by outside auditors. 
 
The Department is taking steps to make more explicit the nature and 
extent of assurance sought from audit 
 
21.81 In December 1992, the Department audited five projects completed 
between 1990 and December 1992 selected on the basis of risk and 
materiality.  Subsequently, five additional projects identified by 
project officers who were having difficulty in obtaining timely and 
complete financial information from executing agents were also audited. 
 All 10 projects selected for audit were materially large projects, 
each involving contributions in excess of $250,000.  Seven of the 10 
audits had been completed at the time of our examination.  What the 
departmental auditors found was that, in all material respects, over 90 
percent of the contributions (roughly $4 million) had been spent in 
accordance with the terms and conditions of contribution agreements.  
The auditors identified roughly $327,000 in claims that did not meet 
the criteria for allowable expenditures and informed the Department 
accordingly.  Some of these amounts were subsequently recovered by the 
Department, others have been adjusted against future payments, and the 
remaining amounts have been accepted as allowable by the Department on 
the basis of additional explanations provided by the executing agents. 
 
21.82 The Department has indicated that the focus of these 10 audits was 
on compliance with the terms and conditions of the contribution 
agreement in accordance with Treasury Board policy on the audit of 
federal contributions.  The auditors pointed out that, based on their 
audit opinion, "one can conclude that in all material respects, the 
audited amount represents costs incurred by the contractor and claimed 
from the Department which comply with the terms and conditions of the 
contribution agreement." 
 
21.83 The audit opinions issued by these auditors do not refer to "the 
use of funds for the purposes intended by Parliament."  This is not a 
criticism of the present arrangements.  The Department's auditors 
performed the work in accordance with government auditing policy and 
standards.  In raising this issue, we are not implying that money was 
spent other than for the purposes intended by Parliament.  Our concern 
is with the ability of the present system to minimize the risk of 
occurrence of such incidents. 
 
21.84 The Department has informed us that, based on discussions with its 
auditors, conducting work to meet the requirements stated in section 
7(2)(c) of the Auditor General Act may entail additional procedures, 
effort and cost.  The Department has also told us that the merits of 
the change in wording in the certification statement provided by its 
auditors is an issue that needs to be resolved by Treasury Board in 



respect of government auditing policy on contributions.  The Department 
has indicated that it is prepared to discuss this matter with the 
Comptroller General of Canada. 
 
21.85 The Department has recently implemented a new audit plan for 
technical assistance contributions.  Following its consultants' 
recommendations, the Department has taken a number of steps to improve 
the audit of technical assistance contributions.  Contribution 
agreements have been improved to clearly reflect the purposes for which 
moneys are to be used and the accountability of the recipient.  The 
Department now also requires its auditors to bring to its attention 
instances where funds are not being spent for the purposes intended.  
It also points out that audits are one of several management 
mechanisms, some others being monitoring and evaluation, which, when 
applied systematically, provide assurance that moneys are spent for 
purposes intended. 
 
21.86 In addition, the Department has recently introduced an annual 
audit plan in which a sample of active projects, selected on the basis 
of risk and materiality and also at random, will be audited every year. 
 Since no projects have yet been audited under this plan, we cannot 
comment on its implementation.  However, we propose to examine it in 
our follow-up audit of the Department. 
 
Reporting to Parliament 
 
The quality of information provided to Parliament needs to be improved 
 
21.87 Stewardship reporting.  In Chapter 6 of our 1992 Report, we refer 
to departmental stewardship reporting as encompassing the overall 
management and accountability of the minister and senior public 
servants for the entire range of their duties and obligations. Annual 
reporting that focusses on compliance with spending authority does not 
reflect these broader duties and obligations.  Stewardship reporting, 
therefore, is far more extensive than reporting on annual spending. 
 
21.88 Parliament has a right to know how effectively moneys are spent.  
Thus, parliamentarians require a regular accounting on the exercise of 
responsibilities delegated to ministers.  The Minister of Foreign 
Affairs is responsible to account to Parliament for the results of the 
program of technical assistance for Central and Eastern Europe and the 
former Soviet Union that is being managed by his Department. 
 
21.89 Departmental Part IIIs.  The Department's Part III of the 
Estimates represents the main reference document reporting on the 
Department's activities, and claims to contain performance information 
for each activity undertaken by the Department.  We examined several 
recent departmental Part IIIs to determine how and to what extent the 
Department reports on the results of the program of assistance to 
Central and Eastern Europe and the former Soviet Union. 
 
21.90 We found, in the subsection titled "Bilateral Relations and Co-
operation with Europe", considerable narrative on the program's 
rationale, principal recipient countries, priority sectors, types of 



assistance, and past, current and future activities.  This kind of 
information on the program provides useful background and a context in 
which to judge the results of the program. 
 
21.91 Important information is missing.  However, information that we 
believe is central to high-quality stewardship reporting is missing.  
For example, public documents do not provide substantive information on 
the magnitude of the program, its strategic targets and objectives, its 
plans and the indicators that would help in judging the program's 
results, or on actual results achieved. 
 
21.92 Need for transparency.  Transparency in information reported by 
the Department on any program of assistance is critical for 
demonstrating the value of the program and how effectively it is 
managed.  This is particularly important in the case of the technical 
assistance program.  The program was launched without specific enabling 
legislation.  Consequently, the policy base for the expenditures 
involved could not undergo the full scrutiny of Parliament when it was 
introduced.  It would be useful if the Department could provide 
parliamentarians with a periodic performance-oriented report on its 
technical assistance program.  In these hard economic times, with 
concerns about government deficits and debt, parliamentarians need 
information to help make difficult choices among competing demands for 
scarce resources. 
 
21.93 The Department points out that it has fully met the existing 
requirement for information, reporting guidelines and organizational 
format for Part III of the Main Estimates as determined by Treasury 
Board.  In addition, it suggests that we should raise with Treasury 
Board our concerns about reporting to Parliament on the program because 
this is a government-wide issue.  We wish to point out that, although 
the Department may be following the Treasury Board reporting guidelines 
for Part IIIs, there is nothing stopping it from being more innovative 
in providing more and better information on this program. 
 
Conclusion 
 
21.94 The end of communism in Central and Eastern Europe and the former 
Soviet Union presented a unique opportunity for Canada to participate 
and assist in effecting fundamental political and economic 
transformations in many countries in the region.  Despite conditions 
characterized by uncertainty, rapid change, enormous needs and multiple 
players, the Department succeeded in implementing the Canadian program 
of technical assistance very quickly. 
 
21.95 We recognize that, in managing the program, the Department had to 
"learn to run before it could walk."  We also recognize the challenge 
and complexity of attempting to measure the success of a program whose 
objectives can likely be achieved only in the long run. 
 
21.96 Our audit indicates that the Department has made a substantive and 
timely attempt to assess program management and has recently taken 
significant steps to make it more results-oriented.  The value of these 
steps will be tested only in the future. 



 
21.97 However, several challenges and concerns remain regarding the 
Department's ability to assess the effectiveness of the program in such 
a complex environment. 
 
 • A long-term approach and strategy are needed at the front 
end, given the number of stakeholders and the long time horizon for 
achieving and evaluating results. The key questions that need to be 
addressed are, what do we want to achieve, what are the key indicators 
of success, how and when do we check progress and how do we report on 
effectiveness? 
 
 • Because it is not practicable to assess the impact of 
individual donors on promoting democracy and the transition to market 
economies, there is a need to assess the feasibility of conducting a 
co-ordinated assessment by several donors of the effect of their 
collective efforts. 
 
 • Encouraging as short-term investment successes may be, the 
real commercial benefits are likely to accrue only in the long run.  
Departmental evaluations have pointed out that in order to maximize the 
full potential of the trade and investment opportunities available in 
the region, the Department may need to develop a more strategic focus. 
 
21.98 Finally, in managing this program of contributions, the Department 
needs to pay particular attention to the notion of comptrollership and 
to build on the significant steps it has already taken.  (This issue is 
addressed in considerable depth in Chapter 22, paragraph 22.56 of this 
Report.)  There is an opportunity to improve the quality of information 
the Department provides to Parliament on the results of the program. 
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Financial Management and Control 
 
Assistant Auditor General:  Richard B. Fadden 
Responsible Auditor:  Vinod Sahgal 
 
Main Points 
 
22.1  Foreign Affairs and International Trade Canada (the 
Department) spent $1.4 billion in 1993-94 on programs to promote and 
defend Canadian interests and serve Canadians at home and abroad.  
Parliamentarians and this Office have long been concerned with the 
prudence, probity and financial management and control of these 
programs.  Our audit was designed to monitor the degree to which the 
government is addressing this concern. 
 
22.2  There have been improvements in financial management and 
control in many areas since our last major audit of this aspect of the 
Department in 1987.  A substantive effort has been made over the last 
two years.  For example, the financial accounting system has been 
strengthened and there is increased awareness that cost is an important 
element in decision making.  The need to link cost with results should 
follow. 
 
22.3  The war is not yet won.  Further progress is needed in many 
areas.  The Department realizes that this will require a sustained 
effort over a period of time.  Strong leadership will be necessary to 
encourage acceptance of financial management and control as a 
management priority throughout the Department worldwide. 
 
22.4  There are distinct opportunities to deliver programs and 
related services more cost-effectively through the use of information 
technology and a more results-oriented management style, and through 
changes in the way foreign service allowances and properties are 
managed by the Department and the Treasury Board. 
 
22.5  Where appropriate, increased delegation of authority from the 
Treasury Board to the Department could facilitate the realization of 
these opportunities. 
 
22.6  We propose to keep a watching brief over further progress in 
the areas of concern. 
 
Introduction 
 
Mandate 
 
22.7  The mission of Foreign Affairs and International Trade Canada 
(the Department) is to portray, promote and defend the interests of 
Canada and the common values of Canadians; to improve Canadians' 
awareness and understanding of the world; and to serve Canadians at 
home and abroad. 
 
22.8  The Department draws its legislative authority from the 



Department of External Affairs Act.  The Minister of Foreign Affairs 
manages the broad mandate of the program with the Minister for 
International Trade.  Below the ministerial level, the Department's 
senior management consists of the Deputy Minister of Foreign Affairs, 
the Deputy Minister for International Trade and the Associate Deputy 
Minister of Foreign Affairs.  Support is provided to the ministers by 
the Secretary of State for Latin America and Africa and the Secretary 
of State for Asia-Pacific.  (A departmental organization chart is 
provided in Exhibit 22.1.) 
 
 
Exhibit 22.1 is not available, see the Annual Report. 
 
 
22.9  The Department represents Canada in 146 locations in 98 
countries around the world.  There are 111 missions plus 35 other 
satellite offices. 
 
22.10 The powers, duties and functions of the Minister of Foreign 
Affairs are defined in the Department of External Affairs Act.  This 
stipulates that the Minister shall: 
 
 • "co-ordinate the direction given by the Government of Canada 
to the heads of Canada's diplomatic and consular missions; 
 
 • have the management of Canada's diplomatic and consular 
missions; and 
 
 • administer the foreign service of Canada." 
 
22.11 The Department of External Affairs Act stipulates that "a head of 
mission shall have the management and direction of his mission and its 
activities and the supervision of the official activities of the 
various departments and agencies of the Government of Canada in the 
country or portion of the country or at the international organization 
to which he is appointed."  Heads of mission are appointed by Governor 
in Council. 
 
22.12 A head of mission is accountable for all mission operations.  In 
this context, the post abroad is a microcosm of the Government of 
Canada as a whole.  Program and administrative staff posted abroad 
report directly to the head of mission, who is answerable to the deputy 
ministers in Ottawa for program delivery and administration of the 
mission. 
 
22.13 The Department provides administrative and operational support 
(common services) for other departments and agencies represented 
abroad, such as the Canadian International Development Agency (CIDA), 
the Department of Citizenship and Immigration and the Department of 
National Defence.  The presence abroad of all other departments and 
agencies is significant.  More than half of all program staff working 
abroad are engaged in the programs of other organizations. 
 
22.14 Support involves providing real property, materiel management and 



related services; managing locally engaged support staff; managing 
information technology and communications facilities; managing records; 
and providing security and financial, personnel and general 
administrative support to employees and their families. 
 
22.15 The Department has estimated the cost of providing common services 
to other government departments at the missions to be $176 million in 
1993-94.  This figure represents 20 percent of its total operating 
expenditures.  However, it excludes an allocation for headquarters 
overhead expenditures, as explained in paragraph 22.67. 
 
Departmental Expenditures 
 
22.16 The Department's expenditures have increased from $982 million in 
1988-89 to $1,421 million in 1993-94.  This represents an increase of 
$439 million in current dollars, or 45 percent in the last five years. 
 As shown in Exhibit 22.2, the growth in expenditures for grants and 
contributions accounted for $292 million of this increase.  The bulk of 
the increase in grants and contributions is due to the following 
factors: 
 
 • Canadian involvement in peacekeeping and membership in the 
United Nations ($132 million); 
 
 • contributions for assistance to Central and Eastern Europe 
and the former Soviet Union ($84 million); and 
 
 • contributions toward membership in other international 
organizations and payment to the Canadian Broadcasting Corporation for 
Radio Canada International ($74 million). 
 
 
Exhibit 22.2 is not available, see the Annual Report. 
 
 
22.17 The balance of the increase of $147 million is due to an increase 
of  $151 million in operating expenditures and, at the same time, a 
decrease of $4 million in capital expenditures.  According to the 
Department, the increase in operating expenditures is explained mainly 
by the inflation affecting departmental salaries and operations abroad. 
 The Department has also noted that increases in workload and the cost 
of new policy initiatives were offset by budget cuts of $100 million in 
existing operations and of $40 million in program transfers to other 
government departments. 
 
Organization and Resources 
 
22.18 Decision making in the Department is heavily centralized at 
headquarters in Ottawa.  The geographic branches and the Corporate 
Services Branch provide direction and support to missions to carry out 
policy and programs abroad. 
 
22.19 Missions abroad fall into two categories: 
 



 • Bilateral missions are accredited to specific countries and 
organized functionally.  These include larger missions that manage a 
full range of programs, such as political relations, trade, 
immigration, and CIDA; they also include smaller missions that 
specialize in some of these programs. 
 
 • Multilateral missions serve Canadian interests in specific 
international organizations, such as the United Nations, the 
Organization for Economic Co-operation and Development and the North 
Atlantic Treaty Organization. 
 
22.20 During 1994, Foreign Affairs and International Trade Canada 
employed 8,183 full-time equivalents worldwide.  Of these, 2,433 are at 
headquarters and 5,750 are abroad.  The full-time equivalents abroad 
are either Canada-based staff or locally engaged staff representing 
1,127 and 4,623 full-time equivalents respectively. 
 
 
Exhibits 22.3a and 22.3b are not available, see the Annual Report. 
 
 
22.21 From an historical perspective, the use of locally engaged staff 
in missions has increased, while the number of Canada-based staff has 
decreased.  Exhibit 22.3 outlines the change in the distribution of 
personnel abroad for all departments over the past five years.  During 
this period, Canada-based full-time equivalent staff abroad were 
reduced by about 300 and locally engaged staff increased by about 200. 
 However, this does not constitute a net reduction in staff for all 
departments but rather a shift back to headquarters of staff posted 
abroad in some departments such as CIDA. 
 
22.22 Departmental staff abroad are employed in five geographic regions. 
 The greatest concentration of staff is in Europe, where 26 percent of 
Canada-based and locally engaged staff abroad are located.  Canada has 
36 missions and offices in 30 European countries.  Staff are also 
located in Asia and the Pacific region (25 percent), Africa and the 
Middle East (20 percent), Latin America and the Caribbean (14 percent) 
and the United States (12 percent).  The remaining 3 percent are with 
various international organizations. 
 
22.23 Other government departments employ a further 637 Canada-based and 
27 locally engaged staff abroad.  The Department estimates that 1,246 
of its locally engaged staff are allocated to the program activities of 
other government departments. 
 
22.24 Approximately half the Department's workforce or 4,048 full-time 
equivalents are engaged in providing common services in Canada and 
abroad.  Common services include activities such as administration, 
finance and human resource and property management.  The distribution 
of the Department's common services and program personnel between 
headquarters and abroad is illustrated in Exhibit 22.4.  There are 
2,717 full-time equivalents providing common services abroad, of which 
2,340 are locally engaged and 377 are Canada-based.  Common services 
abroad support programs of the Department and programs of other 



government departments. 
 
 
Exhibit 22.4 is not available, see the Annual Report. 
 
 
22.25 One third of the Department's Canada-based foreign service 
officers are dispersed around the world at any one time.  Thus, the 
Department needs people who are rotational, that is, ready to serve 
abroad.  Two thirds of all Canada-based staff are listed as rotational. 
 
22.26 Canada-based staff are abroad, on average, for three years.  Some 
post conditions allow for two-year posting cycles - 25 percent of the 
Canada-based staff abroad are at these missions.  The remaining 75 
percent of staff are on three- or four-year assignments. 
 
22.27 Canadian missions and offices are rated according to the varying 
degrees of hardship to which employees are deemed to be subjected while 
located there.  There are six hardship levels, ranking from least 
hardship (level 0) to most hardship (level 5).  Conditions such as 
isolation, climate, medical care and violence/hostility are all 
examined by an interdepartmental Hardship Posts Committee.  Exhibit 
22.5 shows the number of missions and offices by hardship level 
worldwide in June 1994.  Of the 146 missions and offices, 56 were 
identified as 0-level posts. 
 
 
Exhibit 22.5 
 
Post Hardship Ratings 
 
Foreign Affairs and International Trade Canada has 146 posts abroad 
operating under differing conditions of hardship. Posts are rated from 
0 (least hardship) to 5 (most hardship). 
 
   Missions Offices Total 
 
Level 0  46  10  56 
Level 1  5  1  6 
Level 2  10  2  12 
Level 3  20  1  21 
Level 4  17  4  21 
Level 5  13  8  21 
Not Rated * 0  9  9 
 
   111  35  146 
 
* No hardship rating is determined where foreign service directives do 
not apply. 
 
Source:  Foreign Affairs and International Trade Canada (1994) 
 
 
Financial Management Infrastructure 



 
22.28 Exhibit 22.6 shows the organization of the Department's financial 
function.  It illustrates where the key financial officers are located 
in the Department and their relationships with the Assistant Deputy 
Minister, Corporate Management (Senior Financial Officer), the Senior 
Full-time Financial Officer and program branches.  This chart shows the 
many stakeholders involved in the financial function both in 
headquarters and in missions abroad.  In addition, it shows the wide 
span of activities under the responsibility of the Senior Financial 
Officer and the limited scope of the operating responsibilities of the 
Senior Full-time Financial Officer. 
 
 
Exhibit 22.6 is not available, see the Annual Report. 
 
 
Our Previous Financial Management and Control Audit Work at the 
Department (1987-93) 
 
22.29 Issues of prudence, probity and weak financial management and 
control have been recurring themes in reports by our Office and the 
Department's Office of the Inspector General.  The national audit 
offices of other nations, including the United States, Australia, 
France and Britain, have raised similar concerns about their own 
foreign services.  This suggests that the foreign service community has 
had repeated systemic problems in these areas that have not been fully 
resolved.  It also raises the question:  What priority should be given 
to financial management and control within the foreign service 
environment? 
 
22.30 Our last comprehensive examination of the Department's common 
administrative services was reported in our 1987 Report.  We stated at 
that time that improvements were necessary in areas such as financial 
management and control; real property management; foreign service 
directives; telecommunications; and internal audit and program 
evaluation. 
 
22.31 In our 1989 follow-up report, we stated that progress had been 
slow in implementing the major changes to processes and systems needed 
to address the issues identified in 1987.  The Department responded to 
this concern with the statement that factors beyond its control, such 
as the decentralization of the aid delivery program to missions abroad, 
had contributed to the delays. 
 
22.32 Section 10 of the Auditor General Act obliges us to report to the 
President of the Treasury Board cases where it appears that public 
money has been improperly retained by any person.  In 1990, pursuant to 
this section, we wrote to the President of the Treasury Board outlining 
our concern about the lack of financial control over money advanced to 
departmental employees.  We also pointed out that, based on audit work 
completed over the past few years in the Department in the area of 
financial management and control, we believed there was a need for a 
thorough examination of the role, authority and organization of 
departmental senior financial officers and of the support provided to 



the financial function of the Department. In the same year, we reported 
to Parliament on the need to improve the control of money advanced to 
employees. 
 
22.33 Since 1990, we have continued to monitor the Department's efforts 
to resolve such concerns.  Our general observation during the period 
1990-92 was that progress was being made but that it was too early to 
assess the full impact of the changes.  Meanwhile, the Department 
continued to pursue several initiatives to improve financial management 
and control and anticipated that, in due course, those initiatives 
would produce the desired results. 
 
22.34 In 1993, with a growing number of reports highlighting incidents 
of waste and abuse in the Department, we increased our monitoring 
efforts in preparation for this audit. 
 
22.35 Our monitoring work led us to the following interim conclusions at 
the end of 1993: 
 
 • The Department was investing heavily in attempts to address 
certain known accounting and control problems. 
 
 • The Department had implemented extensive detective procedures 
to identify weaknesses in financial administrative practices at 
Canadian missions. 
 
 • The Department was focussing on long-standing internal 
accountability issues. 
 
 • However, it was unclear how well the Department's initiatives 
were addressing the root causes of its financial management and control 
problems. 
 
 • The link between cost and results was not a predominant 
feature of the Department's ongoing management information system. 
 
Audit Objective, Scope and Approach 
 
22.36 Objective.  The primary purpose of this audit was to ascertain the 
degree to which both substantive and sustainable improvements have been 
made to financial management and control in the Department. 
 
22.37 Scope.  This audit was aimed at two distinct but related levels.  
The objective of the first level of the audit was to determine the 
extent to which the Department had carried out the recommendations made 
by the Standing Committee on Public Accounts in its 1990 Ninth Report 
to the House of Commons (Department of External Affairs Employees' 
Advances).  The Committee issued this report following its hearing on 
the 1990 Report of the Auditor General. 
 
22.38 The intent of the second level of the audit was to assess the 
quality of stewardship of resources entrusted to the Department by 
Parliament, with particular emphasis on the comptrollership aspect of 
management.  To this end, we examined several areas:  property 



management, foreign service directives, information technology, and the 
internal audit and program evaluation functions. 
 
22.39 The key questions raised in this audit were: 
 
 • Comptrollership:  Does the Department require a stronger 
comptrollership function? 
 
 • Property management:  What specific benefits will flow to 
taxpayers from the special operating agency set up to manage, in a 
businesslike manner, the large inventory of departmental properties at 
its missions? 
 
 • Foreign service directives:  Have the long-standing concerns 
over the monitoring of costs and the complexity of these directives 
been resolved? 
 
 • Information technology:  Is the use of information technology 
improving the productivity and quality of services provided by the 
Department? 
 
 • Internal audit:  Is there a need to further strengthen the 
role of this function? 
 
22.40 Approach.  We visited 10 missions to further our understanding of 
their financial controls and related procedures and to obtain input 
from heads of mission and their program managers for the design of this 
audit. 
 
22.41 We did not specifically audit any missions but relied on the 
results of internal audits by the Department.  Years of internal audit 
results have emphasized the importance of headquarters in resolving 
many of the weaknesses in financial management and control found at the 
missions.  An essential element of our approach was to build on 
previous work done by our Office and the Department's Office of the 
Inspector General, which visits almost every mission once a year. 
 
22.42 We focussed the majority of our work on the current corporate 
financial management and administrative infrastructure at headquarters 
and its impact on departmental and mission operations.  Special 
emphasis was placed on examining planned and ongoing corporate 
initiatives to resolve long-standing problems in financial management 
and control. 
 
22.43 Another key consideration was the Department's ability to promote 
cost-conscious behaviour and encourage efficiency.  We encouraged the 
Department to search for and disseminate information on best practices, 
and we conducted a joint study with the Department of certain foreign 
service directives.  This study includes a survey of similar public and 
private organizations in Canada and in other countries to determine how 
they provide compensation for serving abroad.  We propose to provide 
the results of this study to the Department in due course. 
 
Audit Observations 



 
Follow-up to the Recommendations of the Standing Committee on Public 
Accounts 
 
22.44 In 1990, as mentioned earlier, there was a hearing of the Standing 
Committee on Public Accounts on our 1990 audit note titled "Need to 
improve control of monies advanced to employees".  We indicated at that 
time that our concern regarding advances to employees was but one 
example of several problems created by a lack of sound financial 
management and qualified financial and administrative staff in the 
Department. 
 
22.45 We were convinced that there was a need for a thorough examination 
of the role, authority and organization of departmental senior 
financial officers and the support provided to the financial function 
of this Department.  In addition, the then Auditor General informed the 
Committee that "the Department also needs to take a hard look at the 
attitudes of its employees toward financial management." 
 
22.46 The Committee's Ninth Report to the House of Commons, issued in 
December 1990, made five recommendations to the Department.  Exhibit 
22.7 provides a summary of these recommendations together with our 
assessment of the actions taken by the Department. 
 
Results of our current follow-up 
 
22.47 The Department has addressed weaknesses in accounting controls and 
procedures, specifically, weaknesses in the control of money advanced 
to employees, in the collection of rent from employees, and in 
financial accounting at missions.  The Department has also initiated 
improvements in the recruitment and training of qualified financial 
officers at headquarters and missions. 
 
22.48 As encouraging as this is, it is not clear that these improvements 
can be sustained or that the root causes (discussed below) of many of 
the Department's problems have been fully dealt with. 
 
22.49 The effectiveness of the many recently implemented organizational 
changes, processes and procedures can be demonstrated only over time.  
Lasting improvements to systems depend on how deputy heads and the 
Treasury Board deal with the following factors that affect sound 
financial management and control. 
 
22.50 Accountability is unclear at times.  For example, when monthly 
rents (shelter shares) remain unpaid for several months, who is 
accountable for ensuring that they are paid?  Certainly, the employee 
has a responsibility to pay his or her rent on time.  But surely the 
supervisor at the mission is also answerable in the case of a 
recalcitrant employee.  Similarly, who is accountable if the deduction 
for rent is not made on a timely basis at headquarters? Finance 
Division? Personnel Division? or some other division?  There is a need 
to clarify accountabilities and, wherever possible, designate a focal 
point for follow-up when a problem is detected. 
 



22.51 Transactions and the accounting systems that support them are 
administratively complex.  The unique nature of many accountable 
advances and the volume and complexity of the underlying transactions 
may at times require a different approach from that used by other 
government organizations.  For instance, it is difficult to satisfy the 
Treasury Board requirement that stipulates that travel advances must be 
accounted for not later than 10 working days after the travel has been 
completed.  Experience has shown that 10 working days is a difficult 
standard to meet in this Department; it may be possible to simplify 
accounting in this area to help meet the requirement.  The government 
could learn from the many international organizations that are 
modernizing their systems with increased computerization, the use of 
credit cards and simplified per diem travel advances.  For example, the 
Export Development Corporation uses a system that combines these 
features. 
 
22.52 We recognize that in the case of foreign service directives, the 
Department's ability to simplify accounting is limited.  The Department 
indicates that the underlying complexity of the foreign service 
directives is beyond its control, since the Treasury Board Secretariat 
and the unions are heavily involved.  This matter is discussed in 
greater detail in the foreign service directives section of this 
report. 
 
22.53 Geographic dispersion is a unique element that adds to the 
Department's administrative burden.  Pressure to open new missions 
makes efforts to deal with the administrative implications of 
geographic dispersion even more essential.  To help ease the 
administrative burden, the Department has increased delegation of 
accounting control and procedures to the missions in areas such as the 
settlement of accountable advances; it has also implemented FINEX (an 
on-line worldwide financial information system) and SIGNET (a 
department-wide computerized message system). 
 
22.54 The attitudes of employees will have to change.  The support for 
and commitment to improved financial management and control ultimately 
rests with the individual employee at all levels.  If employees do not 
behave in a way that fully supports improved financial control, any 
improvements the Department has made in its "systems" will ultimately 
not be sustainable. 
 
22.55 In summary, while some improvements in financial management 
control procedures have been implemented, their sustainability is not 
yet assured. 
 
 
Exhibit 22.7 
 
Summary of the Recommendations of the Standing Committee on Public 
Accounts with Our Assessment of the Actions Taken by the Department to 
Implement Them 
 
A. The Department should ensure that all overdue advances to 
employees presently outstanding are subject to appropriate settlement 



or recovery action as soon as possible and that future advances are 
settled and recovered in strict conformity with Treasury Board and 
departmental policies. 
 
 Our 1990 audit note reported that, according to departmental 
accounting records, the amount of money advanced to employees that was 
still outstanding at 31 March 1990 was approximately $25 million.  At 
that time, we concluded that there was no clear accountability within 
the Department for monitoring, follow-up and recovery of accountable 
advances (money advanced to employees).  Results of a review that we 
conducted in 1993 and reported to the Standing Committee on Public 
Accounts indicated that the Department had settled all but an estimated 
$1.2 million of the original advances outstanding. 
 
 Our current audit findings in this area indicate overall reduced 
delays in the settlement and recovery of accountable advances.  For 
example, 43 percent of the advances we sampled for 1993-94 were not 
accounted for within 10 working days after the purpose for which they 
were issued was fulfilled (a Treasury Board regulation). The results 
from a year earlier indicated that 70 percent were not accounted for 
within the same time period. Current changes in the Department's 
accounting system, procedures and monitoring have been largely 
responsible for these improved results. 
 
 In 1992, we reported in a management letter to the Department the 
results of a limited review of employee travel advances.  An objective 
of this review was to assess whether amounts of money given to 
employees for travel advances were reasonable.  The review found that 
travellers were taking advances well in excess of what would have been 
adequate to meet their  specific travel needs and that no one appeared 
to be questioning the amount of advance needed for a particular trip.  
We pointed out that the solution may ultimately lie in preventive 
controls, which place greater responsibility upon the traveller and his 
or her supervisor.  The Department planned but did not implement a 
specific project to address this issue.  The Department has pointed out 
that it is implementing the distribution of an internationally known 
credit card to headquarters employees with the intention of reducing 
trip advances. 
 
 We have two remaining concerns:  First, many advances are still 
not being settled within 10 working days.  A contributing factor could 
be the attitude of the employees.  The Department may wish to make 
clear to employees its expectations in this regard and the seriousness 
with which it views the non-settlement of advances.  Alternatively, the 
Department may wish to approach the Treasury Board with a new approach 
to funding international travel.  For example, many organizations that 
operate internationally, such as the Export Development Corporation, 
have modernized their systems with increased computerization, use of 
credit cards and simplified per diem travel advances.  We recognize 
that a final decision on this matter will involve the National Joint 
Council. 
 
 Second, the size of travel advances issued to employees continues 
frequently to exceed the amount that could reasonably have been 



required to cover the expenditures. A contributing factor may be that 
supervisors are not questioning the amount of the advances requested by 
subordinates.  The graph below illustrates our concern in this area. 
 
Graph is not available, see the Annual Report. 
 
B. The Department should improve accounting controls and procedures 
on an urgent basis in order to ensure that appropriate professional 
standards are achieved and maintained for the control of money advanced 
to employees and in all areas of financial management. 
 
 We reviewed and tested three aspects of accounting controls and 
procedures.  The first, as discussed above, involved the management of 
accountable advances.  The second encompassed the system for collecting 
monthly rents from Canada-based staff abroad (shelter shares), and the 
third dealt with accounting controls and procedures at the missions. 
 
 Shelter Shares 
 
 In Chapter 9 of our 1991 Report, Financial Management and Control 
of Non-tax Revenues , we reported that the Department was experiencing 
significant problems in the collection of shelter shares.  The majority 
of cases involved shelter shares that had not been deducted from 
monthly foreign service allowances.  The Department took special action 
and collected more than $850,000 in overdue rents from over 300 
employees located around the world. 
 
 Improvements to the systems and procedures are in place to reduce 
the extent of delinquent shelter shares.  In December 1993, the level 
was approximately $200,000, mainly due to problems in the 
administration of allowance deductions at headquarters.  We noted that 
the main improvements have been at the mission level.  We are 
encouraged that the Department is working assiduously to make 
comparable improvements at headquarters.  However, it is too early to 
assess the impact of the changes being implemented.  This is the case 
with a departmental reporting and control system that has recently been 
implemented at headquarters. 
 
 An underlying cause of the delinquency in the collection of 
shelter shares, particularly at headquarters, may be the inordinate 
complexity of current collection procedures.  Shelter shares can be 
paid in cash at the mission level or through deduction from foreign 
service allowances at headquarters - two methods, two locations and no 
single focal point for accountability. 
 
 The Department may wish to re-examine the options and procedures 
for the payment and collection of shelter shares with a view to 
simplification - perhaps one method, one location.  Depending upon the 
option selected, the involvement of the National Joint Council may be 
necessary. We encourage the Department to continue to emphasize to its 
employees that they have a personal responsibility to ensure that they 
pay their rent on time and with no exceptions. 
 
 Mission Controls and Procedures 



 
 In order to assess the extent of improvements in the quality of 
mission accounting practices, we relied heavily on the results of 
internal audits of missions over the past two years. 
 
 This internal audit work was augmented by our discussions with 
mission accounting staff in 5 of the 10 missions we visited.  General 
improvements were noted in the effectiveness of mission accounting 
controls. This was particularly evident where mission administrative 
staff were experienced and capable and where the head of mission took 
an evident interest in financial management. 
 
 We comment on the recruitment and training of the mission 
administrative staff in a subsequent section of this exhibit. 
 
C. The Department should ensure that effective and timely monitoring, 
follow-up and recovery procedures are established and maintained for 
all advances to employees. 
 
 The Department has established a number of procedures, as stated 
in section B of this exhibit, that have led to improved results.  
However, sustaining these improved results will require continued 
vigilance.  The Department recognizes the importance of changing 
employee attitudes to support improvement in this area.  Organizational 
changes in the financial functions are under way and performance 
appraisal systems are being strengthened.  The full impact of these 
changes on the control of accountable advances to employees can be 
assessed only over time. 
 
D. The Department should review the frequency of postings abroad with 
a view to extending postings for a longer period where possible. 
 
 In 1990, the Standing Committee on Public Accounts outlined its 
concern regarding the cost and administrative impact of frequent staff 
rotations.  The Department, in its response to the Committee's concern, 
stated that it "shares the Committee's view of the value of longer 
postings for staff serving abroad and will shortly be implementing 
action to extend assignments." 
 
 With the exception of some limited adjustments, this action was 
not taken, nor was any substantive review of the frequency of postings 
undertaken by the Department.  We urge the Department to revisit this 
area, in particular, the need to reduce the frequency of posting for 
administrative staff who may not need to "rotate" as frequently as 
other foreign service officers.  For instance, extending the average 
length of postings from three to four years would lead to annual 
savings in relocation costs, which we estimated could be up to $5 
million. 
 
E. The Department should ensure that information contained in the 
Public Accounts of Canada pursuant to section 38(3) of the Financial 
Administration Act is complete and accurate. 
 
 Section 38(3) of the Financial Administration Act states that 



"every accountable advance that is not repaid, accounted for or 
recovered by the end of the fiscal year in which it was made shall be 
reported in the Public Accounts for that year." 
 
 As part of this audit we reviewed a sample of advances for fiscal 
years 1992-93 and 1993-94.  Outstanding accountable advances reported 
by the Department in the 1992-93 Public Accounts were materially 
understated.  The table below indicates that the Department reported an 
amount of $96,000 in advances unaccounted for at 30 April 1993.  Based 
on our audit work, our best estimate is that an amount of at least $2.3 
million should have been disclosed to that date. We have advised the 
Department to restate prior year figures in the Public Accounts so that 
the correct position is reflected in the 1993-94 Public Accounts.  On 
15 September 1994, the Department so advised Public Works and 
Government Services Canada, which is responsible for preparation of the 
Public Accounts of Canada. 
 
  Accountable Advances 1992-93 Public Accounts of Canada 
 
    31 March 1993  30 April 1993 
 
Reported by the 
Department 1. $2,742,476  $96,098 
 
What should have 
been reported 2. $7, 549,543  $2,277,148 
 
Information on outstanding accountable advances reported by the 
Department in the 1992-93 Public Accounts of Canada was materially 
understated. 
 
Note:  The amount reported for 30 April reflects accountable advances 
that were outstanding at 31 March (the end of the government's 
reporting period) and were still not settled one month later. 
 
Source : 1.1992-93 Public Accounts of Canada, Volume II, Part II, 

Accountable Advances. 
 2.Estimate made by the Office of the Auditor General of Canada 
 
 Recent changes in the Department's accounting system,  procedures 
and monitoring have reduced the time taken to account for accountable 
advances. These changes have led to more complete and accurate 
reporting of accountable advances in the 1993-94 Public Accounts of 
Canada.  However, the Department has stated in the 1993-94 Public 
Accounts of Canada that "because of the worldwide diversity of this 
Department's operations, included in this figure are accountable 
advances deemed outstanding for overall reporting purposes but 
individually are in doubt because of employees' assertions that they 
have settled.  These cases may involve accounting errors by missions, 
missing/lost claims and claims in transit.  Also included are cases 
where recovery action has already been initiated." 
 
 Other financial items of continuing interest 
 



 Two of the several factors contributing to the serious accounting 
control inadequacies of the Department (discussed in the Ninth Report 
of the Standing Committee on Public Accounts) were related to the lack 
of a single computer-based accounting system at missions and inadequate 
recruitment and training of fully qualified financial officers.  These 
two areas, although not explicitly stated as recommendations in the 
Ninth Report, have been a matter of continuing interest to the Standing 
Committee on Public Accounts.  We therefore provide commentary on these 
matters: 
 
 Recruitment and Training 
 
 The Department has undertaken a series of initiatives to increase 
the overall competence of its financial and administrative officers 
both in headquarters and abroad. The following actions reflect that 
effort: 
 
•In the early 1990s, the Department reorganized its financial 

operations in headquarters and recruited qualified financial 
officers to staff them. 

 
•The Department's Finance Division has stepped up its financial 

training for administrative staff in Ottawa and in the missions. 
 
•In late 1992, the Department introduced a mission administrative 

officer training program for new recruits.  About 20 of these 
trained recruits now occupy administrative positions abroad.  
(There are 125 positions.) 

 
  That said, the majority of Canada-based and locally engaged staff 
in the missions have not had access to the type of training currently 
being offered to new recruits.  A recent departmental review of the 
training needs of Canada-based administrative staff indicates the need 
for further improvements.  Such training is particularly important 
because missions are expected to acquire further delegation of 
authority, and advances in information technology are changing mission 
administrative procedures continually.  The Department is developing a 
training program to meet the needs of Canada-based administrative 
staff. 
 
 About 60 of the current 125 mission administrative officer 
positions are filled by staff whose classifications and levels are 
lower than the job requires.  About half of these employees have not 
had adequate recent training.  Mission administrative officers 
interviewed during our visits to the missions indicated that employees 
placed in such situations abroad may have difficulty ensuring that 
financial controls are implemented. 
 
 Systems Integration 
 
 In 1991, the Department informed the Standing Committee on Public 
Accounts of its plan to implement mission FINEX (a smaller version of 
the computer-based financial system used at headquarters) in missions 
abroad and to integrate this system with SIGNET (the Department-wide 



computerized message system), which was being installed in several 
missions. 
 
 The Department has substantively met its goals in this regard.  
Further developments in the application of information technology and 
training of administrative staff are essential to realize the full 
benefits of these systems. 
 
 
Comptrollership 
 
22.56 The Treasury Board, in defining good financial management, control 
and accountability, endorses the notion that all managers are trustees 
of public resources and requires that they be answerable for the use of 
those resources.  Program managers have important responsibilities in 
this regard, as do financial officers.  The Comptroller General of 
Canada has defined comptrollership as "the essential, integrated 
business processes that must be in place in any organization to: 
 
 • manage financial risks; 
 
 • understand the financial implications of decisions before 
they are taken; 
 
 • properly track and account for the financial transactions and 
operating results of all financial decisions; and 
 
 • protect against fraud, financial negligence, violation of 
financial rules and principles, and losses of assets." 
 
22.57 In our 1992 Report (Chapter 4, "Change and Control in the Federal 
Government") we described the concept of "control" in its broadest 
sense of creating the conditions that lead to the achievement of 
objectives.  Control is formalized in a variety of ways, including the 
use of mission statements, goals and objectives, policies and 
procedures, and standards and information reporting.  It is informally 
exercised where the influences are ethics, values, trust or commitment 
and a results-oriented mindset.  Having a good balance between formal 
and informal controls contributes to effective overall control.  
Furthermore, we stated that in government, sound control means having 
reasonable assurance that agreed standards of performance will be met 
while achieving probity, value for money and compliance. 
 
22.58 In our 1993 Report (Chapter 6, "Canada's Public Service Reform and 
Lessons Learned from Selected Jurisdictions") we indicated that "an 
important theme of Public Service 2000 is the increased delegation of 
authority from central agencies to departments and, within departments, 
to the lowest levels reasonable." 
 
22.59 Comptrollership is as much a way of thinking and a concern for 
public assets and expenditures (on the part of all employees and not 
just financial officers) as it is a set of approved management 
expectations and techniques.  While the senior financial officer is 
usually assigned the task of developing and maintaining comptrollership 



in organizations and often holds the title of "comptroller", the 
responsibility for managerial risk clearly rests with the managers 
making the decisions. 
 
22.60 The deputy heads and managers at all levels in the Department are 
responsible for ensuring that there is sound comptrollership in their 
respective responsibility centres.  Comptrollership is not an option.  
It is essential to achieving objectives and meeting the fiduciary 
responsibilities entrusted by Parliament. 
 
The Department has taken steps to strengthen comptrollership 
 
22.61 The Department has taken steps in several areas to improve 
financial management practices across the organization.  For example, 
the Canadian Foreign Service Institute was established in 1992 to 
provide continuing education in a variety of areas, including financial 
management and control.  The Institute's Heads of Mission Pre-departure 
Program is now in its second year.  Approximately 60 newly appointed 
heads of mission have taken part in this program of participative 
learning and discussion, which focusses on their responsibilities 
abroad, typical problems at the mission (many in the areas of finance 
and administration) and government priorities. 
 
22.62 Mission comptrollership also requires qualified and capable 
mission administrative officers.  The Department has undertaken an 
initiative to improve the calibre of these officers abroad through 
enhanced recruitment and training programs. 
 
22.63 Another of these initiatives, and perhaps the most visible, has 
been the internal audit of missions.  More than 200 audits have been 
conducted in the past two years.  Besides identifying specific areas 
for improvement, these audits sent a clear and repeated message 
worldwide that financial administration and control in the Department 
must be strengthened. 
 
22.64 Cost awareness is becoming more prevalent throughout the 
Department.  The Corporate Services Branch has recently undertaken 
initiatives to better understand the full costs of providing many of 
its services as well as the factors impacting on these costs. This work 
could be the first step toward reinforcing a sense of comptrollership 
at the corporate level.  For example, the full costs of delivering 
programs and activities abroad in each mission could be provided to 
heads of mission, thus reinforcing current efforts to strengthen the 
performance review process and, ultimately, the accountability of heads 
of mission for measurable results.  In addition, the costs of other 
government departments in missions abroad could be charged out to these 
departments.  This could enhance accountability, transparency and, 
possibly, efficiency.  We recognize that this would entail some 
increase in administration costs. 
 
22.65 Until recently, the Department did not identify and report the 
cost of providing services abroad to other government departments.  By 
early 1994, however, the Department had developed a costing model that 
has the potential to attribute the costs of various activities.  Once 



the Department has more accurate ongoing information on the cost of its 
own activities, it will be in a better position to assess their costs 
and benefits. 
 
22.66 The development of this costing model is a significant first step 
in establishing a full-cost mindset within the Department.  In one of 
its first applications, the model was used to identify the forecasted 
costs of operations abroad for 1993-94.  The results were then used in 
negotiating with other government departments their shares of the 
Department's budget reduction for 1994-95 and future years.  Based on 
feedback from the Treasury Board Secretariat and other government 
departments, the Department believes that development of the costing 
model has satisfactorily met the objective of its first application. 
 
22.67 Further steps will be required to ensure that full costing 
information is obtained for proper disclosure and decision making.  For 
example, the cost allocated to operations abroad did not take account 
of some program delivery costs at headquarters, such as finance and 
administration.  The allocation of all overhead costs could represent 
an additional $40 million to $100 million in services provided to other 
government departments.  These services are currently estimated at $176 
million for 1993-94.  The Department advises us that it remains 
committed to extending the model to encompass the entire departmental 
budget.  It also intends to convert the model to a data base format to 
enhance its accuracy and utility for program analysis, planning and 
reporting. 
 
22.68 Headquarters has also improved accounting controls in areas such 
as the collection and recovery of accountable advances and shelter 
shares.  Over the last few years, the Department has implemented an on-
line worldwide financial information system (FINEX).  Its evolution 
from a financial accounting information system to a fully integrated 
financial management information system is beginning.  This advance 
could provide improved and more timely information to support effective 
financial decision making. 
 
22.69 Headquarters has completed a study to reduce the reporting 
requirements that have particularly burdened small missions abroad.  
This study has identified many reports that are no longer required or 
can be simplified.  The Department is currently acting on these 
findings.  For example, of the current 121 reports being completed by 
missions, 12 have been eliminated for all missions and a further 13 
have been eliminated and 16 simplified for small missions. 
 
Some factors that impact upon comptrollership 
 
22.70 Departmental officials point to just how little of their budget 
they can directly influence to control future cost increases.  For 
example, they indicate that the level of support services to other 
government departments, the amount of peacekeeping and other 
contributions, and the cost of membership in international 
organizations are not within their discretionary authority.  Decisions 
on the level of such expenditures, which represent some $550 million 
out of the Department's $1,420 million budget for 1994-95, are taken at 



the political level.  In our view, while this may well be true, the 
need to manage funds with due regard to prudence, probity and value for 
money remains with the Department.  Chapter 21 of this Report, which 
deals with the management of contributions for technical assistance 
provided to Eastern Europe and the former Soviet Union, illustrates 
this view. 
 
22.71 The Department has also stated that the increase in its operating 
expenditures due to foreign price inflation and changes in the value of 
the Canadian dollar is another area outside its direct control.  In our 
view, the Department has the ability to reassess the size of its 
operations in high-cost, high-inflation countries and to make 
appropriate adjustments. 
 
22.72 Traditionally, foreign service operations have emphasized skills 
related to the development of foreign policy as opposed to those 
related to financial management.  In the last few years, fiscal 
restraints, advances in information technology and a higher priority 
placed on measurable results have shifted this emphasis.  Today, it is 
necessary to reinforce not only good policy development but also good 
management skills.  The Department has introduced an individual 
performance appraisal system that reflects the new emphasis on 
management skills. 
 
22.73 Recent changes in priorities will require strengthened 
comptrollership.  The Department has moved to strengthen this function 
through the establishment of its Program Management Board, a committee 
of deputy ministers and the Assistant Deputy Minister, Corporate 
Management that approves all expenditures over $100,000 after 
consideration of policy and resource management issues. 
 
22.74 The Department believes that Treasury Board is still heavily 
involved in micro-managing the Department's activities.  Our review of 
48 of 50 submissions made by the Department to Treasury Board during 
1993-94 revealed a number of instances that support this view.  For 
example, submissions had to be made for such straightforward 
expenditures as contracting for cleaning services in Tokyo, renting 
hotel rooms in Vancouver, and reimbursing the salary of a person from 
the private sector on interchange to the Department.  This perpetuates 
a sense of micro-management from outside the Department.  A results-
oriented mindset is difficult to achieve in this environment. 
 
Need for a stronger sense of comptrollership at missions 
 
22.75 Comptrollership must become an essential value for each manager, 
including the head of mission.  In a foreign service context, this 
implies acceptance of the need for flexibility to adjust operating 
procedures to local conditions.  Since Canada-based managers and staff 
change posts regularly every two to four years, a common set of values 
would ensure continuity when new staff are posted. 
 
22.76 Comptrollership at the missions is being improved.  The following 
are some ways in which it can be further strengthened: 
 



 • First, a results orientation needs to be institutionalized.  
Mission objectives do not clearly define expected outputs, outcomes or 
accomplishment in any measurable way against the costs incurred. 
 
 • Second, there is a need for more cost awareness.  The heads 
of mission do not know the full costs of running their missions.  Many 
costs incurred at headquarters for the missions are not reflected in 
mission budgets.  An example of this is  the allocation of overhead 
costs from headquarters.  These items represent a major proportion of 
the costs of running a mission.  Recognizing this, the Department is 
further developing its costing model and is upgrading its financial 
system (FINEX) to provide this information to departmental management. 
 
 • Third, responsibility to control costs needs to be matched 
with authority.  Heads of mission have indicated to us that they have 
limited say in many of the decisions associated with the programs of 
other government departments that they are expected to supervise.  If 
key decisions relating to other government departments abroad are the 
responsibility of their managers, what is the head of mission expected 
to supervise? 
 
 • Fourth, some heads of mission need to set a better example to 
staff.  The Department's Office of the Inspector General has pointed to 
the continued need for heads of mission to demonstrate leadership and 
interest in financial management and to set an example to staff 
concerning proper spending values and ethics. 
 
 • Fifth, mission administrative officers and their staff need 
to have the stature, knowledge and experience required to ensure that 
employees are following appropriate standards of prudence and probity. 
 To improve their effectiveness, the Department will convert mission 
administrative officers to foreign service officers as part of a larger 
initiative to restructure the foreign service classification system. 
 
22.77 The head of mission and the mission administrative officer must 
act as a team to ensure effective comptrollership.  Simultaneous 
transfers of the head of mission and the mission administrative officer 
can greatly disrupt the smooth running of mission operations.  At one 
large and growing mission in a developing country, the Department 
transferred the head of mission and mission administrative officer 
simultaneously during the summer of 1994- perhaps there should have 
been as much as one year overlap.  To our knowledge, there is no formal 
departmental policy that addresses this issue. 
 
Alternative approaches for future consideration 
 
22.78 A fundamental aspect of comptrollership in any organization is 
appropriate attitudes and behaviour on the part of its human resources. 
 An organizational culture that reinforces concern for public funds and 
appreciation of the full costs of decisions is essential.  We believe 
the Department should strengthen comptrollership through increased cost 
awareness in all areas of its operations. 
 
22.79 During this audit, we were able to identify some key factors that 



affect cost awareness at all levels in the Department (Exhibit 22.8).  
The Department may wish to examine and address these factors. 
 
22.80 The Department is encouraging its heads of mission to seek out 
useful ideas that are emerging in other foreign ministries.  The 
government may also wish to look to other governments for ideas on how 
to improve comptrollership.  A start could be made by examining some 
approaches adopted in Australia and New Zealand. 
 
22.81 Australian experience.  As part of its Financial Management 
Improvement Program, the Australian government introduced the principle 
of "devolution" -- allowing managers more flexibility in managing their 
resources to achieve stated government objectives.  Devolution was 
achieved through a less centralized structure and through greater 
emphasis on accountability to ministers, Parliament and the public for 
program performance.  Further, the appropriation rules were changed so 
that, once administrative expenses were approved by Parliament, funds 
could be managed flexibly by departments according to approved 
priorities.  For instance, Australian heads of mission have the 
authority and flexibility to roll over funds to, and to borrow funds 
from, the next year's operating budget.  This gives heads of mission 
more opportunity to run their missions in a businesslike manner. 
 
22.82 New Zealand experience.  Similarly, changes to the New Zealand 
Public Finance Act have given more autonomy to the operating units of 
the Ministry of Foreign Affairs.  The Ministry exercises wide 
discretion over how funds allocated to it will be spent, provided 
results are costed and measured.  Managers under this system have a 
clear sense of responsibility as well as the financial resources to 
meet performance expectations.  Stated performance deliverables and 
desired government outcomes eliminate doubt about what anyone should or 
should not be doing.  The Ministry evaluates its posts twice a year, 
placing particular emphasis on the performance of heads of mission as 
it relates to the cost of meeting specific mission objectives. 
 
22.83 In summary, the need to strengthen comptrollership warrants 
continued attention. 
 
 
Exhibit 22.8 is not available, see the Annual Report. 
 
 
Property Management 
 
Background 
 
22.84 The Department estimates that the value of its Crown-owned 
property worldwide was between $2 billion and $3 billion in 1992-93.  
The annual rent, including taxes paid for Crown-leased properties 
abroad, was estimated at $133 million. 
 
22.85 The Department provides office and residential accommodation to 
its employees and to employees of other government departments who are 
posted abroad.  The Physical Resources Bureau, an organizational unit 



within the Department, manages these properties on the Department's 
behalf. 
 
22.86 The Director General of the Bureau reports to the Assistant Deputy 
Minister, Corporate Management, who is accountable for major property 
decisions.  The Bureau is responsible for strategic property planning, 
analysis and reporting and for liaison with Treasury Board, other 
government departments and the private sector on property matters.  The 
Bureau also manages the Long-Term Capital Program, the buying/leasing 
of chanceries and official residences, major property renovations and 
the property requirements of other government departments. 
 
22.87 Several other key stakeholders work with the Bureau to effect 
property decisions abroad. Geographic branches identify property needs, 
provide assistance and input to the Bureau, and manage properties 
abroad; that is, they manage the leasing of staff quarters, payment of 
rents for leased properties and routine maintenance.  They, in turn, 
delegate appropriate authority to the heads of mission.  Heads of 
mission play a key role in identifying their property needs and in 
providing the data on local property for input to the Bureau's 
worldwide property information system.  Other government departments 
identify their property needs abroad and work with the Bureau to fulfil 
those needs. 
 
22.88 Decision making with respect to major capital expenditures is 
shared among the Physical Resources Bureau, the geographic branches and 
the missions.  Property needs are identified and agreed on by these 
stakeholders, then integrated into the Long-Term Capital Program.  The 
Program is approved annually by the Departmental Program Management 
Board. 
 
22.89 The departmental property-related capital and operating 
expenditures for 1988-89 and 1993-94 are presented in Exhibit 22.9.  
Over this five-year period, expenditures rose 20 percent.  However, 
there were significant decreases as well as increases during this 
period. 
 
 
Exhibit 22.9 
 
Property-Related Capital and Operating Expenditures in 1988-89 and 
1993-94 ($ millions) 
 
         1988-89   1993-94 
 
Capital Expenditures    54.0  35.0
 
Operating Expenditures: 
 - Rent      80.0 106.0 
 - Maintenance and Utilities  29.0  40.0 
 - All Other Operating   12.0  28.0
 
Total Operating Expenditures  121.0 174.0
 



Total Expenditures    175.0 209.0 
 
Source: Supply and Services Report # 9005 (1988-89); 
    Supply and Services Report # 259 (1993-94) 
 
 
Progress since 1987 
 
22.90 In 1987, we reported that roles and responsibilities for budgeting 
and monitoring overall departmental accommodation costs and for 
ensuring that accommodation standards were adhered to should be better 
defined.  Ill-defined roles and responsibilities had resulted in 
weaknesses in the accommodation planning process, ad hoc monitoring of 
the costs of staff quarters and their adherence to standards, and 
delays in issuing guidelines to missions. 
 
22.91 We therefore recommended that the Department: 
 
 • clearly define and communicate roles and responsibilities for 
planning and monitoring accommodation; 
 
 • further improve its accommodation planning process by 
ensuring that inputs to the Long-Term Capital Program result from a 
systematic review of current holdings, accommodation needs and costs; 
and 
 
 • seek from Treasury Board a higher limit on its authority to 
acquire property, as well as authority to use disposal proceeds when 
acquiring property to be used for the same purpose. 
 
22.92 We reported in our 1989 follow-up to this audit that departmental 
progress to address these recommendations had been slow.  We also noted 
that the management of property abroad was still reactive; that is, 
accommodation planning remained inadequate. 
 
22.93 Following the appointment of a new director general for the Bureau 
in 1992, a number of initiatives were undertaken to improve cost-
effective management of properties worldwide.  These included: 
 
 • clarification of roles and responsibilities relative to 
property management; 
 
 • reorganization of the Bureau along its main lines of business 
-- strategic property planning, project implementation and services to 
missions; 
 
 • enhancement of a project delivery system; 
 
 • improved communication between the Bureau and the geographic 
branches; 
 
 • in collaboration with missions. introduction of a property 
management plan for each mission; 
 



 • significant changes to property management information 
systems; 
 
 • the use of different approaches to financing property 
transactions; and 
 
 • development of a human resource and training plan for Bureau 
staff. 
 
Physical Resources Bureau designated as a special operating agency 
 
22.94 In early 1993, the Department sought and obtained Treasury Board 
approval (effective 1 July 1993) to transform the Bureau into a special 
operating agency.  The objective is to allow the Bureau to operate in a 
more businesslike manner.  The Bureau is expected to simplify and 
modernize its methods with a view to reducing costs and providing cost-
effective accommodation and facilities. 
 
22.95 The Treasury Board approval includes, among others, two key 
features.  It gives the Bureau authority, in principle, to retain and 
reinvest revenues generated through property disposals, rentals and 
sublets.  However, full authority to spend in future years revenues 
generated in the current year was not provided.  The approval also 
allows for a transitional approach in which the Bureau will progress 
toward full empowerment as a special operating agency within the 
Department over a period of 20 months.  In our view, these two features 
will directly enhance the Bureau's ability to manage properties in a 
cost-effective manner. 
 
22.96 The Treasury Board Secretariat shares the view that the 
reinvestment of proceeds from the sale of surplus property is essential 
to strategic property management.  However, given the current 
commitment to deficit reduction and spending controls, it requires that 
the Department contribute a portion of the net proceeds from the sale 
of properties to meet this commitment.  The challenge facing the 
Department and the Secretariat is to adequately contribute to this 
commitment while reinvesting sufficient revenues to enable the 
Department to meet accommodation requirements abroad in a businesslike 
manner. 
 
22.97 Further, Treasury Board approved, in principle, the transitional 
business plan for 1993-94 and 1994-95.  However, the Treasury Board 
decision imposed some important limitations: the Department will not be 
entitled to 100 percent of sale proceeds but to a percentage determined 
each year based on government-wide affordability considerations; and 
this percentage of sale proceeds can generally be accessed late in the 
fiscal year through supplementary estimates.  This restricts the 
availability of both time and funds.  If permanent, the limitation 
could hinder the ability of the Bureau to make cost-effective property 
decisions. 
 
The Bureau is developing a capacity to function as a special operating 
agency 
 



22.98 We believe that effective property management requires, among 
other things, an organization structured and staffed to deliver 
services effectively; relevant and quantifiable performance goals that 
measure cost effectiveness; and access to complete, accurate and timely 
information for property management. 
 
22.99 The Bureau has addressed these requirements.  For example, the 
Bureau is completing a reorganization of its operations along its main 
lines of business.  However, there is more work to be done. 
 
22.100 Bureau management recognizes the value of highly trained 
staff in achieving its objectives and has indicated that training 
initiatives are planned in the following areas: 
 
 • additional training for portfolio managers in investment 
management and analysis techniques; 
 
 • more training for project officers in project management; and 
 
 • expanded training for staff responsible for mission support 
services (for example, procurement, maintenance and shipping) in order 
to ensure a more client-focussed approach to the provision of these 
services. 
 
22.101 Bureau management has informed us that some performance 
targets to measure cost effectiveness are already established in 
general terms.  Targets include: 
 
 • holding the base Long-Term Capital Program appropriations at 
$31 million for future years (as opposed to the previous five-year 
average of $43 million); 
 
 • financing the current and future Long-Term Capital Program 
expenditures of over $300 million through three principal methods:  
appropriations of $155 million; proceeds from property sales and 
rentals; and new financial arrangements involving the leveraging of 
private sector funding; and 
 
 • reducing the leasing costs that are being incurred at 
present. 
 
22.102 We believe that other quantifiable indicators also need to be 
considered to measure success and illustrate progress toward more 
businesslike property management.  For example, the cost of 
accommodation per employee abroad and the cost per square metre of 
office space provided are the kinds of indicators that could be used. 
 
22.103 All property management information systems were recently 
reviewed for the Department by an informatics consultant who concluded, 
among other things, that: 
 
 • a comprehensive information management plan should be 
developed; 
 



 • the quality and timeliness of information needs to be 
improved; and 
 
 • as yet, not all current information technology meets SIGNET 
standards. 
 
22.104 Bureau management agreed with the thrust of the consultant's 
report and has set up a task force to implement its recommendations.  
Specific deliverables have been identified for both the short-term and 
long-term informatics plans. 
 
Significant opportunities exist to achieve savings 
 
22.105 Significant savings could be realized in four specific areas: 
 property disposals, underutilized properties, leasing costs and 
representational housing. 
 
22.106 Property disposals. The Bureau has identified within its 
Long-Term Capital Program several oversized or underutilized properties 
worth approximately $146 million.  Two recent events that illustrate 
the current availability of properties for disposal are the 
centralization of CIDA and the rationalization of immigration offices 
from numerous missions to one regional mission site. 
 
22.107 Government decisions to close certain missions, as well as 
specific disposals directed by Treasury Board, are also cited as 
reasons for selling properties.  These factors have changed 
departmental accommodation requirements in several locations abroad. 
 
22.108 Our concern is the length of time it will take to generate 
savings.  Property disposals can be complex and lengthy because of 
market conditions abroad.  Properties are located all around the world 
but the disposal decisions are made in Ottawa.  This accounts for some 
delay.  For example, appropriate property appraisals in certain 
countries are difficult to obtain and approval by the Department of 
Justice is required to retain legal firms abroad.  Moreover, unless the 
Department can be assured of capital funding to replace certain high-
cost properties, delays in the disposal of those properties will 
result.  In the past, the disposal of some properties has been quite 
slow. For example, several properties in Port of Spain, Canberra and 
Dar-es-Salaam that were approved for sale in 1989, 1990 and 1991 were 
not sold until the middle of 1994.  In 1994-95, 26 properties were sold 
for $14 million.  Almost all properties were identified for sale after 
January 1993, indicating that property sales are proceeding quite 
quickly.  Notwithstanding this, the Department continues to pursue 
improvements in this area. 
 
22.109 Underutilized properties.  As organizations evolve, 
requirements change.  The Department has bought properties around the 
world over several decades.  Some of these properties have appreciated 
substantially during this time and are not being used to their best 
market potential.  The Bureau has identified properties, including 
official residences with substantial equity, in Brasilia, Kuala Lumpur, 
New Delhi and Tokyo that could be put to better use.  We encourage the 



Department to actively pursue the opportunity for savings at such 
locations. 
 
22.110 Lease costs.  There is also a potential for reducing property 
lease costs worldwide.  One way to accomplish this is by purchasing and 
building accommodation.  Bureau management has indicated that this will 
reduce leasing costs; reductions are expected to be $2.3 million in 
1994-95 and progress to $11 million in 1998-99.  It should, however, be 
noted that there are significant offsetting costs attached to ownership 
such as interest, depreciation and maintenance.  These should be taken 
into account in any calculation of net savings that might result.  
Other ways include reducing leased space and renegotiating leases where 
the market is favourable for reduced rents (this would save 
approximately $1 million a year); and leasing out vacant office space 
to reduce costs by $650,000 a year.  Effective 1 October 1993, the 
Canadian mission in Jakarta reduced its office space by 16 percent when 
CIDA's operations were centralized.  This saved about $118,000 in 
annual rent.  Similar opportunities exist in Bangkok, Lagos and Lusaka. 
 
22.111 Representational housing.  Representational housing refers to 
the space allocated in staff quarters abroad for official hospitality. 
 A representational house is generally larger and more expensive than 
other staff houses.  In early 1994, the Department changed its 
eligibility criteria for representational housing.  Initial feedback 
from the missions indicates that this change will represent significant 
future savings. 
 
22.112 In summary, we believe that increased flexibility to reinvest 
proceeds from sales is essential for the Bureau's success.  However, 
the Bureau needs to demonstrate its commitment to realizing financial 
savings by setting and meeting quantifiable performance targets for 
which it can be held accountable, and by completing its reorganizing  
and training efforts. 
 
Foreign Service Directives 
 
Background 
 
22.113 Foreign service directives (FSDs) describe the supplementary 
compensation and conditions of employment applicable to employees 
serving abroad.  They took their form as directives after 1969 
following an intensive study by Treasury Board Secretariat and 
departmental officials of the particular needs of foreign service 
employees.  Prior to 1969, compensation was provided through a series 
of allowances dating back to 1907, which were formalized into the 
Foreign Service Regulations in 1962. 
 
22.114 In combination with salary, the foreign service directives 
attempt to ensure that qualified persons are recruited and retained to 
serve abroad effectively.  Variations in conditions of employment 
abroad are compensated for to the extent possible.  Conditions for the 
application of the directives are defined in the text of the FSDs, 
issued by the Treasury Board Secretariat and administered by the 
Department, both for departmental employees and for certain other 



public servants abroad. 
 
22.115 The directives are based on three principles: 
 
1)The comparability principle recognizes that employees serving abroad 

should be able to maintain a standard of living that is neither 
less nor more favourable than that in Canada.  They should have 
access, for example, to comparable shelter, education of 
dependants and health care. 

 
2)The incentive-inducement principle recognizes the importance of 

providing additional allowances to attract employees to serve 
outside Canada.  There are four provisions: foreign service 
premium, post differential allowance, foreign service leave 
option, and foreign service travel assistance. 

 
3)The program-related principle attempts to ensure that employees 

abroad are provided with the means to carry out the programs 
assigned to them; for example, they are relocated at employer 
expense. 

 
22.116 In 1987, we reported on our concerns that the Department 
should examine ways to simplify the FSDs and make them easier to apply. 
 The Department responded that efforts were being made to simplify the 
directives.  We also expressed concern over the Department's monitoring 
of their costs and compliance with conditions.  We recommended that the 
Department compare actual costs with estimates and improve procedures 
for monitoring. The Department agreed. 
 
22.117 We also questioned the procedures for determining whether the 
FSDs achieved their stated intent and recommended that the Treasury 
Board Secretariat regularly evaluate and report the extent to which the 
directives do so. 
 
22.118 In 1989, we reported that progress in implementing our 
recommendations had been slow.  The Department responded that there had 
been delays in comparing actual costs with estimates.  We also noted 
that simplification of the directives was viewed by the Deputy Minister 
as a matter requiring serious attention. 
 
Progress since 1989 
 
22.119 The Department has undertaken several initiatives to address 
our concerns.  By 1989, it had already begun working as part of a 
steering committee to review individual directives.  A number of 
recommendations were made for joint employer-employee consideration.  
Some of the proposals put forward were included in the 1993 revision of 
the directives, for example, the use of non-accountable advances. 
 
22.120 At the same time, the Department, with the committee, 
examined options to simplify the existing FSD system.  The committee 
made several proposals but there was little action. 
 
22.121 The Department has prepared and distributed a Foreign Service 



Handbook to help employees and mission administrative staff use the 
FSDs.  It is currently reorganizing its personnel and finance divisions 
to streamline administration and is examining ways to automate the 
directives to make them more user-friendly. 
 
22.122 Among its other initiatives, the Department has begun keeping 
a record of interpretations of the directives for future reference.  It 
is also offering a course at the Canadian Foreign Service Institute on 
the application of FSDs and is contributing to a more active 
interdepartmental working group on their administration. 
 
22.123 We regard these efforts by the Department as positive and 
commendable.  However, our long-standing concern regarding the 
complexity of the foreign service directives has not been fully 
resolved.  Perhaps one indicator of the complexity of the directives is 
their size.  Prior to becoming directives negotiated with employee 
representatives, the 1967 Foreign Service Regulations consisted of 
about 100 pages.  Today, the FSD text is more than 450 pages. 
 
The foreign service directives remain complex 
 
22.124 The Department and the Treasury Board have been unable to 
address the complexity of the foreign service directives.  The number 
of stakeholders involved and the complexity of the process to effect 
change have hindered progress toward achieving this goal. 
 
22.125 The Department cannot act unilaterally.  Other departments 
and agencies have a stake in the directives.  These stakeholders 
include the Treasury Board, the Treasury Board Secretariat and employee 
representatives at the National Joint Council, the Department of 
National Defence, the Royal Canadian Mounted Police, the Canadian 
International Development Agency and the Department of Citizenship and 
Immigration. 
 
22.126 Who can effect change to the Directives?  The Treasury Board, 
as the employer, is ultimately responsible for the directives under the 
Financial Administration Act.  Since 1967, with the onset of collective 
bargaining in the Public Service, compensation for serving abroad has 
evolved from a consultation process to a negotiation process in the 
National Joint Council akin to collective bargaining, but with some 
differences.  For example, tentative agreements reached by the Treasury 
Board Secretariat and employee representatives do not have to be 
ratified by the bargaining agents' membership.  The Council provides a 
forum where management and employees, represented by their bargaining 
agents, can discuss proposed changes and reach agreement on the content 
of the FSDs. 
 
22.127 Every three years, the directives are reviewed and the levels 
of various allowances and benefits are adjusted.  When agreement is 
reached, changes are incorporated into the FSD text and are binding on 
both parties.  The President of the Treasury Board has the authority to 
approve changes to the FSDs on the recommendation of the National Joint 
Council. 
 



22.128 It is interesting to note that other governments and private 
sector firms that we surveyed use a different approach to determining 
benefits for employees abroad.  We observed that it is a common 
practice to seek employee input on allowances, but these consultations 
do not result in binding agreements like the FSDs.  For instance, if 
economy becomes a priority, the employer retains the flexibility to 
make changes to the level of allowances if circumstances warrant. 
 
22.129 The quality of financial information used for the negotiation 
process could be strengthened.  As well, there needs to be greater 
assurance that management is negotiating from a value-for-money 
perspective.  This assurance is particularly important to protect the 
integrity of a process that requires the participation of rotational 
individuals, among others, in determining the employer's negotiating 
position.  While rotational employees can bring a necessary practical 
view to the negotiation, the fact that they may anticipate further 
posting abroad could invite the perception that they are too close to 
the package under negotiation. 
 
22.130 The Department is required to interpret and apply the 
directives.  It has little discretion on FSD payments.  In this sense, 
the Department plays a custodial as opposed to a comptrollership role. 
 Much of the total cost of FSDs is based on predetermined calculations 
that leave little opportunity for either interpretation or cost 
reduction.  Application of the directives is based on conditions that 
an employee either does or does not meet and it is the Department's 
responsibility to ensure that these conditions are complied with. 
 
Expenditures associated with the foreign service directives are rising 
 
22.131 In our view, concerns over the complexity and costs of the 
directives need to be addressed.  The costs associated with providing 
compensation to employees abroad are rising without proper review.  A 
proper review would enable the employer to know of all costs, cost 
trends and factors influencing those costs and trends. 
 
 
Exhibit 22.10 
 
Full Cost of Providing Compensation for Serving Abroad in 1993-94 
($ 000s) 
 
Allowances and Benefits     61,500 
Relocation and Real Estate Fees   31,000 
Shelter        70,000
 
Direct expenditures     162,500 
   less Revenues      18,000 
 
Total Direct Costs (1993-94)   144,500 
 
Administration and other costs    7,500
 
Total Costs (1993-94)    152,000 



 
Source: Supply and Services Report #9005 (1993-94) 
 
 
22.132 The Department of Foreign Affairs and International Trade has 
been given the parliamentary appropriation for compensation under the 
foreign service directives to Canada-based staff abroad who are 
administered by the Department.  Exhibit 22.10 shows the costs to the 
Department of providing compensation for serving abroad. 
 
22.133 In 1988-89, compensation expenditures of $112 million were 
incurred for 2,087 Canada-based staff abroad at an average cost of 
$53,666 per person.  Five years later, in 1993-94, expenditures of $145 
million were incurred for 1,764 personnel abroad, or $82,200 per 
Canada-based staff on average.  We estimate that this amount, plus 
about $7 million in administration costs, brings the full cost to $152 
million. 
 
22.134 The Department's expenditures related to foreign service 
directives have been rising annually by an average of 9 percent per 
employee since 1988-89.  The Department has had to compensate for 
significant expenditure increases in several directives, as shown in 
Exhibit 22.11. 
 
 
Exhibit 22.11 
 
Expenditures on Foreign Service Directives in 1988-89 and 1993-94 
($ 000s) 
 
          1988-89   1993-94  Increase 
 
Education of Dependents    7,000 10,000  3,000 
Travel Assistance and 
  Leave Option      8,000 12,100  4,100 
Post Differential Allowance   4,800  7,100  2,300 
Other Allowances and Benefits  29,600 32,200  2,600 
Relocation and Real Estate Fees 25,000 30,800  5,800 
Shelter-Related Provisions  37,200 52,300 15,100 
 
Total Increase         32,900 
 
Source: Supply and Services Report #9005 (1988-89); 
    Supply and Services Report #9005 (1993-94) 
 
 
22.135 An examination of individual directives shows significant 
expenditure increases for post differential allowances (hardship), 
education of dependants, travel assistance and the leave option.  These 
four areas alone account for $9.4 million of the $12 million increase 
in allowance and benefit costs since 1988.  This $12 million represents 
36 percent of the total increase of approximately $33 million in FSD 
expenditures. 
 



22.136 The net cost of shelter-related provisions has risen $15 
million since 1988.  This represents 45 percent of the total increase 
of $33 million. 
 
Several factors contribute to the increases in expenditures related to 
foreign service directives 
 
22.137 The cost of compensating employees for serving abroad can 
vary with such factors as time abroad, family size and salary.  As the 
profile of Canada-based staff changes abroad, so will the cost of these 
allowances.  It appears from the limited data available to us that more 
senior than junior staff are filling positions abroad, which would 
increase costs. 
 
22.138 Certain foreign service allowances increase automatically.  
Every April, the rates for the foreign service premium, salary 
equalization allowance and post differential allowance are adjusted 
with the average annual salary rise in the public service.  Although 
salaries have been frozen, some negotiated pay raises have remained in 
various collective agreements.  The Treasury Board Secretariat informed 
us that, as a result, the average public service salary has increased 
each year.  The last of these raises was applied to several trades 
classifications in September 1993, for example, in the Ship Repair 
Group.  This change raised FSD rates by almost two percent in 1993 and 
one percent in 1994. 
 
22.139 Also, the triennial reviews at the National Joint Council of 
the FSDs (and other directives negotiated at the Council) have been 
interpreted to be outside the limitations and freezes on public sector 
collective bargaining for salaries.  Therefore, despite the fact that 
salaries are capped, the review provides an avenue for increasing some 
allowances. 
 
22.140 The directives are best defined as negotiated entitlements 
that supplement salary while abroad.  The system offers little 
incentive for less costly expenditures or trade-offs resulting in 
savings to the taxpayer.  In fact, as our exhibit on factors affecting 
cost awareness (Exhibit 22.8) indicates, there is little flexibility to 
treat FSDs in a cost-conscious manner. 
 
22.141 In summary, the Department's efforts to improve 
administration of the directives are noteworthy.  However, our long-
standing concerns remain:  complexity, cost control and whether the 
FSDs achieve their stated intent.  Effecting change in these areas 
would require a fundamental re-examination by the government of the FSD 
system, how it is managed and the controls in place to ensure value for 
money. 
 
22.142 Recently, the Department has investigated fraudulent travel 
claims submitted by some employees under these directives.  We are 
following up on the actions that the Department is taking to rectify 
this problem and the disciplinary measures taken.  We will report our 
findings in May 1995. 
 



Information Technology 
 
Background 
 
22.143 Modern information and communication systems offer the 
Department unprecedented opportunities to reshape its delivery 
processes.  The Department's budget is under pressure.  Sound 
investments in information technology can lead to higher quality 
services that are tailored to changing needs and delivered more 
effectively, faster and at lower cost. 
 
22.144 Since the mid-1980s, the Department has increased its use of 
information technology.  One of its major initiatives in this area was 
its Canadian On-line Secure Information and Communications System 
(COSICS) project.  COSICS was expected to improve administrative 
efficiency and reduce person-years. 
 
22.145 We audited COSICS in 1987 and did a follow-up audit in 1989. 
 In 1987, we reported that the Department risked exceeding cost 
estimates and that predicted savings would not be realized.  In 1989, 
we reported further cost increases, and again expressed concern that 
some of the expected savings in person-years would not be fully 
realized.  Although the Department originally expected to complete 
Phase I of COSICS in the fall of 1989, it modified the delivery date to 
the fall of 1991. 
 
22.146 In February 1991, we reported that having spent $53 million, 
the Department had reassessed the COSICS project and decided not to 
proceed with Phase II.  We supported the Department's decision. 
 
22.147 In 1992, the Standing Committee on Public Accounts held 
hearings on the COSICS project.  By that time, the Department had 
revised its approach to information technology.  It presented a plan to 
the Standing Committee on Public Accounts for implementation of its 
total computerization program.  The Department proposed a more open 
architecture and the use of off-the-shelf software for systems under 
development.  It called the new approach Secure Integrated Global 
Network or SIGNET.  We will monitor future developments in SIGNET. 
 
22.148 The Department continues to invest millions of dollars in 
information technology.  In 1993-94, the Department spent approximately 
$100 million or 7 percent of its total budget on information technology 
and related activities.  Like many other government departments, the 
Department continuously looks at how it can use information technology 
to reorganize and redesign its work. 
 
22.149 The Department's investment in information technology has 
been having an evolutionary impact over the last few years.  This 
changing impact will continue with SIGNET.  SIGNET will have major 
implications for the way officers in the Department will interact 
worldwide and for the use of information in the Department. 
 
Accountability needs clarification 
 



22.150 Given the significance of the investment in information 
technology, our audit concentrated on an overview of the Department's 
information technology activities.  Our main concern was how the 
Department is managing the proliferation of information technology in 
its various branches. 
 
22.151 In our view, the Department needs to take a more consistent 
approach to the management of its information technology investment and 
provide one focal point for corporate accountability.  So far, the 
Department has had an uneven approach to controlling its investment in 
information technology.  As a result, it may not have realized the full 
benefits of its investment.  For example, the lack of compatibility 
between the FINEX (financial) and the INFONNEL (personnel) systems 
creates difficulty in analyzing all aspects of the cost and numbers of 
persons working for the Department at any particular time or place.  We 
believe that the Department's effectiveness in the area of information 
technology would be enhanced by designating a single corporate focal 
point that would have full authority and accountability for its 
informatics initiatives and expenditures. 
 
22.152 In 1991, the Department set up a Technology Board to oversee 
and co-ordinate its overall technological direction.  The Board met 
three times before it was consolidated with other committees into the 
Department's Management Committee.  The Department has informed us that 
it has now reconstituted the Technology Board.  This step will help 
clarify accountability for investments in information technology and 
create more consistency in managing those investments across the 
Department.  The Department has also indicated that it will be 
producing an Information Management Plan that will allow for a more 
integrated approach to all aspects of computer applications across the 
Department.  We view these as positive steps. 
 
Future monitoring 
 
22.153 We intend to follow up on our main concern - the management 
of the information technology investment across the Department.  In 
1996, we propose to report on the results of our follow-up.  Particular 
attention will be paid to the way information technology is reshaping 
the delivery of departmental programs and enhancing their cost-
effectiveness. 
 
22.154 In summary, while information technology is beginning to 
reshape many aspects of the Department's activities, applications must 
be better integrated to realize the full potential of the investment in 
them. 
 
The Internal Audit Function 
 
22.155 A key component of accountability involves effective 
independent monitoring of all significant aspects of an organization's 
performance. Internal audits and evaluations provide this function by 
reviewing and assessing management practices and controls in major 
financial, administrative and operating areas, and by recommending 
improvements where needed. 



 
22.156 The internal audit and program evaluation function is 
performed within the Department's Office of the Inspector General. The 
majority of the Inspector General's operating budget of about $3.4 
million is dedicated to internal audits.  The internal audit and 
program evaluation function has been reorganized several times since 
its inception. 
 
22.157 In 1987, we reported that the Department had organizational 
units in place with clear roles and responsibilities for internal audit 
and program evaluation.  The mandates of these units conformed to 
guidelines provided by Treasury Board.  An Audit and Evaluation 
Committee oversaw the operations of these units and was responsible for 
following up on the extent to which major issues raised by internal 
audit were being addressed. 
 
22.158 Our main concern at that time was that the scope of internal 
audits was not comprehensive and left out many significant aspects of 
the Department's operations.  We pointed out that the internal audit 
function had not participated sufficiently in major systems development 
to ensure that appropriate internal controls were installed on a timely 
basis. 
 
22.159 In addition, we reported that there had been few significant 
studies to measure the effectiveness of the Department's programs. 
 
22.160 In 1989, our follow-up work indicated that there had been 
little progress. 
 
22.161 Three significant events have occurred since 1991.  First, 
the internal audit function began to report to the Assistant Deputy 
Minister, Corporate Management instead of the Associate Under-Secretary 
who had been responsible for the management of the Department.  Second, 
departmental senior management refocussed the internal audit function 
to strengthen the audit of administration and management of missions 
abroad and to increase the frequency of audits by systematically 
auditing all missions annually.  Between 1993 and 1994, more than 200 
internal audits of mission administrative procedures were conducted.  
Third, the Audit and Evaluation Committee was in place until October 
1992 when its responsibilities were assumed by the Management 
Committee. 
 
22.162 Internal audit work is making a difference to administrative 
practices at the missions.  The deterrent effect of internal audits is 
now recognized throughout the missions.  Compliance with administrative 
procedures at the missions, which are stipulated by headquarters, is 
reportedly improving.  As well, a number of weaknesses in controls at 
missions have been identified and are being dealt with on an ongoing 
basis.  In 1994, in response to a number of issues raised by mission 
audits, the Department's administrative policies were revised to 
improve, for example, the hospitality directives, the allocation of 
representative housing and the collection of rent shares. 
 
22.163 In our view, sufficient planning, preparation, investigation 



and substantiation were conducted to support the internal audit 
findings. 
 
Need to expand the scope of internal audits 
 
22.164 In 1993, we reiterated to management our long-standing 
concern about the limited scope of  internal audits in this Department, 
in particular, the lack of headquarters audits.  While some 
headquarters audits had been undertaken since 1987, mission audits of 
administrative practices and, more recently, the Consular program 
continued to consume the bulk of the available resources. 
 
22.165 Our concern is that a significant portion of the Department's 
annual expenditures ($1.4 billion), and many of the activities that are 
key to its operational success, are not subjected to internal audit.  
Operational activities in such areas as international trade, political 
and international security, and administrative support activities at 
headquarters are not audited. 
 
22.166 We maintain that expanding the scope of internal audit work 
to include more significant aspects of both headquarters and mission 
activities and operations would increase the overall effectiveness of 
the Office of the Inspector General.  Because many of the 
administrative problems uncovered at missions abroad are related to 
headquarters issues, it is vital that internal audits not be restricted 
to the missions. 
 
22.167 To expand the scope and mandate of audits effectively, the 
Office of the Inspector General will require a broader set of skills 
and expertise in the programs and subject areas it must review.  
Auditing program areas such as international trade or major computer 
systems at headquarters will require multidisciplinary teams and 
specialist support. 
 
22.168 The Inspector General shares these views and has initiated 
plans to establish an updated audit universe comprising all major 
programs and organizational units.  In addition to including consular 
activities as part of the scope of mission audits last year, in 1994 
the Office of the Inspector General turned its attention to 
headquarters functions and operational activities such as trade 
promotion. 
 
The role of the Audit and Evaluation Committee 
 
22.169 The role, composition and activity of a department's audit 
and evaluation committee reflects the level of organizational 
commitment to the internal audit effort.  More specifically, the 
committee can provide the internal direction and support necessary to 
ensure the independence of the internal audit function; approve the 
scope of its work; identify critical issues for review; approve the 
resources needed; provide quality control; and ensure that appropriate 
and timely action is taken to implement recommendations. 
 
22.170 The Department's Audit and Evaluation Committee, which met on 



an ad hoc basis until October 1992 when its responsibilities were 
assumed by the Department's Management Committee, was restructured in 
April 1994.  It is currently chaired by the Deputy Minister for 
International Trade. 
 
22.171 The restructured Audit and Evaluation Committee will have the 
opportunity to provide the profile and direction necessary to help the 
Office of the Inspector General fulfil its mandate.  The Committee may 
wish to consider the following actions: 
 
 • assessing the overall effectiveness of the Office's efforts 
in terms of usefulness and timeliness and setting performance 
indicators for evaluating the performance of the Office; 
 
 • ensuring that the Office's functional reporting relationship 
is primarily to this Committee, which would enhance the Office's 
independence and elevate its reporting profile to the deputy minister 
level; and 
 
 • including in the Office's terms of reference the co-
ordination of audit work involving other government organizations that 
operate under the authority of the Department of External Affairs Act. 
 
22.172 In summary, the Department should continue in its efforts to 
expand and strengthen the Office of the Inspector General's review 
functions.  The sustainability of these functions is enhanced by the 
recent restructuring of the Audit and Evaluation Committee.  We will 
continue to monitor the Department's progress in this area. 
 
Conclusions 
 
22.173 In summary, our audit results indicate that the Department 
has improved its financial management practices and controls, 
particularly over the past two years.  The Department has undertaken a 
proactive audit program, the development of a costing model and a 
management information system, an improvement in financial management 
and better financial training for employees.  All of this activity has 
the potential to create a sound basis for improved comptrollership.  
Departmental corporate initiative, reinforced by central agency 
support, has brought about a flurry of activity in this area.  There 
are, however, a few key questions that remain to be answered. 
 
 • Have these initiatives and changes made a sustainable 
difference? 
 
 • Have the improvements we found been applied consistently 
across the Department? 
 
 • Has the foundation been laid to encourage and assist 
departmental managers to make responsible and reasonable financial 
decisions? 
 
22.174 We placed a great deal of emphasis in this audit on the need 
for effective comptrollership at all levels and on the need for an 



improved sense of cost awareness among both managers and staff in this 
complex working environment.  We recognize that such concepts require 
the availability of useful tools and techniques as well as an ongoing 
adjustment to changing priorities and values.  Acceptance of the need 
for change and implementation of the actions required to accomplish it 
will take time, central agency support and continued leadership within 
the Department. 
 
22.175 The Department needs to strive to build and nurture improved 
comptrollership and the long-term changes it will require.  It is 
imperative, therefore, that corporate senior management continue to 
champion and reinforce the permanent installation of these changes.  To 
meet this ongoing challenge, there is a need for more recognition and 
acceptance of the contribution made by financial officers in the 
Department. 
 
22.176 Comptrollership at the mission level is not solely a 
departmental issue.  It involves a number of other government 
departments that are resident in missions around the world.  More than 
ever, given fiscal restraint, the accountability of heads of mission 
needs to be clarified as it relates to the activities of other 
government departments and the cost of providing services to them.  The 
Department, with the assistance of other government departments, needs 
to settle this issue of accountability in order to improve operational 
effectiveness abroad. 
 
22.177 Our reported findings have also indicated a need for the 
Department to simplify financial and administrative systems and 
processes.  The Department has recognized the need and demonstrated a 
desire to address this pressing issue.  Initiatives such as reducing 
out-of-date reporting requirements at smaller missions, introducing 
technological innovations and effecting a reorganization at 
headquarters can make a difference.  There is, however, much more that 
needs to be done and, in some cases, completely new ways of approaching 
the issues will be required.  The Department should address the 
challenges in co-operation with Treasury Board and other government 
departments.  We propose to keep a watching brief in the areas of 
concern raised in this report. 
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Main Points 
 
23.1  Social assistance to Indians living on reserves is generally 
provided by their communities and agencies with funding from Indian and 
Northern Affairs Canada.  The Department's expenditures on its social 
assistance activities have risen over time and have exceeded $1 
billion.  The rate of increase in expenditures is higher than the rates 
of inflation and population growth of on-reserve Indians combined. 
 
23.2  The social assistance dependency rate, as defined by the 
Department, is a measure of the demand for aid for basic needs such as 
food, clothing and shelter.  The rates among on-reserve Indians are 
high and have been on the rise.  In 1992, an average of 43 percent of 
on-reserve Indians were beneficiaries of these services.  In many First 
Nations communities the reliance on assistance for subsistence is 
substantial. 
 
23.3  While the Department has undertaken several initiatives over 
the years to alleviate the high level of demand for services, it needs 
to work more closely with First Nations communities and their leaders 
to search for an effective solution.  It requires appropriate data to 
analyze the major causes of dependency and to help mitigate them.  In 
addition, the Department needs to co-ordinate with other federal 
departments and other levels of government in providing the necessary 
support.  In connection with the federal review of Canada's social 



security system, the Department needs to provide input and advice and 
to co-ordinate participation with First Nations. 
 
23.4  The Department did not use provisions of the Canada 
Assistance Plan.  As a result, it has no substantive legislative 
authority for its social assistance activities.  It relies on annual 
appropriation Acts as well as Treasury Board decisions as the basis to 
provide and fund social assistance.  The resulting framework for 
delivering social assistance is complex, cumbersome and difficult to 
manage. 
 
23.5  The Department does not have sufficient assurance that social 
assistance activities it funded have been provided in accordance with 
the standards it adopted.  Our analysis of its monitoring reports 
showed that there has been a significant degree of non-compliance with 
requirements; the Department does not have summary information on its 
monitoring efforts.  The Department's arrangements with some provinces 
need to be re-examined to ensure that they provide an appropriate basis 
for services to be delivered to on-reserve Indians with the 
Department's funding. 
 
23.6  The Department needs better data on demographics and social 
assistance and, for management purposes and accountability to 
Parliament, it needs to develop additional indicators to measure the 
effects of its activities. 
 
Background 
 
23.7  In the last decade, more and more Indians living on reserves 
have become beneficiaries of social assistance funded by the federal 
government.  For many of them, federal social assistance is equivalent 
to a means of survival. 
 
23.8  Indian and Northern Affairs Canada administers two broad 
categories of social assistance activities for Indians living on 
reserves -- social maintenance and social support services.  It has 
also been funding social assistance services to certain Indians in 
their transition to living off-reserve.  Some provinces have accepted 
funding responsibility for these services.  The Department is in the 
process of negotiating with the remaining provinces to transfer the 
funding responsibility to them. 
 
23.9  The social maintenance activity provides funds and services 
to eligible individuals and families to help them maintain health, 
safety, dignity and family unity.  Funds are provided for basic needs 
such as food, clothing, shelter, household supplies and personal needs. 
 There is also a child allowance component payable to a foster family, 
if specified conditions are met and the child is under care outside the 
parental home. 
 
23.10 The social support activity comprises child and family services, 
adult care, family violence services and other social services.  The 
child and family services include providing institutional care, 
selecting families for foster care and paying for maintenance, 



counselling, protection and prevention services.  Adult care services 
provide assistance and support such as meal preparation and supervision 
or nursing care to aged and disabled Indians who are institutionalized. 
 Through the family violence initiative, the Department provides 
funding to First Nations for community-based services to provide 
emergency shelter and to deal with other aspects of family violence. 
 
23.11 Under government authority, the Department has adopted provincial 
standards in funding social assistance services for on-reserve Indians. 
 Departmental data show that over 90 percent of Indian bands deliver 
their own social maintenance.  For other services such as child welfare 
and support services, the provinces are actively involved, pursuant to 
provincial laws and regulations. 
 
23.12 Exhibit 12.1 shows the Department's expenditures on social 
assistance activities from 1984-85 to 1992-93.  The costs of social 
assistance for on-reserve Indians have continued to rise.  The 
Department's Estimates forecast expenditures of $898 million for these 
activities in 1993-94.  The 1994-95 budget for the expenditures, as 
disclosed in Part III of its Estimates, is just over $1 billion.  It 
represents a 12 percent increase over the previous year and is 
approximately 20 percent of the Department's total 1994-95 budget for 
transfer payments. 
 
 
Exhibit 23.1 is not available, see the Annual Report. 
 
 
23.13 The Department's administration of social assistance activities is 
set against a backdrop of rising federal government expenditures on 
social assistance for on-reserve Indians, currently exceeding $1 
billion.  In addition, the federal government has undertaken to study 
and reform Canada's social policies, which could have a major impact on 
the activities and the related expenditures. 
 
Audit Scope And Objective 
 
23.14 The audit examined the Department's administration of its social 
assistance activities.  We did not examine provincial programs or the 
provinces' administration of these activities.  Our objective was to 
assess the Department's delivery of these activities, with a view to 
helping it improve program administration and achieve better program 
results and accountability.  We also reviewed available data in the 
Department on the state and extent of social assistance to on-reserve 
Indians to enhance Parliament's awareness of the situation, thereby 
encouraging and facilitating action where appropriate. 
 
23.15 In addition to interviews conducted at the Department's 
headquarters, we visited seven regional offices and some district 
offices.  We also visited some First Nations communities. 
 
Audit Observations And Recommendations 
 
State and Extent of Social Assistance among On-reserve Indians 



 
Social assistance dependency rates among on-reserve Indians are high 
and have been on the rise 
 
23.16 The Department defines the social assistance dependency rate as 
the percentage of total on-reserve population who are beneficiaries.  
Beneficiaries are recipients of social maintenance payments for the 
purpose of providing for basic needs.  The definition includes the 
recipient's dependants but does not include individuals who receive 
other forms of social maintenance and support services, such as child 
and family services.  Payment to provide for basic needs represents the 
largest single component of social assistance, accounting for over half 
of the Department's expenditures on social assistance activities. 
 
 
Exhibit 23.2 is not available, see the Annual Report. 
 
 
23.17 We noted that departmental data on the number of beneficiaries and 
the social assistance dependency rate for on-reserve Indians contain 
definitional variations and approximations.  We reviewed the data to 
gain an awareness of the magnitude and general trend of the demand for 
social maintenance services among on-reserve Indians, and we have not 
audited the data. 
 
23.18 Our review of departmental data shows a steady increase in the 
number of beneficiaries in the last decade (Exhibit 23.2).  The change 
in legislation in 1985 that resulted in the reinstatement to Indian 
status of certain Aboriginal people and their descendants did not 
appear to have a significant impact on the number of beneficiaries.  
The increase from the mid- to late 1980s was slightly higher than in 
the preceding years and the rising trend continued after this period. 
 
23.19 The high rate of dependency on social maintenance services among 
First Nations communities is not a recent phenomenon.  Data from a 1994 
departmental report showed that the social assistance dependency rates 
for on-reserve Indians averaged 38 percent, and ranged between 35 and 
43 percent from 1981 to 1992.  During the same period, the dependency 
rates for Canada, excluding on-reserve Indians, averaged 7 percent and 
ranged between 6 and 10 percent.  Exhibit 23.3 shows the dependency 
rates for on-reserve Indians and for the general Canadian population 
from 1981 to 1992. 
 
23.20 The rate of dependency in First Nations communities also varies 
significantly from one region to another.  For example, in 1992 the 
social assistance dependency rate for these communities was 74 percent 
in the Atlantic region, 23 percent in Ontario and 48 percent in 
Alberta.  The rates by region among on-reserve Indians contrast sharply 
against rates for the general Canadian population (Exhibit 23.4).  It 
would have been more informative to compare dependency rates between a 
First Nations community and a neighbouring municipality.  However, data 
to support this type of comparison are not readily available. 
 
 



Exhibit 22.3 is not available, see the Annual Report. 
 
 
23.21 Although the data contain some definitional variations and 
approximations, they show a high level of social assistance dependency 
rates among on-reserve Indians, and a general rising trend.  In 
addition, the annual population growth rate of on-reserve Indians has 
been averaging about three percent since 1982. 
 
23.22 The growth in both social assistance dependency rates and 
population have increased the demand for social assistance expenditures 
on Indians living on reserves.  Over the years, the Department's 
expenditures on social assistance have risen faster than the rates of 
inflation and population growth combined.  Current fiscal realities 
allow for limited flexibility to meet future demands for funding, 
especially given the likelihood that the demands will continue to 
increase. 
 
23.23 Furthermore, the situation in many First Nations communities has 
been serious for years and has shown no sign of improvement.  While 
ongoing funding provides basic relief, the assistance is only for the 
short term and does not address the high level of demand for services. 
 It also leaves some fundamental questions unanswered: 
 
 • Why does this situation persist? 
 
 • Could it be improved? 
 
 • Should our society accept this as a way of life for on-
reserve Indians? 
 
Despite a growing concern and the undertaking of certain initiatives, 
dependency rates have continued to rise 
 
23.24 The Department has recognized a need to address the increasing 
demands for social assistance.  Over the years, it has undertaken 
initiatives to provide funding for employment and training 
opportunities for beneficiaries.  The initiatives included the Work 
Opportunity Program, Band Work Process, New Employment Expansion 
Development Program and Indian Community Human Resources Development 
Strategies. 
 
 
Exhibit 23.4 is not available, see the Annual Report. 
 
 
23.25 The Department has sought and received Treasury Board authorities 
and government directives to fund projects proposed and administered by 
the bands to create employment and training opportunities for the 
beneficiaries.  The expenditures arising from these initiatives have 
amounted to approximately one or two percent of the total social 
assistance costs.  The Work Opportunity Program and the Indian 
Community Human Resources Development Strategies are still in place to 
help reduce the dependency rates among on-reserve Indians. 



 
23.26 In 1989, the Canadian Aboriginal Economic Development (CAED) 
Strategy was launched as a major multidepartmental initiative.  The 
implementation of the strategy was estimated to cost about $1 billion 
and one of its expected achievements was to decrease Indian dependency 
on social assistance.  Among observations in our 1993 audit of the CAED 
Strategy, we noted that there had been no evaluation of its results.  
Accordingly, it was not known to what extent the objectives were being 
met.  As of May 1994, the evaluation had yet to be completed. 
 
23.27 However, the Department has no formally stated objective that 
acknowledges the need to monitor the demand for social assistance and 
the rising dependency rates to address them where appropriate.  The 
Department has not analyzed the social assistance dependency rates in 
the circumstances of the individual First Nations communities and 
determined if improvements are feasible and practical.  Although the 
Department has considered the rising social assistance expenditures in 
planning its activities, it has not assessed adequately the fiscal 
implications if the trend in the social assistance dependency rate 
continues. 
 
23.28 In 1993, in response to a growing concern about the rise in social 
assistance costs, the Department initiated a research project to 
determine the underlying causes of the rising trend, and the factors 
associated with keeping First Nations people off social assistance. 
 
23.29 The project set out to explore the relationship between the 
changing demand for social assistance and the demographic and socio-
economic characteristics of registered Indians at individual and 
community levels.  Its terms of reference also included studying 
differences among regions and comparisons with the general Canadian 
population.  During the audit, the Department advised us that the 
project had to be deferred and reduced in scope because some of the 
necessary data to carry out the research were not available. 
 
23.30 We are concerned that some empirical data needed to analyze the 
major causes of the increasing dependency trend are not available and 
that the Department is not in a position to assess the nature and 
extent of the efforts needed to deal with the causal factors and to 
mitigate the rising demands for social assistance on reserves.  Despite 
initiatives over time, and the CAED Strategy, the trend of social 
assistance dependency rates among on-reserve Indians has continued to 
rise. 
 
In searching for an effective solution, appropriate data and analysis 
and further involvement of First Nations communities and their leaders 
are needed 
 
23.31 Reducing the demand for social assistance is usually associated 
with creating jobs and other business opportunities.  In many First 
Nations communities, such efforts are often hampered by many factors, 
including: 
 
 • remote location of the community; 



 
 • inadequate infrastructure on the reserve; 
 
 • limited access to capital and business opportunity; and 
 
 • lack of skilled labour. 
 
Making the challenge even more difficult are the underlying need to 
reconcile the efforts with First Nations values and culture; the 
diversity of First Nations; and the complexity of the legislative 
environment affecting on-reserve Indians. 
 
23.32 There is no ready solution to meeting the challenge and it is 
unlikely that the Department, by itself, can effectively reduce the 
increasing demand for social assistance on reserves.  The search for 
effective solutions needs to actively involve First Nations communities 
and their leaders.  Working with them in partnership, the Department 
could initiate, facilitate and support actions and seek to co-ordinate 
activities with other federal government departments and other levels 
of government as appropriate. 
 
23.33 In late January 1994, the federal government announced an 
undertaking to consult broadly, to analyze and to make recommendations 
for modernizing and restructuring Canada's social security system.  The 
scope of the undertaking includes reviewing ways of delivering training 
and employment programs, social assistance and aid to education and 
learning. 
 
23.34 Changes arising from the federal reform of the social security 
system could affect all Canadians, including on-reserve Indians.  The 
reform presents an opportunity for the Department to provide input and 
advice on issues as they relate to on-reserve Indians.  The Department 
could also play a role in co-ordinating the involvement of First 
Nations in Canada's social security reform. 
 
23.35 Further, it provides an opportunity for the Department to act, 
before any changes take effect, by assessing the reform's potential 
impact on the Department's social assistance activities and by 
considering the possible need for complementary activities.  The 
Department advised us that it has been participating with Human 
Resources Development Canada on these matters since May 1994. 
 
23.36 The Department should develop appropriate data to support its 
analysis of the major causes of the increasing demand for social 
assistance among on-reserve Indians.  In developing initiatives to 
mitigate the causes, the Department should continue to work in 
partnership with First Nations communities and their leaders.  The 
Department should co-ordinate its efforts with those of other federal 
departments and agencies involved and with other levels of government, 
to provide the necessary support for the initiatives. 
 
23.37 The Department should ensure that appropriate input and advice 
relating to First Nations are provided to the responsible bodies 
overseeing the federal social reform initiative and co-ordinate the 



involvement of First Nations in the reform.  In addition, it should 
assess the potential impact on First Nations of changes that may arise 
from the reform and take appropriate steps to prepare for the 
implementation of such changes. 
 
Legislative Authority and Framework for Delivery 
 
The lack of substantive legislative authority could undermine 
parliamentary control and accountability 
 
23.38 We would expect clear and substantive legislative authority for 
major program activities such as social assistance to on-reserve 
Indians provided and funded by the Department.  We found that the 
Department has not used existing legislative provisions and, as a 
result, it does not have clear and substantive legislative authority 
for its social assistance activities. 
 
23.39 The Constitution Act, 1867 allocates legislative powers between 
Parliament and the provincial legislatures, and provides the basis for 
Parliament to make laws in relation to Indians and the lands reserved 
for them.  Without the enactment of appropriate legislation, the 
Constitution Act alone does not provide legislative authority, or 
impose a legal obligation on the Department, to provide and fund social 
assistance activities for on-reserve Indians. 
 
23.40 The Indian Act contemplates applying provincial laws to Indians 
living in that province.  While the Department provides and funds 
social assistance activities, the Indian Act does not specify any legal 
obligation to do so. 
 
23.41 The Canada Assistance Plan was enacted in 1966 to encourage 
further development and extension of assistance and welfare services 
throughout Canada, by providing an instrument to allow the federal 
government to share costs with the provinces.  Part II of the Plan 
relates specifically to Indian welfare.  Under Part II, the Minister of 
Indian and Northern Affairs, with the Minister of Human Resources 
Development (formerly National Health and Welfare), may enter into an 
agreement with a province to extend provincial welfare programs to 
Indians and to share the additional costs. 
 
23.42 The Department entered into an agreement with Ontario in 1965 for 
Indian welfare administration (the 1965 Agreement), before the Canada 
Assistance Plan took effect.  There has been no agreement under the 
Plan with any province since it came into effect.  Hence, the 
Department has not used the Plan's provisions, which could have offered 
substantive legislative authority and a program framework for the 
Department to deliver and fund its social assistance activities for on-
reserve Indians. 
 
23.43 In place of substantive legislative authority, the Department 
derives funding authority from its annual appropriation Acts and relies 
on Treasury Board decisions and other government directives as the 
basis of authority for its social assistance activities. 
 



23.44 The lack of substantive legislative authority could undermine 
parliamentary control and accountability.  It precludes parliamentary 
debate on important questions such as whether a social assistance 
program for on-reserve Indians should address reducing the demand for 
services in addition to supplying the services, and what the 
appropriate benefits ought to be.  In addition, it does not provide an 
instrument for Parliament to hold the Department accountable against 
program authorities, beyond those approved by the Treasury Board. 
 
The framework for delivering social assistance is complex, cumbersome 
and difficult to manage 
 
23.45 We noted that there have been close to 100 Treasury Board 
authorities and government directives, many predating the 1966 Canada 
Assistance Plan.  Of these authorities, about a third are still in 
force.  By convention and under a 1964 Treasury Board authority, the 
Department has adopted provincial standards, including eligibility 
criteria and terms and conditions of benefits for Indians on reserves, 
in providing for basic needs. 
 
23.46 In departmental regions and districts, the respective provincial 
policy and procedure manuals, along with the numerous Treasury Board 
authorities and government directives and any resulting agreements, 
have become the delivery and funding framework for social assistance to 
First Nations.  In the absence of agreements made pursuant to the 
Canada Assistance Plan, the legislative authority for adopting 
provincial standards has not been clarified.  In addition, the 
framework for delivery that has developed from this multiplicity of 
authorities is complex, cumbersome and difficult to manage. 
 
23.47 For example, the funding of social assistance by departmental 
staff is directly affected by changes in provincial legislation, from 
the terms and conditions of benefits to the nature of services.  Thus, 
it is a challenge for the Department's staff to remain fully 
knowledgeable and up-to-date on provincial standards, advise band 
administrators of changes on a timely basis and provide training as 
appropriate. 
 
23.48 Moreover, it is difficult for the Department to ensure that 
eligible Indians living on reserves are receiving social assistance 
services comparable with other recipients in the general population of 
the same province.  We noted that the Department has completed 
comparability reviews of some aspects of social maintenance services, 
such as eligibility, by comparing provincial procedure manuals with 
those used by bands, which are based on procedure manuals of the 
Department.  However, we found that the Department is still in the 
process of completing comparisons of the levels and quality of its 
social support services, such as child support and adult care services, 
with those available in the same province. 
 
23.49 In many instances, even monitoring First Nations' compliance with 
provincial guidelines for delivering social maintenance services is not 
simple.  As an illustration, most municipalities in one province have 
exercised their prerogative to modify rates and conditions for social 



maintenance services.  It could become very time-consuming and costly 
to monitor compliance with standards when they vary from one area to 
another in the same province. 
 
23.50 Recently, certain provinces have acknowledged that many of their 
welfare programs have not been subjected to rigorous review and some 
may no longer be appropriate in today's environment.  One 1993 
provincial report concluded that some of the provincial Acts governing 
welfare have not been changed since their inception and are out of step 
with the economic and social realities of the 1990s.  In December 1993, 
another province acknowledged that the root causes of family insecurity 
and poverty must be addressed by providing people with opportunities to 
learn new skills and develop their full potential. In addition, it 
proposed that beneficiaries of social assistance also have 
responsibilities to seek and accept employment and pursue personal 
development, education and training. 
 
23.51 Furthermore, under the current framework for delivery based on 
provincial standards, the Department has no assurance that the quality 
and level of services are responsive to the cultural needs of on-
reserve Indians. 
 
23.52 The Department should seek substantive legislative authority to 
enunciate program objectives and provide a basis for its accountability 
to Parliament for its social assistance activities.  Alternatively, it 
should use existing provisions of the Canada Assistance Plan for the 
activities. 
 
23.53 The Department should determine whether delivery and funding of 
services are consistent and comparable within each region and, taking 
into account cultural needs of on-reserve Indians, take action as 
appropriate. 
 
Management and Accountability for Social Assistance Activities 
 
23.54 In its administration of social assistance activities, we would 
expect the Department to have sufficient and appropriate management and 
accountability mechanisms in place to ensure that services are 
delivered in compliance with applicable authorities and agreements.  In 
cases where the services are being provided by a third party with the 
Department's funding, we would expect the Department to obtain 
assurance that the responsibilities for social assistance activities 
are properly discharged.  We would also expect the Department to 
continue to be accountable for the use of public funds. 
 
23.55 Departmental data show that over 90 percent of Indian bands 
deliver their own social maintenance services to their members, with 
funding from the Department.  Outside Ontario, the Department generally 
enters into an agreement with a First Nations community and/or agency 
to deliver maintenance services without involving the provincial 
government.  Under the terms of the 1965 Agreement between Canada and 
Ontario, the Province of Ontario provides and funds social assistance 
services to on-reserve Indians and seeks reimbursement from the 
Department.  The Ontario government also arranges with certain bands to 



deliver services directly through their own communities or agencies.  
In cases such as child maintenance and support services, the provinces 
are actively involved, pursuant to provincial laws and regulations. 
 
23.56 The Department views its role as one of providing funding to First 
Nations for on-reserve individuals and families who are eligible to 
receive social maintenance services in a manner comparable with the 
general population in the same province.  In the Department's view, its 
role also includes assisting First Nations in providing on-reserve 
Indians with social support services comparable to those provided to 
the general population in the same province. 
 
23.57 Given that the Department relies on the Indian bands and the 
provinces to carry out most of its social assistance activities, we 
believe that it needs to define and obtain the assurances it requires 
from these relationships. 
 
The Department has not obtained sufficient assurance that its 
management responsibility has been properly discharged 
 
23.58 The funding and service agreements are usually negotiated among 
the Department, the Indian bands and agencies, and the provinces, 
depending on the service to be provided.  The funding of the services 
is governed primarily by the terms and conditions of an agreement on 
funding arrangements.  The bands and agencies are expected to 
demonstrate that the services they provide comply with the Department's 
policies and the respective provincial standards. 
 
23.59 The funding agreements obligate Indian bands to submit audited 
financial statements annually, usually within three months after the 
fiscal year-end.  During our regional visits, we were advised that 
audited financial statements from the bands are often late by months 
and sometimes remain outstanding. 
 
23.60 We reviewed departmental statistics and are encouraged to see that 
the 1992-93 audited statements were submitted much earlier than those 
for 1991-92.  For example, by September 1993 the Department had 
received 78 percent of all 1992-93 audited statements, compared with 57 
percent received a year ago for 1991-92.  At the time we concluded our 
audit in May 1994, less than one percent of the 1992-93 statements 
remained outstanding. 
 
23.61 However, the standard auditor's report provides financial 
attestation to the statements; it does not generally comment on the 
band's compliance with terms of the contribution agreement or with 
departmental policies and procedures.  The reports offer limited 
assurance to the Department that its responsibilities for delivering 
its social assistance services have been properly discharged. 
 
23.62 The Department's policy also requires it to monitor social 
assistance activities through desk and field reviews.  Desk reviews 
focus on the validity and reasonableness of submitted data and do not 
involve visits to First Nations communities.  Field reviews consist of 
on-site examinations of records and documents maintained by bands and 



agencies, to determine compliance with eligibility criteria and 
applicable rates and conditions.  Since September 1990, departmental 
guidelines have required that field reviews of all bands be conducted 
generally every two years. 
 
23.63 In each of the regions we visited, we selected and examined a 
number of field reviews carried out and documented by the Department.  
In Ontario, the Department arranged with officials of the provincial 
government for us to examine the reports of some reviews carried out by 
the province. 
 
23.64 In total, we examined over 40 percent of the available reports on 
department-wide field reviews for 1992-93 and 1993-94.  These reports 
contained findings on about 2,400 case files that were examined by the 
Department. 
 
23.65 Although the reports identified specific findings, we found that 
not all regions and districts had summarized the information.  Some 
were not able to advise us of the number of field reviews that had been 
carried out.  In addition, information was not readily available on how 
well the Department's guideline on the frequency of such reviews has 
been respected. 
 
23.66 We summarized the instances of non-compliance in the nation-wide 
sample of the 2,400 case files and found the extent of non-compliance 
with requirements to be significant (Exhibit 23.5).  For example, we 
noted that over 70 percent of band case files lacked adequate 
documentation.  The non-compliance ranged from missing application 
forms or other required documents, such as a medical certificate, to 
forms that were improperly completed.  We noted that there had been 
some follow-up of these and other cases of non-compliance with 
requirements.  However, due to the financial situation on many 
reserves, recovery actions, if warranted, are often difficult and not 
feasible. 
 
 
Exhibit 23.5 
 
Case Files Subjected to Field Reviews Show a Significant Extent of Non-
compliance with Requirements 
 
Percentages totalling over 100 percent due to multiple occurrences of 
findings in a case file. 
 
Number of files included 
in the reviews     2,411 (100%) 
 
FINDINGS 
 
Inadequate documentation   1,784 (74%) 
Insufficient income verification 532  (22%) 
Improper entitlement calculation 397  (16%) 
Other      234  (10%) 
 



Source: 1990-93 field reviews, Indian and Northern Affairs Canada 
 
 
23.67 The extent to which documentation is inadequate points to a 
systemic problem.  However, it is unclear whether the non-compliance is 
largely in form or in substance.  The former may suggest that more 
training is required or that the requirement for documentation is too 
bureaucratic and not consistent with First Nations culture.  But the 
latter may signal that public funds are at risk.  The Department faces 
the challenge of ascertaining the nature of the non-compliance and, 
where necessary, modifying its control mechanisms to respect First 
Nations culture while safeguarding public funds. 
 
23.68 Moreover, our concern is that there is no national summary or 
analysis of the results of the field reviews and the Department has not 
obtained sufficient assurance that its management responsibility to 
provide and fund social assistance services is being properly 
discharged.  Furthermore, the Department is not in a position to assess 
properly the extent of non-compliance and take appropriate corrective 
action.  Without proper follow-up and appropriate remedial action, 
public funds to finance these payments may not be serving their 
intended purposes.  In these circumstances, it is difficult for the 
Department to provide assurance to Parliament that the funds have been 
properly used  for social assistance activities. 
 
The Department will need to take a more cost-effective approach to 
monitoring its social assistance activities 
 
23.69 The continuing trend to downsize the Department and the increasing 
devolution of responsibility to Indian bands have generally reduced the 
level of resources formerly dedicated to the administration of social 
assistance activities.  In our view, the reduction in the level of 
resources in a time of continued or increasing demands for social 
assistance will require the Department to take a more cost-effective 
approach to monitoring. 
 
23.70 One option is the use of risk profiles.  Based on data from 
previous desk and field reviews, the Department could categorize bands 
and agencies into various profiles of risk and assign an appropriate 
frequency and extent of on-site review accordingly.  Results from 
successive reviews would be used to update the risk profiles of the 
bands.  The use of risk profiles would also allow the Department the 
flexibility to vary the extent of its monitoring by region. 
 
23.71 Another option is an increased use of analytical review to strike 
a balance between desk and field reviews.  The Department could assess 
whether a change in the level of funding to a band is reasonable in the 
circumstances and determine if a desk review would suffice.  Other 
approaches could include a better use of information technology and 
sampling techniques. 
 
The Department's arrangements with some provinces need to be re-
examined 
 



23.72 Under authorities provided by Treasury Board decisions, the 
Department entered into bilateral and tripartite agreements with 
individual bands and the provinces, depending on the type of services, 
to provide and fund social assistance activities.  Paragraph 23.42 
refers to the 1965 Agreement between Canada and Ontario, the only 
general agreement whereby the province has agreed to administer welfare 
services for on-reserve Indians with funding from the Department.  The 
Department's social maintenance expenditures in the Ontario region 
amount to about $130 million annually. 
 
23.73 In a 1985 analysis of the social maintenance services provided to 
Indians living on reserves in Ontario, the Department expressed concern 
that the responsibilities for the range, quality and cost of services 
under the 1965 Agreement were ambiguous.  It concluded that the absence 
of a formally constituted tripartite forum - among First Nations, the 
province and the Department - caused persistent difficulties in the 
delivery and funding of services.  Further, it concluded that the 1965 
Agreement was inadequate for the devolution of social programs to the 
Indian bands. 
 
23.74 Although there have been occasional amendments to the 1965 
Agreement, the Department acknowledges that many of its concerns still 
exist today. 
 
23.75 The 1965 Agreement requires the province to conduct specific 
audits of social maintenance payments made to on-reserve Indians.  
Under the Agreement, the province reports its findings to the 
Department.  Until its most recent report to the Department for 1989-
90, we noted that the audits appeared to focus on technical coding and 
administrative requirements and did not offer assurance that 
eligibility requirements had been met. 
 
23.76 We also found that the audit reports have not been timely.  They 
generally lag behind the fiscal period by three to six years.  Follow-
up and remedial action, if needed, would likely not be effective given 
the time lag.  In fact, in a preliminary audit report for the 1989-90 
fiscal year prepared in April 1993,  the auditors indicated that they 
had been unable to verify a significant portion of social maintenance 
payments in one district.  They noted that the client files lacked 
documentation and sufficient detail to establish eligibility.  The 
issue was still unresolved when we concluded our audit in May 1994.  If 
there were ineligible payments, public funds would have been misused.  
The payments in question amounted to about $12 million, representing 
about 9 percent of the Department's annual social assistance 
expenditures in the Ontario region. 
 
23.77 In another region, the Department has an informal arrangement with 
the province whereby it reimburses the province certain costs for the 
child maintenance and support services delivered in that province.  The 
basis of the funding formula has evolved over time and has never been 
formalized.  The Department advised us that about $16 million is paid 
annually to the province for these services. 
 
23.78 In 1986, the Department drafted a memorandum of understanding to 



formalize its funding arrangement with that province for child welfare 
and support services.  The draft memorandum contains provisions on the 
terms and conditions of reimbursements by the Department, including the 
submission of accounts by the province for the Department's 
verification and Canada's discretion to request an audit of the 
province's records pertaining to the services funded.  The draft 
memorandum has not been signed and about $100 million has been paid by 
the Department. 
 
23.79 Since 1986, the Department has continued to fund child maintenance 
and support services under the informal arrangement.  The Department 
has not monitored the delivery of these services; nor has it received 
monitoring reports from the province.  As a result, the Department does 
not have the necessary assurance that the services for which the funds 
were intended have been delivered. 
 
23.80 The Department has raised some overall concerns about the adequacy 
of the 1965 Agreement as an instrument for the delivery of services in 
Ontario.  The reporting required under the 1965 Agreement does not 
provide sufficient assurance to the Department that its management 
responsibility is being discharged.  The informal arrangements with the 
other province also fail to provide the assurance that the Department 
needs in funding the services.  In our view, the Department needs to 
re-examine some of its arrangements with provinces in carrying out its 
social assistance activities. 
 
Better demographic and social assistance data and performance 
indicators are needed for management and accountability 
 
23.81 The Department's management information on its social assistance 
activities consists primarily of data on funds expended, and 
operational data such as caseloads. 
 
23.82 The Department recognizes the need for better data on band 
demographics and social assistance.  In 1990, it obtained authority to 
have a census-based survey of Aboriginal peoples implemented, at an 
estimated cost of $14 million.  Its supplier, Statistics Canada, was to 
complete the project in a period of about five years.  Some of the data 
sought included employment success factors and barriers, subsistence 
activities, literacy levels, use of training programs, and mobility 
patterns. 
 
23.83 Although the project's terms of reference and deliverables were 
discussed, we noted that the Department and Statistics Canada did not 
enter into a written agreement or memorandum of understanding to 
formalize the arrangements.  As of May 1994, many of the Department's 
requests had been processed.  Statistics Canada advised us that the 
remaining survey products will be released during 1994-95. 
 
23.84 In paragraph 23.29, we noted that the Department deferred a 1993 
research project to study the rise of social assistance costs, in part 
due to a lack of certain essential data.  The necessary data elements 
as identified in the project proposal include: 
 



 • age, sex and marital status; 
 
 • the community's marital dissolution rate; 
 
 • migration to reserves as a result of Bill C-31, concerning 
the regaining of status as registered Indians; 
 
 • the community's social assistance dependency rate; 
 
 • education and training; 
 
 • disability rate and health condition in the community; 
 
 • employability; 
 
 • job opportunities on or near reserves; 
 
 • housing needs; and 
 
 • community income levels. 
 
23.85 We are concerned that the Department does not have sufficient data 
for analyzing major causes of demands for social assistance and 
supporting the search for means to mitigate the causes.  For example, 
we requested information on dependency rates by band and the Department 
was unable to furnish us with data that it believes are sufficiently 
reliable. 
 
23.86 The Department has identified performance indicators in its Part 
III of the Estimates.  For social maintenance activities, they include 
such indicators as percentage of applicants receiving assistance, and 
comparability of departmental and provincial eligibility criteria.  For 
social support activities, the indicators include percentage of child 
and family services administered by First Nations during the year, and 
comparability of access to child and family services by on-reserve 
Indians and the general population in the same provinces. 
 
23.87 As we reported in paragraph 23.48, the Department is still 
addressing the feasibility of comparing levels and quality of social 
support services, such as child support and adult care services. 
 
23.88 However, we believe that the Department needs to develop 
additional performance indicators to capture the results of its social 
assistance activities.  It needs better indicators of effects of the 
activities to help management and Parliament assess the extent to which 
progress is being made. 
 
23.89 In the area of child and family support services, such indicators 
could include the degree of success in placing a child in a group or 
foster home or an institution, where the child adjusts to the new 
environment and requires no subsequent assistance.  For social 
maintenance payments in support of basic needs, indicators could 
include the length of time during which beneficiaries require 
assistance and the frequency with which they require it. 



 
23.90 We understand that the Department is undertaking initiatives, in a 
broad context, to improve the accountability relationship between band 
administrations and their members.  However, the accountability 
relationship between the Department and Parliament will continue to 
require the gathering and reporting of information on the intended and 
unintended effects of program activities. 
 
23.91 The Department should improve its management and accountability by 
obtaining appropriate assurance from the bands and agencies that are 
delivering social assistance services on its behalf.  It should also 
consider taking a more cost-effective approach to monitoring. 
 
23.92 The Department should re-examine its arrangements with some 
provinces, and amend or replace existing agreements as appropriate or 
formalize long-standing arrangements, to ensure that they provide a 
proper basis for delivery of services and sufficient assurance to the 
Department that Indians living on reserves are being served according 
to the applicable rates and conditions. 
 
23.93 The Department should continue to pursue its search for 
appropriate data, including the completion of significant survey 
projects, and develop additional performance indicators to better serve 
management needs and its accountability relationships. 
 
Conclusion 
 
23.94 The social assistance dependency rates among on-reserve Indians 
are high and have continued to rise.  Improvements in the delivery of 
social assistance services alone would not substantially change the 
desperate need for assistance on many reserves. 
 
23.95 In seeking solutions to mitigate the causes of the rising demand 
for assistance, the Department needs better data to analyze the major 
causes of the rising trend.  In addition, First Nations communities and 
their leaders need to play a major role.  Given their fundamental need 
to preserve First Nations values and culture, it would be unlikely that 
their problems could be adequately addressed by solutions imposed from 
outside. 
 
23.96 The current federal review of social policy could affect social 
programs for all Canadians, including on-reserve Indians.  It presents 
a major opportunity for the Department to offer input and advice and to 
co-ordinate the involvement of First Nations. 
 
23.97 Although the Department acts generally as a funding agency in the 
delivery of social assistance services, it remains accountable to 
Parliament for the use of the funds.  It needs to obtain sufficient and 
appropriate assurance that its management responsibility is being 
properly discharged. 
 
Department's response:  The Department generally concurs with the 
recommendations, and is reviewing these for remedial action as 
appropriate.  During this year the Department has augmented its 



management and accountability of the program and is examining further 
opportunities through increased and more effective compliance reviews 
and monitoring.  The Department is improving the integrity of its 
social assistance data collection. Further departmental activities 
covering the analysis of on-reserve dependency rates will be largely 
determined by government-wide initiatives, including those following 
upon the current social reform exercise.  The Department is actively 
participating as a full member in the social reform activity.  
Nevertheless, the Department considers that First Nations are fully 
capable and desirous of articulating their views directly to those 
overseeing the federal social reform initiative, as well as analyzing 
and commenting upon the impacts of any changes that may arise.  The 
Department believes the legislative instruments and other mechanisms 
that presently exist provide suitable accountability to Parliament on 
the operation of this social assistance program.  In addition, the 
Department considers that it would be more relevant to await the 
results of the government's social policy reform initiative in 
determining whether or not it is appropriate or necessary to develop 
specific legislative authority for the social assistance program, or to 
enter into negotiations to extend the application of the Canada 
Assistance Plan. 
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National Defence 
 
Defence Management Systems 
 
Assistant Auditor General:  David Rattray 
Responsible Auditor:  Peter Kasurak 
 
Main Points 
 
24.1  The Department of National Defence uses a complex management 
structure that, fundamentally, has been unchanged since 1972.  It 
employs about 11,000 military and civilian staff in its major 
headquarters to operate this structure. 
 
24.2  We examined the basic building blocks of the Department's 
overall management system:  the defence policy planning and force 
development system; cost management systems; the military readiness 
reporting systems; and the systems used to manage personnel, supplies 
and medical resources in emergencies and war.  We found significant 
problems in each of these building blocks. 
 
24.3  Affordability of long-term plans remains a problem.  The 1993 
force structure -- which omitted many of the elements needed to 
implement defence policy -- required more resources than were available 
to the Department. 
 
24.4  Policy statements need to contain details of the kinds of 
conflict situations the Canadian Forces are designed to deal with.  
This information is required by force planners and the Canadian public 
to understand the  capabilities that are required and that are being 
created. 
 
24.5  The Department recognizes the importance of cost management 
and has begun to improve its systems by implementing "business 
planning".  In the meantime, however, departmental studies have found 
that managers lack necessary information and that there are often few 
incentives to minimize costs.  Cost-saving initiatives have been 
delayed because information is not available. 
 
24.6  The main system for reporting on current military readiness 
is not based primarily on objective data, as departmental documents 
state, but on commanders' judgments.  Higher headquarters cannot always 
determine easily how units have applied readiness standards.  Command-
level systems have not been implemented fully.  During the last year, 



the Commands carried out about 73 percent of the major military 
exercises approved by commanders, primarily due to United Nations 
taskings and budget reductions.  This has diminished the ability of 
commanders to assess the overall readiness of their forces. 
 
24.7  Long-standing deficiencies still exist in information needed 
to manage personnel, supplies and medical resources in emergencies and 
war.  The Department has projects under way to address these problems; 
they will not be fully implemented until 2002. 
 
Introduction 
 
24.8  The Department of National Defence and the Canadian Forces 
require management systems to plan, organize, direct and control the 
defence of Canada.  Although to some the word "management" might imply 
a purely civilian activity, defence management is integral to both the 
Canadian Forces and the Department.  Defence management includes policy 
development, long-range planning including force structure planning, 
management of support functions, and the planning and control of 
military operations. 
 
24.9  The Department and the Canadian Forces have invested heavily 
in their support systems for management and decision making.  There are 
about 11,000 people working in the various major headquarters, with 
about 8,500 in National Defence Headquarters alone.  Salaries amount to 
approximately $436 million each year.  Major headquarters include 
support services and control functions such as intelligence, mapping 
and cartography, and general safety and control as well as common and 
administrative staff.  The information and telecommunications systems 
used by the Department and the Canadian Forces cost an additional $630 
million annually and employ 8,000 people.  The Department plans to 
spend about $9.5 billion on information and telecommunications systems 
over the next 15 years to provide managers and commanders with 
information. 
 
24.10 The Department of National Defence and the Canadian Forces have a 
unique, unified management and command system.  In  1962 the  Royal 
Commission on Government Organization (the Glassco Commission) noted 
weaknesses in the defence organization, and recommended more efficient 
common support services.  The Commission also recommended the 
appointment of a single "Chief of the Canadian Defence Staff".  There 
were subsequent developments in that direction, with the 1964 White 
Paper calling for reforms to improve interservice co-operation and to 
overcome weaknesses at national headquarters.  Parliament integrated 
the armed services into a single chain of command in 1964 and unified 
them into a single service -- the present Canadian Forces -- in 1967. 
 
24.11 Management problems persisted, however.  Capital projects 
continued to run over budget, apparent duplication between the 
Department and the Canadian Forces still existed, and policy 
development was weak.  The Minister appointed a Management Review Group 
in 1971.  The report of the Review Group resulted in the merging of the 
Department, Canadian Forces Headquarters and the Defence Research Board 
into a single entity -- National Defence Headquarters.  The 



reorganization created an Assistant Deputy Minister (Policy) Group and 
placed public servants at the head of highly centralized materiel and 
financial management functions.  That  organization is essentially the 
one in place today. 
 
24.12 The Department has made important adjustments since 1972 to 
improve the control of military operations.  Because of problems 
encountered in major exercises and actual crisis operations throughout 
the 1980s, the Department defined the roles of National Defence 
Headquarters and the environmental commands (maritime, land and air) 
more clearly.  The Department also improved military staffs by 
restructuring them and focussing  on "joint" or multi-environment 
operations. 
 
24.13 The departmental management structure has several important 
characteristics: 
 
 • "Diarchy".  The organization of National Defence mixes the 
civilian Department, managed by the Deputy Minister, with the military 
headquarters, commanded by the Chief of the Defence Staff.  This 
sharing of responsibility is sometimes called the "diarchy". 
 
 • Centralization.  The predominant concept of organization has 
been to centralize much decision making in National Defence 
Headquarters.  This has been particularly true with materiel and human 
resource management. 
 
 • Complexity.  Each major operational and support function has 
its own organization, staff, management system and regulations that 
extend from National Defence Headquarters down to units and bases.  
This requires many committees to co-ordinate work.  We found about 300 
management committees in National Defence Headquarters alone. 
 
 • Staff rotation.  On average, the Canadian Forces post 
military officers to new positions every four years or less to meet 
operational requirements, for career development and because of 
promotions.  We found in 1990 that senior military officers had changed 
jobs, on average, every 18 months. 
 
 • Collegial responsibility.  Diarchy and complexity mean that 
civilian managers and military commanders share responsibility.  In 
Part III of the Estimates the Department says: 
 
The departmental structure, through which decisions on resource 

allocation are made, is based on a hierarchy of four 
committees that exercise their authority either through 
consensus or as advisors to their respective chairmen. 

 
Until 1994-95 the Department said that responsibility was not vested in 
any single commander or manager.  It now says that, "for the most 
part", heads of commands and groups are accountable and that 
accountability is "brought together" by senior management at National 
Defence Headquarters and by the heads of commands. 
 



24.14 The growing complexity of military operations, combined with 
declining budgets, have increased the importance of management systems 
to the Department.  In his February 1994 Budget impact statement, the 
Minister said that his overriding objective was to strike a better 
balance between the operational and the support elements of the 
Canadian Forces, and to preserve effective forces, capable of combat.  
The Department has responded with attempts to improve management 
practices by decentralizing authority and increasing accountability in 
everyday operations, using the private sector where that makes sense, 
and attempting to eliminate duplication.  The Department is developing 
a new management process based on "business planning" to support those 
initiatives. 
 
24.15 The success of the Department's initiatives is critical.  If the 
Department implements planned budget reductions without increasing 
efficiency, military capability will be reduced.  If the Department 
does not measure military capability accurately, it may inadvertently 
create "hollow" forces, incapable of fighting. 
 
Previous Studies 
 
24.16 The Office last completed a general review of defence management 
in 1984.  Since then, we have conducted audits of materiel management, 
human resource management, the management of major capital projects and 
the Canadian Forces Reserves. 
 
24.17 Common themes have emerged from our audits.  We have commented 
frequently on a lack of strategic direction, especially the lack of 
complete and approved force structure plans.  We also have often 
expressed concern about the degree to which responsibility is 
centralized in National Defence Headquarters.  We have noted the lack 
of the necessary flexibility in centralized support systems to support 
field operations.  Nearly all our audits have found that centralization 
has resulted in management systems that operate very slowly and require 
extensive paperwork and large staffs to operate.  We have also found 
that operational reporting systems for combat units are inadequate or 
are not in place.  Information on the performance of major support 
functions, such as materiel and training, has also been lacking.  We 
have found frequently that cost information used to support major 
decisions has been inaccurate or inadequate. 
 
Audit Scope 
 
24.18 This audit consolidates the work of previous audits that looked 
individually at major systems, such as materiel management and human 
resource management.  The audit focussed on major defence management 
systems that span the Department and the Canadian Forces.  We 
concentrated on the essential building blocks of the complete 
management system:  the policy and program development system that 
gives general direction to the Department and the Canadian Forces; the 
committee system at National Defence Headquarters, through which 
important resource allocation decisions are made; supporting systems 
that provide decision makers with essential information on cost and 
military performance; and the information used to make decisions 



throughout major headquarters. 
 
24.19 Our audit was based on a few general criteria: 
 
 • There should be overall policy and plans that are adequate to 
establish priorities and guide the use of resources. 
 
 • Senior decision makers should receive a full set of options 
for any management decision, with their relative costs and benefits 
presented in a fair and uniform way. 
 
 • Appropriate cost information should be available in a timely 
fashion and used for all decisions that result in the use of resources. 
 
 • The Department should have in place procedures to measure 
accurately and continuously its primary peacetime output  -- ready 
military forces. 
 
 • Information required to mobilize the Canadian Forces and 
sustain them in the field should be available.  In addition, the 
Department's emergency and wartime information systems should be tested 
periodically and their appropriateness validated. 
 
24.20 Our audit did not examine systems used to control military field 
operations directly.  We also excluded systems used to manage large 
capital projects, because we have given them extensive coverage in 
previous years. 
 
24.21 The chapter immediately following this one presents the results of 
our audit of the information technology used to support management and 
command decision making throughout the Department and the Canadian 
Forces. 
 
Observations and Recommendations 
 
24.22 In general, we found that most of the major "building blocks" of 
the overall management structure we have listed above have significant 
deficiencies.  Top-level plans do not appear adequate to guide resource 
allocation.  Despite the growth of major headquarters, needed 
information often is not available to decision makers.  This is 
especially true of the cost information necessary to manage resource 
consumption.  We also found that information on the state of readiness 
of the armed forces is largely subjective or is not collected as 
frequently as Canadian Forces directives require.  Finally, we found 
that some important information required to manage in time of emergency 
or war is still not available and that it will take years to correct 
this. 
 
24.23 The rest of the chapter outlines each of our findings in detail. 
 
The Growth of Major Headquarters Has Stopped 
 
24.24 Operating the Department's management systems requires a large 
staff.  They work mainly in the major headquarters:  National Defence 



Headquarters in Ottawa, headquarters of the three environmental 
commands (maritime, land and air), and the headquarters reporting 
directly to the commands. 
 
24.25 The Department has said that, since 1990, it has been in the 
process of reducing National Defence Headquarters by 20 percent.  It 
intends to reduce National Defence Headquarters by a further 15 percent 
as part of its response to the 1994 Budget. 
 
 
Exhibit 24.1 is not available, see the Annual Report. 
 
 
24.26 We reviewed the personnel levels of National Defence Headquarters 
and the environmental commands from 1983 to 1993, using data obtained 
from the Department's personnel information system.  We did not examine 
Canadian Forces Europe, Canadian Forces Training System, or Canadian 
Forces Communication Command.  We found that, while there was a general 
decline in the size of the Department overall, the number of staff 
working at major headquarters continued to grow until last year.  While 
1993 staff levels have decreased, they are still only 4.3 percent below 
the 1990 figures (Exhibit 24.1). 
 
Force Plans Are Unaffordable and Contain Gaps 
 
24.27 Policy planning is the foundation of the management system of any 
government department.  It is where the political process and 
departmental administration meet.  Government departments must 
translate legislation and political direction into departmental 
policies and plans to ensure that such direction is implemented. 
 
24.28 During our audit, the government began a Defence Policy Review 
that was still going on at the end of our audit.  The policy review 
differs from its recent predecessors in that it includes a larger role 
for Parliament, through hearings by a special joint committee of the 
Senate and the House of Commons. 
 
24.29 We believed it would be useful to examine recent defence policy 
reviews conducted within the Department.  Those departmental policy 
reviews and the defence development plan that followed them contain 
useful lessons for the future about the Department's role in 
translating national policy into defence forces and plans.  Our audit 
shows that improvements in these processes are needed. 
 
Capability objectives are not clearly stated 
 
24.30 Defence planning is the process by which policy options are 
developed for government consideration.  Force development is the 
planning process used to translate government policy into military 
forces.  These processes are supposed to provide overall direction to 
the Department of National Defence and the Canadian Forces and are 
therefore key building blocks in the management control system of the 
Department.  Over 300 officials are involved directly in policy and 
force development in National Defence Headquarters: 20 in policy 



planning and about 300 in force development.  The 250 intelligence 
staff in National Defence Headquarters also spend a portion of their 
time on policy and force development. 
 
24.31 The defence planning and force development processes call for an 
approved strategic assessment and ministerial guidance on which to base 
policy and provide benchmarks against which forces can be developed.  
However, there were no such formal studies for the 1992 Canadian 
Defence Policy statement or  the subsequent draft policy statement for 
1993.  Officials told us that the production of separate, formal 
analyses was not necessary and, in some cases, perhaps not even 
desirable.  In  their view, each government-approved policy statement 
contains a strategic assessment and, to the extent necessary, a threat 
assessment based on ongoing monitoring of the international 
environment.  Instead of the process described in departmental 
documents, they use a process of internal consultation and consensus 
building through which policy emerges. 
 
24.32 The Defence Policy Statement approved by the Minister provides 
authoritative guidance to the Department.  However, the range of 
conditions under which the Canadian Forces are expected to operate are 
stated in very general terms and have not been elaborated for force 
planners or the Canadian public. 
 
24.33 Although Canadian defence policy has become increasingly specific 
since the 1970s in describing the military capability needed to 
implement policy, Canadian policy statements do not yet provide the 
amount of information furnished in some other countries.  For example, 
the former United States Secretary of Defense provided, in his Report 
on the Bottom-Up Review of that nation's defence strategy, force 
structure, modernization, infrastructure and foundations: 
 
 • a range of "threat scenarios" defining the types of opponents 
or situations United States armed forces were expected to face; 
 
 • determination of forces required to meet the threat; 
 
 • explicit consideration of force options, including varying 
the levels of sea, land and air forces to be maintained; 
 
 • explicit consideration of costs; 
 
 • evidence of specific in-depth studies of important options 
for forces and equipment, including cost and technical risk; and 
 
 • a public document disclosing the major choices and decisions 
that planners made when considering the above factors. 
 
This level of detail is important both to inform Parliament about what 
the armed services can do and to guide force planners working inside 
the Department. 
 
24.34 In addition to the United States, we reviewed the defence policy 
documents of Australia, France and the United Kingdom.  We found that 



none provides details as comprehensive as the Report on the Bottom-Up 
Review but that each provides more details than comparable Canadian 
documents.  For example; 
 
 • France's 1994 White Paper, entitled Livre blanc sur la 
Défense, relies on six broad scenarios that could require the use of 
the French armed forces.  The scenarios make it possible to 
characterize the forces which could be required. 
 
 • The Statement on the Defence Estimates of the United Kingdom 
sets out three Defence roles, detailed military tasks linked to each 
role, and the forces required for each role. 
 
 • Australia's Strategic Review does not provide extensive 
public details of defence capabilities, but the Vice Chief of the 
Defence Force and the Concepts and Capabilities Committee provide 
guidance on, and endorsement of, Strategic Concepts.  These documents, 
which are used by the Force Development Staff, describe desired 
outcomes or tasks for the Australian Defence Forces, areas in which 
they are to be achieved, and the period for which they are to be 
sustained (that is, the what, where and when). 
 
24.35 Officials told us that, in the current international situation, 
they do not believe it would be useful to plan against a "threat."  
However, they  agree that policy could state the types and levels of 
conflict the armed forces are designed for.  They said that this 
approach would be considered in the production of future policy 
statements. 
 
24.36 Once a national defence policy is in place, military officials 
must design armed forces capable of carrying it out.  This design is 
called a "defence development plan."  Departmental documentation 
indicates that, during the 1993-94 planning period, senior force 
development planners found that the existing policy development system 
did not provide sufficient guidance on the types of conflict the 
Canadian Forces should be prepared for.  Hence they had difficulty in 
defining the forces that would meet Canada's needs. 
 
24.37 Military planners lack conflict scenarios approved by the 
Department against which to measure the levels of readiness and 
sustainment that forces should maintain.  Too high a level of readiness 
increases costs unnecessarily.  Too low a level increases military 
risks.  Although planners told us they rely on NATO conflict scenarios, 
we could not find any written departmental guidance about the levels of 
readiness and sustainment for different kinds of conflicts, or any 
budgetary analysis.  We noted that policy statements do not indicate 
readiness and sustainment goals.  The Department has not approved 
sustainment levels that establish the rate at which the Canadian Forces 
expect to consume resources during operations. 
 
24.38 The policy process also does not provide planners with priorities. 
 The Department has interpreted as equal the three priorities stated in 
the 1992 Canadian Defence Policy statement. 
 



Affordability is a problem 
 
24.39 Policy planners and force developers must estimate the 
affordability of their policies and plans correctly, or implementing 
them will prove impossible.  Affordability is therefore an important 
dimension of defence planning. 
 
24.40 Program planners studied the overall affordability of the 1987 
White Paper.  We could find no affordability studies carried out to 
support the subsequent 1992 Canadian Defence Policy statement.  We 
noted in our 1992 Report that budget estimates had proved to be 
optimistic.  We therefore assessed whether force structure plans aimed 
at implementing the 1992 Canadian Defence Policy statement were 
affordable.  We found that a significant gap remained. 
 
24.41 The Department costed only those activities and projects it had 
already approved, rather than all those regarded as necessary to 
implement the policy statement.  Some elements of the plan -- estimated 
by the Department to cost over $700 million -- were excluded. 
 
24.42 Even with these requirements excluded, plans are not affordable.  
The 1992 Canadian Forces Development Plan was affordable until the 
government imposed budget cuts in the December 1992 Economic and Fiscal 
Statement.  The 1992 plan then was short $542 million, or four percent, 
for each of the first five years, the most reliable part of the plan.  
The Department was unable to catch up on the shortage, which has 
continued in the first five years of the 1993 Defence Development Plan. 
 
24.43 Officials told us that National Defence is unlike other 
departments, in that a large portion of the budget is devoted to the 
procurement of new capital equipment.  When the defence budget is 
significantly reduced without warning, the only immediate option is to 
reduce capital expenditure because other means require much longer to 
take effect.  This response to budget reductions continues to be 
necessary despite the defence policy commitment not to treat capital as 
a discretionary budget residual.  Hence, the capital portion of the 
budget functions, in effect, as a short-term contingency fund.  It also 
means that "rust out", caused by not replacing old equipment, will 
continue. 
 
24.44 We recognize that defence planners usually define a shortfall in 
the resources needed for the full range of activities assigned to them 
by the government.  However, we did not find that the Department has 
identified the shortfalls clearly, and the risks it is thereby 
accepting, in its plans or policy statements. 
 
24.45 In its efforts to improve its policy planning process, the 
Department should include specific conflict scenarios, explicit links 
between policy and force structure, a full assessment of affordability, 
and readiness and sustainment goals.  These elements should be 
presented in public documents. 
 
Department's response:  DND agrees with the general intent of this 
recommendation to provide greater detail in policy documents about the 



kinds of situations that the Canadian Forces must be able to deal with. 
 Affordability will continue to be a major priority, and program or 
policy changes will be made if and when appropriate. 
 
24.46 The Department should revise its management manual to reflect its 
actual policy planning process. 
 
Department's response:  The Department does not control the process 
whereby policy is set.  The actual policy planning process is primarily 
determined by the Minister and Government.  Departmental manuals will 
be regularly updated to represent it as accurately as possible and 
capture innovations and departures from past practice. 
 
 
Exhibit 24.2 
 
Management Issues Studied 
 
Issue      Description   Materiality 
 
1. Cyclical Review '90   Budget and force review $6 billion 
2. Land Force Equipment Plan Budget and force review $5 billion 
3. Operational Review '92  Budget review   $1 billion 
4. R&D Program     Annual budget   $250 million 
5. Construction Engineering 
 Program     Annual budget   $190 million 
6. Goose Bay Security   Operations   $5 million 
7. CF Newspaper    Personnel administration $3 million 
8. VCDS/DCDS Merger   Organization   N/A 
9. Smallpox Vaccination  Health    N/A 
10. CFAO 20-53    Peacekeeping personnel N/A 
11. Basic Officer Training  Training    N/A 
12. Reserve Pay on Operations Personnel    N/A 
13. CF Quartering    Military housing  $12 million 
14. CF18 Squadron Size   Force planning   $645 million 
15. LOGUIDE Approval   Materiel planning  N/A 
 
 
The Quality of Submissions to Senior Management for Decisions Is Not 
Always Adequate 
 
24.47 Plans are translated into action through a continuing process of 
management decisions.  The Department of National Defence manages 
through a hierarchy of senior management committees, by means of which 
most important decisions on resources and policies are made.  
Accountability also is exercised through that committee structure. 
 
24.48 We selected a random sample of 15 issues, from a  population of 
about 500 that the senior management committees considered between 1989 
and 1993.  We audited those issues for the quality of the information 
and the options presented to management for decisions, the timeliness 
of the total process, and accountability for the results.  The cases we 
reviewed are listed in Exhibit 24.2. 
 



24.49 We expected that the Department would define each issue, develop a 
work plan, put someone clearly in charge and present a recommended 
course of action within the time set by management.  This usually was 
done.  However, departmental staff did not provide adequate information 
for decisions in six cases, all of which involved inadequate cost 
information (see paragraphs 24.70 to 24.74). 
 
24.50 In only two cases did we find problems of accountability.  The 
Cyclical Review 1990 revealed shortcomings in the Department's ability 
to analyze budget changes quickly.  The Department abandoned the 
defence planning and force development process and adopted an ad hoc 
approach.  Senior managers were not certain who was co-ordinating staff 
efforts and how the commands were involved.  One senior manager noted 
that the process provided neither milestones nor feedback systems that 
would allow senior management to track issues. 
 
24.51 In the case of the Land Force equipment plan, accountability was 
divided between Land Force Command Headquarters and National Defence 
Headquarters.  The two staffs made different assumptions about the 
retention of equipment from Canadian Forces Europe, requiring a second 
iteration of the plan.  Divided responsibility for the amount of 
equipment a unit should have and for operation and maintenance funding 
also caused delay. 
 
24.52 The Department should improve information presented to senior 
management for decisions, possibly as part of its "business planning" 
initiative. 
 
Department's response:  The concept of business planning is currently 
under development.  Its objective is to improve the management of 
resources, link achievement of objectives to consumption of resources, 
measure results and establish accountabilities and interdependencies. 
 
The Department Needs to Improve Cost Information Provided to Managers 
 
24.53 Cost information is an essential element of management.  Decision 
makers need to know how much things will cost in order to compare 
various courses of action.  In business, most accounting systems are 
designed to provide cost information.  However, government accounting 
systems historically have been designed not to measure cost but to 
ensure that authority exists for expenditures and that appropriations 
are not overspent.  The Department of National Defence has followed 
this general principle in the design of its existing financial 
management system. 
 
24.54 The Department uses its financial information system to record 
expenditures as goods and services are received.  Because time passes 
between the acquisition of goods and their consumption, the Department 
relies on a number of other systems and tools to determine total costs. 
 
24.55 The Cost Factors Manual is one of the more significant tools used 
by the Department.  This publication provides a common basis throughout 
the Department for staff to estimate the costs of personnel, equipment 
and facilities.  The Department recently  improved the Cost Factors 



Manual and it now provides staff with information on both the fixed and 
the variable costs of ships, vehicles and aircraft.  Information on 
personnel, base support and ship and crew costs has also been improved. 
 
24.56 We assessed the Department's cost management in three ways:  we 
reviewed the Department's own studies and audit reports; we examined 
its ability to get and use cost information to carry out its Defence 
2000 improvement program; and we examined 15 cases presented to senior 
management for decisions in the last five years (Exhibit 24.2). 
 
Departmental studies report significant problems in cost management 
 
24.57 We noted in the introduction to this chapter that two features of 
the Department's management system are centralization and complexity.  
The Department has created many specialized authorities to manage 
individual functions from Ottawa.  The Department's system separates 
responsibility for military operations from control of resources.  We 
questioned this practice as long ago as 1980, but the Department 
responded that "operators" should focus on military activity and not 
concern themselves with the cost of the resources used. 
 
24.58 As Exhibit 24.3 shows, commands and bases consume most of the 
resources but the costs of those resources are not charged to their 
budgets.  Many departmental reports comment on the problems created by 
separating authority from responsibility: 
 
 • There is little incentive for consumers to be concerned with 
economy or efficiency. 
 
 • An audit of Canadian Forces hospitals commented that, since 
the hospitals were accountable for only 20 to 25 percent of their 
operating expenditures, "there were few incentives . . . to minimize 
costs and/or to generate revenue." 
 
 • The May 1993 Report of the Ministerial Committee on the 
Canadian Military Colleges noted that the colleges were severely 
hampered by an overall lack of cost information.  The Committee 
commented, ". . . it is somewhat difficult to control costs when one 
does not know what one's costs are. . . [The colleges] do not have the 
tools to manage dollars." 
 
The Department is taking steps to allocate more resources to the 
commands, but command officials told us that the present situation 
provides insufficient incentives to save.  In their opinion, such 
incentives are critical to the success of business planning and related 
initiatives. 
 
 
Exhibit 24.3 
 
Responsibility for Acquisition and Use of Resources Has Been Separated 
 
    Financial   Resource 
Organization  Management  Consumption 



    (what they buy) (what they use) 
 
ADM (Materiel)   40%    7% 
ADM (Personnel)  40%    14% 
Commands/Bases   20%    79% 
 
 
24.59 During our audit, Air Command officials drew our attention to an 
initiative to provide cost information to managers of resources.  The 
initiative includes the development of a cost information system for 
Base Construction Engineering, and the Command plans to expand it to 
cover all functions and all Air Command wings (bases) by the summer of 
1995.  This will be a significant improvement, but will still not deal 
with  the separation of  authority from responsibility. 
 
24.60 The second major problem recognized by the Department is its 
inability to determine the impact of changes in the operations and 
maintenance budget on the readiness of the forces.  This ability is 
critical to the Canadian Forces as defence budgets decline.  Officials 
told us that, although they are working to improve systems, they can 
link the budget to readiness only through detailed analyses and "good 
management practices". 
 
Lack of accessible cost information has delayed cost-reduction 
initiatives 
 
24.61 The Department of National Defence calls its initiative to 
restructure and streamline the Department "Defence 2000".  According to 
the Department, Defence 2000 will create accountability-oriented 
planning and resource management that will link objectives and 
activities with resources, make costs visible, and identify the results 
achieved. 
 
24.62 We examined nine Defence 2000 projects, each of which has as an 
objective the examination of contracting out.  We selected three 
additional projects that had been undertaken to provide better resource 
management information but that were not part of Defence 2000.  Cost-
reduction initiatives and whether they are part of Defence 2000 are 
shown in Exhibit 24.4. 
 
 
Exhibit 24.4 
 
The Department Has Been Slow to Implement Cost-Reduction Initiatives 
 
    Part 
    of  Recognition Project Expected 
    Defence of   Starting Completion Elapsed 
Initiatives  2000  Needs  Date  Date   Time 
 
Financial   yes  1982   1992  1996   14 
 Accountability 
 in Individual 
 Training  



 
Training    yes  1982   1992  1996   14 
 Facilities 
 and Functions 
 Review 
 
Consumer   no  1992   1992  1996   4 
 Consumption 
 Awareness 
 
Canadian   yes  1993   1993  1996   3 
 Aerospace 
 Training 
 Project 
 
Cost    yes  1990   ?  ?   ? 
 Effective 
 Medical 
 Services 
 
NDMC    no  1985   1985  1996   11 
 Medical 
 Management 
 Information 
 System 
 
CF Health   no  1985   1989  2002   17 
 Information 
 System 
 
Government  yes  1990   1991  1994   4 
 Furniture 
 and 
 Effects 
 Move 
 Management 
 
CF Relocation  yes  1990   1992  1994   4 
 Programme 
 
Transfer of  yes  1979   1987  1994   15 
 Dependent 
 Education 
 to Local 
 School 
 Boards 
 
Base DelegAAT 
(Delegation  yes  1988   1990  1996   8 
 to Base 
 Management) 
 
Decentralized  yes  1988   1989  1993   5 
 Management 



 of Health 
 Care 
 Resources 
 
 
24.63 We focussed on whether existing departmental information systems 
provide relevant, reliable, accurate and verifiable cost information to 
support decision making for these initiatives.  We also assessed 
whether the projects have met or will meet their original objectives. 
 
24.64 We found that the Department had conducted four of the 12 projects 
well and that these generally had achieved their objectives.  These 
projects were: 
 
 • decentralizing the management of health care resources, which 
reduced medical inventories from $12 million to $3.5 million; 
 
 • completing a study comparing in-house management of moving 
government furniture and effects with contracting out this service; 
 
 • the Canadian Forces relocation program, which will save $7 
million a year on moves of Canadian Forces members; and 
 
 • the Base Delegation of Authority and Accountability Trial 
(Base DelegAAT), which has identified more than $10 million in savings 
at bases in the Canadian Forces Training System. 
 
24.65 The other projects have been less successful, often because the 
Department could not determine the costs of its own activities.  In the 
four projects described below, the Department had difficulty developing 
accurate and usable cost information. 
 
24.66 Financial accountability in individual training.  Our 1982 Report 
noted that the Department lacked cost information to support training 
decisions but was studying the matter.  Our 1990 Report noted large 
discrepancies between departmental costs for technical training and 
external costs.  The Department again told us that it would conduct a 
cost study.  During the present audit we found that, although the 
Department has the capability to cost individual training courses, it 
lacks the resources to cost them all.  Departmental officials informed 
us that they are using more cost information in making training 
decisions, but the rate  of application is limited by the rate at which 
the Department improves its ability to measure its own costs.  They 
noted that,  following the implementation of the Individual Training 
Management Information System in 1996, more extensive and accurate cost 
information will be available. 
 
24.67 National Defence Medical Centre Medical Management Information 
System and the Canadian Forces Health Information System.  These two 
projects were begun in 1985 and 1989 respectively, to automate the 
management of health resources in the Department.  In 1992, and again 
in 1993, internal audits and studies commented on the lack of 
information on costs and on resource use, which reduced efficiency and 
made full cost-recovery impossible.  These projects are not forecast to 



be completed until 1996 and 2002, respectively. 
 
24.68 Canadian Aerospace Training project.  The Commander of Air Command 
has the authority to market excess capacity for pilot training to 
foreign states.  To do this, the Command needs to know its own costs.  
In 1993 the Department estimated the full cost to be about $200,000 per 
student for basic training and $100,000 for advanced training.  
However, in 1994 the Department revised its estimate of full costs to 
$700,000 for basic training and $330,000 for advanced.  The Department 
did not suffer any actual loss, as no training was marketed during the 
intervening period, but the magnitude of the revision shows a serious 
problem in estimating costs.  We acknowledge that estimating indirect 
costs in this area is difficult.  Officials told us that they are now 
in the process of introducing new costing methodology to address the 
problem. 
 
24.69 All the projects we examined have taken -- or will take -- lengthy 
periods to complete.  The four successful projects took four to eight 
years to complete, but the less successful projects are taking much 
longer.  Five of them will take more than ten years (Exhibit 24.4). 
 
Cost information used in major decisions is often inadequate 
 
24.70 We reviewed the quality of the cost information presented to 
senior management committees in each of the 15 management cases we 
audited (Exhibit 24.2).  In four cases we found that adequate cost 
information was provided; in four it was not essential to the decision 
made; and in one, cost was not relevant.  In the six other cases, cost 
was relevant to the decision but adequate information was not provided 
to decision makers.  These cases include: 
 
 • a proposal to start a $3 million Canadian Forces newspaper.  
Although cost studies were done, the resulting information was not 
presented to management; 
 
 • a decision to consolidate basic officer training to eliminate 
gaps and inefficiencies, made without a cost analysis.  The Department 
significantly reduced the personnel required and shortened the course, 
thus lowering costs, but no cost impact information was presented to 
management; 
 
 • a proposed change in Reserve pay for operational duty, on 
which no cost information was presented; 
 
 • the decision to increase the size of CF-18 squadrons in 
Canada from 15 to 18 aircraft when squadrons in Europe were eliminated. 
 The first brief presented to management overestimated savings by 40 
percent and an acceptable costing took over a year to develop and 
approve; 
 
 • the Operational Review of 1992, intended to reduce 
departmental costs by 3 to 5 percent, in which only 12 of 30 
initiatives were actually costed.  At the time of our audit officials 
were unable to tell us how much the Department had saved; and 



 
 • the Cyclical Review of 1990, aimed at increasing the capital 
portion of the budget to 30 percent, but that could not establish 
important operating costs.  For example, the Department could not 
determine how much would be saved by eliminating CC147 and CC115 
aircraft fleets from its inventory.  Officials could not tell us how 
much money had actually been diverted to capital spending through 
program changes. 
 
A common-sense approach is required 
 
24.71 Resolving the cost management problems we have identified will not 
be easy.  A complex, universal cost information system would be costly 
to develop and would entail considerable risk.  Many of our 
observations can be addressed by the maintenance of local cost 
information and analysis commensurate with the significance of the 
management decision to be made.  In the end, a common-sense approach is 
required, employing tools and information that are matched to the job 
at hand. 
 
24.72 The Department should develop the means to provide cost 
information to decision makers on a timely basis, concentrating on 
critical areas first.  This is essential to support the Department's 
proposed "business planning" approach to decentralized management. 
 
24.73 The Department should review its accountability and incentive 
structure and make changes to promote improved cost management. 
 
24.74 The Department should develop the capability to track the impact 
of major decisions -- especially major cost-reduction initiatives -- to 
ensure that the intended results are being achieved. 
 
Department's response:  The Department has recognized the importance of 
providing resource managers with the necessary tools to develop cost 
information on a timely basis to support decision making and track the 
impact of decisions to ensure that the intended results are being 
achieved.  Recent initiatives include: 
 
 • "Cost Centre Management", a project in partnership with 
Consulting and Audit Canada that will provide wing/base commanders with 
activity-based management information and will provide a link to 
departmental business plans; 
 
 • "Individual Training Management Information System", a 
department-wide system that will provide managers with the ability to 
determine activity-based costs of all individual training programs; and 
 
 • development of a system to track resource savings achieved 
through implementation of reductions announced in the February 1994 
Budget. 
 
Military Performance Reporting Systems Are Not Adequate 
 
24.75 In addition to the cost of resources being consumed by the 



Department, officials need to know the quality of the forces being 
created.  One of the most important measures is "readiness".  Military 
units spend most of their time preparing for their potential missions, 
not deployed on operations.  It is important, therefore, for military 
organizations to be able to measure how ready they are so as to ensure 
that forces will indeed be capable when called upon to perform an 
operation. 
 
24.76 In the Canadian Forces, the need to monitor readiness is 
especially important.  The Canadian Forces have undertaken an 
abnormally high level of peacekeeping operations over the past several 
years that have disrupted training programs.  At the same time, the 
government has reduced the Department's budget and plans further 
reductions. 
 
24.77 We have commented since 1984 on the need to improve readiness 
reporting systems.  The Department has made efforts to respond to our 
findings and now uses several methods to assess military operational 
readiness.  The Department has an overall reporting system called the 
Operational Readiness and Effectiveness Reporting System (ORES).  All 
commands and major support groups use this system to inform the Chief 
of the Defence Staff about their ability to perform assigned missions 
and tasks. 
 
24.78 Each individual command has its own system in place.  Some have 
more than one.  In addition, the commands may use operational training 
exercises as another way to assess readiness. 
 
24.79 Our audit examined all these systems.  We assessed whether the 
Department had implemented the systems according to their design and, 
to the extent possible, whether the data reported to senior commanders 
were accurate, valid and reliable. 
 
The Department's overall readiness reporting system is primarily 
subjective 
 
24.80 The Operational Readiness and Effectiveness Reporting System 
(ORES) requires that each command report to the Chief of the Defence 
Staff on its level of readiness to meet missions and tasks.  The tasks 
used for reporting are the same as those used for planning in the 
Defence Development Plan.  According to the instruction issued to the 
commands by the Vice-Chief of the Defence Staff, current readiness 
reporting is supposed to be largely quantitative in nature.  The 
instruction provides "guidance" to the commands, which shows 
quantitative levels that should be attained for personnel strength, 
personnel training, equipment availability, and materiel availability. 
 
24.81 The tasks the ORES system reports on are very large in scale.  The 
maritime defence of Canada in the Atlantic, Pacific and Arctic Oceans, 
for example, is a single task.  The ORES system reports on whether 
groups of military units are ready to perform tasks, not on whether 
individual units have met a unit readiness goal.  This requires 
additional judgment on the part of staff reporting through the ORES 
system. 



 
24.82 Command headquarters have not given military units lists of 
essential equipment, personnel and training.  Complete lists of the 
equipment and training required are too extensive for unit commanders 
to check frequently.  Rather than report on the extent to which they 
meet standards for essential items, commanders report only negative 
exceptions that appear significant to them.  These negative exceptions 
may be adjusted by more senior commanders who believe that resources 
exist elsewhere to make good the deficiency.  Maritime Command, 
however, does have a system in place to monitor and assess the priority 
of equipment and system deficiencies.  In addition, up to December 
1993, Maritime Command required units to have 100 percent of their 
requirements and therefore reporting exceptions did not require 
judgment as to criticality.  Maritime Command is now working on 
identifying critical equipment, training and personnel to meet revised 
readiness standards. 
 
24.83 The result is that, instead of being primarily an objective and 
quantitative assessment of current readiness, ORES is mainly 
subjective.  We attempted to audit elements of tasks that commands 
reported were "ready", but found we could not determine the basis on 
which subordinate units reported.  Except for Maritime Command 
equipment, we found that command headquarters do not know how units 
applied complex standards and do not audit or validate those items that 
units report as satisfactory.  Performance and reporting accuracy was 
partly validated, however, through operational exercises. 
 
24.84 The lack of specified, quantified standards on which commands can 
base their reports means that we could not assess the reliability of 
the data in the ORES system.  The degree of subjectivity in reporting 
limits the system's ability to track readiness trends and its 
suitability to support the Department's efforts in business planning. 
 
Command readiness reporting systems are not being used as designed 
 
24.85 To manage their units, commands must have information in more 
detail than ORES  provides.  They therefore maintain their own systems. 
 However, we found that those systems are not  fully operational. 
 
24.86 Maritime Command relies on three measurement and reporting 
systems:  the Combat Readiness Inspection, the Operational Readiness 
Requirements Reporting System, and the Operational Deficiency Reporting 
System.  We found that Maritime Command has not carried out the 
required Combat Readiness Inspections of entire ships for at least two 
years.  Based on required tests, we estimate that only 75 percent of 
the assessments of operational teams on ships were completed. 
 
24.87 Land Force Command does not have a command system for evaluating 
and reporting on the readiness of units or formations; it must rely on 
field exercises and on the ORES system.  We comment on these below.  
Land Force Command intends to improve its ability to measure readiness 
levels quantitatively by introducing collective battle task standards. 
 The Command also intends to publish draft training regulations in 
December 1994 that will link collective training to departmental goals 



and to ORES. 
 
24.88 Air Command employs a testing system known as operational 
evaluation to assess the readiness of its units.  We found, however, 
that the Command does not conduct operational evaluations as frequently 
as its system requires.  During 1992-93 and 1993-94, Air Command 
assessed only seven of the 22 units subject to operational evaluations. 
 One of the seven units was assessed after the prescribed time period. 
 In addition, we found that only 25 percent of operational evaluations 
-- those relating to Fighter Group -- explicitly consider readiness. 
 
24.89 Air Command officials told us that their operational evaluations 
had not been completed for a number of reasons.  They had redesigned 
their evaluation system, causing a gap in coverage.  The Command had 
permitted Fighter Group to forego evaluations for one year to allow 
squadrons to recover from the Gulf War and to permit reorganization 
following the withdrawal of aircraft from Europe.  Finally, budgetary 
pressures forced the Command to discontinue evaluations for four months 
throughout the Command as a cost-saving measure. 
 
Existing collective training is not a substitute for an assessment 
system 
 
24.90 None of the commands link operational or collective training to 
the tasks in the Defence Development Plan.  Commands view exercises 
both as evaluations and training.  This means that exercises do not 
directly assess the ability of the Canadian Forces to perform high-
level tasks, but rather components of those tasks. 
 
24.91 Until 1994, Land Force Command did not have standards to use in 
assessing units.  Collective training provides some information on 
readiness, but Land Force Command staff did not regard existing field 
exercises as adequate assessments.  Unlike the United States Army, the 
Canadian Forces does not validate land field exercises and therefore 
cannot assess whether exercises meet operational requirements. 
 
 
Exhibit 24.5 
 
Operational Exercises Have Not Been Completed 
 
            Percentage 
            of 
   Number Number Percentage Post-  Post- 
   of  of  of   Exercise  Exercise 
   Exercises Exercises Exercises  Reports  Reports 
Commands  Planned Conducted Conducted  Completed Not Completed 
   (1993-94) (1993-94) (1993-94)  (1993-94) (1993-94) 
 
Maritime 
 Command  3  3  100%   3   0% 
Land Force 
 Command  59  42  71%   28   33% 
Air Command 59  43  73%   36   16% 



Total  121  88  73%   67   24% 
 
 
24.92 We also found that, because of increased operational commitments 
and reduced budgets, the Canadian Forces has not been able to carry out 
all the major exercises approved by commanders.  In 1993-94, Maritime 
Command completed all approved major exercises, Land Force Command 71 
percent and Air Command 73 percent.  Overall, the Canadian Forces 
completed about three quarters of its approved exercises.  In addition, 
for about 24 percent of the exercises conducted, military officials did 
not complete a post-exercise report documenting the results and the 
lessons learned (Exhibit 24.5). 
 
24.93 The Department of National Defence should set up an objective, 
verifiable operational readiness reporting system for the Canadian 
Forces.  Where quantified measures are not appropriate, clear standards 
for subjective rating should exist. 
 
Department's response:  The Department is now undergoing significant 
shift in focus from micro-managed centrally controlled methodology to 
delegation and business planning.  As operational reporting systems 
evolve, objective and subjective criteria will be reviewed. 
 
24.94 The Department should  do everything possible to complete 
readiness measurements, operational exercise programs and post-exercise 
reports. 
 
Department's response:  Agree. 
 
Deficiencies Still Exist in Information for Contingency Operations and 
War 
 
24.95 The final building block of management that we assessed was the 
availability of information to manage under emergency and wartime 
conditions.  In previous audits, beginning in 1982, we commented that 
information systems used by the major support functions were inadequate 
for major contingency operations and war.  The Department has 
undertaken several projects to correct the  deficiencies, but critical 
problems are still unresolved. 
 
24.96 We reviewed three major wartime support functions:  military 
personnel management, materiel support, and medical support.  We found 
the following: 
 
 • The Department has been working to upgrade the Military 
Personnel Information System, the cornerstone of its network of 
military personnel systems.  However, the system is still unable to 
meet wartime requirements.  During the Gulf War, when only a small 
portion of the Canadian Forces was deployed overseas, the system could 
not cope with the number of personnel movements.  As a result, the 
system lost track of individuals.  The Department was not able to tell 
us when problems with the Military Personnel Information System would 
be resolved. 
 



 • The Manpower Integrated Distribution and Accounting System 
(MIDAS), which the Department would use during emergencies and war to 
track information on establishment and strength and to control the 
mobilization of personnel, was also inadequate during the Gulf War.  
Work completed to improve the system has not been fully tested by 
users.  Changes that will allow the system to support limited 
operational deployments will not be completed until 1995. 
 
 • The data system used to manage Reserve personnel is 
inadequate for both peacetime purposes and to prepare for mobilization 
and war.  The Department intends to complete corrective action by 1997. 
 
 • The Canadian Forces Supply System, which we noted in 1987 was 
not adequate to support sustained conflict, was inadequate to support a 
small overseas deployment during the Gulf War.  During the war, users 
of the supply system did not have timely, up-to-date information on 
supply.  The Canadian Forces Supply System Upgrade project, intended to 
remedy this deficiency, will be implemented between 1995 and 1998. 
 
 • Information systems within the Medical Branch are manual, 
paper-based, slow and prone to error.  Departmental studies have 
determined that the systems are incapable of expanding to meet the 
increased workload of large influxes of patients that can occur in war 
or during emergencies.  The Department plans to implement an automated 
system to correct this deficiency, but not until 2002 at the earliest. 
 
24.97 In addition to the problems described above, our audit found that 
command and control information systems used to manage and manoeuvre in 
the field have generally not been designed to operate with each other. 
 Sea, land and air elements would therefore have difficulty 
communicating quickly and easily.  The following chapter describes this 
problem more fully (paragraphs 25.26 to 25.37). 
 
24.98 Progress has been slow in correcting deficiencies in information 
for wartime.  We found that the time taken from recognition of the need 
until the planned delivery of the required system is more than 10 
years. 
 
Overall Conclusion 
24.99 Policy and force development processes need to be improved and 
readiness reporting systems need to be strengthened.  The most 
significant problem in the defence management system is the lack of 
adequate cost information on which to base decisions.  The Department 
has initiatives under way to address many of these problems. 
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National Defence 
 
Information Technology 
 
Assistant Auditor General:  David Rattray 
Responsible Auditor:  Peter Kasurak 
 
Main Points 
 
25.1  The Department of National Defence spends 30 percent of the 
federal government's information technology budget.  The total annual 
cost of information technology in National Defence is $630 million.  
The information technology projects planned or in progress in the 
Department's 15-year plan are projected to cost $9.5 billion. 
 
25.2  Military command and control information systems used to 
manoeuvre forces in the field have not been developed in a co-ordinated 
way.  Sea, land and air systems have not been designed to work together 
and have little capability to communicate with each other.  Existing 
interim Land Force systems have limited capability for survival on the 
battlefield.  Development work has been duplicative. 
 
25.3  The systems and processes the Department uses to manage 
information technology are not adequate.  Information technology 
projects take an average of seven years to complete after funding is 
allocated.  With the current rate of change both in technology and in 
defence, there is a high risk that the technology acquired will be 
obsolete before it is implemented. 
 
25.4  There are plans for future information technology projects 
with projected costs of $1.2 billion that are not supported by adequate 
cost estimates or for which the need has already been filled by other 
means. 
 
25.5  Although we recognize that military operational requirements 
take top priority, we found that the Department did not have an 
adequate system in place to assess the cost-reduction potential of 
information technology projects or to weigh the benefits of cost 
reduction against other priorities.  As a result, the Department has 



not benefited from at least $700 million in possible savings.  
Reduction in support costs would allow funds to be redirected to meet 
other military requirements. 
 
25.6  The Department has experienced difficulty in implementing 
complex, developmental information technology projects.  Of 12 projects 
we examined, three failed to deliver an adequate product.  A fourth 
project has expended most of its contingency fund before beginning the 
most complex development phase, while a fifth has spent 10 years and 
over $52 million in the project definition phase.  These five projects 
account for 93 percent of the total value of the projects in the 
sample. 
 
25.7  The delivery of computer and telecommunications services is 
becoming more efficient, but much more remains to be done.  The 
Department plans to eliminate one of its two major data centres and has 
reduced telecommunication costs by about  $10 million a year.  Although 
the Department recognizes that millions could be saved each year in 
telecommunications, adequate plans are not in place to realize those 
savings.  We estimate the savings at over $30 million per year. 
 
25.8  The Department is increasing its use of modern techniques and 
tools to maintain its computer software. 
 
25.9  The Department recognizes that it must change its approach to 
information technology and has set up a Defence Information Services 
Organization to manage that change. 
 
Background 
 
25.10 The Department of National Defence is the largest department of 
the federal government.  It manages and controls military operations 
through systems that employ about 11,000 people in major headquarters 
alone.  Almost 8,500 of them work in National Defence Headquarters. 
 
25.11 These individuals, and an additional 90,000 military and civilian 
personnel who serve at bases or in operational units, are supported by 
complex networks of computers and telecommunications through which 
information is obtained and orders are passed.  The Department operates 
over 600 systems that run on 22 mainframe and mini-computers.  It also 
has over 600 multi-user computers, over 4,000 non-programmable 
terminals and approximately 45,000 personal computers. 
 
25.12 Telecommunications are also part of the information technology 
base.  The Department employs almost 4,000 people in maintaining the 
defence strategic communications infrastructure.  In addition, it 
spends $110 million each year to lease telecommunications services from 
the private sector and other government agencies.  It uses more than 
50,000 telephones, and maintains seven national voice, video and data 
systems and networks.  Most of the telecommunication links formerly 
provided by more than 3,000 lines are now made through a single 
survivable network. 
 
25.13 The Department's total information technology base of computers 



and telecommunications systems employs almost 8,000 people, including 
about 2,500 part-time Reserves, and costs approximately $630 million 
each year to operate.  The Department's information technology capital 
projects planned or in progress are projected to cost $9.5 billion over 
a 15-year period, of which $2 billion will be for telecommunications.  
National Defence accounts for 30 percent of the federal government's 
spending on information technology. 
 
25.14 Much of the information technology in place is outdated, 
representing obsolete concepts and technology.  Many major data 
processing systems -- including the financial, supply and personnel 
data systems -- are  centralized, national systems running on large 
mainframe computers.  These "stovepipe systems" were designed to meet 
specific functional needs and they operate independently of each other. 
 There is great difficulty in matching data from one stovepipe system 
to another.  File structures in the systems make it difficult -- and 
sometimes impossible -- to extract and match data to do required work. 
 
25.15 Until July 1994, six major organizations in the Department shared 
responsibility for information technology: 
 
 • the Vice-Chief of the Defence Staff provided information 
holding and telecommunications policy, operational direction, 
procedures and standards; 
 
 • the Assistant Deputy Minister (Finance) provided data 
processing and office automation policy, standards, planning, 
operational direction and support services; 
 
 • the Assistant Deputy Minister (Materiel) provided research 
and development, engineering, procurement and maintenance services; 
 
 • the Assistant Deputy Minister (Personnel) and the Canadian 
Forces Training System provided training policy, standards and 
services; 
 
 • the Deputy Chief of the Defence Staff administered security 
policy and standards; and 
 
 • Canadian Forces Communication Command operated the 
departmental telecommunications backbone and provided signals 
intelligence. 
 
25.16 In July 1992 the Department undertook a general study of 
communications and electronics to decide if it could establish a more 
efficient and effective organization.  Following the recommendations of 
this study, the Department established a Defence Information Services 
Organization in July 1994.  The Defence Information Services 
Organization combines many previously separate components of 
information technology management under the direction of a senior 
military official. The Deputy Chief of the Defence Staff and the 
Assistant Deputy Minister (Personnel) remain responsible for security 
and training, respectively, and the Assistant Deputy Minister 
(Materiel) has retained some procurement and engineering functions. 



 
Previous Studies 
 
25.17 Previous audits have commented on the Department's management of 
information technology.  In 1984 we found that there was no strategic 
plan for data processing and that major systems were not cost-
effective.  In 1987 we reported that the highly centralized supply 
system was unsuitable for war and did not support efficient management 
of materiel.  In 1990 we found that similar problems existed in human 
resource management information systems.  Our 1992 chapter on the 
management of capital projects reported that the program and project 
management systems were slow and unstable.  We also found that the 
systems provided insufficient information to managers, while creating 
an enormous burden on staff. 
 
25.18 The Department's 1993 communications and electronics study also 
reported significant problems.  The report cited compartmentalization 
of information technology management; slow and unsuitable processes for 
managing information technology; and technology that was obsolescent, 
costly to operate and maintain,  sometimes redundant and often 
unrelated to user needs. 
 
25.19 The Department's study recommended the reorganization of 
information technology management, and several other significant 
changes that the Department has accepted and is working toward.  Those 
changes include cancelling several information technology acquisition 
projects; modifying the acquisition process to allow for earlier 
involvement of contractors, thus lowering the risk of costly changes 
when contracts move from planning to implementation; and recognizing 
the need to eliminate stovepipe data systems that limit the 
Department's ability to link data bases to each other, especially data 
on costs and activities. 
 
Audit Scope 
 
25.20 Our audit objectives were to assess the economy and efficiency of 
information technology use in the Department of National Defence and 
compliance with Treasury Board directives. 
 
25.21 Our audit included all information systems acquired and all 
initiatives begun since 1988, general-purpose computing, military 
command and control and telecommunications.  We did not include 
information technology embedded in weapons systems, such as target 
acquisition and flight control computers on the CF-18 and computers 
used in the guidance and electronic countermeasures systems of 
individual weapons. 
 
25.22 We audited the Department against Treasury Board criteria for the 
management of capital projects, along with other specific criteria 
included with the findings below. 
 
Observations and Recommendations 
 
25.23 This chapter presents our findings as they relate to three 



different levels of management.  The first, and most senior, level 
(referred to as Program Management in paragraph 25.38) is the 
information technology program, where managers make strategic choices 
and allocate resources throughout the Department.  The second level 
(called Project Management, paragraph 25.61) refers to individual 
projects, where users and technologists design and acquire individual 
systems.  The final level (Operations Management, paragraph 25.76) 
relates to the in-service use of information technology throughout the 
Department, including stand-alone computers, local area networks, major 
data centres and telecommunication systems. We also assessed as a 
special subject the Department's progress in developing military 
command and control information systems, due to its importance 
(paragraphs 25.26 to 25.37). 
 
25.24 Our audit indicates that there are significant problems with both 
program and project management.  These problems stem from the absence 
of an effective central manager for information technology.  Such a 
manager would establish an overall strategy that addresses departmental 
priorities, set rules for buying and using information technology and 
provide assistance to line managers and commanders.  We found that most 
individual projects had been managed well, although the most 
complicated and costly ones experienced problems. 
 
25.25 At the same time, telecommunications and computer operations are 
becoming more efficient. Individual managers often have been able to 
improve efficiency within their immediate areas of responsibility. 
 
Command and Control Information Systems 
 
Command and control information system projects have been developed in 
isolation and have limited ability to interoperate 
 
25.26 Perhaps the most important use of information technology in a 
defence department is the control of military operations.  We therefore 
examined the extent to which the Department has met its requirements in 
that area. 
 
25.27 According to NATO, a command, control and information system is 
"an integrated system [comprising] doctrine, procedures, organizational 
structure, personnel, equipment, facilities and communications [that] 
provide authorities at all levels with timely and adequate data to 
plan, direct and control their activities."  Military organizations use 
command and control information systems to communicate, manage and 
manoeuvre when deployed in the field.  They are vital to commanders' 
ability to use intelligence data in decision making, to plan, to 
communicate orders and to obtain feedback from the battlefield. 
 
25.28 Command and control information systems are a vital element of 
warfighting capability.  The United States armed services recognized 
the importance of command and control in their recent operations in 
Grenada, Panama and the Persian Gulf.  The American forces analyzed 
their shortcomings in those operations and the importance of command 
and control systems to the Coalition victory in the Gulf War. 
 



25.29 The United States Chairman of the Joint Chiefs of Staff recently 
published a concept paper entitled C4I for the Warrior, intended to 
solve short-term problems and set long-range goals and strategies.  
Under that concept, the United States has moved to remedy important 
problems in duplicative systems, developed by different branches of the 
armed services, that could not communicate with each other or with 
allied forces.  The American concept establishes a long-range strategy 
to achieve global interoperability.  The goal is to allow commanders at 
all levels in all armed services to communicate with each other and to 
access each other's data.  The Canadian Forces has no equivalent goal 
or strategy.  The Department is currently working on such a policy. 
 
25.30 We examined all command and control information systems being 
developed by the Canadian Forces.  Prior to the 1990 Gulf War, the 
Canadian Forces planned to operate with allies but with largely 
separate sea, land and air elements.  Although the Gulf War resulted in 
the recognition that those elements must work together, we found that 
each command was developing its own system in almost complete 
isolation.  Existing systems often pre-date the recognition of 
technology that allows interoperability and of the need for it.  In 
addition, National Defence Headquarters and the Intelligence Branch 
were developing unique separate systems.  Land Force Command has 
acquired two systems based on different computer-operating system 
software and is attempting to merge them into an interim Land Force 
system by March 1995.  The Land Force is working on another project to 
develop a system for the long term.  It plans to field this system by 
1999. 
 
25.31 Existing Land Force systems have limited battlefield survival 
capability due to their interim nature and their use in existing 
vehicles.  One of the  systems could continue to operate even if 
individual computers were destroyed, but it is supported on commercial 
hardware and is vulnerable to heat, moisture, dust and vibration.  
During recent field exercises it took several hours to set up.  The 
other system uses "ruggedized" hardware, but depends on a central 
computer that, if destroyed, would put the entire system out of 
commission.  However, there are backup computers.  The central computer 
is installed in a truck offering minimum protection.  Both systems 
depend on telephone lines to communicate, which are vulnerable to enemy 
fire.  Radio links will not become available for several years, when 
the Tactical Command Control and Communication System is fielded (see 
paragraph  25.65). 
 
25.32 The Canadian Forces is fielding several systems that are based on 
different computer software families and cannot interoperate.  There 
was no central manager of technology to co-ordinate system development 
and ensure that systems could work together.  As a consequence, the 
systems cannot pass information among themselves, even though their 
users will be required to work together in joint headquarters.  
Officials told us that, in the future, the Defence Information Services 
Organization  will provide a central management authority for systems 
development.  Efforts are under way to merge the development of future 
command and control information systems. 
 



25.33 The Department has spent $18 million to date on command and 
control information systems and plans to spend about $240 million more 
over the next 10 years.  Its plans call for at least four separate 
systems.  Our audit calls into question the viability of project plans 
that extend over such a long period of time (paragraphs 25.41 to 
25.45). 
 
25.34 The Department's projects for command and control systems 
duplicate each other.  The basic functions of all systems -- message 
transfer, message logging, digitized mapping and graphics, and map and 
graphics transfer -- are the same, although the computer screens and 
graphics used by individual services may vary. 
 
25.35 Although the Canadian Forces have had a policy since 1986 to 
ensure that users co-ordinate the development of command and control 
information systems, the Department has failed to enforce that policy. 
 As a consequence, commanders have implemented their own systems. As 
well, project offices have made few efforts to determine the needs of 
users in other commands and branches.  There is no reason why separate 
service and branch projects could not use the same approach to 
architecture and development.  Air Command's Battle Management 
Information System (BMIS) is based on a United States Air Force system 
that already has marine and land force components, but the Canadian 
Forces  have not made use of these in their development efforts.  The 
Department is now working to integrate command and control systems it 
is developing. 
 
25.36 The Department should consider using "joint" standards to develop 
all command and control systems, unless the sponsor can justify doing 
otherwise. 
 
25.37 Concepts and specifications for new command and control systems 
should require that they be able to interoperate in joint and combined 
operations and to survive on the battlefield. 
 
Department's response:  The current situation regarding Command and 
Control Information Systems (CCIS) reflects the preliminary nature of 
automated CCIS within the Canadian Forces (CF).  As a result of efforts 
to date by each of the Commands, the focus has largely been on 
validating requirements and operating procedures via pilot or prototype 
systems.  Joint interoperability has not received a high priority in 
these activities until the recent past. 
 
Joint standards and interoperability (paragraphs 25.36 and 25.37) in 
joint and combined operations are accepted as mandatory requirements.  
The Information Technology Infrastructure (ITI) and the Canadian Forces 
Command and Control Information System (CFCCIS) are both actively 
addressing these requirements. 
 
In general we believe the current situation reflects the early stages 
of comprehensive CCIS development.  There is significant activity under 
way to ensure compatibility and operability between these early systems 
as well as focussing on joint and combined CCIS. 
 



Program Management 
 
25.38 Information technology is a unique resource, found everywhere in 
modern organizations and affecting basic work and management processes. 
 Special skills are required to create and maintain information 
technology systems.  The technology itself has advanced very quickly, 
with many products becoming industry standards and then disappearing in 
less than a decade.  The costs of handling an individual unit of 
information and of performing an individual calculation have continued 
to drop dramatically.  A large organization therefore requires a 
comprehensive approach to manage its investment in information 
technology to ensure that critical needs are met and that its money is 
spent wisely. 
 
25.39 The Department of National Defence is now working on or planning 
115 major capital projects of $3 million or more each to acquire 
information technology.  We examined several critical areas of the 
system used to manage these projects.  We assessed the time it takes to 
deliver products to managers and commanders who need them.  We looked 
at whether senior management has good information to direct and control 
overall spending.  Our audit also examined the degree to which managers 
take advantage of the cost-saving potential of information technology. 
 
25.40 In 1992 we reviewed the Department's overall program management 
system for all types of projects.  We reported that it was cumbersome 
and expensive, and ineffective at monitoring projects.  Although the 
Department told us then that the system would be completely revised and 
significantly improved, we found that very little has been 
accomplished. 
 
The Department takes too long to complete information technology 
projects 
 
25.41 Information technology advances rapidly, and if projects take too 
long to complete, plans become outdated and specified equipment 
obsolete, or even unavailable.  The Treasury Board's  Blueprint For 
Using Information Technology states that, to reduce risk, development 
teams should work on short-term projects of four to six months.  Short-
term projects also ensure stability of work teams, which is important 
in a military setting where personnel are posted to different jobs at 
least every four years. 
 
25.42 We examined 110 projects costing between $3 million and $200 
million.  We found that the average time it takes to implement an 
information technology project is over seven years.  This does not take 
into account the often lengthy planning period before management 
approves funding.  If the planning phase is considered, information 
technology projects take, on average, over 14 years to complete.  Only 
six of the Department's planned projects will take less than five years 
to develop and complete. 
 
 
Exhibit 25.1 is not available, see the Annual Report. 
 



 
25.43 The reason things take so long to accomplish is the Department's 
management system.  It requires a project sponsor to secure management 
approval for all the necessary funding at the outset.  The sponsor must 
therefore develop complex plans that go far into the future to justify 
major expenditures.  Plans must be submitted to senior management for 
approval at several phases of the project.  A contractor usually is not 
identified until all the specifications are complete, which leads to 
further changes and delays.  Finally, the posting of military officials 
from position to position creates turbulence and loss of momentum as 
old managers leave and new managers learn about the project. 
 
25.44 Many projects could be implemented much more quickly.  Some have 
become obsolete while still in the planning phase.  For example: 
 
 • The Aerospace Engineering Test Establishment (AETE) began a 
Capability and Facilities Upgrade project in 1982 to improve its 
existing facilities in Cold Lake, at an estimated cost of $84.8 
million. The rapid development of computer technology means that 
engineering staff need more detailed information to evaluate the 
performance of newer aircraft, such as the CF-18.  Under the current 
schedule, this project will be put in place from 1997 to 2003, some 20 
years after the CF-18 was first introduced. 
 
 • The Department began the Military Police System Project to 
automate the record keeping of service, criminal and other offences 
committed within DND jurisdiction, as well as the transfer of this 
information between bases, the commands and National Defence 
Headquarters and to provide the military police with related automated 
services.  This project had been under study since 1974, and began in 
its present form in 1989.  Its estimated cost is $30 million.  After 
years of slow movement, the Department now intends to implement the 
project between 1995 and 2000, some 26 years after identifying the 
need. 
 
 • The Department decided in 1977 to provide computers to 
Canadian Forces bases to automate administrative functions through the 
Base ADP project.  Phase I was to establish a base-level computer 
system of six functional management applications, with a total 
estimated cost of $54.9 million.  The first of these was delivered in 
December 1993, after most of the bases had already acquired many 
personal computers.  Base ADP will have both mainframe and personal 
computer applications.  The Department has decided to end Phase I in 
1994 but it is not clear how many of the six functions -- beyond the 
first one -- will be  operational by then.  In 1989, the Department 
authorized Base ADP II, a separate $20 million project, to provide 
increased base-level automation over the period 1998 to 2004.  We could 
find no documentation presenting the benefits to be gained from Base 
ADP II. 
 
25.45 Lengthy delays increase both the cost of projects and the risk to 
their successful completion.  Projects that experienced failure or 
setbacks because of such delays include the Base ADP Project and the 
MIDAS project, described in the previous chapter (paragraph 24.96). 



 
Long-range budgets are not adequate 
 
25.46 Senior management must have an accurate view of its information 
management program.  It must be sure that projects it has approved are 
being carried out, and it must know what funds are actually available 
to meet emerging requirements.  In National Defence we found that long-
range budgets are not based on documented analysis and do not provide a 
firm basis for management decisions. 
 
25.47 The Department's program management system requires that funds be 
forecast for 15 years into the future.  Information technology is 
foreseeable for five years at best.  Many of the  estimates for 
projects tying up funds in the information technology program are thus 
inaccurate or unsubstantiated. 
 
25.48 There are several problems caused by stating cost estimates far in 
advance of any analysis or study of the requirement and the possible 
technological solutions.  Doing so gives central co-ordinating staff 
the impression that the  requirements for large capital budgets are 
known years in advance of the planned expenditures.  Establishing 
separate funds for each requirement has the effect of encouraging 
"stovepipe" solutions, when it would be better to address several 
requirements through a single project.  Finally, cost estimates that 
are too high can lead to the stretching out or deferral of projects 
with  high cost-saving potential or military value, because the plan 
indicates that funds are not available for them. 
 
 
Exhibit 25.2 is not available, see the Annual Report. 
 
 
25.49 Staff were not able to explain adequately how sponsors had 
determined the funding levels for 22 out of 61 projects in our sample. 
Sometimes not even general assumptions were recorded to explain funding 
levels.  In seven cases, sponsors met requirements by other means, such 
as spending from the operations and maintenance budget, while they 
continued to identify the same requirements as capital projects.  For 
example: 
 
 • The Aircraft Maintenance Management Information System 2, 
estimated to cost $7.5 million, has met some project goals using 
operations and maintenance funding rather than project funding.  
Project officials told us that they plan to use the saved project funds 
for software development not included in existing plans. 
 
 • Project officials for the $102 million NORAD Regional 
Operations Control Centre told us that they cannot determine what the 
project will cost, since technological choices will be determined 
largely in the United States and by other factors. 
 
 • The requirement for the National Defence Operations 
Switchboard Replacement no longer exists because of advances in secure 
telephones, but the Department still lists the project in its program. 



 
 • The requirements for the KG34 Crypto Replacement Project will 
be met completely by other projects, yet it remains in the program. 
 
 • The Department has planned since 1982 to build a Land 
Software Engineering Facility for $7 million. But it also established a 
Land Software Engineering Centre, funded from operations and 
maintenance money and money from the Low Level Air Defence project.  
Since the Centre fills the requirement identified for the Facility, the 
Department now plans to use funds in the original Facility budget for 
workstations. 
 
We estimate that $1.2 billion of the $3.2 billion worth of current 
information technology projects listed are not supported by an adequate 
plan, or else the need has already been met by other means. 
 
25.50 The  requirement to forecast funding needed 15 years into the 
future, called for by the Defence Program Management System, does not 
appear suitable for information technology projects.  The main problem 
is that, due to uncertainty about technical advances and about the 
projected size of National Defence, it is not clear how much future 
hardware will cost, what software will be commercially available, or 
who will use the products.  Hence it is not realistic to produce more 
accurate estimates. 
 
25.51  With inaccuracies so widespread, senior management does not have 
a clear idea of how projected funds will be spent.  In these 
circumstances, program control is undermined and can become 
ineffective. 
 
The program management system does not adequately take cost reduction 
into account 
 
25.52 In the Canadian government, cost reduction and cost containment 
are important departmental priorities.  This is especially the case in 
the Department of National Defence, whose budget underwent a major 
reduction in 1994.  At that time, the Minister's  budget impact 
statement said that the Department would "attack overhead", but did not 
mention the use of information technology.  Our audit shows that there 
are information technology projects with great potential to reduce 
operating costs, but these are not adequately taken into account. 
 
25.53 The Department of National Defence naturally places its first 
priority on ability to conduct military operations.  Nevertheless, 
failure to reduce support costs over the long run decreases that 
ability by diverting funds from operations to overhead.  What is 
required is an approach that fully assesses all the costs and benefits 
of projects so that short-range and  long-term benefits are balanced. 
 
25.54 Until January 1994, cost reduction was not a priority in the 
selection of information technology projects.  Since then, the 
Department has recognized cost savings as a criterion in selecting 
projects to fund but allows it only 3 of 15 points in the priority 
ranking system, no matter how much money could be saved.  A system with 



arbitrary point limits is unlikely to assess management trade-offs 
correctly. 
 
25.55 Moreover, there were problems with the way the new system was 
implemented.  Program managers did not provide adequate guidance to 
project staff on how to determine the potential for cost savings.  
Projects where potential savings were not fully defined did not receive 
even the three points allowed for cost-reduction potential, including a 
case where the benefits were very promising.  Senior managers 
complained that the point rating system was inaccurate, and had to 
renegotiate to determine which projects should be given priority.  We 
found that the full magnitude of estimated cost savings was not 
presented to senior management for some projects.  We could not find 
any documentation to support the lower estimates presented. 
 
25.56 Our sample of 61 projects -- over  one half of the entire 
information technology program -- contained 11 that project offices 
believed had potential for significant cost savings but that were not 
implemented as quickly as the potential savings might appear to 
warrant.  According to the estimates of project officials, implementing 
those projects on a priority basis would have saved at least $700 
million.  The projects included the following: 
 
 • The Land Engineering Maintenance and Operations System 
(LEMOS), designed to allow the Land Forces to manage their extensive 
fleets of vehicles better.  The project will cost over $20 million and 
the sponsors estimate that it will permit them to reduce operations and 
maintenance costs of vehicles by 10 percent, or $25 million a year, and 
of the system itself by another $3 million a year.  The project also 
would allow the Department to adopt Computer Aided Logistic Support, 
which officials estimate could save an additional 15 to 20 percent of 
the Land Force capital budget, or $115 million each year. 
 
Officials believe the LEMOS project would save at least $28 million 
each year, and the technology on which it is based is well known.  
Although the project office estimates that the project could be carried 
out in four to five years, the Department will not complete the project 
for 14 years. According to departmental plans, the project will wait 
eight years for funding and then be implemented over an additional six 
years. 
 
 • The Naval Maintenance Management Information System, which 
will link existing naval maintenance management systems with 
information on cost and performance.  The Department has estimated the 
cost-reduction potential of this project to be at least $9 million a 
year, but it is not scheduled to be completed until 2001. 
 
 • The Computer Assisted Electronic Training Project, which 
project officials estimate will cost $16.5 million.  This project could 
save money by reducing travel, the number of course training days 
required, and trainers' salary costs.  Although the Department is now 
implementing the project, the approval process took three years, 
foregoing savings of $27 million to $37 million annually. 
 



 • The Military Recruiting and Selection Information System, 
which will automate current manual processes involved in recruiting and 
selecting military members.  The Department began the project in 1982, 
but it will not be implemented until 1997, 15 years later.  Officials 
estimate the project could have been developed and implemented in less 
than four years and that it could save $2.7 million a year, by reducing 
paper burden and the number of people required to run the selection 
process.  The savings foregone amount to over $30 million. 
 
 • The Computer Assisted Publishing and Electronic Records 
Retrieval System, started in 1992 and intended to reduce the $1.5 
million per day the Department spends on computer printouts and other 
paper records.  The Department has estimated that more than $100 
million per year could be saved, but a pilot project scheduled to begin 
in 1993 has yet to receive funding.  The project has been delayed 
because of staffing problems and because of increased emphasis on 
management of information holdings.  However, the Department did not 
assess the costs of delay versus the benefits of further study. 
 
 
Exhibit 25.3 
 
Cost-Saving Projects Have Not Been Given Priority 
 
            Extra 
          Minimum    Time 
          Estimated     Waiting   Minimum 
    Cost      Annual    for    Savings 
    $93-94     Savings    Funding   Foregone 
Project Name  ($ millions)  ($ millions)  (Years)   ($ millions) 
 
Land Engineering  $ 21   $ 28   9  $252 
Maintenance 
Operating 
System 
 
Naval Maintenance   29      9   6    54 
Management 
Information 
System 
 
Military Recruiting    7      3   11    30 
and Selection 
Information 
System 
 
Trainee Production     6     23   4    93 
Management 
System Upgrade 
 
Computer Assisted   54    100   1   100 
Publishing and 
Electronic 
Records Retrieval 



System 
 
Strategic Message   96     25   2    50 
Switching System 
 
Quality Assurance    9     11   8    84 
Management 
Information 
System 
 
Computer Assisted   17     27   3    81 
Electronic Training 
 
Data Centres    25      5   1     5 
Consolidation 
and Automation 
 
Training     33      ?        ? 
Performance 
Enhancement 
 
Information    25      ?   19     ? 
Technology 
Management Tools 
 
TOTAL   $322   $231     $749 
 
Note:  Numbers have been rounded. 
 
 
There is little duplication of effort 
 
25.57 We assessed projects in our sample to try to determine the extent 
to which they duplicated the development or results of other projects. 
 Although there did not appear to be any central  assessment of 
projects for duplication, we found that project directors are able to 
co-ordinate their work.  We found only four projects that appeared to 
duplicate each other significantly. 
 
25.58 The Department has undertaken two projects to provide pay services 
to the Reserves.  We estimate the cost of duplication to be $9 million. 
 
25.59 We also found that the Department had a project in place to buy 
computer hardware for training facilities at Canadian Forces Base 
Gagetown, although the Base already had some of the necessary hardware. 
 During our audit, the Department acted to avoid the potential 
duplication and no loss occurred. 
 
25.60 The Department should re-examine the way it manages its 
information technology program.  It should: 
 
 • ensure that the new Defence Information Services Organization 
will be accountable for the information technology program as a whole, 
including providing strategic direction and clear guidance for 



managers; 
 
 • ensure that the guidance established for individual projects 
does not require longer-term planning than is practicable, and guard 
against retention of funds for which firm plans do not exist and 
against duplication of effort; and 
 
 • develop and implement a system to give appropriate priority 
to projects that will reduce costs.  This system should include 
analysis of the business cases for information technology projects and 
incentives for managers to implement cost savings projects. 
 
Department's response:  The criticisms of information technology (IT) 
project management are generally accepted as valid and are being 
addressed in a variety of fora both within DND and in co-operation with 
central agencies and other government departments. 
 
On the first point:  The approval to create the Defence Information 
Services Organization (DISO) focussed primarily on the need to 
establish a single organization having the authority and accountability 
for the overall IT program.  The DISO has as a priority objective the 
approval and promulgation of the overall Information Management (IM) 
Policy and implementation strategy.  Concurrently, strategic planning 
activity is under way to ensure IM/IT strategies are aligned with 
DND/CF missions and roles, and that these strategies are reflected in 
associated standards, plans and directives. 
 
On the second point:  It is difficult to reconcile the recommendation 
with the requirement to at least identify individual project areas in 
the 15-year Defence Services Program (DSP).  It is accepted that 
initial estimates must, by their very nature and the pace of 
technological change, be very approximate.  We are committed even in 
current practice to a regular review and refinement of such estimates 
as projects approach the substantive approval stages. 
 
On the third point:  The co-ordination of Information System and 
Management Plans with a comprehensive business plan will contribute 
significantly to the identification of opportunities for major cost and 
effectiveness improvements, and thus the development of formal business 
cases to justify strategic investments, and an accountability framework 
to assist in verifying results. 
 
The lengthy planning and approval process has been widely recognized 
and numerous studies and trials related to the overall Defence Program 
Management System (DPMS) and specific project areas have been initiated 
to achieve major improvements.  It should be recognized and accepted 
that the 15-year planning data must of necessity be approximate and 
subject to refinement and verification throughout the steps leading to 
project approval. 
 
Project Management 
 
25.61  As well as managing information technology at the strategic 
program level, government departments also need to manage the 



acquisition of individual parts of their programs.  In the federal 
government, this is usually referred to as "project management", which 
includes the development, acquisition and installation of individual 
information technology systems.  The systems may involve hardware, 
software or applications, but usually all three. 
 
25.62 The Department of National Defence has over 40 projects in 
progress valued at $2.9 billion in its program to provide general-
purpose computing and telecommunication services.  We selected a random 
sample of 12 projects completed or initiated since 1988.  Those 
projects and their estimated  costs are listed in Exhibit 25.4. 
 
 
Exhibit 25.4 
 
Projects in Sample 
 
         Estimated 
Name         Cost     Met 
of Project       ($Millions) Type   Criteria 
 
TCCCS        $1,899.5 Communication No 
 
CFSS Upgrade      291.0 ADP   No 
 
Military Aeronautical 
Communication System     29.5 Communication Yes 
 
Base ADP        55.6 ADP   No 
 
Line of Sight UHF Replacement    18.9 Communication Yes 
 
Integrated Data Network (IDN)    58.2 Communication Yes 
 
Central Computational Pay System   27.0 ADP   Yes 
 
MPIS Upgrade        4.8 ADP   No 
 
FIS MK III        7.1 ADP   Yes 
 
Joint DDDS/ORAE Computer     16.9 ADP   No 
 
DCB Hardware Replacement     10.2 ADP   Yes 
 
Teletype Fleet-Life Extension     4.5 Communication Yes 
 
TOTAL        $2,423.2 
 
 
25.63 Our audit assessed whether the projects produced results as 
specified in their plans within agreed time and costs, whether they met 
Treasury Board criteria for the management of capital projects, and 
whether they followed the "best practices" of the information 
technology industry.  The criteria included having a clear definition 



of what the product is supposed to do, considering the costs and 
benefits of all the reasonable alternatives, staffing the project 
office with qualified people, ensuring that managers know what they are 
responsible for, and breaking the work into manageable units. 
 
25.64 Seven of the 12 projects met our criteria.  They were  
primarily hardware purchases with well-defined requirements, and were 
relatively uncomplicated to put in place.  However, the seven projects 
accounted for only 7 percent of the value of the projects in our 
sample. 
 
25.65 The other five projects, comprising the other 93 percent of 
project value in our sample, failed in some significant way to meet our 
criteria.  They tended to be more complicated development projects that 
would directly affect how work was carried out by large numbers of 
people. 
 
 • The Tactical Command, Control and Communication System 
(TCCCS), a $1.9 billion project intended to provide a modern Land Force 
battlefield communication capability, is at risk.  Prior to government 
approval, the  Department changed the definition of requirements 
several times to respond to budget changes.  The project office is 
completing detailed definition work during the implementation phase.  
The project office committed 70 percent of its entire contingency fund 
of $170 million and has earmarked the balance to pay for engineering 
change proposals and foreign exchange fluctuations, even though the 
most complex segment -- the design of software to integrate the 
communication system -- is only 10 percent complete and eight months 
behind schedule.  Slippage will require the project office to remain in 
place at least a year beyond the original plan, at a cost of almost $1 
million per month. 
 
The project will not deliver integrated logistics support by the time 
the first radios arrive.  We have found in the past, as noted in our 
1990 chapter on military training and our 1992 chapter on the Canadian 
Forces Reserves, that this results in extra cost to the government. 
 
The project will not supply enough radios to fully equip all Land Force 
units.  The Department regards the project as the minimum requirement. 
 Any cost overruns that cannot be funded, therefore, will require 
offsets from elsewhere in the communication system or reductions in 
integrated logistic support. 
 
 • The Canadian Forces Supply System Upgrade is a $291 million 
project designed to correct problems in the existing national system of 
supply management.  The Department began working on this project in 
1985 and has already spent about $52 million to define requirements and 
select a contractor -- over $16 million more than originally planned.  
It expects to award a contract to a private sector software developer 
in late 1994.  The Department and the contractor are working on a 
"bridging phase", during which they are revising the performance 
specifications for the system and negotiating terms of the contract. 
 
The Department approved the project based on operational needs, but did 



not undertake a full cost-benefit analysis.  Potential benefits of the 
project were not quantified until this year, five years after the start 
of detailed project definition studies and the expenditure of 17 
percent of project funds.  The project is now more than three years 
behind its original schedule. 
 
 • The Base ADP project is described more fully in the box 
below.  In general, the project has taken more than eight years to 
complete, has suffered overruns in time and cost and has not delivered 
the products included in its original objectives. 
 
 • The Military Personnel Information System upgrade project is 
designed to correct long-standing deficiencies in that system (see 
Chapter 24, paragraph 24.96).  The Department has spent $3.8 million on 
hardware and two software applications, but the deficiencies have not 
been corrected. 
 
 • The DDDS/ORAE Computer project was intended to provide 
specialized support to departmental graphic artists and operations 
researchers.  We found that requirements were not completely and 
adequately defined and that project staff did not do an adequate 
options analysis or risk assessment. 
 
As a result, this $16.9 million project did not provide a usable 
product to the graphic artists.  The operations researchers scrapped 
their system five years after project completion. 
 
25.66 Our audit shows that the Department did well when purchasing 
hardware to meet well-defined requirements.  It has experienced the 
most difficulty in delivering software development projects.  Overall, 
we found that requirements definition and options analysis need to be 
improved. 
 
25.67 We expected to find a full cost-benefit analysis of all reasonable 
alternatives that could satisfy project requirements.  We expected 
these analyses to include quantified performance and cost factors, as 
well as "soft", difficult-to-measure costs and benefits.  We found in 
the group of projects that did not meet our criteria that the level of 
analysis was poor.  Options analyses were mostly qualitative and used 
order-of-magnitude cost estimates.  The options for the TCCCS project, 
valued at $1.9 billion and aimed at equipping the entire Land Force, 
were assessed on qualitative aspects only, not on hard performance or 
cost.  The benefits of the $291 million supply system upgrade were not 
assessed before the project was approved. 
 
25.68 The lack of user involvement throughout the project  life cycle 
increases risk, as do development methods that require user 
representatives to develop requirements and hand them over to a project 
manager, who then defines the system needed and in turn hands the 
completion of the project over to a contractor.  This method does not 
meet "best practice" criteria.  The information technology industry 
prefers a higher level of user involvement, based on small modules that 
allow for evolutionary development of a large system. 
 



25.69 The two cases presented below contrast the two approaches.  The 
Department has not yet fully incorporated evolutionary system 
development in its project management system, although it has taken 
steps in that direction.  System developers must go around the program 
management system to apply evolutionary system design.  On occasion 
they do this by funding projects as "operations and maintenance",  
which calls for less stringent control.  Use of operations and 
maintenance funding defeats the goals of the project management system 
and may leave associated logistic requirements unmet because there is 
an assumption that operations and maintenance projects do not need to 
address logistics. 
 
25.70 We found that senior project staff often lacked appropriate 
qualifications and experience in system development.  This contributed 
to the problems encountered by Base ADP and the DDDS/ORAE Computer, and 
to the delays in the development of the requirements for the supply 
system upgrade. 
 
 
Exhibit 25.5 
 
The Battle Management Information System -- Appropriate Project 
Management 
 
The Battle Management Information System (BMIS) is the system that Air 
Command uses to provide commanders with graphic displays of radar-
detected air movement, coverage and operational status of radars, and 
readiness of aircraft.  It also provides summaries of airfield status, 
air transport scheduling assistance, and secure office automation, 
including secure message transfer.  BMIS is the key system for fusing 
battle management data into a single picture for commanders in Canada 
and those deployed overseas. 
 
Air Command has developed and fielded BMIS through a series of small 
projects.  It expects the entire system to cost about $17 million when 
complete.  The project appears to have been successful to this point.  
The reasons for this success are the following: 
 
•The adoption of an existing, suitable system.  Air Command did not 

attempt to "reinvent the wheel".  Air Command developers adopted 
the Command Tactical Information System developed by the United 
States 11th Air Force, which they found met most of their 
requirements.  The 11th Air Force provided computer codes at no 
cost to Canada and formed a development consortium with Air 
Command to improve and expand the system. 

 
•Use of an evolutionary approach.  Air Command began on a small scale 

and developed modules quickly.  Developers could control their 
projects and meet user requirements. 

 
•Significant user involvement.  The main client, Fighter Group 

Headquarters in North Bay, drove the development priorities and 
was involved throughout.  The major  complaint to date has been 
that the developers could not supply application modules fast 



enough. 
 
•A stable development team.  The Command built up a development team in 

Winnipeg that had one officer in charge over the first three years 
of the project's life. 

 
The BMIS development was not perfect.  Project success has sometimes 
been achieved at the expense of program control.  Developers went 
outside the program management system, building their system with 
operations and maintenance funds, and the project office has not yet 
met important requirements such as documentation and logistic support. 
 However, BMIS has delivered a workable system in a short time at a 
reasonable cost.  Officials told us that the Department is now 
considering  possible ways of improving flexibility and speed while 
ensuring that the entire requirement is met. 
 
 
Exhibit 25.6 
 
Base ADP -- Inappropriate Techniques 
 
Base ADP is a project intended to provide Canadian Forces bases with 
information technology to support a wide range of administrative and 
support functions, including construction engineering, military and 
civilian personnel management, workshop management, transportation 
operations, and base pharmacies.  The Department approved the project 
in 1981 but funding was not available until 1986, when Treasury Board 
approved $55 million for the project.  In 1994, eight years later, the 
project is still trying to complete its products. 
 
The project has not been successful.  At the time of our audit, most of 
the application modules were behind schedule and  over budget.  For 
example, the construction engineering module was 22 months behind 
schedule and 10 percent over budget; the military personnel system 
product was rejected as unacceptable and now will be about two years 
late; to minimize costs the civilian personnel administrators withdrew 
from the original project and substituted another existing system; the 
pharmacy module is two years late; and the workshop module is a year 
behind schedule and $500,000 over budget.  In addition, the 
transportation operations module was designed to operate on a large 
computer, but the project will deliver personal computers.  The sponsor 
likely will scrap the module. 
 
The reasons for these problems are  as follows: 
 
•Inadequate user involvement.  Base ADP represents an old approach to 

development that involved users closely only during the first 
stage of the project.  The project office developed the 
requirements in the early 1980s through surveys, interviews and 
site visits.  That version of the requirements was the basis for 
the project approved in 1986, although user needs had changed due 
to technological advances and operational changes. 

 
•Lack of suitable development methodology.  The project office used a 



system development method that, although accepted in its day, 
further separated programmers from the functional users by 
requiring them to work from a specification rather than directly 
with the user. 

 
•Contract deficiencies.  The contract lacked penalties for late 

delivery of work; there was no provision for approving changes in 
contract staff; and there was no mechanism for consultation with 
the contractor to clarify requirements. 

 
•Weaknesses in the project team.  Many key staff lacked prior 

experience in project management and systems development.  The 
project office had a high turnover in staff. 

 
 
25.71 Also, military personnel change jobs frequently.  The larger, 
longer projects each had, on average, three managers and four 
directors.  The impact of turnover could be reduced if projects were 
designed in modules that could be completed during the tenure of a 
single manager. 
 
25.72 The Department should normally use an evolutionary approach to 
developing information technology projects rather than attempting to 
deliver the complete system by the existing  method, which takes years 
to put a product in the users' hands. 
 
25.73 The Department should ensure that capital projects are approved 
only after adequate options analyses  have been completed. 
 
25.74 The Department should take steps to ensure that directors and 
managers of information technology projects have system development 
qualifications commensurate with the size of the project. 
 
25.75 The Department should ensure that, to the maximum extent 
practicable, project staffs are stable throughout the project's life.  
It should break large projects into smaller, more manageable units that 
can be completed during the tenure of a single manager. 
 
Department's response:  A major change has been instituted to 
streamline project management by creating a directorate that has the 
mandate to direct projects from the acceptance of an initial 
requirement through to system delivery.  It is anticipated that this 
will improve continuity and understanding of requirements, and provide 
greater flexibility to adapt to changing requirements and to implement 
early capabilities. 
 
In co-operation with central agency and departmental program management 
authorities the Defence Information Services Organization is actively 
investigating evolutionary and modular approaches to systems delivery 
that fully involve the user, but maintain the required accountability 
framework (paragraph 25.72). 
 
The recommendation concerning options analyses (paragraph 25.73)  is 
agreed and procedures that already provide for such analyses are being 



refined to ensure objective assessment of all practical options. 
 
The assignment of appropriately qualified project managers and their 
availability for the life of the project (paragraphs 25.74 and 25.75) 
are pursued to the extent possible, consistent with the exigencies of 
the Canadian Forces and the availability of qualified civilian 
personnel.  The implementation of the evolutionary approach to 
information technology project development is expected to facilitate 
modularization of larger projects into more manageable segments. 
 
The recommendations are accepted.  Many initiatives are under way to 
address the noted deficiencies. 
 
Operations Management 
 
25.76 This chapter has so far discussed the overall planning of 
information technology and the acquisition of individual parts of the 
information technology base.  It is also important to ensure that 
technology is efficiently and effectively used once it has been 
purchased and installed. 
 
25.77  We reviewed five aspects of information technology operations:  
information systems, telecommunications, departmental data centres, 
local area networks, and application software maintenance.  We 
concentrated on the economy and efficiency of operations. 
 
25.78 We found that here, too, operational efficiency and effectiveness 
had been affected by the lack of adequate central management of the 
entire program.  However, we did find that individual managers often 
had been able to improve efficiency within their immediate areas of 
responsibility. 
 
Most information system users are satisfied, but efficiency problems 
remain 
 
25.79 Over 10,000 individuals work in major Defence headquarters and use 
hundreds of computer systems.  We surveyed a random sample of 1,600 
headquarters staff to find out if they were happy with the information 
systems they used. 
 
 
Exhibit 25.7 is not available, see the Annual Report. 
 
 
25.80 We found that over 45 percent of headquarters staff use 
information systems and that over 60 percent of them use the 
information to perform analysis or to make decisions.  About 78 percent 
of the users of these systems told us that they  are satisfied with the 
information system they use (see Exhibit 25.7). 
 
25.81 Problems affecting efficiency do exist, however.  Almost 60 
percent of users have not received formal training and about half of 
them  believe that this detracts from their performance.  Exhibit 25.8 
depicts the reasons why over a third of users feel that their job-



related information requirements are not met by the information system 
they use.  Over a quarter find themselves often searching for 
information to supplement their computer system.  We also found that a 
minority of about 14 percent are not confident that the data their 
system  provides are free of errors. 
 
25.82 We also found that most of the users who depend on local systems 
or personal computers input at least some of their data by hand 
(Exhibit 25.9).  More than 20 percent of users of local and personal 
computers input data by hand directly from hardcopy printouts produced 
by another computer system.  This is costly and negates at least part 
of the value of the system. 
 
 
Exhibit 25.8 is not available, see the Annual Report. 
 
 
25.83 The Department should ensure that users of information systems are 
suitably trained. 
 
25.84 The Department should take steps to ensure that information 
systems contain the data required for users to perform their jobs. 
 
25.85 The Department should improve the transferability of data from one 
system to another. 
 
Department's response:  Steps are being taken to improve the 
availability of individual training in general information technology 
skills (paragraph 25.83), and to ensure that adequate provision for 
training is included in capital projects. 
 
The requirement to obtain required data from more than one source is 
forecasted to exist for the foreseeable future largely due to the fact 
that much information is not yet available in an automated form.  The 
ability to access all electronic information is expected to improve 
dramatically as the departmental information technology infrastructure 
is fully integrated over the next five years, and data standards are 
enforced (paragraphs 25.84 and 25.85). 
 
Telecommunications is becoming more efficient, but much more 
improvement is needed 
 
25.86 The Department of National Defence operates seven 
telecommunications networks. The  total cost of operating them was $165 
million in 1992-93.  About $75 million consisted of personnel costs and 
the balance of $90 million was spent on leasing services and 
facilities. 
 
25.87 The Department has reduced costs by about $10 million each year by 
setting up the Defence Integrated Services Digital Network.  However, 
the full potential of this information network has  not been realized 
because of lack of traffic.  Further savings will result as the 
Department moves more services to the network.  This initiative shows 
that the Department can apply up-to-date and proven technology to 



reduce costs. 
 
25.88 We assessed the Department's plans for further improvement against 
a model of what we consider the best use of existing technology.  
During our audit, the Department identified the major opportunities for 
cost reduction in its general plans.  We estimate that the initiatives 
identified could reduce costs by over $30 million each year, but the 
Department has yet to approve detailed implementation plans. 
 
25.89 The principal opportunity for savings lies in replacing the 
Strategic Message Switching System (SMSS) that the Department uses to 
send classified messages and messages that must be logged in as 
received.  The SMSS is obsolete and labour-intensive, requiring over 
1,200 people to operate and maintain it.  The Department is replacing 
parts of the system by using operations and maintenance funds, but 
plans to spend over $100 million before the year 2000 through the 
Defence Message Handling System initiative. 
 
25.90 However, detailed plans for the implementation of this project are 
still in draft form.  Documentation provided limited information about 
the impacts on expenditure levels, personnel and operations.  The lack 
of personnel redeployment plans is especially significant, since 
replacing the existing system with secure e-mail would affect over 
1,200 jobs and potentially eliminate many of them.  Detailed planning 
is required where large numbers of positions are to be eliminated and 
personnel affected.  Otherwise, the potential cost reduction is at 
risk, as is a fundamental improvement in service throughout the 
Department.  Without detailed plans, the annual savings are difficult 
to estimate accurately.  However, using assumptions that we believe to 
be reasonable, we estimate that the Department could save over $25 
million a year. 
 
 
Exhibit 25.9 is not available, see the Annual Report. 
 
 
25.91 We found the situation of the Defence Telephone System (DTS) to be 
similar to that of the Strategic Message Switching System (SMSS).  
Voice telephone requirements cost $25 million each year, or about 60 
percent of the Defence Integrated Services Digital Network costs, and 
over 20 percent of departmental telecommunications expenditures 
overall.  We estimate that modernizing the DTS could save $5 million a 
year but, as is the case with the SMSS, detailed implementation plans 
do not yet exist. 
 
25.92 Besides these opportunities, we identified two other areas where 
cost savings could be realized.  The Department  maintains two control 
centres for the Defence Integrated Services Digital Network and the 
Integrated Data Network, at a cost of $4.1 million a year.  These 
centres are very similar in nature; consolidating and reducing the 
staff involved in leasing could save approximately $1.5 million a year. 
 During the course of our audit, the Department began to consolidate 
the centres. 
 



25.93 The Department is using only 60 percent of the ports and half the 
volume capacity of the Integrated Data Network.  Users have complained 
about the amount of time it takes to be connected to this service; we 
found the administrative process to be complex and cumbersome.  
However, the Integrated Data Network is cheaper to use than the 
alternatives being used currently. 
 
25.94 During our audit we found that managers frequently had to 
undertake special studies to answer our questions about the  costs of 
services.  Managers agreed that they need this information themselves, 
and they consider existing systems inadequate to meet their needs for 
cost information. 
 
25.95 The Department should ensure that plans for the Strategic Message 
Switching System (SMSS) and the Defence Telephone System (DTS) projects 
are fully developed and reflected accurately in the Defence Program 
Management System.  The plans should describe benefits, provide 
accurate estimates of capital and operating costs, provide a detailed 
implementation schedule and address technical and personnel impacts. 
 
25.96 The Department should reduce costs by accelerating the rate at 
which users are added to the Integrated Data Network. 
 
25.97 The Department should ensure that adequate  information is 
available to support business planning for the management of 
telecommunications services. 
 
Department's response:  The Department has assigned a very high 
priority to the rationalization and integration of all national 
communication networks, subject to the availability of security 
products.  The resource and schedule implications are being fully 
defined during the course of this planning and design activity 
(paragraphs 25.95 to 25.97).  These plans and resource requirements 
will be incorporated in the associated Defence Information Services 
Organization business plans. 
 
The Department has improved efficiency at data centres 
 
25.98 At the outset of our audit the Department operated two large data 
centres:  one in Ottawa and the other at Canadian Forces Base Borden.  
These centres used computer technology dating from the early 1980s. 
 
25.99 The Department began a study in 1990 to upgrade the data centres, 
but a cost study was not begun until January 1993 and was completed in 
December of that year.  In January 1994 the Department decided to close 
one data centre, which will save more than $21 million over the next 
five years.  Delay in acting on  this potential for cost savings has 
cost the Department almost $5 million each year. 
 
25.100 The closure will further improve data centre efficiency. 
 
The Department has not taken full advantage of its investment in local 
area networks 
 



25.101 Local area networks are computer systems based on connected 
groupings of small computers or workstations that share software, data 
bases and network resources, such as printers.  Users of local area 
networks can pass information from station to station or share commonly 
used data.  Networks can be local, in one office or a single building, 
or can be national in their scope.  The Department has linked most of 
its personal computers in local area networks and plans to create 
larger metropolitan area networks. 
 
25.102 The Department does not have a complete inventory of its 
network investment, although in 1993 it began to develop an inventory 
and intends to complete the project by 1996.  Commands and headquarters 
groups are responsible for the development and management of their own 
local networks.  The Department has acquired at least 500 networks that 
support about 45,000 users, at a cost of over $135 million. 
 
25.103 In spite of the extent of its investment in modern network 
technology, the Department has yet to take full advantage of it.  
Because managers have developed their networks individually, there has 
been only limited use of common systems across commands and groups in 
National Defence Headquarters.  Few networks can communicate with each 
other and there is a risk that some existing networks cannot be linked 
together. The Department has only recently adopted strategies, policies 
and management plans to integrate its networks.  National projects such 
as departmental e-mail and the headquarters metropolitan area network 
are recent. 
 
25.104 The Department has not yet begun to re-engineer its work 
processes to take advantage of the widespread presence of computer 
terminals and networks throughout the organization.  Some 
communications capability is in place, such as electronic mail, but the 
Department has not yet achieved the department-wide interoperability 
proposed in its long-term plans.  We found that there are several 
different electronic mail systems even within the same Headquarters 
group. 
 
25.105 As we have noted with respect to the acquisition of major 
capital items, departmental processes related to the acquisition of the 
$135 million worth of minor capital items are also inconsistent with 
the nature of information technology.  Approvals for buying equipment 
involve many people and often take a long time.  In one Headquarters 
group, for example, while most equipment is ordered by users in the 
fall, purchases are not made until the end of the government accounting 
year in the spring.  Delays in the process deprive users of benefits, 
may disrupt service support if equipment all arrives at the same time, 
and can affect warranties because equipment may not be installed when 
it is delivered.  We found that only one information technology manager 
maintains a workflow system to track technology acquisition and 
deployment. 
 
25.106 We noted a wide range in the qualifications and training of 
network support staff.  In some cases, funding has been insufficient to 
meet the training requirements.  Land Force Command officials noted 
serious deficiencies in the qualifications of its network support staff 



and thus in its ability to use them efficiently and train them. 
 
25.107 The Department should review its network management policies 
and practices and make them consistent with a technology that may need 
updating every 36 to 48 months.  It should reinforce its efforts to 
establish standards centrally and distribute them quickly. 
 
25.108 The Department should ensure that network support personnel 
are adequately trained to perform  their duties. 
 
Department's response:  The recommendations at paragraphs 25.107 and 
25.108 are accepted and the identification of practical solutions is 
being investigated in conjunction with acquisition, training and 
management activities for networks. 
 
The assessments in the Operations Management area, which appear to be 
derived largely from the user survey, are accepted.  They reflect the 
limited progress to date in overall systems integration, as well as the 
fact that training delivery has not been able to keep pace with the 
acquisition of work stations. 
 
Software maintenance management is adequate 
 
25.109 We reviewed the management of the Department's investment in 
software for four major systems:  the Financial Information System, the 
Military Personnel Information System, the Canadian Forces Supply 
System and the Central Computational Pay System.  These systems account 
for 40 percent of the Department's expenditure on software support. 
 
25.110 We found that, in general, the Department uses modern 
techniques and tools to update and improve its software to meet user 
needs.  The Department could improve them even more by doing better 
cost-benefit analyses of proposed system changes to maximize the 
benefit it receives from its programmers, and by improving the training 
that programmers receive. 
 
Summary and Conclusions 
 
25.111 Our audit indicates that there are fundamental problems in 
the way the Department of National Defence has managed information 
technology.  There has been no central manager, accountable for 
information technology overall.  The Department's system of program 
management appears to be unsuited to a technology that advances 
rapidly.  Senior management does not have reliable information about 
the way project managers plan to spend their money or the funds that 
are actually available to meet requirements.  Key priorities -- such as 
the need to reduce operating costs and to meet military command and 
control requirements -- have not been adequately addressed by the 
information technology program. 
 
25.112 We also found that long-standing problems in project 
management still exist.  The definition of requirements and the 
analysis of options remain inadequate and continue to result in extra 
costs to the Department. 



 
25.113 Finally, we found that the Department has begun to address 
inefficiency in its telecommunications and computer operations.  
Significant savings have already been made, but implementing the bulk 
of possible savings is still in the planning phase. 
 
25.114 The Department has already begun to focus on these problems. 
 The new Defence Information Services Organization can provide a 
management centre to begin correcting problems in program and project 
management, and impetus to continued gains in operational efficiency.  
In addition, initiatives described in the previous chapter to implement 
business planning and "Defence 2000" in the Department are expected to 
result in more responsive management and a more efficient management 
process. 
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Responsible Auditor:  Peter Kasurak 
 
Main Points 
 
26.1  The Department of National Defence  operates 30 Canadian 



Forces bases, several exercise and training areas, and numerous radar 
stations and other smaller fixed installations in every part of Canada. 
 It spends about $750 million annually to operate and maintain these 
sites, on which it has approximately 34,000 buildings. 
 
26.2  The Department has carried out three major studies of its 
portfolio of infrastructure holdings since 1975, but has not adequately 
linked its portfolio to the requirements created by its force 
structure.  Overall, the portfolio is neither linked to the needs of 
war and emergency nor configured to minimize costs. 
 
26.3  Decisions intended to reduce Defence infrastructure holdings 
have been delayed because of government concern about the impact of 
base closures on local economies as well as the potential political 
impact. Our study of the closure of two bases -- Base Summerside and 
Base Portage La Prairie -- indicates that the government saved a 
substantial amount of money, when all costs are considered.  To date, 
the local economies have suffered few ill effects.  However, the 
absence of a coherent government framework for carrying out the 
closures and of a clear strategy for mitigating negative economic 
impacts led to enormous resistance in the communities concerned. 
 
26.4  The use of the federal budgetary process, with its attendant 
secrecy, provides no opportunity to prepare the labour force and 
communities for change, and to plan a strategy for government 
assistance.  After the 1989 Budget announcement of closures, emergency 
financial assistance was provided to affected communities; not all 
announced closures and reductions actually took place. 
 
26.5  An open process, as used in the United States and as 
recommended by the Minister's Advisory Group on Defence Infrastructure, 
would permit open, rational planning.  Although officials pointed out 
that such a process is time-consuming, major restructuring of Defence 
bases is required only infrequently. 
 
26.6  We compared current holdings with those of the Australian 
Defence Force and with alternatives considered by the Department during 
its own studies.  Both comparisons indicate that there will be room for 
further base reductions after the 1994 Budget cuts have been 
implemented. 
 
Background 
 
26.7  National Defence has a budget of $11.5 billion to deliver its 
Defence Services Program during fiscal year 1994-95.  The bulk of the 
budgeted departmental activity takes place at 30 military bases and 
other related facilities.  How the Department configures this 
infrastructure can have a great impact both on local economies and on 
the cost-effectiveness of Defence services. 
 
26.8  Establishing the appropriate number of Defence bases and 
installations has been a long-standing problem.  After dramatic growth 
during World War II, the Department made frequent reductions in its 
holdings.  By the 1970s it was clear that there was a need to 



rationalize Defence facilities, and in 1976 the federal government 
developed a blueprint for Defence infrastructure. 
 
26.9  However, the government did not proceed with the plan.  
Because Defence facilities tended to be located in regions with slow 
economic growth, the government decided that the Department could close 
a base only if "replacement" activities for the base could be 
identified.  As a result, only two facilities were closed - Canadian 
Forces Ammunition Depot Renous in New Brunswick in 1978 and Canadian 
Forces Station Churchill in Manitoba in 1980. 
 
26.10 The high cost of maintaining unneeded facilities did lead to some 
closures throughout the 1980s.  Between 1986 and 1990, there were 21 
Pinetree Line radar stations closed, causing relatively little 
controversy because the installations were small and, in many cases, 
remote.  A second and more significant round of closures and reductions 
was announced in the 1989 Budget:  the government announced its 
intention to close eight sites and to reduce six others. 
 
National politics have affected rationalization 
 
26.11 Not all infrastructure reductions announced in the 1989 Budget 
have been carried out:  the Minister reversed the decision to reduce 
Canadian Forces Base Winnipeg, and the decision to close Canadian 
Forces Base Moncton has not yet been carried out.  The communities of 
Summerside and Portage La Prairie reacted strongly to the 1989 
announcement of their base closures, gaining national attention and 
extensive financial assistance from governments before the bases were 
closed. 
 
26.12 The reduced global military threat and increasing pressures on 
government budgets have changed the political climate for the 
Department.  The 1994 Budget announced the closure of four bases and 
the reduction of several other sites; most of the announced reductions 
had been recommended by the Department. 
 
26.13 The Defence Policy Review now under way may result in significant 
changes in the Canadian defence force.  Reductions in the size of the 
armed forces would reduce the need for infrastructure.  In addition, 
declining budgets have put increasing pressure on the Department to 
reduce overhead costs.  These factors make it important to ensure that 
Defence infrastructure is the "right size" and that appropriate plans 
and procedures are in effect to achieve that goal. 
 
Previous Audits 
 
26.14 In previous years, we did not audit specifically the Department's 
efforts to rationalize its infrastructure.  Still, our 1990 audit of 
human resource management found that the need for military colleges 
could be accommodated with two colleges rather than three, and that 
medical facilities were significantly underused.  In our 1992 follow-up 
we noted that the Department had completed some minor rationalization 
of medical facilities. 
 



Audit Scope and Approach 
 
26.15 To support defence activities properly, the Department needs the 
right amount and type of infrastructure at the right location.  
National Defence must match its infrastructure holdings with the force 
structure requirements that it projects over a 15-year planning period. 
 Departmental managers must achieve this at the lowest possible cost 
from the starting point of the Department's current holdings. 
 
26.16 We assessed whether National Defence holds the appropriate 
infrastructure to support its operations in peace and in times of 
emergency. 
 
26.17 To form an opinion on the justification and rationalization of 
National Defence infrastructure, we examined the Department's related 
plans.  We reviewed major studies the Department had undertaken to 
define its minimum infrastructure requirement.  We compared Canadian 
rationalization practices to those of the United States and analyzed 
two base closures in Canada.  We also conducted a limited comparison of 
some Canadian infrastructure holdings with those of similar operational 
units in the Australian Defence Force. 
 
26.18 The cut-off date for our findings was 30 April 1994. 
 
Audit Observations and Recommendations 
 
Force Structure Requirements Must Be the Basis for Property Holdings 
 
26.19 The 1994 Budget announced the reduction of five bases, the 
consolidation of two bases, and the closure of four bases, two 
detachments, two military colleges and several other minor sites.  
National Defence officials informed us that the process of identifying 
closures and reductions began in the fall of 1993 with a defined 
dollar-saving objective.  At the same time, the Chief of the Defence 
Staff issued instructions to achieve the "minimum required 
infrastructure".  An Infrastructure Review Board was set up and made 
recommendations to the Minister, with estimated savings.  After 
consultations among departmental officials, the Minister, Cabinet, and 
members of Parliament on the Government side, the government 
significantly altered the package of recommendations and identified 
additional reductions in Defence infrastructure. 
 
26.20 Since 1975 the Department has carried out three major studies - in 
1975, 1988 and 1993 - that attempted to define the minimum 
infrastructure requirement for the Canadian Forces. Their conclusions 
showed much similarity, but also varied in some important respects. 
 
26.21 The 1975 study was the only one that started from first 
principles, assessing the minimum infrastructure needed to support the 
Canadian Forces.  Although the minimum requirement it identified was 12 
bases, it recommended reducing what was then a total of 32 bases to 23. 
 The Department provided Cabinet with its recommendations, but no 
significant action was taken. 
 



26.22 The 1988 study was based on the 1975 study recommendations.  The 
1988 study had some impact on the closure and reduction announcements 
in the 1989 Budget, but its recommendations were altered substantially 
by a departmental review and also at the ministerial level. 
 
26.23 In 1993, a representative committee of senior officers, called the 
Infrastructure Review Board, determined the rationalization proposals 
that would achieve the targeted savings and reduce infrastructure to 
the minimum required.  It was supported by computer modelling, as well 
as by costing and manpower analysis.  Its recommendations formed the 
basis for the 1994 Budget announcements. 
 
26.24 The force development process in National Defence is the basis for 
determining its long-term infrastructure requirements.  National 
Defence began to address the infrastructure component of strategic 
force development with the production of the Force Development Plan in 
1992 and its successor, the Defence Development Plan, in 1993.  The 
force development process focusses on incremental changes to 
infrastructure requirements, but has not yet made a baseline link with 
the people, equipment and operations in the strategic plan.  To meet 
its reduction targets, the Infrastructure Review Board changed many of 
the projections in the Defence Development Plan. 
 
26.25 We examined the planning process and existing plans to assess 
their impact on infrastructure rationalization.  We found that planning 
for strategic force development and mobilization appears to be poorly 
linked with facility development plans, which map out the 
infrastructure needed on each base.  The Department lacks strategies 
for effectively managing and rationalizing the existing infrastructure 
in concert with long-term construction programming. 
 
26.26 The Defence Development Plan makes reference to construction 
programming for each of the commands over the next 15 years.  However, 
it focusses on incremental changes and does not sufficiently address a 
number of key areas, namely: 
 
 • the resources needed to finance acquisitions of equipment and 
facilities; 
 
 • the impact of equipment and facility acquisitions and 
staffing adjustments on the existing infrastructure; 
 
 • how the existing infrastructure should be managed and 
rationalized during the 15-year planning period; 
 
 • the impact of war and possible other emergencies on 
infrastructure requirements; 
 
 • guiding principles for infrastructure to support the 
Reserves; and 
 
 • the linkage between the Defence Development Plan and existing 
facility development plans. 
 



26.27 In our review of facility development plans we found that: 
 
 • proposed courses of action do not appear to be supported by a 
well-defined decision support system that examines life-cycle economics 
and costs and ensures that building construction and operations and 
maintenance costs are minimized; 
 
 • the plans do not address what should be done with the 
existing infrastructure; 
 
 • the Master Facilities Development Plan states that it is 
based on current approved policy, role missions and taskings.  However, 
the base facility development plans produced between 1987 and 1990 did 
not make reference to the 1988 Canadian Forces Development Plan, 
Infrastructure Planning Guidelines, a program control board master plan 
or other departmental strategic planning documents; and 
 
 • the plans generally were not reviewed every five years as 
departmental policy requires. 
 
26.28 National Defence recognizes that it must conduct a complete review 
of planning for mobilization and force readiness to conform with the 
government's anticipated new defence policy.  Work in that area is 
progressing, along with work on the policy, but no revised mobilization 
and readiness plans have been approved to date.  Commands have not yet 
fully defined their infrastructure requirements for their end-state 
force structure or for further augmentation needed in the case of 
mobilization or other contingencies. 
 
Decisions have been delayed by considerations of social and economic 
impact 
 
26.29 Our examination of National Defence studies and action taken 
subsequent to them found that, at least until the 1994 Budget, 
government concern about the impact of base closures on local economies 
and the potential political fallout led to indecision.  No established 
government framework existed for dealing with the issue of local 
economic impacts of base closures, although several departments and 
agencies had a jurisdictional interest.  National Defence, however, 
continued to bear the cost of keeping bases open even as budgetary 
pressures increased. 
 
26.30 To gain an appreciation of the impact of base closures on local 
economies, we conducted our own study of two base closures.  During the 
course of our study we also reviewed similar experience in the United 
States.  We considered the 1992 report of the Minister's Advisory Group 
on Defence Infrastructure and reviewed existing National Defence 
information on economic impacts.  Our study focussed on the two major 
base closures carried out as a result of the 1989 Budget announcement: 
 Canadian Forces Base Summerside and Canadian Forces Base Portage La 
Prairie.  We asked, "Are the two communities significantly worse off 
since the closure announcement, and has the government really saved 
money?" 
 



26.31 Using Statistics Canada census data from both before and since the 
closure announcement, as well as personnel, financial and housing data 
from National Defence and other government sources, we tracked the 
progress of government financial assistance negotiated after the 
announcement and the subsequent condition of the two local economies. 
 
26.32 The main findings of our study are as follows: 
 
 • The information on economic impacts of military bases that 
National Defence compiled to support the 1989 decision was founded on 
provincial and national demographic and economic indicators.  As local 
conditions can vary substantially, those indicators were not 
appropriate for making decisions on closures. 
 
 • Decision makers relied on National Defence estimates of 
savings that were not rigorously derived and that contained many flaws. 
 Savings figures presented did not allow for any financial assistance 
to communities, and underestimated closure costs. For example, after 
accounting for National Defence internal audit revisions to expected 
savings, and allowing for the cost of federal financial help to the 
community, we estimated savings at Portage La Prairie to be $170 
million (in Budget-year dollars) over the 15-year departmental planning 
period, compared to the $411 million originally estimated by the 
Department for the same period. 
 
 • The absence of a coherent government framework for carrying 
out the closures and of a clear strategy for mitigating negative 
economic impacts contributed to enormous resistance in the communities. 
 Subsequent financial assistance, negotiated in reaction to the 
backlash, turned out to be extensive. 
 
 • Even though the nature of government financial assistance was 
largely unplanned, available evidence indicates that it mitigated the 
negative impacts of base closures on the local economies of Summerside 
and Portage La Prairie.  In both cases, the local economies have shown 
few ill effects from the closures. 
 
 • Despite the extent of its financial assistance, the federal 
government began achieving net savings fairly soon after the closures. 
 
26.33 In the case of Summerside, we estimate that net savings (in 
Budget-year dollars) over the 15-year National Defence planning period 
after the closure will reach $850 million (Exhibit 26.1).  We estimate 
savings to the end of 1993-94 at $132 million, with the federal 
treasury having broken even in 1991.  In the case of Portage La 
Prairie, we estimate that net savings over the same 15-year period 
after the closure will reach $170 million (Exhibit 26.2).  We estimate 
savings to the end of 1993-94 at $8 million, with the federal treasury 
having broken even in 1994. 
 
 
Exhibit 26.1 is not available, see the Annual Report. 
 
 



Exhibit 26.2 is not available, see the Annual Report. 
 
 
There are many cost and social advantages in the approach to United 
States base closures 
 
26.34 The United States has had considerable experience in closing 
military bases.  In the past, regional political pressures had made it 
very difficult to close bases in that country.  To deal with the 
problem in the fairest way possible while maintaining a minimum of 
infrastructure, Congress passed legislation that sets out a framework 
for a workable solution. 
 
26.35 The United States legislation has streamlined the political 
process and virtually eliminated political bartering, by requiring the 
armed services to downsize their infrastructure holdings to match 
reductions in their force structure; by setting up a Base Closures 
Commission that holds public hearings on the proposals from the 
military and proposes a package to Congress; and by requiring the 
legislative and executive branches to approve the recommendations for 
closure as a package, within a limited time. 
 
26.36 In the United States, the armed services are forced to explain 
their proposals publicly against clear criteria that include military 
necessity and extent of potential savings.  Communities affected have a 
forum to air their concerns, and they generally perceive the process as 
fair.  The process also provides communities with time to organize 
early, reducing backlash and demands for financial assistance.  In 
addition, the government has made clear from the outset that financial 
assistance will be limited to helping communities organize, and has set 
up a mechanism to provide that assistance. 
 
26.37 In its 1992 report, the Minister's Advisory Group on Defence 
Infrastructure endorsed the principles of clear criteria for closures 
and an open process under an independent panel.  It recommended that an 
interdepartmental committee be set up to handle government financial 
assistance.  The House of Commons Standing Committee on National 
Defence and Veterans Affairs endorsed the report.  The Minister at the 
time deferred action.  Departmental officials told us they estimate 
that, under this recommended process, it would be two years before a 
closure could be announced; the length of the process is a particular 
concern. 
 
26.38 The current government's intent was to move quickly on its closure 
decisions, and it chose the Budget as the vehicle to announce them, as 
was done in 1989.  It has essentially rejected the main components of 
the U.S. approach, namely a legislative requirement that the amount of 
infrastructure match the size of the force structure, retention of 
infrastructure according to well-defined military priorities and 
requirements, open public debate on closure proposals and a well-
defined process for providing government financial assistance. 
 
26.39 Although quick action may have been justified, and it provided the 
Department with a way to meet planned budget cuts, we note that the 



budgetary process provides no opportunity to prepare the labour force 
or the communities for change, and to plan a strategy for government 
assistance. 
 
26.40 Following the 1989 Budget announcement, emergency financial help 
was needed where bases were closed.  Moreover, not all the announced 
closures and reductions took place.  For example, the decision to 
reduce Canadian Forces Base Winnipeg was reversed and the closure of 
Canadian Forces Base Moncton has not yet been carried out.  We also 
note that, since the 1994 Budget, financial assistance in one case has 
already been promised through the expected transfer of infrastructure 
and property to a province for one dollar.  In addition, the debate on 
the closure announcements is occupying the attention of Parliament 
instead of being conducted before an independent panel.  It is not 
clear that closures by the chosen process will take place more quickly 
than by the process recommended by the Minister's Advisory Group. 
 
26.41 We believe that the model proposed by the Minister's Advisory 
Group on Defence Infrastructure, similar to the U.S. model, offers 
important benefits.  It ensures that infrastructure holdings are 
aligned with measurable force structure components; it enhances 
objectivity in decision making by basing decisions on well-understood 
criteria and rigorous financial and economic information; it co-
ordinates government and community efforts in preparing for the 
changeover; and it develops a plan and budget for government financial 
help.  Although an open process such as the one suggested could take 
over two years to produce a decision, it would have to be done only 
once every several years and would likely arrive at an economically 
sound solution consistent with long–term force planning. 
 
There is opportunity for further rationalization and long-term savings 
 
26.42 To understand the total infrastructure requirement, we compared 
property held by the Canadian Forces with Australia's holdings for a 
mechanized army brigade and an air force squadron.  Both are similar to 
their Canadian counterparts in size, role and equipment.  We also used 
the Department's computer model for infrastructure to assess potential 
savings from consolidating operating units on fewer bases. 
 
26.43 Our comparison of Canadian and Australian holdings revealed that 
the amount of infrastructure for operating units is similar in both 
countries.  At the same time, it underlined the impact on 
infrastructure holdings of alternative methods for providing support 
services.  Support services use a large portion of Canadian base 
infrastructure.  In Australia, support services are not always provided 
directly by the defence department. 
 
26.44 Although we were not able to compare the full cost of these 
alternative methods of providing support services because the 
information is not available, our comparison points to the importance 
of reviewing such methods in the process of base rationalization.  We 
found that holdings are similar in most respects, with one important 
exception.  Australia's concept of base support relies on a separate 
entity to operate its married quarters, on municipal services for its 



utilities, and on contractors for its engineering and maintenance 
services.  So those support services require few personnel and a 
minimum of infrastructure held by the Australian Defence Force.  As the 
Canadian Forces continue their efforts to reduce the number of bases, 
they need to investigate the costs and benefits of this alternative 
method of providing support.  It requires considerably lower capital 
investment in infrastructure and may prove to be more economical in at 
least some locations.  (Exhibit 26.3) 
 
 
Exhibit 26.3 is not available, see the Annual Report. 
 
 
26.45 The Australian air squadron is situated in a desert with no large 
municipality adjacent and it needs considerable storage space for 
supplies.  It also has extensive fortifications to support its 
particular role.  Our comparison with the Canadian squadron showed that 
holdings are similar once those factors are taken into account. 
 
26.46 We also tested the Department's computer model for infrastructure, 
referred to by the Minister's Advisory Group on Defence Infrastructure. 
 We found that the computer model can be a useful simulation tool, but 
it requires more development to become dependable on its own.  National 
Defence is aware of the model's limitations, and used a combination of 
computer modelling and military judgment to support the 1993 
Infrastructure Review Board activities. 
 
26.47 We used the model with the assistance of Defence military 
personnel to assess the military and financial impacts of reducing 
infrastructure to the minimum requirement of 12 bases, as justified in 
the 1975 study.  The modelling showed that military capability would be 
enhanced.  As well, depending on the chosen configuration, savings of 
between $360 million and $970 million per year could result, chiefly by 
consolidating support staff.  To achieve those savings, approximately 
$1.3 billion to $2.5 billion in new infrastructure would have to be 
built, assuming a cost of $2,000 per square metre.  However, 
departmental officials cautioned that, in their opinion, the 1975 
approach is obsolete in the context of current needs.  Nevertheless, 
they agreed that there will be room for further rationalization once 
the reductions called for in the 1994 Budget have been implemented 
successfully. 
 
26.48 Both the comparison with Australia and the computer modelling 
indicate how support staff levels impact on infrastructure 
requirements.  By the same token, keeping infrastructure holdings at a 
minimum reduces the need for maintenance, and may lower operating 
costs. 
 
26.49 Based on its long-term force development plans, the Department 
should advance its development of a comprehensive, fully integrated 
strategy for portfolio management and investment to define:  the 
optimum infrastructure for the Total Force; requirements for new 
infrastructure, replacements and disposals; and maintenance strategies. 
 



Department's response:  The Defence Development Plan (1993) continues 
to be the strategic plan that defines force structure and the required 
resources, including infrastructure, to support such a force.  As 
recognized within this chapter, the optimization of departmental 
infrastructure, beyond the rationalization that is being performed, is 
a monumental undertaking involving hundreds of millions of dollars.  
Consequently, the Department will defer additional detailed facilities 
assessments pending further refinement of the Development Plan 
following currently planned reductions and the ongoing defence policy 
review. 
 
26.50 Where base closures or reductions are required, the government 
should consider an independent process, open to public scrutiny and 
involving all parties.  Cost-benefit studies of proposed financial 
assistance to affected communities should be conducted. 
 
Overall Conclusion 
 
26.51 Our audit found that, overall, National Defence has experienced 
difficulty in tailoring its portfolio of infrastructure to its military 
requirements.  Government and departmental managers need to bring 
infrastructure holdings into line with the minimum requirements of the 
planned force structure.  They need to provide the right numbers and 
types of properly maintained buildings and properties in the right 
places to support key defence activities effectively, for both 
peacetime and emergency requirements.  Limited Canadian experience and 
the experience of other countries indicate that savings can be made 
while respecting political realities. 
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Main Points 
 
27.1  The Department of National Defence administers the largest 
portfolio of property in the country.  Its capital construction budget 
is around $270 million, the largest in government.  It employs 2,000 
military and 6,900 civilian person-years to manage its infrastructure 
and spends over $750 million annually on personnel, operations and 
maintenance.  Of the 34,000 buildings in its portfolio, roughly 24,000 
are married quarters. 
 
27.2  Management of infrastructure acquisition needs to be 
improved.  As we pointed out in previous audits, the processes for 
capital acquisition are cumbersome.  Poor definition of requirements, 
design inconsistencies and a nine-year average completion time for 
projects resulted in excess costs to the Department, and projected 
savings from projects were not realized. Some major replacement 
construction projects were not supported by approved long-term force 



development plans. 
 
27.3  National Defence has complied with government directives and 
set up an environmental program.  However, the clean-up portion of the 
program will not be accomplished within the original objective of 10 
years and may take as many as 20 years.  Estimated costs are higher 
than planned resources.  Accountability for achieving the objectives is 
diffused.  The $700 million estimated cost for clean-up is significant, 
but has not been consolidated and reported fully to Parliament. 
 
27.4  Unsatisfactory accountability contributes to inefficiency and 
high costs in infrastructure management.  National Defence has been 
slow to correct known problems, such as delays in the approval of 
capital replacement projects and losses on permanent married quarters. 
 Information systems are antiquated, poorly linked and provide little 
costing data.  Known cost-saving initiatives developed in one location 
are not implemented across the Department. 
 
27.5  The Department needs to make fundamental improvements in its 
management of infrastructure to match commercial quality.  We estimate 
a potential for operational savings of over $100 million per year.  
National Defence's objectives for holding and managing permanent 
married quarters are unclear, and costs are excessive.  The 
productivity of in-house maintenance trades is significantly lower than 
in the private sector.  Infrastructure is ageing and approximately $1.7 
billion of maintenance has been deferred.  Operating funds are being 
used to refurbish existing buildings or replace works because the 
process for construction approvals is excessively cumbersome. 
 
27.6  National Defence recognizes that change is necessary to 
reduce costs.  It is attempting to introduce business planning to 
improve accountability, is proposing a special operating agency to 
manage its permanent married quarters and is conducting trials of new 
management techniques.  There is no formal government support for 
exposing internal operations to competition, and certain provisions of 
the government's Work Force Adjustment policy work against such an 
approach.  National Defence's efforts to make its internal operations 
competitive with the private sector are lagging behind those of defence 
departments in certain other countries where legislative support 
exists.  Where it has taken initiatives, it has been successful in 
streamlining operations or achieving savings. 
 
Background 
 
National Defence holdings are extensive 
 
27.7  National Defence administers the largest portfolio of 
property in the country: its land holdings rank second in area only to 
those of the Canadian Heritage department's national parks.  Its 
capital construction budget is around $270 million, the largest in 
government. 
 
27.8  The departmental organization responsible for infrastructure 
is Construction Engineering, a function that involves 2,000 military 



and 6,900 civilian person-years.  This function alone is larger than 
some government departments.  In addition, it contracts out major 
portions of its work. 
 
27.9  National Defence estimates the cost of replacing all its 
buildings and works at more than $17 billion. It has not estimated 
market values and assigns no value to land.  Of the 34,000 buildings it 
manages, roughly 24,000 are married quarters. 
 
27.10 Construction Engineering spends over $750 million annually on 
personnel, operations and maintenance.  In addition, Public Works and 
Government Services Canada annually remits approximately $110 million 
in grants in lieu of taxes for National Defence properties. 
 
27.11 Over the last several years, National Defence has successfully 
conducted trials of new methods of managing its bases and 
infrastructure support.  National Defence senior management is now 
attempting to change the management culture and move toward better 
accountability through "business planning", which involves 
decentralizing of authority and costing of activities. 
 
27.12 The current government has announced a defence policy review, 
expected to have an impact on roles for the military and on force 
structure. 
 
Previous Audits 
 
27.13 Our 1984 government-wide audit of real property found that 
departments did not comply with policies on the management of real 
property.  Some of the recommendations arising out of that audit 
applied to National Defence.  For example, we recommended that 
potential savings or loss of revenue be considered in assessing the 
efficiency of actual and potential uses of real property. 
 
27.14 Our 1984 audit of National Defence found shortcomings in the 
economic analysis of construction projects and in post-completion 
review. 
 
27.15 Our 1992 audit of Canadian Forces Reserves found major 
deficiencies in the acquisition of Reserve facilities. 
 
Audit Scope 
 
27.16 Our audit addressed asset management, maintenance and operations 
and environmental management.  We included all National Defence 
buildings, properties and works.  We excluded leased office facilities. 
 The cut-off date for our findings was 30 April 1994. 
 
27.17 To support defence activities properly, the Department needs the 
right number and type of infrastructure at the right location.  Each 
building has a life cycle of acquisition, maintenance and disposal. 
Life cycle management means getting the maximum use from the building 
at the lowest total cost for the whole life of the building. National 
Defence must match its infrastructure holdings throughout their life 



cycle with the force structure requirements projected over a 15-year 
planning period.  Departmental managers must do this at the lowest 
possible cost, from the starting point of the Department's current 
holdings.  Our audit assessed the Department's practices at each stage 
in the management process. 
 
27.18 In conjunction with the previous chapter on infrastructure 
reductions (see Chapter 26), we assessed whether National Defence holds 
the appropriate infrastructure to support its operations in peace as 
well as in times of emergency.  We also assessed whether the portfolio 
is well managed, with due regard to economy and efficiency. 
 
Observations and Recommendations 
 
27.19 In our 1984 chapter on real property we set out the five stages in 
the life cycle of facilities:  needs definition, options analysis and 
requirements definition, acquisition, in-service management and 
disposal.  Using the most appropriate techniques and information 
systems for life cycle portfolio management, managers must continually 
renew the portfolio and get the best use for the least cost from 
existing facilities until they are no longer suitable and are disposed 
of.  They must do this within existing laws, regulations and 
departmental policies.  The sections below follow this life cycle 
approach. 
 
Construction Management Needs to Be Improved 
 
Construction expenditure is significant 
 
27.20 The Department spends about $200 million every year on major 
construction projects valued at between $1 million and $100 million 
each to replace existing infrastructure.  In addition, it spends $70 
million yearly on minor projects.  We examined 15 of 93 major 
construction projects involving facilities that have been occupied 
since 1990 or that should be occupied by 1996.  Most of those projects 
had been reviewed and approved by Treasury Board.  We did not examine 
construction projects to support new military equipment. 
 
High-priority construction projects were within budget and on time 
 
27.21 The projects managed under a high-priority National Defence 
Headquarters initiative - the Infrastructure Adjustment Program - to 
accommodate the 1989 base closures and the closures in Europe did not 
encounter the problems we observed in projects managed through the 
normal process.  They were accorded high political and departmental 
priority.  These projects were generally completed on time - in 
approximately four years - and for around the original estimated cost. 
 They experienced little staff turnover and used a streamlined approval 
process. 
 
There are weaknesses in the management of the early phases of major 
construction projects 
 
27.22 Our audit of major projects focussed on needs identification, 



project planning, design and implementation of the projects.  We found 
important weaknesses in the management of the first three phases of 
major projects, especially in specifying the  requirements to meet 
identified needs.  In some cases, expected savings from the projects 
were not achieved as planned.  As well, there were instances where the 
need for acquisition and construction was not substantiated by approved 
departmental long-term plans.  The Defence Program Management System 
impedes timely replacement and there is often significant turnover of 
project management staff. 
 
27.23 We found instances where acquisition and construction has been 
carried out with the approval of force planning staff, although 
departmental long-term plans were in a state of flux. For example: 
 
 • In the fall of 1993 the Department contracted for the 
construction of a $5 million headquarters building at Canadian Forces 
Base Shearwater.  Despite the fact that a study of possible base 
closures began in September 1993, the contract was awarded on 8 October 
1993.  The federal election took place on 28 October 1993.  On 15 
November 1993, departmental officials assessed the financial 
implications of stopping the project, and concluded that it was more 
economical to complete it.  The 1994 Budget consolidated Base 
Shearwater with Canadian Forces Base Halifax, where there is also a new 
headquarters building under construction. 
 
 • A new armoury was built in St. Malo, Quebec at a time when 
the composition and role of the Militia were under fundamental review. 
 There were no approved Militia establishments at the time and there 
were no official plans as to which Militia units would be kept under 
the Total Force restructuring.  The Department chose not to opt for a 
temporary solution to the units' accommodation problems. 
 
27.24 We found cases where there was a failure to clarify objectives and 
requirements during the planning phase of projects.  For example: 
 
 • The Main Base Supply facility at Canadian Forces Base Halifax 
experienced many conceptual and design changes to the project.  Unclear 
objectives and faulty analysis resulted in time and cost overruns.  
From 1982 when the project was registered in the Defence Services 
Program to 1993 when it was finally approved in its current form by 
Treasury Board, the project went through at least two major 
redefinitions.  The 1988 statement of requirement was reworked in 1989 
when senior engineering staff realized that it called for warehousing 
over 100,000 items that had not moved in four years. In 1991, after 
consultation with users, the 1989 design was discovered to exceed the 
space requirement by 16 percent, but officials decided there was not 
time for another redesign.  The project is six years overdue, according 
to the original plan.  There have been many advances in inventory 
management techniques since the requirement for this warehouse was 
first identified in the 1970s.  Departmental officials told us that 
this was a particularly difficult project to define, which resulted in 
the delays. 
 
 • The new Peacekeeping Monument project did not properly define 



the requirement in its early stages. The final approved project cost 
ended up at 53 percent - or $800,000 - over the originally approved 
cost. 
 
 • The Fleet Maintenance Group facility at Canadian Forces Base 
Esquimalt was poorly planned.  The information presented to senior 
management in support of the project turned out to be inaccurate.  The 
actual cost was $13 million, or three times the original estimate, and 
the project was five years behind schedule.  The Department has since 
strengthened its senior management challenge of individual projects. 
 
27.25  In some cases, design decisions added costs and delayed projects. 
 For example, in an attempt to reduce the cost of the Fleet Maintenance 
Group (Pacific) facility, National Defence Headquarters changed major 
building systems late in the design process, which led to subsequent 
problems.  There was also poor co-ordination between sub-consultants.  
The impact of the problems was about $350,000 in additional unforeseen 
environmental clean-up costs for the project.  On the Main Base Supply 
facility in Halifax, designers added a specialized roof, justified on 
aesthetic grounds, that will cost an extra $685,000. 
 
Delays are a significant concern 
 
27.26 We found that Infrastructure Adjustment Program projects took 
close to four years to complete, while projects managed through the 
normal process required, on average, over nine years.  The 
Infrastructure Adjustment Program completed projects in about the same 
length of time as required for similar projects in the private sector. 
 
27.27 Departmental records show that projects valued at between $1 
million and $10 million take just as long to develop as large projects. 
 Projects over $10 million slip on average by about 30 percent, whereas 
projects under $10 million slip by about 130 percent.  Planners appear 
consistently to underestimate the time required to undertake the 
smaller projects.  Slippage can result in forgone operational benefits, 
turnover in project sponsor and management, higher costs and structures 
built for outdated needs. 
 
27.28 The "pre-development phase" -- or the time an approved requirement 
spends on a local priority list -- averages almost eight years.  During 
that period, projects are not tracked by the National Defence 
Headquarters project management system.  National Defence Headquarters' 
program planning process does not include projects for facilities 
deemed essential to support the force structure or operations if they 
are not affordable; nor does it aggregate their estimated cost. 
 
27.29 Officials told us that a lack of funding accounts for much of the 
delay, especially in the pre-development phase.  In such circumstances, 
we expected to find a system that would give high priority to 
construction projects involving the highest savings as well as 
recognizing operational imperatives.  The Department could then apply 
those savings to other construction, reducing the backlog and waiting 
time.  However, similar to the situation described in our chapter on 
Defence Information Technology, no such strategy and system exist. 



 
27.30 The Department should strengthen needs and requirements analyses 
for major replacement construction projects, and ensure that they 
remain current and consistent with force structure and base development 
plans. 
 
Department's response:  Concur.  Improved procedures have already 
replaced those existing during delivery of the audited projects.  
Statements of Requirements and pre-planning are more thorough than in 
the past and an enhanced Senior Review Board (SRB) process has been in 
place for the past year.  The SRB ensures more focus on the concept of 
operations, the options analysis and the engineering solution that must 
satisfy minimum military requirements.  The inclusion of a program 
analyst on the SRB will help address force structure issues.  
Refinement and strengthening of the process will continue. 
 
Regarding the Fleet Maintenance Group facility, it is acknowledged that 
initial planning was incomplete and that the final cost was more than 
three times the initial estimate due to mitigating circumstances.  
These circumstances included a change in the National Building Code 
related to all new seismic reinforcement criteria and unforeseen 
environmental clean-up costs incurred when the foundation design was 
changed in an attempt to reduce costs.  The construction contract was 
not awarded until more than two years after full approval for the final 
$13 million amount was obtained, and the project was actually 
underexpended by $500,000. 
 
27.31 The Department should take into account, in setting its 
priorities, the optimum savings to be achieved through construction 
projects, and should ensure that project planning, definition and 
implementation are performed in a timely manner. 
 
Department's response:  It is agreed that savings must be factored into 
the prioritization of construction projects; however, operational need 
is the main determinant of funding priority.  Infrastructure is managed 
to best support operations.  In an effort to factor savings into the 
decision process, the 1994 Program Control Board Subcommittee conducted 
a business case analysis of each project to identify the consequence of 
deferrals on both operations and operating and maintenance costs.  This 
process will be refined and employed as standard procedure.  
Additionally, the Defence Program Management system is being 
revitalized to ensure more timely delivery of construction projects 
(see departmental response 27.39). 
 
27.32 The Department should track its inventory of projects in the pre-
development phase at National Defence Headquarters, using best 
estimates of costs and potential economic benefits.  It should use that 
information in program and force development planning. 
 
Department's response:  Concur.  Projects in the pre-development phase 
are reviewed and resubmitted each year by bases and commands.  With the 
initiation of project business cases in 1994, potential economic 
benefits of advanced project implementation will be updated and 
reconsidered annually.  The impact of project deferrals will continue 



to be factored into project funding decisions (27.31).  The Department 
is also developing a new initiative to quantify current and projected 
backlogs of infrastructure upkeep projects and their associated impacts 
to ensure that senior managers are provided with a full understanding 
of future infrastructure needs. 
 
Renovation practices contribute to deferral of maintenance 
 
27.33 Acquisition, operations and maintenance, and renovation or 
"recapitalization" are spending phases in the asset life cycle.  
Capital spending occurs when the benefit of an expenditure is expected 
to be spread over coming years, either through acquisition or 
renovation. 
 
27.34 Wise capital investments lower overall costs over the life of a 
building, and support efficient operations.  However, property managers 
know that the timeliness of maintenance is also very important to 
achieving the lowest life cycle costs.  According to private sector 
practice and a recent Treasury Board policy, substantial renovation 
that extends the useful life of a building or works is a capital 
investment.  Proper life cycle management of buildings and works means 
striking the right balance at the right time between capital and 
maintenance spending. 
 
27.35 According to National Defence policy, operating funds can be used 
to gut a facility completely, replace all major systems and rejuvenate 
it to last another 50 years, provided the planned use and dimensions of 
the foundation of the facility remain the same.  That policy no longer 
conforms to Treasury Board policy, which defines such spending as 
capital spending.  It also goes against generally accepted practices in 
the private sector.  The Department spends approximately $70 million 
from its yearly maintenance budget on renovating buildings and works. 
 
27.36 Departmental managers divert maintenance funds because the 
departmental approval system for capital spending on replacement 
construction is lengthy and arduous.  It requires departmental 
committees to consider each capital project a minimum of three times; 
the Chief of the Defence Staff, the Deputy Minister and the Minister 
see the project twice; as well, Treasury Board twice reviews projects 
over $10 million.  Rather than considering the option of building a 
modern facility, the approval system for capital funds leads managers 
to favour renovation of old facilities by turning to maintenance funds, 
which are more accessible. 
 
27.37 A current example of how the Department uses maintenance funds for 
capital investment is its "rust-out" program to replace ageing 
utilities and works systems, such as heating and sewer systems on 
bases.  The Department calculates that it needs $40 million to $60 
million per year for ten years to replace major utilities and works.  
This represents roughly 20 to 25 percent of the maintenance budget that 
construction engineers will divert to renovation, under departmental 
policy and practices. 
 
27.38 The diversion of maintenance funds to capital renovation 



contributes to the backlog of postponed required maintenance, addressed 
in the next section.  It hinders managers from striking the right 
balance between capital and maintenance spending to get the best use 
out of buildings and works, at the lowest cost.  It also distorts the 
financial information that is necessary to manage as well as to hold 
managers accountable. 
 
27.39 The Department should revise its policies and practices for 
recapitalization to conform to Treasury Board policy on capital 
spending.  It should streamline its process for approval of replacement 
infrastructure. 
 
Department's response:  The Department of National Defence is working 
with Treasury Board officials to harmonize the definitions related to 
recapitalization and infrastructure upkeep.  In September 1993, a 
departmental working group was established to streamline the approval 
process for replacement construction projects.  Its recently concluded 
recommendations will be instrumental in effecting changes to expedite 
reviews and approvals. 
 
Management of Infrastructure Operations Can Be Improved 
 
27.40 We found considerable evidence that the Department can improve 
management of infrastructure operations in the key areas of deferred 
maintenance, productivity of Construction Engineering, identification 
of potential savings by comparing its operations to those of other 
providers, and management of married quarters. 
 
The Department has deferred maintenance of $1.7 billion 
 
27.41 Maintenance is the upkeep of property, buildings and equipment:  
work that is necessary to realize the originally anticipated life of a 
fixed asset before disposal or major renovation.  Maintenance does not 
prolong the original design or service life of an asset, nor does it 
increase its capacity.  Deferring maintenance and repairs may lead to 
loss of performance or asset value or both, as well as to more 
expensive repairs later on if there is a continued need for the 
facility.  Departmental officials told us that upkeep decisions are 
frequently based on crises or on availability of funds.  The Department 
is at a stage where a large proportion of its buildings are old.  As 
well, major works such as water, sewage, power and steam lines and 
central heating plants require major refurbishment or replacement. 
 
27.42 The Department has a system to measure how well it is maintaining 
infrastructure, but it has never estimated the cost of its entire 
amount of deferred maintenance.  The Department's system relies on a 
variety of inspectors to point out necessary maintenance.  There are 
over 220 maintenance inspectors at 30 bases in Canada, ranging from 
three at Base Comox to 18 at Base Halifax.  The cost for these 
inspectors is approximately $12 million per year.  Our visit to a major 
United States Air Force base revealed that it has only three 
inspectors.  Due to cost considerations, it relies almost entirely on 
its base computer system and base maintenance personnel to signal 
potential problems.  Our visit to the largest United States Navy base 



found only 12 inspectors, with no computerization.  It also relies 
largely on tradespeople to flag problems.  We did not attempt to 
compare the cost-effectiveness of these differing approaches.  We note, 
however, that unless there is a good chance of obtaining funding for 
the necessary work, many of the Canadian inspectors' findings are never 
incorporated into any repair and maintenance schedule.  This raises the 
question as to how much value the Department is getting from these 
inspections. 
 
27.43 The Department attempts to fund its maintenance at 1.6 percent per 
year of plant replacement value.  To ascertain the total amount of 
deferred maintenance, we selected a sample of 200 assets from 
approximately 20,000 individual items in the Department's system, with 
an estimated replacement value of $13.1 billion.  We excluded 
infrastructure in Europe, vacant land, the North Warning System and 
community infrastructure such as housing, arenas and community centres. 
 Departmental officials provided estimates of the deferred maintenance 
costs for each building or work in our sample, according to recent 
inspections.  From those reports, we estimate that the Department's 
total deferred maintenance amounts to approximately $1.7 billion, or 13 
percent of the plant replacement value.  This represents almost a 10-
year backlog of maintenance.  The deferred maintenance for works is 
$900 million, and for buildings is $800 million. 
 
27.44 The Department faces either a bow wave of unavoidable spending on 
replacement or accelerated deterioration and increased operating costs 
of life-expired buildings and works.  The Department has not developed 
an overall strategy for dealing with its deferred maintenance. 
 
27.45 The Department should introduce life cycle management for major 
individual elements of infrastructure to determine the most appropriate 
balances between capital and maintenance spending, monitor the amount 
of deferred maintenance of those individual elements as well as in 
total, and use the information in infrastructure planning. 
 
Department's response:  Because of the unevenly distributed age of 
departmental infrastructure, the relative proportions of capital and 
maintenance spending will fluctuate over time.  Therefore, the 
appropriate balance cannot be held constant.  The Department has 
initiated an in-depth review to quantify current and projected backlogs 
of infrastructure upkeep projects and to identify the associated 
impacts.  This process will broaden the life cycle knowledge base upon 
which infrastructure planning decisions are made. 
 
27.46 The Department should address its deferred maintenance at the same 
time as it rationalizes its infrastructure to meet force structure 
needs.  It should consider using savings from improved efficiency in 
operations to reduce the amount of deferred maintenance. 
 
Department's response:  The issue of deferred maintenance will be 
addressed as part of the infrastructure backlog analysis currently 
under way (paragraph 27.45).  The maintenance of infrastructure 
identified as redundant through the rationalization process will be 
reduced to minimum levels pending disposal.  The Infrastructure 



Reduction Project (IRP), when complete, will reduce the amount of 
deferred maintenance outstanding in the long term, but the IRP savings 
will have already been placed in the defence envelope for 
redistribution. 
 
The productivity of Construction Engineering is low 
 
27.47 The management of infrastructure is the responsibility of the 
Construction Engineering function in the Department.  That organization 
includes almost 9,000 people.  About 3,400 tradespeople are employed in 
the maintenance of buildings and facilities.  The Department has 
defined jobs rigidly by trade specialty, even to the extent of having 
separate drivers provide transportation for trades workers.  
Construction Engineering costs the Department approximately $1 billion 
each year.  Base tradespeople spend most of their time on trouble calls 
and small repairs.  Overall, we found much room for improvement in the 
cost management of Construction Engineering human resources. 
 
27.48 Low productivity is a long-standing problem.  The Department has 
conducted a number of studies since 1980 that indicated problems with 
productivity: 
 
 • In 1980 an evaluation concluded that, while Construction 
Engineering was well-structured and managed, there was a perception of 
low productivity and efficiency.  Comparisons with the private sector 
were difficult, however, because of differences in the type and age of 
assets. 
 
 • In 1985 the Department's Accommodation Working Group did a 
detailed study, at two bases over 14 months, of the cost of maintaining 
married quarters.  The study compared the bases' trades operations with 
commercial sector practices.  The results of the comparison are shown 
in Exhibit 27.1. 
 
 
Exhibit 27.1 is not available, see the Annual Report. 
 
 
27.49 The 1985 study showed that the adoption of commercial practices 
could result in a 40 percent efficiency gain in the Department's use of 
maintenance personnel.  The main opportunities for improvement centered 
around the projected use of handymen as opposed to trade specialists 
and the elimination of waiting time for transport by allowing 
tradespeople to drive themselves to the work site, instead of providing 
drivers. 
 
27.50 Using data from the study, we estimate that 134 person-years could 
have been saved in the maintenance of married quarters alone, by 
increasing the use of handymen and allowing tradespeople to transport 
themselves.  The Department did not take significant action on the 
study.  The study recommendation to remove control of the family 
housing from the military chain of command by forming a separate non-
profit entity caused considerable concern in the Department.  There was 
also concern over potential problems in staff relations if positions 



were changed or eliminated.  The decision not to set up a separate non-
public-funded housing authority aside, had National Defence found it 
possible to make greater use of handymen and personal transportation as 
suggested by the study, we estimate it would have saved over $41 
million since 1985. 
 
27.51 In 1991-92, improvement trials at two Training System bases, 
undertaken with union co-operation, showed that $1.7 million a year was 
saved by improving Construction Engineering practices on the bases, 
such as reducing fire hall manning, providing vehicles instead of 
drivers to tradespeople, and changing the operation of heating plants. 
 The provision of vehicles alone accounted for over $400,000 of that 
yearly saving. 
 
27.52 Air Command, also with union co-operation, has experimented since 
the early 1980s with an alternative method of managing Construction 
Engineering, which it calls "Socio-Tech".  Like the Training System 
trials, it found that practices had been inefficient.  On one base, the 
provision of vehicles to tradespeople freed up $528,000 in labour time 
over one year. 
 
27.53 The Department's inability to take action has been costly.  We 
conducted our own study of trades productivity to confirm the results 
of departmental studies and experiments.  We compared the time reported 
on a sample of departmental work orders to perform maintenance tasks 
with the time estimates based on commercial standards and practices of 
two independent licensed quantity surveyors.  Based on that comparison, 
the productivity of departmental tradespeople is approximately 33 
percent below those in the private sector.  We estimate that this costs 
the Department about $50 million each year.  This finding is consistent 
with the previous studies and improvement trials conducted by the 
Department. 
 
27.54 The Department has been aware of the low productivity of its 
Construction Engineering function for over a decade.  More recent 
studies have provided additional evidence of the savings possible.  
National Defence is now at a crossroads and needs to take action on its 
own studies.  It needs to adopt more flexible practices in human 
resource management and to use the resulting gains in efficiency to 
reduce the maintenance backlog, generate savings or some combination of 
the two.  Under the 1994 Budget, the Department must reduce its 
civilian work force by approximately 8,400 people over the next four 
years.  It has already introduced the Civilian Reduction Program, which 
will compensate workers who leave voluntarily.  However, National 
Defence must attempt to implement the needed changes within the policy 
set out in the Treasury Board's Work Force Adjustment Directive and in 
the context of existing collective agreements.  According to that 
Directive, National Defence shall guarantee to every employee whose 
position is no longer required, and who is retrainable and willing to 
move, a reasonable job offer in the public service.  The Department 
must make a reasonable job offer within 16 kilometres of their current 
workplace to employees who are displaced due to contracting out.  Given 
the isolated locations of many defence establishments, the Department 
faces a considerable challenge in making needed changes within the Work 



Force Adjustment policy, although the Civilian Reduction Program will 
help to alleviate the problem.  Collective agreements require existing 
employees to work only in their trade speciality, but there is room to 
introduce handyman positions as collective agreements are renegotiated 
and as attrition occurs. 
 
There are no systems or procedures in place to measure productivity 
 
27.55 The Construction Engineering Management Information System cannot 
record costs for smaller routine repairs and compare actual costs to 
original estimates.  Although an evaluation of Construction Engineering 
as far back as 1980 noted the lack of a system to measure productivity 
or efficiency, there are still no such system and procedures in place. 
 The Department intends to test a new system next year and is also 
permitting four bases to purchase off-the-shelf software and to install 
their own systems. 
 
27.56 For the ongoing operation and maintenance of its infrastructure, 
the Department should: 
 
 • have better information for day-to-day decision making on 
infrastructure maintenance, including some form of evaluation of labour 
productivity; 
 
 • develop a national strategy for dealing with its human 
resources that will allow it to introduce changes quickly to address 
identified inefficiencies; and 
 
 • gain union co-operation to introduce across the system the 
"best practices" from successful improvement trials. 
 
Department's response:  Concur.  The new management information system, 
which is currently being implemented, has the capacity to support more 
informed decision making.  Additionally, the incorporation of more 
businesslike practices in daily decision making will have a positive 
effect on labour productivity. 
 
The Department needs to compare itself with other service providers 
 
27.57 Defence departments throughout the world tend to have developed as 
vertically integrated organizations.  That is, they have performed all 
the functions needed to operate, including most support functions.  
Over the last 10 years, the need for this has been questioned in the 
United Kingdom and the United States.  Those countries have legislated 
programs that require government departments to submit support 
functions to competition from the private sector to ascertain if the 
function can be provided at lower cost, either in-house or by 
contracting out.  There is no similar legislation or central agency 
direction in Canada. 
 
27.58 National Defence conducted some studies on contracting out as part 
of its Defence 2000 initiative, but it does not have a definite program 
to make internal functions compete with outside providers.  The 
Treasury Board Work Force Adjustment policy and collective agreements 



with civilian employees referred to previously, although they do not 
expressly forbid such an approach, tend to impede it. 
 
27.59 We studied the progress of the United States and the United 
Kingdom in putting internal functions to competition and found that 
both countries have achieved significant savings.  Savings in all the 
base support functions, including infrastructure, totalled U.S.$613 
million for the U.S. Department of Defense over the period from 1979 to 
1986.  Of this amount, U.S.$89 million was saved on maintenance of 
facilities, grounds and utilities and a further U.S.$156 million on 
multiple activities, which could include infrastructure maintenance. 
 
27.60 In the United Kingdom, the Ministry of Defence estimated that 
exposing functions to competition yielded average savings of 24 percent 
and, currently, over £60 million per year.  In the United States, 
U.S.$128 million or 20 percent of the savings identified were achieved 
by improving the 50 percent of functions chosen to be kept in-house.  
The experiences of National Defence and those of other countries 
indicate that comparing internal infrastructure support operations to 
those available from other service providers can lead to streamlined 
operations as well as savings. 
 
27.61 National Defence has not systematically examined infrastructure 
maintenance functions to determine how advantageous it would be to 
expose them to competition from external providers.  Defence officials 
consider that such an approach would be made extremely difficult by the 
Treasury Board's Work Force Adjustment policy, which, as noted 
previously, guarantees a reasonable job offer in the same vicinity to 
civilian employees displaced by contracting out.  However, National 
Defence has completed several significant initiatives, for example: 
 
 • Contracting out primary flight training from 1992 until 1997 
resulted in a transfer of the base at Portage La Prairie to a non-
profit organization.  By streamlining its requirements for base support 
and handing it over to the private sector, National Defence estimates 
that it has saved $19 million to date and will save an estimated $73 
million over five years. 
 
 • A trial at the training bases compared base transport and 
housing management to services of other providers, resulting in 
streamlined procedures and savings of $10 million since 1991. 
 
Putting the entire Construction Engineering function to competition can 
yield savings 
 
27.62 Recent base closures have allowed civilian contractors to manage 
base Construction Engineering services.  We considered the impact of 
contracting out at Canadian Forces Base London and the former Canadian 
Forces Base Portage La Prairie.  At Canadian Forces Base London, most 
Construction Engineering functions had already been contracted out 
before the base was closed, and no additional savings were identified. 
 
27.63 At Portage La Prairie, the Department had employed 105 person-
years and required a budget of $5.25 million in 1990-91.  A private 



sector firm employing 32 staff now holds contracts to operate and 
maintain the base infrastructure. 
 
27.64 The overall cost of operating and maintaining the former base 
infrastructure is now about $3.7 million per year.  We were informed 
that this amount includes costs for dealing with a backlog of deferred 
maintenance and that operating and maintenance costs are expected to 
reduce over time.  However, the contractor has no military operational 
role and is not responsible for maintaining the married quarters, as 
they are being rented out.  The contractor can meet the Forces' 
streamlined requirements for a five-day week, one-shift operation with 
the present level of staff.  The Department is considering a similar 
approach to maintenance management at its Meaford site. 
 
27.65 National Defence should compare its Construction Engineering 
function at each base with other service providers. 
 
Department's response:  Concur.  In addition to other facilities with a 
replacement cost in excess of $6 billion, the Department manages about 
11.5 million square metres of housing and general and special-purpose 
building infrastructure.  To provide perspective, the five largest 
commercial real estate developers in the country manage a combined 
total of about 11.6 million square metres - largely office towers.  No 
private or public organization approaches the scope and scale of the 
Department's infrastructure management responsibilities.  The primacy 
of operations also adds a unique level of complexity in the management 
of departmental infrastructure.  For example, military tradesmen, 
supervisors and managers are employed extensively and gainfully in 
infrastructure activities to obtain the training essential to support 
military operations in Canada and abroad.  The need for shore billets 
to train and rest military personnel required for deployed 
infrastructure activities also limits the Department's ability to 
employ private sector infrastructure management practices.  
Nevertheless, the Department is committed to increasing the use of 
business case methodology to determine optimal infrastructure 
management practices, with particular emphasis at the base level. 
 
27.66 The Government of Canada and National Defence should look to other 
countries for areas and methods of introducing competition for support 
services. 
 
Department's response:  The Department of National Defence will 
continue to make use of the vast repository of information available, 
both nationally and internationally, on both public and private sector 
experience with streamlining and contracting out support services. 
 
Management of married quarters needs to be streamlined as soon as 
possible 
 
27.67 Management has been fragmented.  The Department owns approximately 
22,000 dwellings, and leases an additional 2,000 units under bulk 
leases from the private sector, to house Canadian Forces personnel and 
their dependants at 36 bases and stations.  The Minister's Task Force 
on Urban Infrastructure appraised the current market value of the 7,000 



urban permanent married quarters at about $330 million.  No market 
value has been established for the entire housing portfolio, but the 
Department estimates that it would cost $2 billion to replace it.  
Since 1960, Treasury Board has forbidden the construction of permanent 
married quarters in urban and semi-urban areas.  The portfolio is 
ageing, and most base housing is 30 to 40 years old. 
 
27.68 There is no single departmental manager for married quarters.  At 
least five sections of National Defence Headquarters share 
responsibility for married quarters, with similar fragmentation at the 
base level.  The current yearly operating loss to the Crown reaches 
approximately $30 million (Exhibit 27.2), despite the fact that the 
Department does not make mortgage payments for the land and buildings. 
 Until this year, the Department had not set an objective of financial 
self-sufficiency for its family housing. 
 
27.69 As revenues for married quarters are netted against the total 
departmental budget, base officials tend to view the operation of 
married quarters as purely an expense. 
 
 
Exhibit 27.2 is not available, see the Annual Report. 
 
 
Operating losses have been significant 
 
27.70 National Defence conducted an in-depth evaluation of married 
quarters in 1979.  The study pointed to high costs and recommended 
divestiture of 15,000 units and the transfer to the provinces of base 
schools for occupants of married quarters.  The Department did not 
follow the recommendation for divestiture of the housing, but initiated 
the transfer of schools in 1985 and will complete it in 1994.  Net 
yearly excesses of expenditures over revenues for married quarters from 
1978 to 1993 aggregate to $1.4 billion (in 1993 dollars), including 
outlays for dependants' education up to the 1985 decision to transfer 
the schools.  If the amounts of the annual losses had been applied to 
reducing the public debt, including interest the taxpayer would have 
saved $2.4 billion from 1978 to 1993. 
 
27.71 We found the following reasons for the losses: 
 
 • Total annual costs are about $5,000 per unit including grants 
in lieu of taxes paid by Public Works and Government Services Canada.  
This is higher than a "self-help" housing co-operative at one Canadian 
Forces base, even though the self-help units include heat and hydro in 
their costs and permanent married quarters do not. 
 
 • Defence administration and maintenance costs for married 
quarters are 206 percent higher than for 14 non-profit housing co-
operatives who are members of the Co-operative Housing Federation of 
Canada, and 250 percent higher than those of a private sector firm 
selected for comparison (Exhibit 27.3). 
 
 • Treasury Board requires that rents be comparable to those in 



the local housing market.  We found that overall revenues are low due 
to vacancies and, in many cases, lower than market rents.  Vacancies 
cost the Department about $8 million each year.  The Department 
requires 30 days on average to prepare a unit for occupancy, while 
private companies estimate that they require less than one week.  The 
Department has foregone an average of more than $25 million in revenue 
per year since the 1979 recommendation to divest.  The amount exceeded 
$30 million in each of 1991-92 and 1992-93. 
 
27.72 Internal audit reports indicate that revenues for bulk-lease 
housing at one base are inadequate to recover costs, due to vacancies, 
leasing arrangements at higher than market rates and strict voluntary 
compliance by the Department with provincial rent control regulations. 
 The Department leases the units for $6 million each year plus some 
renovation and repair costs, but it collects only $3 million in rents. 
 
Benefits are not well understood 
 
27.73 The Department originally provided housing because salaries were 
low and bases were in isolated locations.  Canadian Forces members now 
receive compensation parity with the public service, and urban growth 
has enveloped many bases while others are close to sizeable 
communities.  The Department now lacks a proper rationale for its 
requirement for married quarters.  In 1990 the Vice-Chief of the 
Defence Staff approved a statement of requirement for urban housing.  
It said only that members should have access to adequate housing at 
affordable costs and made no mention of military benefits.  
Departmental officials also claim that having a stock of family housing 
at each base protects the Department against extreme shortages or 
inflated prices in any given locality. 
 
27.74 Officials said they believe that married quarters are important in 
supporting a military community and maintaining morale during 
deployments.  Forces members and dependants face periodic separations 
due to training and deployments, which may occur unpredictably and at 
short notice.  Officials also said that Francophone families living in 
Anglophone communities benefit from the additional community support of 
married quarters. 
 
 
Exhibit 27.3 is not available, see the Annual Report. 
 
 
27.75 The Department has never formally assessed whether military 
housing results in actual military or social benefits.  We decided to 
compare data on all the married non-commissioned members, or those 
living with dependants, enrolled between 1976 and 1992 who had never 
lived in married quarters with data on a similar group who had lived in 
married quarters during 80 to 100 percent of their careers.  We wanted 
to determine if we could detect differences in morale, discipline, 
health and commitment to a career in the Canadian Forces. 
 
27.76 Our study was sufficient to determine the following possible 
benefits to the military: 



 
 • members who lived in married quarters stayed in the military 
significantly longer than those who did not; and 
 
 • although there was no difference in the incidence of stress-
related diseases, members who lived in married quarters were less 
likely to be hospitalized. 
 
27.77 In comparing the two groups of personnel, our study also concluded 
that: 
 
 • there was no difference in discipline problems that involved 
days in custody; 
 
 • the proportion of Francophones in married quarters outside 
Quebec was approximately the same as that of Anglophones living in 
married quarters on the same bases; 
 
 • there were no significant differences in performance, health 
or discipline among members of peacekeeping expeditions from 1976 to 
1992; and 
 
 • there was no significant difference in the job performance 
ratings of both groups. 
 
27.78 Benefits may exist, but further study is required to determine 
their precise nature and their military and financial impacts.  We did 
not attempt to assess whether the same benefits could be achieved 
through other, less costly means. 
 
The Department is moving to address the problem 
 
27.79 As we have noted, the Department has been aware for decades that 
it was incurring significant operating losses on its housing.  During 
our audit, the Department began an initiative to establish a special 
operating agency to manage the married quarters.  This initiative is 
designed to: 
 
 • place married quarters under a single manager; 
 
 • install cost management systems thought to be not feasible in 
the Department's own management system; and 
 
 • develop a business plan and operate married quarters on a 
self-sustaining basis by 1997-1998.  However, the planned self-
sufficiency does not account for capital requirements for major 
investment, grants in lieu of property taxes, or all accommodation 
subsidies paid to Canadian Forces members living in departmental 
married quarters. 
 
27.80 At the time of writing, the special operating agency had not yet 
been approved by Treasury Board, but the Department had already begun 
to develop the business plan.  The final structure and powers of the 
agency must be approved by Treasury Board once the business plan is 



completed.  We caution, however, that: 
 
 • the ability of the special operating agency to break even and 
to satisfy Canadian Forces members' requirements cannot be assessed 
until a business plan is developed in two years; 
 
 • if there are delays in Treasury Board approval of the special 
operating agency, further losses will accumulate during this time; 
 
 • as part of the development of the business plan, the 
Department intends to review the potential for the properties at each 
base and to consider organizational options other than the special 
operating agency.  Such options could include outright sale of all or 
some of the housing at a base, self-help housing, or a separate 
management contract with Canada Mortgage and Housing Corporation or a 
private property manager to manage the housing at a particular site.  
That review will be crucial to the future of military housing; and 
 
 • the Department needs to specify clearly how it will report 
the operations of the special operating agency to Parliament. 
 
27.81 National Defence should study the military and financial benefits 
of married quarters and relate them to program objectives. 
 
Department's response:  Concur. 
 
27.82 National Defence should maintain a sense of urgency in its action 
to end operating losses to the Crown on married quarters.  The business 
planning for the special operating agency should include a full 
comparison with local alternatives, such as co-operative housing or 
sale of some properties. 
 
Department's response:  Concur.  The Canadian Forces Housing Authority 
(CFHA) has been established within the Department for this purpose and 
is well under way to implementation.  It has already assumed some of 
the responsibilities for planning and forecasting needs for family 
housing.  The CFHA will be reporting to the Deputy Minister and its 
operations will be reflected in Part III of the Estimates.  However, 
the Department does not intend to report CFHA activities directly to 
Parliament (paragraph 27.80, last bullet).  This is not the rule for 
any of the 15 special operating agencies that currently exist in the 
federal government. 
 
Non-public fund facilities require cost controls 
 
27.83 As well as married quarters, the Department supports recreational 
and community facilities for military and family needs.  Costs are 
shared by the Crown and the military community through "non-public 
funds".  The original guidelines on non-public fund facilities state 
that they are to be operated "at minimum public expense".  Treasury 
Board stopped monitoring those departmental expenditures in 1984, 
relying on a departmental undertaking to do so. 
 
27.84 We counted at least 36 types of non-public fund activities or 



facilities that receive public support, including community centres, 
day care centres, playgrounds, squash courts and rod and gun clubs.  
They receive some portion of the costs of utilities, materials, 
construction and administrative support.  The Department could not tell 
us the extent of its total budgetary support to those facilities.  The 
Department is not living up to its 1984 undertaking to monitor the use 
of public resources.  It cannot say whether the facilities are being 
operated at minimum public expense. 
 
27.85 National Defence should monitor the cost to the public of non-
public fund activities, and use the information in its budget process. 
 
Department's response:  Concur.  The total cost to the Department for 
the provision of utilities, maintenance, construction and 
administrative support for personnel support program facilities and 
activities will be captured.  At this time, however, these costs cannot 
be aggregated into a separate budget line item under the current 
Department of National Defence budget process.  These expenses, 
although not separately identified, are part of each base's total 
expenditures and are integrated into the base budget.  The Department 
is conducting a strategic review of all aspects of the personnel 
support program.  The resulting strategic plan will ensure that the 
public receives value for its money and that public support meets, but 
does not exceed, the Department's obligations as a good corporate 
employer. 
 
Environmental Programs Need to Be Reviewed 
 
The Department has clean-up plans 
 
27.86 Military activities have the potential to cause environmental 
damage.  Past activities, such as fuel storage and transfer, training 
exercises and garbage and sewage disposal, have contaminated areas on 
many bases.  Those sites must now be stabilized or cleaned up.  When 
bases close or when new uses are made of property, the Department's 
policy is to comply with the highest standards of federal and 
provincial environmental laws and regulations on clean-up.  It cannot 
dispose of individual buildings or properties without respecting 
environmental concerns. 
 
27.87 Current activities must comply with regulations.  The Department 
is responsible for complying with the same laws as the rest of the 
federal government.  It is taking steps to develop and implement an 
environmental management system; it has developed a policy and a multi-
year program for both preventative and remedial aspects of 
environmental management.  Environmental audits of many bases have been 
completed.  Environmental officers, command strategies, manuals, 
directives, operational reviews, training courses and communication 
plans are in place or being developed.  The Department's objective is 
to integrate sound environmental practices into its operational 
management.  The Department intends to allocate $50 million per year 
for at least the next five years to clean-up activities.  This amount 
does not include any major projects of over $10 million.  National 
Defence will receive no additional funding for clean-up purposes.  The 



Department has reported its plans and initiatives to the Department of 
the Environment. 
 
Costs have been underestimated 
 
27.88 The Department has carried out environmental audits at 27 of 35 
bases, which the Department calls "baseline studies".  The best 
estimate from those studies of clean-up costs on the 27 bases is $203 
million, although much more detailed work would be necessary to produce 
an accurate costing.  The estimates assume no change in the use of the 
properties.  If the use of a particular site were to change from 
industrial to residential, for example, clean-up standards and costs 
could be much higher.  National Defence did not use the studies to 
estimate overall costs and to plan resources for its clean-up program. 
 Instead, it used a much lower arbitrary estimate for clean-up of soil 
contamination only.  The studies' cost projections were preliminary and 
were not based on detailed engineering estimates, which would require 
extensive sampling of soil and water.  However, in our opinion, they 
are the best estimates available and are adequate for long-term 
planning. 
 
27.89 We compared the cost of completed clean-up work with estimates 
made before the work was begun.  We found that actual costs generally 
were higher.  For example, the cost of cleaning up 102 underground 
storage tanks was 45 percent higher than estimated (Exhibit 27.4). 
 
 
Exhibit 27.4 is not available, see the Annual Report. 
 
 
27.90 We did not expect estimates to be exact.  However, we did expect 
officials to use historical data and to make provisions for estimation 
errors when planning their budgets.  We recognize the difficulty of 
predicting clean-up costs accurately without detailed engineering 
studies.  However, without using the best estimates available and 
analyzing past experience, the Department cannot plan and report 
properly. 
 
27.91 Using the baseline studies and other best estimates, we calculated 
the potential costs of clean-up at over $700 million.  Exhibit 27.5 
shows the main items making up this amount.  The Defence Early Warning 
(DEW) line clean-up estimate of $244 million assumes some financial co-
operation from the United States government, although no agreement has 
yet been reached.  Officials told us that there is no legal requirement 
to clean up the DEW line sites. 
 
27.92 The Department now estimates that it cannot complete the clean-up 
of its properties in ten years by spending $50 million per year, as 
originally planned.  Its projection of time required is now 15 to 20 
years, although it has yet to work out its clean-up plan by matching 
available resources to best estimates of costs.  The Department has not 
yet produced an environmental action plan, which must be made public. 
 
Management information and accountability need to be improved 



 
27.93  Performance reports on the environmental program produced for 
senior management are relevant and understandable.  However, much 
information is not provided, including environmental risks, obligations 
and potential costs.  Although there are guidelines on what should be 
considered an environmental project, it is often difficult to 
distinguish what is and what is not part of the environmental program. 
 For example, unexploded munitions, projectile fragments and scrap 
metal must be removed from the Sarcee Range at Canadian Forces Base 
Calgary.  That project, although significant, is not accounted for in 
the environmental program, even though senior management's Program 
Control Board has referred to it as an environmental issue. 
 
27.94 Failure to include all clean-up and prevention projects in the 
environmental program means that budgets for environmental actions are 
not aggregated, controlled and reported to senior management on a 
consistent basis, with a clear line of accountability.  It means that 
senior management cannot assess the feasibility and true progress of 
its entire  environmental program.  Nor can it properly assess whether 
overall spending on environmental issues puts defence capability at 
risk. 
 
27.95 The Department's report to Parliament in Part III of the Estimates 
does not include information on the multi-year environmental program.  
The Department does not report the time estimated for achieving the 
clean-up, or the total estimated cost.  Officials indicated to us that 
they intend in future to provide more complete information to 
Parliament. 
 
27.96 Departmental plans and budgets should recognize all costs that 
have been identified by departmental studies and should include an 
allowance for errors in estimation.  There should be clear 
accountability for achieving all levels of environmental plans. 
 
Department's response:  Concur.  The Department has become aware that 
costs for clean-up have been higher than estimated due to uncertainty 
in the actual scope of contamination before site work begins.  This 
will be allowed for by adding risk factors to the estimates provided by 
consultants.  Clearer delineation of responsibility for different 
aspects of the environmental program will be included in the next 
annual submission concerning the program. 
 
 
Exhibit 27.5 is not available, see the Annual Report. 
 
 
27.97 The Department should report both its plans and its progress in 
Part III of the Estimates.  The reporting should explain the aggregate 
clean-up cost estimate and its potential impact on operations. 
 
Department's response:  Concur.  A statement concerning the Incremental 
Environmental Program will be included in Part III of the 1995-1996 
Estimates.  It will indicate the annual requests that represent the 
demand for resources as well as an estimate of the findings of the many 



departmental environmental audits.  The resulting deferred liability 
will be tempered by the Department's new risk management approach to 
site remediation.  That is, where contamination is not likely to 
immediately impact the environment or people's health it may be 
monitored/managed over the long term rather than cleaned up. 
 
Weak Accountability Contributes to Excess Costs 
 
Current information systems do not support accountability and life-
cycle management of real property assets 
 
27.98 We examined the Department's three major information systems 
supporting infrastructure management:  a property record system (CEMIS 
I), a base-level work control system (CEMIS II), and a maintenance 
effectiveness tracking system (MES).  We found that they are not 
oriented toward providing the information needed to manage discrete 
infrastructure elements over extended periods.  Effective life cycle 
management requires such long-term information. 
 
27.99 The CEMIS I satisfactorily provides basic information to users at 
NDHQ, to parliamentarians and to central agencies such as the Bureau of 
Real Property Management.  However, it provides little or no physical 
information on the components that make up buildings and very little 
information on their current state and life expectancy.  An adequate 
information system supporting life cycle management would track 
detailed physical information.  Inspectors gather data on building 
component systems, but these data are not consolidated and used for 
life cycle planning of each facility.  No one person can be expected to 
know the physical state of any entire building. 
 
27.100 CEMIS II performs adequately as a Canadian Forces base-level 
system for tracking maintenance activity.  However, it does not provide 
historical cost information on the operation and maintenance of a 
facility, nor can it be used to develop plans for future activities.  
For example, individual structures are not routinely metered for 
utility use; nor is this information, when available, tracked by the 
current system.  Previous years' maintenance information is retired 
after two years.  The military's practice is to post key infrastructure 
decision makers every three years.  This means that, in the absence of 
well-documented information, the corporate history that key managers 
acquire about a structure can be lost.  While long-term information is 
necessary for major infrastructure items, practical considerations 
remain for smaller facilities, such as garden sheds.  It would not 
likely be cost-effective to collect data for the entire departmental 
inventory.  Similarly, the cost of installing monitoring devices such 
as utility meters may outweigh any benefits achieved.  The Department 
cannot be expected to collect long-term information for every facility 
where not cost-effective. 
 
27.101 Information systems do not support infrastructure budgets 
based on actual infrastructure requirements and historical costs.  We 
found that ratings generated by the maintenance effectiveness system 
are open to manipulation, do not differentiate among the benefits of 
spending on various infrastructure, and are not based on consistent, 



reliable and current information. 
 
27.102 The Department recognizes the limitations of its current 
information systems.  It is trying new systems that it hopes will move 
toward solving these problems and support the departmental goal of 
managing according to activity-based business plans. 
 
27.103 The Department, where appropriate, should implement 
information systems that support the life cycle management of 
individual structures, building systems and works. 
 
Department's response:  The Department is currently fielding an 
information system that can be used to support the life cycle 
management of individual facilities.  The Department does meter the 
utilities for all new major facilities. 
 
Diffusion of accountability and responsibility leads to unnecessary 
costs 
 
27.104 We noted accountability issues in several of the areas we 
examined, including permanent married quarters, productivity at the 
base level and grants in lieu of taxes. 
 
27.105 At the base level, responsibility for maintenance support is 
divided.  At most bases there is a Transportation Section separate from 
the Construction Engineering function.  Construction Engineering 
tradespeople use base transportation extensively to get to job sites, 
but no cost is imputed to the jobs.  The Air Command Socio-Tech 
initiative found that the average tradesperson wasted 155 minutes daily 
waiting for transportation to and from the job site. By allocating 
vehicles to the tradespeople at Canadian Forces Base Shearwater, the 
Department calculated that an equivalent of $528,808 in labour time was 
shifted from waiting for transportation to doing productive work.  The 
improvement trial at Base Borden resulted in net annualized 
productivity savings of $418,000 by providing vehicles directly to the 
tradespeople.  We estimate potential benefits of approximately $10 
million annually if the Socio-Tech and Training System base solutions 
were implemented at all bases. 
 
27.106 Grants in lieu of taxes are paid to municipalities under the 
Municipal Grants Act, administered by Public Works and Government 
Services Canada.  The 1992 estimate of grants in lieu of taxes for 
National Defence properties was close to $110 million for municipal and 
school services.  National Defence currently incurs direct production 
costs for various municipal-type services such as recreational 
services, firefighting and protection, garbage removal, sewage 
disposal, snow removal, road maintenance and street cleaning.  At the 
same time, federal grants in lieu of taxes are paid by Public Works for 
similar services at the same locations.  A review at four bases shows 
that Public Works is paying the same rate for National Defence property 
as the taxpayers in the municipality, even though National Defence is 
providing many of the same services itself in order to meet its own 
standards. 
 



27.107 Although base commanders are instructed to eliminate 
duplication, they do not control a significant portion of base 
expenditures for municipal-type services provided by the Department.  
As well, Public Works is responsible for payment of grants in lieu of 
taxes and for negotiating those grants with municipalities.  Any 
contact between the base commander and Public Works with a view to 
negotiating with municipalities must be made through National Defence 
Headquarters.  Such a framework renders difficult close co-operation 
with the municipalities. 
 
27.108 We reviewed the payments of grants in lieu of taxes for four 
bases and found that the overlapping services provided by the 
municipalities and the base in the areas of police and fire protection, 
garbage collection, recreational services and water and sewage 
represented, on average, 30 percent of the municipal expenditures.  
Under the Municipal Grants Act, the municipalities are required only to 
provide the same level of service to the bases as they do to other 
ratepayers.  Although the grants are at the discretion of the Minister 
of Public Works and Government Services, Public Works officials 
consider that the Act provides no justification for negotiating grant 
amounts based on the level of services required by a base.  However, 
especially at bases located in urban areas, we believe there is room 
for potential savings through more co-operation and negotiation with 
the municipalities. 
 
27.109 In our opinion, the Crown could save on payments of grants in 
lieu of taxes and on duplication of services if National Defence 
controlled the budget for grants in lieu of taxes on its properties.  
Another alternative would have Public Works charge National Defence for 
grants paid on its behalf.  Either approach would allow the Department 
to have direct responsibility for the total cost of services provided. 
 The Department could then play a greater role in negotiating 
arrangements with the municipalities and reduce overlapping payments or 
services to a minimum.  At present, neither National Defence nor Public 
Works can be held accountable for lack of economy in this area. 
 
27.110 National Defence should ensure that its business planning 
initiative provides a strong accountability framework to match 
delegation of authorities. 
 
Department's response:  Concur.  The Department's demonstrated 
commitment to business planning will continue through the auspices of 
Defence 2000 and associated initiatives.  The stated aim of the Base 
DelegAAT trial - "to delegate authority and assign accountability to 
Base Commanders" - amply illustrates the Department's recognition of 
the need to directly link accountability to delegation of authorities. 
 
27.111 The departments of National Defence and Public Works and 
Government Services should jointly review the legislative and 
administrative frameworks for the grants in lieu of taxes paid for 
defence properties, with a view to clarifying accountability, ensuring 
maximum co-operation with municipalities and minimizing overlap of 
services provided by National Defence and the municipalities. 
 



Department's response:  Departmental officials are already working on 
this issue with their counterparts in Public Works and Government 
Services Canada.  Initial efforts will be focussed on an accountability 
structure within existing legislative and administrative frameworks 
while identifying and rectifying any overlaps of services provided by 
municipalities. 
 
Public Works and Government Services Canada response:  PWGSC concurs 
that closer co-operation between itself and the Department of National 
Defence on grants in lieu of taxes is desirable.  It is already being 
actively pursued by the two departments. 
 
It should be recognized, however, that issues connected with 
accountability for grants are not restricted to DND.  The 
decentralization of this responsibility to custodian departments has 
been under discussion for more than a year between Treasury Board 
Secretariat and PWGSC (refer to Departmental Responses at Chapter 12). 
 As you have noted, changes in Ministerial responsibility for this 
program may well require legislative amendment. 
 
In respect to the concern expressed in regard to the quantum of grants 
on properties where a quasi-municipal infrastructure is self-provided 
by the Government of Canada, this issue will be considered in the 
context of our overall review of the program. 
 
Overall Conclusion 
 
27.112 National Defence senior management is attempting to introduce 
up-to-date management concepts and practices in all departmental 
activities.  It recognizes the important cost consequences of 
continuing to hold and operate infrastructure that is no longer 
appropriate to its current and planned programs. 
 
27.113 Our audit found that, overall, National Defence has the 
opportunity to make significant improvements in the management of its 
infrastructure.  There is an urgent need for the Department to focus 
attention on the management of its real property portfolio.  Managers 
across the Department need to work together to provide the right number 
and types of properly maintained buildings and properties to support 
key defence activities effectively, for both peacetime and emergency 
requirements. 
 
27.114 The business planning process being implemented by National 
Defence senior management will have to organize activities and delegate 
resources, authority, and accountability for infrastructure decisions 
to the appropriate positions in the Department.  To safeguard 
departmental resources for military capability while meeting expected 
budget reductions, senior management will need to reward management 
behaviour that supports the objectives of economy, efficiency and 
effectiveness at every stage of life cycle property management. 
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Revenue Canada 
Customs Assessment Activities 
 
Assistant Auditor General:  Shahid Minto 
Responsible Auditor:  Jim Ralston 
 
Main Points 
 
28.1  Canada collects about $4 billion a year in customs duties.  
At the start of our audit, Customs had recognized that the existing 
assessment system was overburdened and inappropriate for today's 
rapidly evolving trade environment.  Our review found ample evidence 
that the system is overburdened.  Customs officers are unable to deal 
with the 21,000,000 transactions processed each year.  Of these, about 
8 percent are reviewed.  In our opinion, this review is inadequate and 
allows importers to pay less than the required amounts of duty. 
 
28.2  Customs is addressing these problems by developing a new way 
of working called the New Business Relationship (NBR).  This project is 
an ongoing attempt to redesign the relationship between Customs and its 
clients.  We looked at two specific NBR initiatives that related to 
customs assessment and found them to be innovative and useful to 
clients who used them.  The more important of the two initiatives -- 
periodic verification -- has just passed through the pilot stage.  This 
initiative, which addresses the concerns of large importers, now must 
be widened to include more companies. 
 
28.3  Another area of concern involves origin and end-use audits.  
Under free trade agreements, importers must present a certificate 
declaring that the goods being imported fall under the rules of origin. 
 We believe that these certificates could be more thoroughly checked.  
We also found that not enough audits of preferential end-use provisions 
were being done.  A final area of concern is the appeal process, which, 
due to legislative constraints, we found to be slow and cumbersome. 
 
Introduction 
 
28.4  The purpose of customs duties in modern times is to regulate 
trade relations between Canada and the rest of the world.  This is in 
contrast to their purpose 125 years ago, when customs duties were 
primarily a source of revenue.  Even though it might be said that 
revenue collection is now incidental to trade policy administration, 
revenue from custom duties remains significant.  The Customs Branch of 
Revenue Canada must balance its roles as both a revenue collector and 
an administrator of trade policy. 
 
 
Exhibit 28.1 is not available, see the Annual Report. 
 
 
28.5  In 1993-94, net customs duties amounted to $3.7 billion.  
Over the last 10 years, revenue from customs duties has remained 



relatively flat, fluctuating between $3.7 billion and $4.6 billion 
(Exhibit 28.1).  During this time, revenue from customs duties has 
become an increasingly smaller portion of government revenue, dropping 
from 5.6 percent in 1984-85 to 3.1 percent in 1993-94. 
 
28.6  This trend is the result of a move toward freer trade.  In 
the last five years, Canada has been a partner in several initiatives 
that have fostered freer trade. 
 
28.7  The most significant are the Free Trade Agreement  between 
Canada and the United States, which took effect in 1989, and the recent 
North American Free Trade Agreement between Canada, the United States 
and Mexico, which came into effect in January 1994.  One result of 
these two agreements has been reduced customs duties.  This is 
especially significant since 67 percent of imports to Canada come from 
the United States.  Mexico makes up another 2 percent of imports to 
Canada. 
 
28.8  Canada is also a signatory to the General Agreement on 
Tariffs and Trade (GATT).  The most recent round of GATT negotiations, 
completed in 1994, continued the trend of reduced tariffs. 
 
Work in Previous Years 
 
28.9  Customs divides its work among three main components (Exhibit 
28.2): 
 
 • border services 
 
 • trade policy administration 
 
 • assessment and collection of duties and taxes. 
 
 
Exhibit 28.2 is not available, see the Annual Report. 
 
 
28.10 Over the last three years, we have reviewed significant portions 
of activity relating to two of the three lines of work.  In 1991, we 
reported on certain aspects of Customs activities relating to border 
operations.  Our audit included departmental operations relating to 
personal travel at border crossings, release of and accounting for 
commercial goods, illegal drugs and hazardous material.  In 1992, our 
Office commented on the Customs trade policy administration that deals 
with Canada's anti-dumping and countervail program.  In 1993, we 
reported on Customs' role in collecting and verifying merchandise trade 
data. 
 
28.11 This year's audit reports on the assessment of duties for 
commercial goods.  Customs assessment activities ensure that the 
appropriate amount of duties has been calculated. 
 
Audit Objective and Scope 
 



28.12 The objective of our audit was to review Customs activities 
relating to the assessment of commercial goods.  We also reviewed the 
Department's mechanism for ensuring that importers comply with Canadian 
legislation and international trade agreements relating to the 
assessment of commercial goods. 
 
28.13 The main areas of review were the systems used by the Department 
to record and verify that the appropriate amount of duty has been 
assessed on commercial goods imported into Canada.  To do this, we 
looked at departmental procedures for ensuring that: 
 
 • the proper quantity and value were determined; 
 
 • the originating country was accurately identified; and 
 
 • the correct classification was applied and the right rate of 
duty was charged on the goods. 
 
28.14 We also reviewed two programs related to refunds and exemptions of 
import duties.  The first program refunds duties paid on imported goods 
that are used or disposed of in accordance with certain provisions.  
These repayments of duties are called drawbacks.  In the other program, 
goods imported to Canada are not charged duties at the time of entry 
because they are to be used for specific manufacturing purposes.  These 
exemptions from paying duty are called end-use provisions.  A portion 
of our audit looked at Customs' mechanism for ensuring that importers 
have complied with end-use provisions.  In addition, we reviewed the 
departmental system for handling appeals. 
 
28.15 Our audit work was conducted at Customs' head office and regional 
offices.  The bulk of customs assessment work is carried out in the 10 
regional offices.  Headquarters in Ottawa is responsible for the 
overall administration and policy setting relating to customs 
assessment.  Our audit criteria appear in Exhibit 28.3. 
 
28.16 In each region, the customs assessment work is carried out mostly 
in the Customs Assessment Division.  In 1993-94, these regional 
divisions spent almost $48 million and used 1,250 person-years. 
 
Overview of Commercial Importation 
 
28.17 The importation of commercial goods involves two steps.  The first 
step is the release of goods by Customs inspectors at the border. This 
release is done after collecting and reviewing documents that detail 
the type and amount of commercial goods entering the country.  In some 
cases, a physical examination is done to verify the information 
provided.  This step is a border services activity, which is outside 
the scope of this audit. 
 
28.18 The second step is the assessment of duties, which is the focus of 
the present audit.  Assessing the appropriate duties to be collected on 
imports involves verifying the tariff classification, the country of 
origin and the value of the goods.  This work is primarily done at the 
regional Customs office and is described in more detail in paragraphs 



28.21 to 28.24 (see also Exhibit 28.4). 
 
28.19 There are several other activities that are necessary to ensure 
that the proper amount of duties is collected.  Some importers can 
recover the duties paid through the various duty-relief programs.  
Customs verifies duty-relief claims to ensure that the importer is 
eligible.  Other importers do not pay the duty up front, as they are 
eligible under the end-use or other relief provisions contained in the 
Customs Tariff Act.  Again, Customs verifies a sample of these entries 
to ensure that each importer has complied with the conditions set out 
in the legislation. 
 
 
Exhibit 28.3 
 
Audit Criteria 
 
•Systems, procedures and practices should ensure that liability for 

duties on commercial goods imported into Canada is properly 
assessed and that refunds, where appropriate, are made in an 
economical and efficient manner and in compliance with legislation 
and international trade agreements. 

 
•Systems, procedures and practices should ensure that adjustment 

requests and appeals are processed in an efficient and effective 
manner. 

 
•The Department should have appropriate procedures and standards in 

place to ensure that a high quality of service is provided to its 
clients. 

 
•Management information systems should provide reliable, relevant and 

timely information on operations. 
 
 
28.20 An importer who disagrees with a departmental decision relating to 
classification, valuation or origin of goods may appeal.  The Customs 
Act provides a multi-level appeal process to resolve these types of 
disputes. 
 
Observations and Recommendations 
 
Assessment Procedures 
 
Almost one in five tariff classifications is in error 
 
28.21 In 1993-94, Customs processed over 8 million commercial entries 
with a total reported value of over $183 billion.  Some of these 
entries have more than one type of commodity.  Each commodity is 
accounted for separately in individual transactions called lines.  In 
1993-94, the Department processed over 21 million lines of 
transactions. 
 
28.22 These lines are submitted to Customs by the importer or broker on 



an accounting document.  The accounting document details the tariff 
classification, the value of the goods being imported and the amount of 
duty owed. 
 
28.23 The lines are selectively reviewed by Customs officers who are 
specialists in a particular type of product.  In 1993-94, 8.1 percent 
(1.7 million) of lines were selected for review.  Items are selected on 
the basis of various criteria that take into account the risk, value 
and nature of the transaction.  Line reviews are conducted by going 
through the documents submitted by the importer or broker to the 
regional office to support the accounting document.  This procedure is 
called a desk review. 
 
28.24 Current legislation calls for Customs to review the accounting 
document within 30 days of its receipt.  If the Department does not 
make an adjustment within 30 days, the accounting document submitted by 
the importer is considered correct.  In verifying the commodity's 
tariff classification, the Customs officer compares the classification 
declared by the importer with the documents provided.  If further 
information is required, the officer contacts the importer by telephone 
or in writing.  The Customs officer does not see the actual imported 
goods. 
 
28.25 A recent internal audit reviewed a sample of accounting documents 
submitted by importers.  The auditors looked for one particular type of 
error - a tariff classification error.  On a typical accounting 
document, the importer indicates the tariff classification that it 
believes is appropriate for the imported good.  The tariff 
classification determines the rate of duty to be paid.  The internal 
audit found an error rate of 19 percent in tariff classification alone. 
 Not all classification errors have a revenue impact.  For example, the 
tariff classification might be in error, but if the correct tariff 
classification had the same tariff rate, there would be no revenue 
impact.  The internal audit did not calculate the revenue impact of the 
errors noted. 
 
28.26 The error rate discovered by internal audit is approximately four 
times higher than the combined rate of errors in classification, 
valuation and origin found by Customs officers.  In 4.4 percent of 
cases, Customs officers issued adjustments to correct errors such as 
classification, value or country of origin.  The 75,000 adjustments 
generated $80 million in additional revenues for the Department. 
 
 
Exhibit 28.4 is not available, see the Annual Report. 
 
 
28.27 One reason for the discrepancy between the internal audit findings 
and the error rates found by Customs officers may be the large volume 
of work.  Customs officers are often overloaded and have a hard time 
reviewing the transactions sent to them within the legislated time 
frame.  Often, the officers resort to an "expedited" review, which 
means that they will quickly check transactions that are about to 
exceed the legislated 30-day rule.  If there are no obvious errors and 



the risk seems minimal, no further work is done and the transaction is 
declared correct. 
 
Compliance Verification units were created to deal with revenue losses 
 
28.28 While not all classification errors have a revenue impact, the 
relatively low rate of adjustments found in the normal transaction 
review process compared to the estimated error rate found in the 
internal audit suggests a potential for large revenue losses.  This was 
confirmed by Compliance Verification units that were created in 1992 to 
perform additional testing to supplement the normal transaction review 
process.  The creation of the units was a departmental response to a 
government initiative in deficit reduction.  The additional resources 
provided through this initiative were used to generate additional 
revenue and reduce instances of non-compliance. 
 
28.29 Since their inception, Compliance Verification units have 
generated $135 million dollars of revenue. Exhibit 28.5 gives the 
results and resources used by the units in the last two years.  In 
1993-94, they collected almost $6.5 in revenue for every $1 in 
additional costs. 
 
 
Exhibit 28.5 is not available, see the Annual Report. 
 
 
A new review system is being tested 
 
28.30 The Department has recognized that the present system of reviewing 
selected lines for detailed review is not working well.  Recent work in 
the Compliance Verification units has shown that the transaction 
approach may not be the most effective for larger importers. 
 
28.31 A current departmental initiative, periodic audit, is one element 
of the Customs re-engineering effort known as the New Business 
Relationship Initiative (see Exhibit 28.6).  Periodic audit deals with 
larger importers in a different way.  Instead of looking at individual 
transactions for larger companies, the Department collects information 
on importers' systems, and samples transactions to determine the rate 
of their compliance with legislative requirements. 
 
28.32 Periodic audit was first tried in two manufacturing companies.  
The audits found over $4 million in additional duties.  In addition, 
many errors were found in tariff classification.  Based upon this 
project, the Department decided in 1992 to extend periodic audit to 
other selected manufacturing companies. 
 
28.33 Customs has completed the first round of audits for six companies 
in one industry sector.  In a review of the tariff classifications for 
certain imported goods, approximately 55 percent of transactions were 
found to be incorrectly classified.  Periodic audits in another 
industry sector were ongoing at the time of our review. 
 
28.34 The error rates shown by some of Canada's largest manufacturing 



companies in the pilot study reflect the difficulty in making a proper 
tariff classification.  The International Harmonized System has over 
16,000 possible tariff classifications.  This inherent complexity has 
been complicated by the major changes in Customs procedures in recent 
years as a result of the Free Trade Agreement and the North American 
Free Trade Agreement. 
 
 
Exhibit 28.6 
 
New Business Relationship Initiative 
 
The New Business Relationship (NBR) initiative is an ongoing project at 
Revenue Canada - Customs. NBR objectives and principles include the 
following: 
 
•to offer Customs' commercial clients a new relationship that is based 

on their demonstrated compliance record with the Department; 
 
•to revise the relationship so that importers are more responsible for 

their application of trade law, while Customs concentrates on 
providing effective advice, guidance and enforcement to support 
voluntary compliance and a level playing field; 

 
•to improve the competitive position of Canadian business by maximizing 

the cost-effectiveness of Customs' commercial procedures and 
minimizing the cost, delay and intrusion that they cause to 
international trade; 

 
•to tailor Customs' procedures to client business practices wherever 

practicable by eliminating the need for duplicate control 
processes and making electronic commerce the preferred option at 
all stages of the commercial process; and 

 
•to improve Customs' ability to discriminate, at the first point of 

arrival, between admissible commercial goods and those that pose a 
threat to Canada's social, economic or environmental well-being. 

 
The Department will implement these objectives and principles by moving 
from: 
 
•a "one-size-fits-all" approach to a tailored option approach; 
 
•a shipment-by-shipment focus to a client-oriented focus; 
 
•a controlled environment to one that encourages self-assessment; and 
 
•a transactional environment to a periodic environment. 
 
The New Business Relationship is a Department-wide initiative. 
Therefore, some elements do not fall under the scope of our current 
audit. We have reviewed departmental efforts regarding periodic audit 
and the National Rulings Program as part of this audit. 
 



 
28.35 The pilot projects in participating industry sectors have shown 
that audits of very large companies are useful.  Customs is able to 
obtain better departmental compliance and trade statistics while 
working more co-operatively with large importers.  In some cases, 
participating companies have reported that their customs reporting 
procedures have been simplified and better integrated into existing 
operations.  This will result in industry cost savings.  One of the 
industry sectors involved in the pilot project estimated that it would 
save at least $100 million over the next 10 years as a result of the 
change in procedures.  Participating companies have reported benefits 
in other areas, such as reduced release times at the border, 
elimination of unnecessary paperwork and improved client assistance.  
In all cases, the companies welcomed the new initiative but felt that 
further modifications would be needed to realize the full potential for 
savings. 
 
28.36 Customs now needs to translate the success of the pilot projects 
into new routines for doing business.  Customs wishes to move away from 
a transactional review approach for as many as possible of the 150,000 
importers it now deals with. 
 
28.37 Regular periodic audits, like those performed in the pilot 
projects, are practical for only the very largest Canadian importers.  
For other importers, some other form of periodic verification is 
needed.  This may involve audits at less frequent intervals, audits of 
industry groups rather than individual importers, or audits of 
information sent in to the Department rather than information gathered 
by the Department in a visit to the importer.  The type of periodic 
verification chosen will depend on the value and risk of the 
transactions as well as the past record of the importer. 
 
28.38 There is a tremendous range of activity among the 150,000 
companies that import goods on an annual basis (see Exhibit 28.7).  The 
top 1,000 importers account for 69 percent of the total value of 
imports to Canada. 
 
 
Exhibit 28.7 is not available, see the Annual Report. 
 
 
28.39 Customs hopes by the end of 1995 to cover 40 percent of the value 
of total imports through some form of periodic verification.  However, 
the Department does not have a detailed plan at this time as to how 
many or which particular importers will be covered.  It also has no 
detailed plan as to the type or mix of periodic verification strategies 
that will be used. 
 
28.40 Customs should, in the continuing development of the New Business 
Relationship, develop more fully a strategy and plan for  
implementation of periodic verification  for large importers.  The plan 
should also articulate a strategy for addressing the verification 
requirements for other importers.  Plans should specify a timetable for 
implementation. 



 
Department's response:  A proposed plan of action spanning the next 18 
months is in the approval process.  This plan includes a small business 
strategy specifically designed to meet the particular needs of 
infrequent importers.  In the interim, the plan will be refined and 
will be complemented by the development of a comprehensive 
implementation plan that will map out a longer strategic direction. 
 
More end-use and country-of-origin audits are needed 
 
28.41 An end-use provision reduces or eliminates the duty payment if 
certain conditions are met.  For example, certain goods entering the 
country for manufacture are not charged customs duty.  Annually, 
approximately 15 percent of all commercial transactions claim an end-
use provision.  A 1992 Customs study indicated that approximately $28 
billion of commercial goods entering the country claimed an end-use 
provision. The net revenue not collected at time of importation from 
these goods was $2.7 billion.  Customs verifies that the appropriate 
end-use provision was complied with through an end-use audit.  An end-
use audit verifies that the goods were actually used as required by the 
specific condition set out in the end-use provision claimed.  If the 
goods have been diverted for other uses, the importer is required to 
report the diversion and pay the appropriate duties. 
 
28.42 Our review indicates that limited work has been done by Customs to 
ensure that importers comply with end-use provisions.  Regional offices 
have established end-use audit units in their investigation divisions. 
However, there are few resources allocated by Customs to end-use 
audits.  In 1993-94, there were only 10 person-years devoted to end-use 
audits within the 10 Customs regional offices. 
 
28.43 During 1993-94, this level of effort resulted in the completion of 
141 reviews.  These reviews produced an additional $4.9 million in 
duties assessed to importers.  The Department states that in the 
future, end-use audits will be part of the review for companies subject 
to periodic verification under the New Business Relationship. 
 
28.44 Customs is currently administering the North American Free Trade 
Agreement (NAFTA), which replaced the Free Trade Agreement between 
Canada and the United States as of 1 January 1994.  We were unable to 
review the verification procedures that Customs is administering under 
NAFTA because the agreement is still new.  However, we were able to 
review departmental efforts under the Free Trade Agreement.  Under this 
Agreement, goods originating in the United States are accorded a 
preferential tariff rate.  To obtain the preferential tariff, 
commercial importers must obtain a certificate of origin from the 
exporter.  It is Customs' responsibility to ensure that the certificate 
of origin used by an importer is valid under the rules of the Free 
Trade Agreement.  Our review of Customs' work relating to this area 
revealed two concerns. 
 
28.45 First, past procedures for selecting certificates of origin for 
review were inadequate.  In the initial stages of the Free Trade 
Agreement, Customs looked at the sensitivity of a particular industry, 



the differential rates of duty and complaints to determine which goods 
or industries to target for an origin review.  Customs has started to 
refine its risk analysis based on the company profile and the type of 
industry and/or good imported.  This risk analysis is now being used in 
the process of selecting targets for future audit work and should 
result in more effective monitoring in this area. 
 
28.46 Customs' initial focus in regard to the Free Trade Agreement was 
to educate importers on their obligations under the new law and to 
thereby promote self-assessment.  In recent years, Customs has 
increasingly emphasized reviews to ensure that certificates of origin 
are valid.  Our audit indicated that even more work could be done in 
this area.  The first step in reviewing an origin claim involves 
inspecting the certificate of origin and contacting the importer for 
more details if the information is not adequate.  Customs may ask the 
exporter to complete a questionnaire to determine if the rules of 
origin apply to the goods in question.  Depending on the response, 
Customs may request a visit to the exporter's premises to determine 
whether the goods are eligible under the rules of origin. 
 
28.47 There are two types of visits to importers, depending on which 
provision of the Agreement is being claimed by the importer.  One type, 
called a verification visit, ensures that the tariff classification of 
the good being imported has been changed.  In the second type, an 
importer may claim that a good qualifies under the Free Trade Agreement 
if at least 50 percent of the value of the good has been added in the 
United States.  These more complex reviews, called audits, check 
manufacturers' records to ensure that the value-added provision has 
been met.  In the last five years, ending 31 March 1994, a total of 40 
audits were done on United States exporters and 106 verification visits 
were made with respect to tariff change rules. 
 
28.48 The potential for problems has grown with the implementation of 
NAFTA in January 1994.  Some of the rules of origin have become more 
complex, and goods from Mexico now also benefit from a preferential 
tariff.  Audits of exporters and manufacturers in the United States and 
Mexico will continue to be necessary to ensure that only eligible goods 
are given the preferential NAFTA rate of duty. 
 
28.49 Customs should review its audit strategy for both end-use and 
origin reviews.  The level of audit review in these areas should be 
based on a comprehensive evaluation of both risk and compliance issues. 
 
Department's response:  A review of the audit strategy for both end-use 
and origin is well under way within the Department.  As acknowledged in 
the report, the Department is making efforts to correlate the level of 
verification with risk and compliance profiles in origin determination. 
 Furthermore, the Department has recently assigned more dedicated 
resources to audit verification with the introduction of NAFTA. 
 
With respect to the end-use program, the Department is making 
organizational changes to ensure a better alignment of this program 
with compliance activities related to other trade administration 
verification activities.  Both the origin and end-use programs will be 



further strengthened in the context of the New Business Relationship 
Initiative.  As the current transactional focus is replaced with a 
client orientation, risk assessment and targeting will be based on an 
importer's compliance record, as well as the sensitivity of particular 
areas of trade. 
 
Appeals 
 
The appeal and adjustment process is seriously backlogged 
 
28.50 There are several situations where an importer may be in dispute 
with Customs regarding the amount of duty owed.  In some cases, an 
importer may disagree with a decision that results in greater duties 
owed.  In other cases, additional information, such as a certificate of 
origin, may be required to gain a lower assessment or duty-free status. 
 Sometimes, an importer realizes that an error has been made and wishes 
to voluntarily adjust the documents.  All disputes must be handled 
through one formal appeal process. 
 
28.51 This practice is a result of legislation stating that requests for 
changes to an assessment must be done through the appeal process.  
Customs is reviewing the possibility of handling corrections, errors 
and changes through a more informal dispute settlement process. 
 
28.52 The use of the formal appeal process for all adjustments has 
resulted in backlogs and delays.  At the end of 1993-94, disputed 
duties in the appeal process amounted to over $162 million.  The first 
stage of the process is at the regional level.  In 1993-94, regional 
offices received almost 300,000 appeals from importers.  At 31 March 
1994, there were 54,000 appeals outstanding at the regional level and 
the average length of time to deal with an appeal was two months.  At 
31 March 1993, there were over 84,000 appeals outstanding at the 
regional level. 
 
28.53 The second level of appeal is at head office.  At 31 March 1994, 
there were 17,000 appeals at the headquarters level and the average 
time to issue a determination was 15 months. 
 
28.54 The Department has recognized that the present legislation is 
inappropriate for many of the appeals currently in the system.  At the 
time of our audit, Customs was reviewing its legislation to determine 
if a revised process for the more administrative matters would be 
appropriate. 
 
28.55 Customs should continue with its efforts to separate 
administrative matters from its formal appeal process. 
 
Department's response:  Revenue Canada agrees with the recommendation. 
 The current Customs Act review process addresses this issue and, based 
on its recommendations, work is under way to draft new legislative 
provisions for redress and client-driven corrections to accounting 
transactions. 
 
Rulings 



 
A new National Customs Rulings Program provides more certainty to users 
 
28.56 Customs has developed a new program called the National Customs 
Rulings Program.  This program was developed to respond to user 
concerns regarding advance rulings on goods to be imported to Canada. 
 
28.57 Prior to 1992, Customs did not issue binding rulings to importers 
or brokers.  Rather, an opinion would be given if requested.  These 
opinions were regionally based, followed no national procedures or 
standards, were not binding and were difficult to apply.  As a result, 
importers were unable to plan and conduct their business with 
certainty. 
 
28.58 To deal with these problems, the National Customs Rulings Program 
was designed.  The intention was to provide nationally consistent and 
binding rulings that would allow importers to do their business with 
greater certainty. 
 
28.59 The Rulings Program allows importers to make written requests to 
regional offices.  Once the rulings are issued they are entered into 
the Technical Reference System, which is a national data base.  The 
main focus of the Rulings Program is on classification and, to a lesser 
degree, origin and valuation. 
 
28.60 Customs completed a program evaluation on the Rulings Program in 
the fall of 1993.  The program evaluation measured the success of the 
program against various performance standards, including the program 
objective of providing rulings within 30 days for regular cases and 120 
days in complex cases.  The report noted that the turnaround time 
standard was met in 92 percent of all the cases up to June 1993. 
 
28.61 We asked for the same information updated to the end of March 
1994.  We found that, although the information was available at the 
regional level, it was not being gathered and reviewed at the 
headquarters level.  As a result, management is unaware whether the 
program standards are being met.  The Department has informed us that 
it is in the process of implementing a computerized management system 
that will give the necessary managerial information. 
 
28.62 Customs should ensure that a management information system that 
gathers and summarizes regional results for the National Customs 
Rulings Program is implemented at the national level. 
 
Department's response:  As stated in this report, the Department is in 
the process of implementing a computerized system that will give the 
necessary managerial information.  The system is now being tested in 
two regional offices, Toronto and Hamilton.  Testing should be complete 
and the system should be operating nationally before the end of 1994. 
 
Conclusion 
 
28.63 The collection of activities that comprise Customs assessment are 
under severe strain.  Customs officers are unable to cope with the 



volume of transactions.  The introduction of periodic verification 
promises to ameliorate this situation for large importers, but the 
Department needs to determine how it will apply this strategy to other 
importers.  End-use and country-of-origin audit activity is low, and 
the level of review should be adjusted to reflect both risk and 
compliance issues.  The appeal process is backlogged due to statutory 
constraints, and changes need to be made to speed up the process. 



Chapter 29 
 
Revenue Canada 
 
Collecting Income Tax Debts 
 
Table of Contents 
 
             Page 
 
Main Points           29-5 
 
Introduction           29-7 
 
Audit Scope and Objectives        29-7 
 
Observations and Recommendations       29-8 
  A significant amount of departmental resources 
   are devoted to collections     29-8 
  Since 1988-89, unpaid income taxes have risen 
   substantially        29-8 
 
 Collection Statistics        29-9 
  Most debts are owed by individuals, including 
   the self-employed       29-9 
  Older debts are harder to collect     29-12 
  Resources devoted to collections have increased  29-13 
  The ratio of cash collected to value of 
   accounts resolved has declined    29-14 
  The Department collected on average 80 cents 
   for each dollar of income tax debt resolved  29-14 
  For Revenue Canada, an increase of one cent 
   per dollar in cash recovery is significant  29-15 
 
 Collection Regime         29-15 
  The Department is making changes to improve 
   collection operations      29-15 
  Despite improvements to Revenue Canada's 
   collection operations over the years, key 
   deficiencies remain       29-16 
  Automatic risk scoring of delinquent accounts 
   is ineffective        29-17 
  The Department does not have profiles of 
   tax debtors        29-18 
  The Department does not fast-track collection 
   of all large tax debts      29-19 
  Collectors' practices for assessing taxpayer 
   ability to pay vary       29-21 
  Standards relating to quality of work at the 
   collector level need to be strengthened   29-21 
  There is insufficient results-oriented 
   information to properly assess collection 
   performance        29-23 
 



 Fairness Package         29-24 
  Use of the Fairness Package has been 
   poorly controlled       29-24 
 
 Information for Parliament       29-26 
  The estimated realizable value of tax debts 
   may be overstated       29-26 
 
Summary and Conclusion         29-27 
 
Exhibits 
 
29.1  Audit Criteria         29-7 
29.2  Growth in Tax Debts        29-9 
(Exhibit 29.2 not available, see Annual Report) 
29.3  Changes in District Office Workloads and 
  Resource Levels        29-10 
(Exhibit 29.3 not available, see Annual Report) 
29.4  Revenue Canada's Collection Regime     29-11 
(Exhibit 29.4 not available, see Annual Report) 
29.5  Distribution of Income Tax Debts among Taxpayer 
  Groups          29-12 
(Exhibit 29.5 not available, see Annual Report) 
29.6  Recoverability by Age of Unpaid Assessments   29-13 
(Exhibit 29.6 not available, see Annual Report) 
29.7  Analysis of Accounts Resolved      29-14 
(Exhibit 29.7 not available, see Annual Report) 
29.8  Noteworthy Private Sector Collection Practices  29-16 
 
Revenue Canada 
 
Collecting Income Tax Debts 
 
Assistant Auditor General: Shahid Minto 
Responsible Auditor:  Basia Ruta 
 
Main Points 
 
29.1  In the last decade, Revenue Canada's goal, to stop or reverse 
the trend of growth in delinquent income taxes, has often proved to be 
unattainable.  From 1988-89 to 1992-93, the Department experienced 
sustained growth in the dollar value of delinquent income taxes.  This 
increase significantly outpaced the growth in net federal income tax 
revenue for that period.  The Department noted that the recession and 
slow economic recovery have affected the ability of many taxpayers to 
settle their accounts in a timely manner.  There was no year-over-year 
growth in delinquent income taxes in 1993-94; the value of these taxes 
remained relatively constant at the 1992-93 level. 
 
29.2  In an effort to curtail the rising inventory of tax debts, 
Revenue Canada undertook a number of initiatives and increased the 
number of collectors in 1992-93 and 1993-94.  Approximately 10 percent 
of the Department's Taxation employees work on collection activities, 
and about $100 million, or 7 percent of Taxation annual expenditures, 



are used to collect income tax debts. 
 
29.3  On 31 December 1993, about 1.6 million taxpayers (mostly 
individuals, including the self-employed) owed income tax totalling 
$9.2 billion.  At the time, 29,000 taxpayers had amounts in dispute.  
Unpaid income tax debts (net of amounts not immediately payable under 
"taxes in dispute" legislation) amounted to $6.5 billion.  However, not 
all income tax debts are collectable. 
 
29.4  The Department estimates that of the $6.6 billion outstanding 
on 31 March 1994, $1.1 billion might never be collected.  In our view, 
Revenue Canada's methodology for assessing collectability of income tax 
debts tends to overstate the potential cash value of this asset. 
 
29.5  The ratio of cash payments collected to value of accounts 
resolved has fluctuated over the past several years.  Recently, it has 
decreased, dropping from 84 cents on the dollar in 1990-91 and 1991-92 
to 79 cents in 1992-93.  One factor affecting this statistic is the 
level of income tax debts written off in a given year.  At current 
collection levels, for each one-cent drop in average cash recovery, 
there is a reduction of about $34 million in revenue.  The Department 
forecasts that this ratio will increase to 81 cents in 1993-94. 
 
29.6  The Department has a number of initiatives under way aimed at 
improving collection operations, such as the introduction of a single 
business identifier number for all accounts within Taxation, Customs 
and Excise and an on-line management information system for collection 
activities.  The Department has successfully expedited payments on 
small balance accounts.  Departmental records indicate that payments of 
$22 million in 1992-93 and an estimated $57 million in 1993-94 have 
resulted from this initiative. 
 
29.7  Revenue Canada needs to further improve its operational and 
performance information to help ensure that tax collectors are handling 
accounts in a timely and productive manner. 
 
29.8  The Fairness Package has been used to forgive interest and 
penalties on unpaid amounts in certain circumstances.  Revenue Canada 
has neither kept records that would allow for the totalling of all 
adjustments nor adequately monitored the circumstances in which they 
were applied. 
 
Introduction 
 
29.9  Income tax is the most significant source of revenue for the 
government.  Most income tax is collected through deductions from 
employment earnings and instalments by taxpayers. 
 
29.10 Most taxpayers who still owe tax when filing their return pay the 
balance promptly.  However, some do not.  In an effort to ensure that 
all taxpayers pay their fair share of income tax, Revenue Canada seeks 
payment of unpaid balances and of amounts deducted from employees but 
not turned over by employers. 
 



Audit Scope and Objectives 
 
29.11 Our audit reviewed the adequacy of Revenue Canada's collection 
policy and practices.  Our objective was to see how well Revenue Canada 
was doing at managing its inventory of tax debts. 
 
29.12 In addition, we examined whether Parliament was adequately kept 
informed on the nature and collectability of tax debt and the amounts 
forgiven or written off, as well as on Revenue Canada's performance in 
collecting debts. 
 
29.13 We did not consider the management of accounts under dispute where 
legislation prevents Revenue Canada from collecting on those amounts 
until after the dispute has been resolved.  However, we did consider 
collection of disputed assessments that had been resolved and ruled on 
in favour of the Department. 
 
29.14 The criteria used during the audit are found in Exhibit 29.1. 
 
 
Exhibit 29.1 
 
Audit Criteria 
 
•Collection practice should be directed at securing Crown interests on 

a timely basis with least cost to the government while, at the 
same time, providing fair and equitable treatment of taxpayers. 

 
•Legislative provisions should be sufficient to support an effective 

and efficient collection regime. 
 
•The Department should have in place an overall collection strategy 

with clear objectives.  The strategy should drive resource 
allocation. 

 
•Collections activities should be carried out with efficient systems, 

procedures and work methods, and staff who know what is expected 
of them.  The Department should seek out and implement, where 
feasible, cost-effective innovative collection practices. 

 
•There should be in place an appropriate framework for monitoring and 

evaluating the results of collection activities as well as 
procedures to ensure that collection actions comply with current 
policies and procedures. 

 
•Parliament should be adequately kept informed of the results of 

collection activities and of the nature, state and general 
collectability of delinquent taxes, including amounts written off, 
forgiven or otherwise adjusted. 

 
 
29.15 We conducted our audit work at Revenue Canada's head office, three 
regional offices and ten district offices. 
 



29.16 We also looked at collection practices in other organizations.  We 
interviewed collection managers in two prominent banking institutions 
and in two major collection agencies.  We obtained information from 
three provincial and three federal tax authorities.  We also visited a 
credit bureau office, spoke with a bailiff and met with officials of 
two companies specializing in collection systems.  Because the U.S. 
General Accounting Office had done extensive work in the collection 
area at the Internal Revenue Service, we reviewed its reports and spoke 
to officials on the findings and observations they had raised. 
 
29.17 The objective of our review was to obtain an understanding of the 
best practices in collection operations.  Our references to practices 
in the private sector relate to those we found to be noteworthy, 
recognizing that collection operations varied in each of the 
organizations we visited. 
 
Observations and Recommendations 
 
A significant amount of departmental resources are devoted to 
collections 
 
29.18 Approximately 10 percent of the Department's Taxation employees 
work on collection activities.  Revenue Canada spends about $100 
million, or 7 percent of Taxation annual expenditures, to collect 
income tax debts. 
 
Since 1988-89, unpaid income taxes have risen substantially 
 
29.19 The year-end total of unpaid income taxes rose from $4.2 billion 
in 1988-89 (net of amounts not immediately payable under "taxes in 
dispute" legislation) to $6.6 billion in 1992-93 and have remained at 
this level for 1993-94.  According to the Department, about 17 percent, 
or $1.1 billion, might never be collected. 
 
29.20 In its 1994-95 Part III of the Estimates, the Department indicated 
that its collection goal, to stop or reverse the trend of growth in tax 
debts, has often proved to be unattainable in the last decade.  The 
Department noted that the recent recession and slow economic recovery 
have affected the ability of many taxpayers to settle their accounts in 
a timely manner. 
 
29.21 From 1988-89 to 1992-93, the Department experienced sustained 
growth in the dollar value of delinquent income taxes.  This increase 
significantly outpaced the growth in net federal income tax revenue for 
that period.  As illustrated in Exhibit 29.2, tax debts increased by 58 
percent, while net federal income tax revenue increased by only 19 
percent.  For 1993-94, the value of income tax debts remained 
relatively constant with the 1992-93 level, while net federal income 
tax revenue declined. 
 
 
Exhibit 29.2 is not available, see the Annual Report. 
 
 



29.22 The increase in tax debts from $4.2 billion in 1988-89 to $6.6 
billion in 1992-93 and 1993-94 reflects primarily the gap between the 
value of new delinquent accounts coming in under district office 
responsibility and the value of accounts that tax collectors in 
district offices resolve in any year.  An account is resolved when 
payments, write-offs or other adjustments nullify the amount owing. 
 
29.23 The size of this gap ranged from $392 million in 1988-89 to over 
$1 billion in 1991-92.  The gap was narrowed to $449 million in 1993-
94, in part because the value of new delinquent accounts referred to 
district offices had declined since 1991-92 (see Exhibit 29.3). 
 
 
Exhibit 29.3 is not available, see the Annual Report. 
 
 
29.24 Departmental policy stresses the need to treat taxpayers with 
courtesy and consideration.  Firm action is supported where appropriate 
to ensure the equitable treatment of all taxpayers.  Exhibit 29.4 
illustrates Revenue Canada's collection regime. 
 
 
Exhibit 29.4 is not available, see the Annual Report. 
 
 
29.25 Typically, collection actions begin with computer-generated 
notices asking taxpayers to send in unpaid balances.  After about 90 
days, unpaid amounts over a certain dollar threshold are turned over to 
district offices for follow-up.  District office collectors contact 
debtors to request immediate, full payment or periodic payments, 
depending on a taxpayer's financial circumstances. 
 
29.26 If a taxpayer fails to pay as arranged, the Department can offset 
debts against future tax refunds or other government payments and 
garnishee income, bank deposits and payments due to a taxpayer from 
third parties.  The Department may also seize and sell taxpayers' 
assets. 
 
Collection Statistics 
 
Most debts are owed by individuals, including the self-employed 
 
29.27 We used the 31 December 1993 figures for much of our analysis in 
this audit because the 1993-94 figures were still being finalized.  At 
the end of December 1993, 1.6 million taxpayers had unpaid income tax 
debts amounting to $6.5 billion (net of $2.7 billion of assessments not 
immediately payable under "taxes in dispute" legislation).  About 
29,000 taxpayers had amounts in dispute. 
 
29.28 Exhibit 29.5 illustrates the distribution of income tax debts 
among taxpayer groups.  The majority of debts belonged to individuals, 
including the self-employed, followed by corporations and then 
employers (for deductions from salaries and wages).  The largest 
amounts of tax debt were found in the provinces of Ontario, British 



Columbia, Quebec and Alberta. 
 
 
Exhibit 29.5 is not available, see the Annual Report. 
 
 
29.29 Many of those with tax owing were repeat debtors.  Over half of 
the accounts under district office responsibility had income tax owing 
on more than one assessment.  Tax collectors were busiest trying to 
collect from salaried employees and businesses in the professional 
services, construction and manufacturing sectors. 
 
29.30 Of the 1.6 million taxpayers who owed income tax at the end of 
calendar year 1993, 25 percent owed roughly $5.4 billion, 82 percent of 
the tax outstanding.  These accounts were being followed up by tax 
collectors in district offices and are referred to as accounts under 
district office responsibility.  Fifty-four percent of tax debtors had 
minor balances outstanding and accounted for only $250 million of total 
income tax debt.  Minor balances are subjected to different collection 
procedures, primarily computer-generated reminder notices.  The rest of 
the debtor accounts  (21 percent), valued at $900 million, were in 
arrears for less than 90 days from date of notice of assessment.  
Taxpayers in this category receive up to three computer-generated 
collection letters asking that unpaid tax be remitted promptly.  Some 
may be warned of possible legal action should payment not be made. 
 
29.31 The average age of all income tax debts was 13 months.  For those 
under district office responsibility, the average age was 18 months, 
although some were as old as nine years.  About 31 percent of the $6.5 
billion owed had been outstanding for two years or more. 
 
29.32 A portion of these older accounts pertained to amounts recoverable 
under the former Scientific Research Tax Credit Program.  The 
Department considers these amounts largely uncollectable.  Total debts 
relating to the Scientific Research Tax Credit Program accounted for 
about 10 percent of the $6.5 billion owed.  Because of the age of 
accounts overall, at least $1.6 billion consisted of interest and 
penalty charges.  Departmental systems are not set up to isolate 
interest and penalty charges for some categories of income tax debts. 
 
Older debts are harder to collect 
 
29.33 Generally, the ability to collect a debt declines as its age 
increases.  We found that the vast majority of accounts resolved by tax 
collectors in 1993-94 were under district office responsibility for 
less than one year.  For accounts under one year old, payments make up 
to 95 cents of each dollar resolved as compared to the 80-cent overall 
average achieved (see paragraph 29.39).  As illustrated in Exhibit 
29.6, the drop in collectability is very noticeable after each one-year 
interval.  In the first year of delinquency alone, there is an 8-cent 
drop in recoverability.  Only 20 percent of accounts resolved by tax 
collectors were under district office responsibility for more than one 
year. 
 



 
Exhibit 29.6 is not available, see the Annual Report. 
 
 
29.34 A recent study has shown that the odds of collecting delinquent 
commercial debts decrease dramatically with the length of delinquency. 
 After two months, the chances of collecting late payments drop to less 
than 75 percent, and the odds after one year are not much better than 
25 percent.  These collectability patterns occur even though the 
private sector screens customers before granting credit privileges, as 
a means of containing financial risks.  Under our self-assessment 
system, Revenue Canada cannot do this.  The result is that Revenue 
Canada may have to deal with debtors who present greater financial risk 
than those in the private sector.  It may be difficult to collect on 
amounts owing from the start, and payments on debt may not be easily 
forthcoming.  Moreover, recoverability potential can deteriorate 
quickly with age of delinquency.  As already noted, 31 percent of the 
dollar value of Revenue Canada's total outstanding receivables are two 
years of age or older from the date of initial assessment. 
 
Resources devoted to collections have increased 
 
29.35 In 1985-86, Collections received 320 additional staff to assist 
temporarily in all aspects of collection, including working on existing 
inventories that had escalated in prior years.  One outcome was that 
$1.4 billion of accounts were written off in 1988-89 and 1989-90.  In 
1992-93 and 1993-94, in an effort to curtail the rising inventory of 
tax debts, the Department again increased its number of collectors, but 
this occurred some two years after the peak in annual intake of 
accounts referred to district offices.  In the private sector, 
collection organizations react quickly in gearing up resources to meet 
changes in workload and minimize financial losses.  Exhibit 29.3 shows 
changes in district office workloads and resource levels for the period 
1988-89 to 1993-94. 
 
29.36 New staff now account for about 24 percent of the 1993-94 
Collections resources.  Productivity, as measured by total dollars 
resolved per collector, declined from $2 million in 1991-92 to $1.7 
million in 1992-93 and is expected to decline further to $1.5 million 
for 1993-94.  The Department explains the decline in 1993-94 in part by 
the fact that more effort is being directed at resolving older 
accounts, which is a longer and more costly process.  The Department 
also notes that as the number of collectors increases, dollars resolved 
per collector could diminish because additional resources may be 
directed at working accounts of a lesser value. 
 
The ratio of cash collected to value of accounts resolved has declined 
 
29.37 For accounts under district office responsibility, the ratio of 
cash payments collected to value of accounts resolved has fluctuated 
over the past several years.  Recently, it has decreased, dropping from 
84 cents on the dollar in 1990-91 and 1991-92 to 79 cents in 1992-93.  
One factor affecting this statistic is the level of income tax debt 
written off in a given year.  At current collection levels, for each 



one-cent drop in average cash recovery, there is a reduction of about 
$34 million in revenue.  The Department forecasts that this ratio will 
increase to 81 cents in 1993-94. 
 
29.38 This statistic does not measure the portion of resolved accounts 
that is actually settled for cash, although it should approximate that 
portion.  We wanted to obtain a more precise estimate.  Accordingly, we 
analyzed accounts that were resolved by collectors during the first 10 
months of 1993-94.  We excluded accounts pertaining to non-routine 
situations such as personal bankruptcies, non-residents, trusts and 
other sundry accounts.  The information is presented in Exhibit 29.7. 
 
 
Exhibit 29.7 is not available, see the Annual Report. 
 
 
The Department collected on average 80 cents for each dollar of income 
tax debt resolved 
 
29.39 Our analysis revealed that, in the aggregate, taxpayers who fell 
into arrears had their initial assessments adjusted by 19 cents.  Such 
adjustments would arise, for instance, when taxpayers supplied 
additional information or when the Department made errors in processing 
returns.  When considering the adjusted tax debts, taxpayers paid 80 
cents on each dollar of income tax debt resolved.  The Department wrote 
off about 13 cents and credited the accounts by a further 7 cents for 
interest and penalty reversals and other adjustments. 
 
For Revenue Canada, an increase of one cent per dollar in cash recovery 
is significant 
 
29.40 About $3.4 billion is collected annually on accounts under 
district office responsibility.  A one-cent increase in average dollar 
recovery, at the current collection volume, would result in an 
additional cash injection of $34 million annually. 
 
29.41 As elaborated on in paragraphs 29.49 to 29.91, our overall 
observation is that the Department needs to improve its operational and 
performance information to help ensure that collectors are working 
accounts in a timely and productive way. 
 
29.42 Collection could be more timely or approached differently, 
especially for accounts with a higher risk of default.  Enhancements to 
information systems, strengthening of standards of performance at the 
collector level and improved monitoring of results should result in 
improved recoveries. 
 
29.43 The following paragraphs identify factors that we feel have 
hindered Revenue Canada's efforts to contain the growth in receivables 
in recent years and recover amounts promptly.  In our view, 
enhancements to certain areas of collection operations could generate 
millions of dollars of additional revenue and possibly lower the cost 
of collections. 
 



Collection Regime 
 
The Department is making changes to improve collection operations 
 
29.44 We wish to acknowledge the Department's continuing efforts to 
modernize collection support systems and improve collection operations 
overall.  Recently, the Department has embarked on a number of 
initiatives to facilitate the collection effort.  A notable example is 
the single business identifier number for all accounts within Taxation, 
Customs and Excise (to be expanded later to include the rest of 
government).  Having a single business identifier number will 
facilitate offset of tax refunds or credits within the Department and 
payments from other government departments. 
 
29.45 Another initiative is the integration of all of Revenue Canada's 
collection systems, beginning with Excise accounts and later including 
Customs accounts.  The Department intends to have the same collector 
following up on unpaid assessments for the various kinds of taxes owed 
by a given taxpayer.  As well, as discussed in paragraphs 29.47 and 
29.48, it has recently developed new on-line management information 
systems to better manage collection performance. 
 
29.46 A further action taken by the Department in the last few years 
concerns its minor balance accounts.  These are smaller accounts 
receivable that would not normally be referred to district offices for 
collection action.  Students were hired to contact taxpayers and 
expedite the payment of these accounts.  The exercise has proved 
successful.  The Department estimates that it received payments of $22 
million in 1992-93 at a cost of $3 million.  Approximately 70,000 
taxpayers were contacted by phone.  In 1993-94, preliminary reports 
indicated that payments promised by taxpayers totalled $57 million 
following such contacts.  The Department is continuing with this 
initiative in 1994-95. 
 
Despite improvements to Revenue Canada's collection operations over the 
years, key deficiencies remain 
 
29.47 We found that Revenue Canada has not kept pace with private sector 
practices in key areas of collection operations.  Until recently, 
weaknesses in the Department's information systems hampered its ability 
to generate performance information, to enhance operational efficiency 
and to assess whether current collection procedures and practices are 
effective in achieving desired results.  Exhibit 29.8 summarizes 
private sector collection practices that we found to be noteworthy. 
 
 
Exhibit 29.8 
 
Noteworthy Private Sector Collection Practices 
 
Two organizations that we looked at in our audit were large companies 
whose survival depends on a well-performing collection operation. We 
noted how they used clearly stated objectives, standards and 
performance measures, automation, risk and debtor profiles, and 



specialization to generate efficiency gains. 
 
Targets were set for expected collections and allowable delinquency 
rates for the whole organization. These same measures were used at the 
working level to determine the contribution by collectors to these 
targets and by divisions within the organization. 
 
There were standards for the effort each collector should contribute to 
clearing accounts. The standards in place at the collector and manager 
levels permitted results to be monitored through performance reports. 
This, in turn, contributed to the efficiency of collection activities 
and to the achievement of the organization's overall goals. 
 
Key to their collection operations was the use of on-line computer 
systems that prompted collectors to work on those accounts where risk 
and expected payback was greatest. Collection actions taken on each 
account were easily and efficiently recorded, using a set of standard 
activity codes to enter information into the debtor's account. This 
allowed the organization to assess the performance of each collector 
and of work groups. 
 
Also important was the fact that operations were organized so that 
collectors, with the support of legal specialists and clerical staff, 
could focus solely on dealing with debtors. 
 
 
29.48 As indicated, the Department has made some important improvements 
in the systems area.  For instance, the last five years have seen the 
Department move away from manual, card-driven systems to on-line 
information systems for most accounts.  On-line systems provide 
collectors with immediate access to information on taxpayers' balances 
outstanding, as well as details on their collection histories.  
Supervisors access this information to monitor the work of collectors 
by reading diary entries, and to authorize certain collection 
activities on a case-by-case basis. 
 
29.49 New systems provide performance information for management and can 
generate ad hoc reports in ways not feasible previously.  Currently, 
these systems provide global results, such as dollars resolved and 
dollars collected down to the district office level, as well as general 
information on the nature of the tax debt inventory. 
 
29.50 Not all information on income tax debts is managed electronically, 
however.  The Department maintains a separate accounting system for 
non-routine accounts, such as those held up in bankruptcy proceedings. 
 Approximately $1.4 billion in taxpayer receivables is maintained in 
this system.  Over $200 million pertains to accounts having reasonable 
payback potential.  The system generates collection cards as required 
for follow-up of delinquent accounts.  Collectors monitor the status of 
an account via access to the accounting system, but most other activity 
is paper-driven. 
 
29.51 Also, the separate system is not connected to the mainstream 
collection system.  Individuals or corporations may have accounts 



outstanding in either or both systems, with possibly two or more 
collection officers handling different aspects of a taxpayer's case.  
There is no automatic mechanism to determine the overall net balance 
outstanding.  Collectors must manually search for multiple balances 
across systems, but not all do so.  The process is cumbersome and 
unnecessarily raises the risk of loss due to the possibility of 
untimely, inconsistent or absent collection action. 
 
29.52 In a May 1994 report, the Department recognized the need to 
connect the separate system for non-routine income tax debts with the 
main system.  However, the priority for this project and its expected 
implementation has not been established. 
 
Automatic risk scoring of delinquent accounts is ineffective 
 
29.53 We noted other systems weaknesses.  One significant weakness 
pertains to the Department's automatic risk scoring of accounts. 
 
29.54 In the private sector, risk scoring helps ensure that collectors 
focus attention where risk and potential payback are greatest.  
Generally, accounts are assessed for particular characteristics that 
signal risk of non-collectability.  An overall risk score is obtained 
by combining a variety of these characteristics.  Risk scoring can also 
be used to alter collection procedures.  For example, high-risk 
accounts could receive aggressive collection action whereas for 
accounts that are likely to be paid a more moderate approach could be 
used. 
 
29.55 Revenue Canada also has a risk-scoring system that is meant to 
help prioritize accounts for collection action.  Risk scores are 
assigned to accounts based on the size of the balance owing and the age 
of the account.  However, the established size ranges are few in number 
and very wide, and the data on ageing are not accurate.  Other factors 
are considered as well, but these generally do not weigh heavily in the 
risk-scoring system.  The automatic system does not take into account 
such important factors as a taxpayer's history (except for unremitted 
payroll tax) and whether the debt arose from the Department's 
enforcement initiatives, such as audits or special investigations.  The 
risk score is automatically updated as an account becomes older, but is 
not updated for other changes, such as increases in the balance. 
 
29.56 Supervisors can increase the risk score when they believe the 
automatic score is too low.  However, from our review of sample cases 
and discussions in the field, this is rarely done.  Interviews with 
Collections staff in 10 district offices revealed that they do not rely 
on the risk scores for prioritizing workload, but instead determine 
collection priority on a case-by-case basis, using their own judgment. 
 The Department has not evaluated the effectiveness of its risk-scoring 
system in predicting risk and collection outcomes since the system was 
first implemented in 1987-88. 
 
The Department does not have profiles of tax debtors 
 
29.57 Private sector companies alter their basic collection strategies 



in order to improve recoveries from debtors who pose a high risk of 
non-payment.  Increasingly, they are using debtor profiles to customize 
their collection procedures and supplement their risk-scoring systems. 
The characteristics of certain categories of debtors that identify them 
as high-risk are brought to light through the development of debtor 
profiles, and collection strategies can then be devised to respond to 
various risks. Systems are put in place to monitor the results of 
collection strategies, and changes to collection approach, debtor 
characteristics or other actions are taken as required. 
 
29.58 Any characteristic whose presence alerts collectors to the 
existence of high risk is a candidate for inclusion in a debtor 
profile.  Revenue Canada has information on the age of delinquent 
accounts, the types of tax they represent (corporate, personal, 
payroll) and the industries in which debtors operate, but it has not 
used this or other information to construct debtor profiles. 
 
29.59 We believe profiles should be developed for at least the following 
three categories of debtor accounts. 
 
29.60 Some debts represent taxes, interest and penalties arising from 
assessments or reassessments pursuant to special investigations for tax 
evasion, and from other enforcement actions, such as audits.  In these 
cases, the circumstances in which the debts arise may be a source of 
irritation to taxpayers and may lead to an attitude of resentment 
toward paying the amounts due.  This, in turn, may prompt the taxpayer 
to place assets outside the Department's reach in order to avoid 
payment. 
 
29.61 A second, potentially high-risk category of accounts involves 
assessments that have been appealed by the taxpayer and upheld in 
favour of the Department.  Again, there may be an element of resentment 
that prompts the taxpayer to shield assets from Revenue Canada.  
Moreover, the fact that the Department cannot generally take collection 
action while an account is under appeal means that several months or 
years will have elapsed since the assessment was originally raised.  As 
noted earlier, recoverability of a debt suffers as its age increases. 
 
29.62 Taxpayers who have multiple assessments outstanding represent 
another potentially high-risk group.  It may be more difficult to 
collect from this group than from one-time debtors because the debt is 
usually larger and older.  A consistent pattern of failure to pay may 
also indicate an unwillingness to pay even if the taxpayer possesses 
the means to do so.  As noted in paragraph 29.29, our analysis revealed 
a high incidence of repeat debtors.  We also noted that current-year 
instalment payments were often being applied to cover arrears balances. 
 This may indicate a strategy by some taxpayers to perpetually defer 
payment of tax by at least one year and to use unpaid tax as a source 
of financing. 
 
29.63 These three examples suggest categories of taxpayer about which 
the Department should gather more information.  An analysis of 
collection experience relating to these debtors would enable the 
Department to determine whether they represent high risk of non-payment 



and whether it is possible to tailor collection strategies to deal with 
them more effectively and to monitor results accordingly.  The 
Department could also use the information to determine whether there is 
a need for changes in administrative procedures or legislation.  
Revenue Canada should consider developing profiles of other categories 
of taxpayer as well. 
 
29.64 The Department should establish an appropriate system for risk 
scoring of delinquent debts, develop debtor profiles and customize 
collection procedures as required. 
 
Department's response:  The Department supports the recommendation and 
is continuing its efforts to research risk factors and enhance debtor 
profiling.  It should be noted, however, that the Department has 
reviewed private sector practices in "risk profiling".  Certain of 
these practices have been found inapplicable to a public sector 
institution, such as Revenue Canada.  The Department does not have the 
same opportunities as the private sector for "risk profiling".  In the 
private sector "risk profiling" begins through the use of a credit 
application before a client is granted a loan or a credit line, whereas 
Revenue Canada must accept as accounts receivable all those who owe 
tax. 
 
The Department does not fast-track collection of all large tax debts 
 
29.65 We noted in other tax administrations, in Canada and abroad, that 
the dollar value of a receivable was considered an important factor in 
prioritizing an account for collection action.  This is consistent with 
private sector practice.  The higher the dollar value owing, the more 
important it is to collect an account. 
 
29.66 The Department maintains that it gives a high priority to large 
accounts within the legislative framework available to it.  For most 
categories of debt, legislation prevents the Department from forcing 
payment prior to 90 days from the time a notice of assessment is 
issued.  Two exceptions are unremitted payroll taxes and debts of large 
corporations (defined as those corporations required to pay taxes under 
Part 1.3 of the Income Tax Act).  In these cases, the Department has 
the legal authority to demand full or partial payment immediately upon 
assessment and undertakes collection of those amounts promptly. 
 
29.67 For all other debts, regardless of the dollar value of the 
assessment, Revenue Canada waits until the 90-day prescribed period has 
expired to commence active follow-up by tax collectors to recover 
amounts owing.  However, departmental systems are designed to 
automatically signal any new high-value debt to collection supervisors 
so that a review for risk of loss can be performed. 
 
29.68 Legislation permits Revenue Canada to enforce payment immediately 
only when danger of loss can be established.  Legal action can begin 
once the Department has satisfied a judge that there are reasonable 
grounds to believe that a delay would jeopardize the ultimate 
collection of an amount.  However, officials from both Revenue Canada 
and the Department of Justice have indicated that it is often difficult 



to obtain proof that would be sufficient to convince a judge that Crown 
assets are in jeopardy because of a delay in collection. 
 
29.69 During our audit we selected 40 cases to review the system for 
automatic signalling of large debts.  We found that the system operated 
in most cases.  However, some non-routine transactions, such as for 
estates and non-residents, were not referred for early assessment of 
danger of loss. 
 
29.70 According to Revenue Canada officials, collection supervisors use 
their judgment to handle reviews of potential danger-of-loss 
circumstances.  Some collectors may contact the taxpayer, whereas 
others may not.  Where no danger of loss is suspected, collectors 
suspend further follow-up action on the account until after the 90-day 
waiting period has expired, subjecting the account to computer-
generated reminder notices in the intervening period. 
 
29.71 Early telephone contact with debtors increases the chance of 
recovery.  While written notices are important, they are less effective 
at obtaining payment than telephone calls.  Making contact up front on 
high-dollar amounts would provide Revenue Canada with an opportunity to 
negotiate payment arrangements where required, speed up recovery of the 
debt and facilitate its assessment of danger of loss. 
 
29.72 Departmental officials have stated that contacting all accounts 
over a certain dollar amount immediately after assessment would take up 
time that collectors could otherwise use to address their current 
account inventories.  They also feel that following such a practice 
would mean not treating all taxpayers by the same rules.  In our view, 
prompt collection on large accounts does not constitute inequitable 
treatment of certain taxpayers.  Moreover, there are already 
differences in the way the tax system treats taxpayers.  Consider 
salaried employees who have much less chance to become delinquent 
because their employers are withholding a portion of their earnings to 
cover taxes owed.  In addition, the Department already requires reviews 
of large assessments for potential danger of loss.  In our view, 
supplementing these procedures with a requirement to contact taxpayers 
and begin collection action would not be unfair and would not create an 
excessive burden on tax collectors. 
 
29.73 We were interested in knowing the effectiveness of legislative 
jeopardy provisions available to collectors for corporate and personal 
debts that are deemed to present a danger of loss to the Crown.  To 
this end, we requested information on the number of danger-of-loss 
cases that were referred over the last few years to legal counsel by 
collectors, the number that were presented to the courts and the 
Department's rate of success in obtaining favourable judgments for such 
cases.  We found that the Department had not kept records of these 
actions or related judgments.  We are therefore unable to comment on 
the effectiveness and use of this legislative provision. 
 
29.74 At the end of December 1993, about 470 accounts over $100,000, 
valued in total at $350 million, were in collection-letter status at 
Revenue Canada, which means that, with the exception of danger-of-loss 



reviews, no collector action was required. 
 
29.75 The Department should introduce procedures for collecting on all 
large debts soon after they become due.  The Department should monitor 
the number of danger-of-loss cases referred to legal counsel by 
collectors, the number presented to courts and the extent to which 
favourable judgments are granted and should assess the extent to which 
legislative provisions are sufficient to shelter the Crown from 
potential loss. 
 
Department's response:  The Department will monitor large debtors for 
danger-of-loss and test the effectiveness of contacting taxpayers for 
voluntary payment prior to the date on which enforced collection action 
may begin.  The Department will also monitor the number of danger-of-
loss cases referred to legal counsel and the courts. 
 
Collectors' practices for assessing taxpayer ability to pay vary 
 
29.76 Collectors must judge the ability of debtors to pay the tax owing 
and choose appropriate collection action.  Those who can pay should pay 
promptly.  Allowing some taxpayers to avoid paying tax is unfair to 
those who do pay.  The Department's policy states that taxpayers should 
be encouraged to make a reasonable effort to borrow the funds required 
to discharge their tax liability.  It also elaborates on factors that 
should be considered in reviewing a taxpayer's income and expenses when 
assessing the ability to pay. 
 
29.77 Discussions with collectors in the field revealed that they have a 
great deal of discretion in determining the ability to pay.  While the 
Department has some forms that can be used to assist collectors in 
making these judgments, there is no requirement to adhere to a standard 
approach for making and documenting these assessments.  As well, other 
than poverty thresholds, there are no benchmarks to help collectors 
reasonably and fairly measure ability to pay for all taxpayer groups.  
Benchmarks could include indicators such as tolerable debt-equity 
ratios for various groups of taxpayers. 
 
29.78 We noted that one tax administration had devised detailed 
standards and procedures aimed at ensuring fair, consistent and 
documented assessment of taxpayers' financial circumstances.  The 
organization also provided training for collectors on how to make 
appropriate collection decisions.  At Revenue Canada, collectors are 
given approximately two days of training to develop necessary skills 
for assessing taxpayers' ability to pay.  The Department indicated that 
it also provides a considerable amount of on-the-job training in the 
area. 
 
29.79 During our audit, we observed inconsistent practices among 
collectors and across district offices in judging a taxpayer's ability 
to pay.  In our review of 127 active accounts, we found that 9 percent 
contained no information pertaining to a taxpayer's financial 
circumstances.  We were unable to assess the extent to which taxpayer-
supplied information on assets and liabilities was verified with 
outside sources, since not all actions taken by collectors were 



documented.  Practices for recording and verifying basic debtor 
information were inconsistent.  In 18 percent of the cases, updates of 
taxpayer information had not been done for over a year.  In two private 
sector collection organizations we interviewed, information was updated 
every three to six months. 
 
29.80 The Department should establish clear standards for assessing, 
documenting and verifying information pertaining to debtors' ability to 
pay, together with expected time frames for making and updating such 
assessments.  The Department should monitor collectors' adherence to 
such standards. 
 
Department's response:  The Department has in place standards for 
assessing, documenting and verifying information pertaining to a 
taxpayer's ability to pay.  In light of the Auditor General's 
observation these will be reviewed, particularly with respect to 
currency. 
 
The Department will monitor collectors' adherence to standards. 
 
Standards relating to quality of work at the collector level need to be 
strengthened 
 
29.81 During our audit, we observed variations in the approaches taken 
by collectors to resolve outstanding debts.  Generally, collectors 
approach each debt on a case-by-case basis, working within the spirit 
of the Department's collection policy.  This policy states that debts 
should be retired in the shortest possible period of time consistent 
with a taxpayer's financial circumstance.  The policy also provides 
general guidance on subjects such as initial taxpayer contact, payment 
arrangements to retire tax debts, garnishments of income sources, liens 
and seizure of taxpayer property. 
 
29.82 As part of our work, we reviewed 127 active accounts for the 
nature of collection action taken.  In 85 of the accounts, collectors 
used payment arrangements as a principal means for obtaining payment on 
delinquent debts.  In 60 of these cases, or roughly 71 percent of the 
time, we found that taxpayers failed to make payments as promised, and 
the collector either renegotiated an arrangement or proceeded with 
legal action, such as garnisheeing wages, to collect on accounts 
outstanding.  The practices seemed to vary, however.  Some collectors 
were more aggressive than others in their approach.  Although payments 
were still being received on most of those accounts, they were usually 
for considerably less than what had been negotiated, and tax balances 
remained unpaid at the time of our audit. 
 
29.83 Out of the 60 cases in which taxpayers had broken their promises 
to pay, we observed several cases in which collection practices ought 
to be reviewed.  For instance, in some of those cases, we found that 
the collector had not taken legal action despite the incidence of 
broken arrangements and poor record of collection.  We noted that the 
cumulative period for arrangements could be quite long, extending well 
beyond a year.  In a few of the cases reviewed, we found questionable 
lags in contact with the taxpayer of up to 30 months.  Furthermore, we 



found some cases where information suggested that taxpayers were 
settling accounts with other creditors, while little or no payments 
were being made on their income tax debt.  Where garnishments were 
attempted, most often they involved bank accounts and wages, and rarely 
was garnisheeing attempted on receivables, such as trade or amounts due 
from credit card transactions or other taxpayer assets or investments. 
 We noted that collectors seldom gathered details of registered 
retirement savings plans for potential garnishment. 
 
29.84 These examples point to a need for greater monitoring of collector 
activity as well as clearer standards of performance at the collector 
level.  Our analysis (see paragraph 29.33) shows that recoverability 
suffers with time delays.  Broken promises by taxpayers to pay their 
debt as arranged without compensating legal action, lags in collector 
follow-up of accounts, and other questionable collection actions 
contribute to delays in resolving accounts, unnecessarily raise the 
risk of financial loss and can lead to unfair treatment of taxpayers. 
 
29.85 The Department should clearly define standards of performance at 
the collector level and institute procedures to monitor collectors' 
adherence to such standards.  Performance standards would include such 
things as nature and frequency of debtor contacts, time frames for 
resolving accounts, and use of legal action and other methods to 
collect amounts outstanding. 
 
Department's response:  The Department has established guidelines, in 
its operational manuals, that define collectors' standards of 
performance.  The Department's initial and on-the-job training 
reinforce expected levels of performance.  These standards will be 
reviewed to ensure that they clearly define expectations.  The 
Department will monitor performance against these standards. 
 
There is insufficient results-oriented information to properly assess 
collection performance 
 
29.86 The Department sets goals, and district office directors monitor 
progress toward achievement of these goals, for the total dollar value 
of accounts resolved by cash payments received or write-offs in their 
districts.  In district offices, collectors are organized into teams.  
However, information on the dollar value of accounts resolved by teams 
or by individual collectors is not available.  Consequently, the 
Department is able to monitor only the average dollar value of accounts 
resolved per full-time equivalent at the district office, regional 
office and national levels.  Because it is an average, this amount is 
not useful for evaluating individual or team performance. 
 
29.87 In our view, if used prudently, it is reasonable to monitor 
individual and team performance on the separate basis of actual cash 
payments collected and amounts written off.  This separation would 
enable the Department to provide an incentive for collectors to resolve 
accounts through cash payment rather than write-off.  Private sector 
firms use actual cash payments collected by individual collectors as 
their primary measure of success.  In the federal government, it would 
be necessary to combine this measure with other criteria that emphasize 



courtesy and fair treatment of taxpayers by collectors. 
 
29.88 Although the Department's information systems at present are 
unable to provide summarized information on the dollar value of 
accounts resolved by individual collectors, it has plans to modify its 
systems to make this available on a team-level basis.  Meanwhile, its 
systems do facilitate some monitoring at an individual level.  
Supervisors are able to review resolved and active accounts by 
reference to collectors' computerized account diaries. 
 
29.89 Account diaries can be very lengthy and difficult to read.  
Because of this, private sector firms have developed systems that 
provide summarized, timely information on collection actions taken and 
results received for individual collectors and for teams.  Revenue 
Canada's systems are able to generate volume statistics on the nature 
and frequency of some collection actions, but even for these they are 
not set up to capture results. 
 
29.90 In addition to these deficiencies in results-oriented information, 
there are also deficiencies in the Department's systems for monitoring 
its use of collectors' time.  The Department's time-reporting system 
does not provide adequate information on time spent by collectors on 
both cash-generating and non-cash-generating activities, such as 
preparing cases for Fairness Package consideration (new duty for 
collectors) or write-off, locating debtors, searching for assets and 
liabilities and verifying  debtor-supplied information.  Analysis of 
collectors' daily work routines could identify opportunities for 
streamlining work or reassigning certain tasks to support staff or 
specialist groups.  For example, other collection organizations utilize 
the services of credit bureaus to obtain or verify information related 
to debtors' ability to pay; they may also have skip-tracing units to 
locate debtors. 
 
29.91 The Department should assess the feasibility of using standard 
codes as a means of identifying and aggregating collection action taken 
by collectors in a timely, summarized manner and capturing results 
associated with those actions.  Actual dollars collected and dollars 
written off should be tracked separately for individual collectors and 
teams and taken into account when assessing collectors' performance.  
The Department should monitor time spent by collectors in both cash-
generating and non-cash-generating activities. 
 
Department's response:  Refinements to Revenue Canada's Statistical 
Tracking and Reporting System, such as production measurement at the 
collector team level, will enhance the identification and aggregation 
of collection actions taken by collectors. 
 
The Department will be tracking actual dollars collected by collector 
team to assist in monitoring performance, but has no plans to do the 
same for amounts written off.  The Department relies on its write-off 
review process to determine whether the quality of work resulted in the 
loss to the Crown. 
 
The Department disagrees with the Auditor General's interpretation of 



what constitutes a non-cash-generating activity and the view that these 
activities should not be part of the collector's job.  Collectors do 
such activities as:  verifying taxpayer information, searching for 
debtors' assets and reviewing extenuating taxpayer circumstances.  They 
are all important and essential aspects of a collector's job.  Revenue 
Canada, therefore, sees no need for any breakout of which specific 
activities directly or indirectly generate cash. 
 
Fairness Package 
 
Use of the Fairness Package has been poorly controlled 
 
29.92 The Fairness Package legislation was enacted in December 1991 and 
provides the Minister with discretionary power to waive all or a 
portion of interest and penalties back to taxation year 1985.  The 
Fairness Package provides the Department with a common-sense approach 
for dealing with taxpayers who, because of personal misfortune or 
circumstances beyond their control, are unable to pay their tax debts. 
 
29.93 We also looked at those aspects of the Department's administration 
of the Fairness Package provisions that have an impact on the 
collection of income tax debt. 
 
29.94 In March 1992, the Department released an information circular on 
the "Cancellation and Waiver of Interest and Penalties".  At about the 
same time, to complement the public guidelines, internal guidelines 
were also issued. These encouraged the use of fairness committees in 
district offices to facilitate uniformity and consistency in the 
decision-making process.  Additional guidelines were issued to district 
offices in October 1993. 
 
29.95 During our audit, we attempted to find out the value of interest 
and penalties forgiven since legislation for the Fairness Package was 
enacted, but found that Revenue Canada has neither kept records that 
would allow for the  totalling of all adjustments nor adequately 
monitored the circumstances in which they were applied. 
 
29.96 We noted instances where fairness provisions were used by the 
Department as a means of negotiating payments on accounts in arrears.  
There is an urgent need to develop policies for such practices, 
establish benchmarks and monitor activity across district offices to 
ensure the fair and equitable treatment of taxpayers.  Policies should 
take into account the possible effect of deletion of penalties and 
interest on the effectiveness of the Department's enforcement 
initiatives and on taxpayer compliance behaviour.  This is particularly 
important, since waivers of interest and penalties can be significant. 
 
29.97 Relief granted under the Fairness Package must be accounted for 
and published to allow for public scrutiny.  The Financial 
Administration Act requires that remissions of tax and forgiveness of 
any debt be reported in the Public Accounts.  The Department has not, 
to date, disclosed the amount of interest and penalties it has forgiven 
under this program.  Subsequent to our audit, the Department informed 
us that it recognizes the need to take action to fulfil the 



requirements of the amended Financial Administration Act in terms of 
reporting summary information on Fairness Package legislation 
decisions. 
 
29.98 Processing taxpayer applications for Fairness Package relief can 
take a long time and can impact on actual collection work, since 
collectors are required in many district offices to prepare the cases 
to either support or reject Fairness Package applications.  Some 
district offices have indicated that the time drain on collections is 
significant.  This takes away from the time collectors could be 
spending on their more primary activities, such as generating cash. 
 
29.99 We also observed that although the provisions apply to only the 
interest and penalties portion of the debt, collection action often 
stops as soon as an application for relief is received.  Practices vary 
among district offices, but in three of the ten we visited, the norm 
was that collection on the income tax portion of the debt would be 
suspended while a decision on fairness was pending.  It can take 
several months for a decision to be granted, and a debtor's financial 
circumstances may change in that period.  As noted, the age of an 
account increases the difficulty of collection. 
 
29.100 In May 1994, the Department established a Headquarters 
Fairness Committee to review existing guidelines for the application of 
the fairness legislation as well as to explore changes to departmental 
accounting systems.  At the conclusion of our audit, the Committee was 
still in the process of fulfilling the terms of this mandate. 
 
29.101 The Department should develop systems for tracking requests 
and decisions granted under the Fairness Package provisions and monitor 
the circumstances in which adjustments have been applied.  Policies for 
using the Fairness Package as a means of negotiating payment on income 
tax debts should be developed, and related practices and the effects on 
taxpayer compliance behaviour should be monitored. 
 
Department's response:  The fairness provisions of the Income Tax Act 
provide Revenue Canada with the proper basis for exercising limited 
discretion in its application of federal income tax provisions.  The 
application of such discretion will inevitably evolve over time as the 
result of practical experience.  Consequently, the Department 
recognized the value of assessing its application of these provisions 
early on to ensure that they would be applied in a consistent manner. 
 
The Department has already undertaken a number of initiatives in 
support of the application of the fairness provisions, such as: 
 
 • undertaking an internal audit to review the application of 
the fairness provisions across the country; 
 
 • preparing guidelines that address specific functional issues; 
and 
 
 • establishing a Headquarters Fairness Committee (as noted in 
the chapter) to: 



 
-consolidate existing guidelines, directives and policy statements; 
 
-explore changes to accounting systems that track transactions for 

individual tax, corporate tax and employers' tax 
deduction amounts; and 

 
-prepare issue papers on key policy matters for the consideration of 

senior management. 
 
In addition to the above, the Department supports the tracking of 
requests and decisions granted under the "fairness legislation".  A 
number of initiatives, such as developing automated systems to assist 
in the monitoring of fairness activities, refining fairness application 
guidelines and distributing them to staff, and increasing the level of 
monitoring of fairness decisions, will be put in place to track costs 
and assess the consistent application of the fairness provisions.  The 
Department will clarify its existing policy with regard to using the 
"fairness legislation" to facilitate payment of debts where there is a 
demonstrated inability to pay. 
 
As well, action is being taken to fulfil the requirements of the 
amended Financial Administration Act by reporting summary information 
on penalty and interest relief granted under the fairness legislation. 
 
Information for Parliament 
 
The estimated realizable value of tax debts may be overstated 
 
29.102 During our audit, we looked at the Department's Part III of 
the Estimates for 1988-89 to 1994-95 and related sections in the Public 
Accounts.  Generally, we found the Department's approach to reporting 
on collection activities to be good.  The Department used simple terms 
to provide parliamentarians with collection goals and objectives and 
some commentary on its ability to meet those goals.  In addition, it 
provided information on the amount and collectability of receivables, 
as well as trend information on write-offs.  However, we found some 
information to be incomplete and inaccurate. 
 
29.103 At the end of March 1994, the Department had a provision for 
doubtful accounts of about $1.1 billion on receivables of about $6.6 
billion.  We found that the Department's procedures for estimating the 
portion realizable were deficient.  The Department's methodology is 
focussed primarily on amounts written off in prior years, but this may 
not be a good guide. 
 
29.104 We noted that the Department has not undertaken a full review 
of its accounts to assess them for possible write-off.  Also, it does 
not consider the age of accounts or the likely extent of adjustments 
arising from remissions, Fairness Package adjustments and reassessments 
that reduce the taxes originally assessed as owing.  Such non-cash 
adjustments would not be reflected in amounts written off, yet they 
have an impact on the realizable value of reported tax receivables.  
These adjustments to tax debts and write-offs are significant and tend 



to increase with the age of an account.  Our analysis indicates that 
the Department's current provision for doubtful accounts could be 
understated by at least $400 million.  This figure considers only 
write-offs as a function of age of unpaid assessments, current 
bankruptcies in receivables and amounts that the Department regards as 
uncollectable under the former Scientific Research Tax Credit Program. 
 If we consider the potential impact of non-cash adjustments, the 
Department's estimate of the unrealizable portion of tax debts reported 
could be understated by as much as $1.8 billion.  This higher estimate 
presumes that such adjustments would take place at the time a debt is 
resolved.  However, this would not be the case for all tax debts, since 
some of these adjustments may occur at various points in the debt 
collection process. 
 
29.105 The Department needs to provide a better measure of the 
extent to which reported taxpayer receivables are likely realizable.  
Given the billions of dollars reported as outstanding in taxpayer 
receivables, Parliament and the government need to know the extent to 
which this national asset can be considered as a source of cash from 
which to finance the debt and pay for future government programs. 
 
29.106 The Department should conduct an annual review of all of its 
accounts and write off amounts that are deemed uncollectable.  In 
estimating the realizable portion of tax debts remaining in inventory, 
the Department should consider the age of unpaid assessments, as well 
as remissions and other adjustments that can reduce the balance of 
reported amounts outstanding. 
 
Department's response:  Most of the Department's accounts receivable 
are regularly reviewed for collectability throughout the year and 
submitted for write-off when warranted.  As well, through the 
Departments' review of written-off accounts, large, aged, debtor 
accounts are also reviewed for work quality and collectability.  The 
Department will continue to write off those accounts that are 
uncollectable, on a timely basis. 
 
The Department agrees that factors that might reduce the actual balance 
of accounts receivable, such as credit reassessment, remission 
adjustments and other adjustments, should be assessed for calculating 
the realizable portion of taxes owing.  A methodology will be developed 
to make this calculation first, then continue with the existing 
Allowance for Doubtful Accounts calculation, which is a projection of 
the value of accounts that will be uncollectable and thus written off. 
 
Summary and Conclusion 
 
29.107 In times of concern over deficits and debts, making sure that 
all individuals and businesses pay their fair share of tax is 
important.  Improvements to Revenue Canada's ability to collect tax 
debts could bring about millions of dollars in additional revenue 
yearly. 
 
29.108 Over the past several years, the Department's goal to stop or 
reverse the trend of growth in tax debts has often proved to be 



unattainable.  The Department indicated that the recent state of the 
economy has contributed to the rise.  In 1993-94, for the first time 
since 1988-89, growth in delinquent income taxes stopped.  The value of 
delinquent income taxes remained relatively constant at the 1992-93 
level.  The Department has undertaken a number of initiatives to 
modernize collection operations.  Further improvements are needed.  In 
our view, overall collection performance could be enhanced and the cost 
of collections could possibly be lowered by improving results-oriented 
information, strengthening standards of performance at the collector 
level, instituting effective risk scoring and debtor profiling of 
accounts, fast-tracking collection of all large debts, and evaluating 
the effectiveness of collectors and teams in recovering cash on amounts 
owing. 
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Main Points 
 
30.1  Revenue Canada relies upon registrants to assess their own 
Goods and Services Tax (GST) liability, file returns and pay amounts 
owing on time.  Self-assessment greatly facilitates administration of 
the GST.  During the introduction of the GST, the Department's strategy 
emphasized registrant education and assistance to ensure compliance 
with the legislation.  As the GST matures, the Department's strategy is 
shifting emphasis from education to other compliance activities. 
 
30.2  However, because some citizens fail to obey the law, well-
targeted, credible sanctions against non-compliance are necessary.  
Non-compliance has significant effects: it results in loss of tax 
revenue needed to fund government programs and to service the national 
debt; it places those who comply at a competitive disadvantage; it 
contributes to an inequitable distribution of the burden of taxation; 
and it undermines the integrity of the tax system.  When registrants do 
not remit GST collected from customers, they are misappropriating funds 
that belong to the government and creating a breach of trust. 
 
30.3  From 1991-92 to 1993-94, there has been continued improvement 
in terms of additional tax revenue assessed as a result of GST audits. 
 During this period, more than $2.1 billion was assessed by audit. 
 
30.4   While significant, this amount was below projections.  For 
example, in 1993-94, it was projected that audits, excluding those 
conducted in the province of Quebec, would generate $1.36 billion in 
additional tax assessments, but the actual amount was $613 million.  
The variance was due, in part, to projections that may have been too 
optimistic, fewer resources devoted to audits than planned, and lack of 
effectiveness in the audits that were carried out. 
 
30.5  We reported in 1992 and 1993 that competing priorities have 



affected the development and implementation of enforcement activities 
such as registration and collection.  In this chapter, we observe the 
impact on audit and investigations.  Enforcement is impeded by a lack 
of information about registrants; by the absence of reliable tools for 
identifying and selecting registrants for audit; and by inadequate 
monitoring practices.  Because of these and other factors, 40 percent 
of all audits conducted in 1993-94 did not result in additional tax 
assessments or reductions in refunds or rebates. 
 
30.6  Raising additional tax assessments is one objective of audit. 
 Another is to demonstrate enforcement efforts in the registrant 
population to remind people that they might be audited.  During the 
last three years, the number of GST audits has declined, and the number 
of investigations and prosecutions has been low.  Furthermore, close to 
one half of all audits consisted of limited checks conducted in GST 
offices, which do not generate significant awareness of enforcement 
among registrants. 
 
Introduction 
 
30.7  When a new tax regime like the Goods and Services Tax (GST) 
is set up, one expects a high risk of error, fraud and abuse.  Non-
compliance with tax law results in loss of tax revenue needed to fund 
government programs and to service the national debt.  It places 
businesses that comply at a competitive disadvantage because they pay 
their fair share of tax while others do not.  Non-compliance also 
undermines the integrity of the tax system. 
 
30.8  Accordingly, a well-targeted, credible enforcement system is 
needed to detect and deter error, fraud and abuse.  Enforcement 
activities are aimed at creating and encouraging compliance and 
demonstrating fair and consistent treatment of all Canadians. 
 
30.9  In our previous reports, we pointed out the daunting task and 
difficult choices faced by Revenue Canada in implementing the GST.  
Ensuring compliance is a difficult task when consumers, businesses and 
government officials must become familiar with new legislation in an 
environment that seems increasingly hostile to compliance. 
 
30.10 Revenue Canada is responsible for assessing, collecting or 
refunding GST for nearly two million registrants, many of them small 
businesses.  At first, the Department's strategy to ensure compliance 
gave priority to education and assistance. This strategy recognized 
that the better informed people are, the greater the likelihood that 
they will comply with their obligations.  But this approach is not 
without risk.  Enforcement activities have suffered.  As the GST 
matures, the emphasis of the strategy is shifting from education to 
other compliance activities. 
 
Audit Objectives and Scope 
 
30.11 Our audit examined the adequacy of Revenue Canada's GST Audit and 
Special Investigations coverage, the results of its activities and the 
appropriateness of the support systems and procedures.  We carried out 



our examination at headquarters and in seven district offices.  To help 
the reader understand the context of our observations and 
recommendations, we have included in Exhibit 30.1 a description of 
audit and investigation functions typically applied in the 
administration of value-added taxes (VAT), of which the Canadian GST is 
one example. 
 
 
Exhibit 30.1 
 
Value-Added Tax (VAT) Auditing and Investigating 
 
The first level of intervention is an advisory visit soon after a 
business or an organization registers.  This visit serves two important 
purposes:  to educate the new registrant and to gather basic 
information that will be useful to the tax administration in its future 
dealings with the registrant.  The advisory visit is not an audit but 
is often performed by an auditor. 
 
The second level of intervention is a desk audit.  A desk audit is a 
screening process performed by an auditor that involves checking 
returns for accuracy and completeness.  Because it does not require 
contact with the registrant, the registrant may not be aware of a desk 
audit. 
 
The third level of intervention is a field audit.  A field audit 
consists of checking specific aspects of the registrant's operations, 
books and records at the registrant's premises.  The intent is to 
detect error and fraud and to establish the basis of future compliance. 
 
The fourth level of intervention is an investigation.  Usually, if an 
auditor suspects fraud, a case will be referred to a Special 
Investigation unit, where evidence will be gathered and analyzed to see 
if it is possible to prove tax evasion.  Referrals may also come from 
registration or collection units, income tax officials or members of 
the public. 
 
 
Observations and Recommendations 
 
Audit and Investigation Results 
 
Additional tax assessments from audits are significant but less than 
projected 
 
30.12 Audits and investigations are designed to enforce compliance with 
the law and, by doing so, maintain public confidence in the integrity 
and fairness of the tax system.  These enforcement activities must be 
conducted within a strategic framework that can adapt to newly 
identified threats or opportunities and form the basis for operating 
objectives and priorities.  We therefore expect that the results will 
be assessed to see if objectives are met and priorities respected. 
 
 



Exhibit 30.2 is not available, see the Annual Report. 
 
 
30.13 Additional tax assessments generated from audits have improved 
each year since the inception of the GST (see Exhibit 30.2).  Revenue 
Canada has pursued two different audit strategies over the three-year 
period.  In the fiscal years from 1991-92 to 1993-94, GST audits 
produced a total of more than $2.1 billion in additional tax 
assessments. 
 
30.14 In 1991-92, the additional tax assessment from audits totalled 
$877 million and, as expected, was mostly attributable to reductions in 
Federal Sales Tax (FST) rebate claims.  Having learned from the 
experience of New Zealand, Revenue Canada focussed on FST rebates and 
on GST returns where registrants were claiming refunds.  New Zealand 
found that both rebates and refunds were subject to many fraudulent 
claims.  FST rebates were meant to prevent double taxation by refunding 
FST paid on inventory held for resale.  Revenue Canada wanted to ensure 
that legitimate, accurate FST rebates and GST refunds were processed 
and paid quickly and that accounts where there was suspicion of fraud 
or gross error were identified for audit. 
 
30.15 In 1992, the Minister of Finance announced a series of measures 
directed to containing the deficit and revitalizing the economy.  For 
Revenue Canada, this announcement translated into an enforcement 
strategy focussing on the generation of revenue, particularly from 
registrants who were not complying with filing requirements.  In 1992-
93, the total additional GST assessments resulting from audits amounted 
to $540 million, of which 25 percent came from non-filers. 
 
30.16 The focus remained on revenue generation in 1993-94.  The total 
additional tax assessments from audits came to approximately $723 
million, including $110 million assessed in the province of Quebec by 
auditors from the ministère du Revenu du Québec on behalf of the 
federal government.  However, the additional tax assessed was not as 
significant as projected:  there was a variance of $700 million between 
actual and projected assessments from audits. 
 
30.17 The variance can be attributed to three factors.  First, it seems 
plausible that Revenue Canada projections may have been too optimistic, 
given that the Department had little or no historical data to go on.  
We have not tried to establish the reasonableness of the projections.  
Second, fewer resources were devoted to audits than had been planned.  
This is discussed in the following paragraph.  Third, audits may not 
have been as effective as they could have been.  Subsequent sections of 
this chapter point out ways in which audits could be improved. 
 
 
Exhibit 30.3 is not available, see the Annual Report. 
 
 
30.18 The largest GST administration function in regional and district 
offices is audit, which, along with investigation, accounts for almost 
half of the human resources allocated to this tax.  Since the GST 



started in 1991, many auditors and investigators have been diverted 
from their normal activities.  During 1993-94, about 370 employees were 
diverted to other activities.  Many switched to the collection 
function, and the Department estimates that the revenue generated in 
collections offset the revenue foregone in audit.  The shortfall from 
projected audit tax assessments resulting from this diversion is 
estimated at $190 million.  A similar workforce diversion in 1992-93 
resulted in a shortfall of $133 million.  No figure is available for 
1991-92. 
 
Audit coverage is low 
 
30.19 Although it is an important objective, the success of enforcement 
cannot be measured solely on the basis of additional tax assessments 
produced.  Visible enforcement efforts to detect and correct non-
compliance and to encourage future compliance are equally important.  
Audit is a vital component of the Department's enforcement activities 
and overall compliance measures.  Given the current expression of 
public concern over evasion, we expected to find an increase in this 
enforcement activity.  However during the last three years, the number 
of audits has declined.  Moreover, as illustrated in Exhibit 30.3, 
close to one half of all audits were desk audits.  It is our belief 
that desk audits are less visible than field audits and generate less 
awareness of enforcement efforts among registrants. 
 
30.20 Prior to the introduction of the GST, the Department developed a 
multi-year plan, anticipating that a mature audit program would be in 
place by fiscal year 1993-94.  The plan was to have more frequent but 
shorter audits than under the FST regime and to rely on deterrence to a 
much greater extent.  Key elements of the audit strategy were the 
volume of audits to be conducted and the number of audit staff 
required.  It is important for the Department to be able to perform its 
audits promptly, since an assessment or reassessment of a registrant 
must generally be issued within four years after the day on which the 
taxes became payable.  Assuming a population of 1,600,000 registrants, 
it was expected that 152,000 audits (excluding audits of FST rebates) 
would be performed every year by about 2,300 auditors. 
 
 
Exhibit 30.4 is not available, see the Annual Report. 
 
 
30.21 Exhibit 30.4 presents the number of audits completed since the GST 
was introduced.  The exhibit shows that after the first year, the 
Department failed to meet its target of 152,000 audits.  In 1993-94, 
about 80,300 audits were completed.  It should be noted that, as 
discussed in a subsequent section, even this number of audits is 
overstated due to discrepancies within the GST automated system. 
 
30.22 Comparison with other countries provides another perspective from 
which to assess audit coverage in Canada.  In 1992-93, the United 
Kingdom had 1,600,000 registrants and performed 378,000 audit visits.  
Granted that the type of intervention (see Exhibit 30.1) and number of 
auditors may differ from one country to another, this level of activity 



is more than four times the Canadian level. 
 
30.23 In our 1989 Report, we expressed concern that Revenue Canada had 
shown record low rates of Federal Sales Tax audit coverage - less than 
seven percent at that time - and that there was a continuing downward 
trend in the ratio.  In a report on income tax enforcement programs in 
1990, we expressed a similar concern with the decline in income tax 
audits.  We have the same concern this year with respect to GST audits, 
for which the current coverage rate is declining toward three percent. 
 
Number of investigations and prosecutions is low 
 
30.24 The results of GST investigation activity started to become 
apparent in 1993-94.  During that year, 107 cases were closed after 
preliminary investigations, and 17 cases were closed after detailed 
investigations.  There were 15 convictions, five of which resulted in 
jail terms and hefty fines.  As of March 1994, the Department had 240 
cases in the investigation workload, and there were 33 cases before the 
courts. 
 
30.25   The number of detailed investigations and prosecutions was less 
than 50 percent of the planned figure.  The reasons for this low level 
of investigation activity are threefold.  First, it is very difficult 
to start with a strong investigation unit at the beginning of a tax 
regime, since most cases are obtained through complaints and referrals. 
 It takes some time to build the necessary information and to train 
investigators.  It may also take one to two years to complete a case.  
Second, while the audit function struggled to establish its own 
foundation during the past three years, expectations in terms of 
quality and number of referrals to investigations were not clear.  
Furthermore, the type of audit intervention performed, such as desk 
audits and field audits with a high focus on quick generation of 
revenue, reduced the potential for "good" referrals to investigations. 
 Third, fewer resources were used in investigation activities than 
planned.  For example in 1993-94, there were 171 employees planned for 
GST investigations; however, only 149 were used in this function. 
 
Federal Sales Tax audit coverage was lower than expected 
 
30.26 In 1989, we indicated that a strong close-out strategy and 
efficient deployment of audit resources would be necessary during the 
transition from the Federal Sales Tax (FST) to the GST.  An internal 
review was initiated by the Department in 1992 to assess the final 
phase of the FST licensee audit program.  Preliminary findings 
indicated that audit coverage was not as high as expected during the 
transition period, since resources were shifted to implement the GST. 
 
Audit and Investigation Systems and Practices 
 
30.27 Enforcement activities should be conducted efficiently, fairly and 
consistently.  In an environment of scarce resources, where risk of 
fraud and error is high, sufficient and appropriate management 
information is crucial to the success of an enforcement program.  
Equally important are adequate planning, supervision and monitoring. 



 
30.28 We found that the lack of information on which to base the 
selection of registrants for audit is a major impediment to district 
offices' ability to target enforcement actions effectively.  We noted 
in our 1992 Report that the Department decided to limit the application 
for registration to a one-page form to simplify its completion, but at 
the same time, this reduced enforcement capability.  The limitations 
described below concerning the recording and analysis of audit 
information have also restricted the efficiency and effectiveness of 
the audit function. 
 
System discrepancies compromise accuracy and reliability of reported 
results 
 
30.29 Information to manage the audit program is derived from the GST 
automated system.  Information is captured at registration time and 
when registrants submit their returns and payments.  Upon completion of 
an audit, the GST automated system is updated with selected 
information, including the period audited, amounts assessed, time 
required to complete the audit and revised registrant information.  
From this system, summary reports are printed monthly, showing the 
type, number, total audit time and revenue change for completed audits. 
 While these summary reports are useful, they do not permit analysis of 
audit results by categories such as industry sectors, business size, 
registrant location or "no-change" audits.  Therefore, ad hoc reports 
were developed to supplement these summary reports.  However, the 
production of these reports has often required extensive lead time and 
carried risk of errors and inconsistencies. 
 
30.30 In September 1993, headquarters and the district offices received 
a copy of the audit information for 1993-94 contained in the GST 
automated system to analyze on stand-alone computers.  This practice 
reduced the need for ad hoc reports.  We obtained and analyzed these 
same data and noted discrepancies that compromise the accuracy and 
reliability of the reported audit results.  For example, the GST 
automated system allows the same audit to be recorded more than once 
and counts corrections of the Department's own record-keeping errors as 
completed audits.  As a result, the number of audits reported by the 
GST automated system is overstated. 
 
Information to target audit selection is incomplete 
 
30.31 All types of audit require tools or techniques that will ensure 
effective and consistent selection across the country.  Because certain 
registrant information is not collected at time of registration, 
initiatives to develop needed information for such tools have had only 
modest success. 
 
30.32 We reported in 1992 that the registration form lacked certain data 
needed for administration of the GST and that these data should be 
obtained when registrants are first contacted.  A primary example is 
the Standard Industrial Classification (SIC) code that is assigned to 
registrants, describing their business sectors and main activities.  
The code is essential for targeting audit selection, studying 



compliance behaviour and measuring revenue generation in specific 
sectors.  In 1992, about 700,000 accounts were not coded.  At the end 
of March 1994, there were 420,000 accounts still not coded, varying 
from 3 percent of the registrant population in one region to 36 percent 
in another.  Starting in February 1994, measures have been taken to 
ensure that a valid SIC code is entered when updating the GST automated 
system for audit results.  However, up to that time, we observed that 
in 10,000 cases the SIC code information was still missing after an 
audit had been conducted. 
 
30.33 The development of a system that assigns points to registrants 
based on criteria such as annual sales, industry and time since last 
audit began in the fall of 1992.  A list of registrants with high 
scores was generated and delivered to the district offices in March 
1993.  The development of this point-scoring system was adversely 
affected by a number of factors.  The analysis was based on a small 
sample of primarily GST refund claims, which included a high number of 
desk audits.  The points assigned in this system were developed on the 
basis of data that were incomplete due to missing returns, missing 
annual sales figures and missing SIC codes.  The Department continued 
attempts to improve this selection tool, and another list of high-
scoring registrants was sent to the district offices in May 1994.  At 
the time of our audit, the extent of use and results from this new list 
were not known. 
 
30.34 District offices also have access to other information sources for 
audit selection: selection systems developed in regions (similar to the 
national point-scoring system); the registrant data base created from 
the GST automated system; lists of non-filers; referrals from 
registration and special investigation units; and examination of 
business advertisements, title searches and business listings in the 
yellow pages of the telephone directories.  Capturing this information 
on the GST automated system would permit analysis of the comparative 
effectiveness of these sources or methods of audit selection. 
 
Curtailment of "compliance test audits" and "first audits" results in 
lost opportunity to collect valuable information 
 
30.35 Compliance test audits are an important mechanism for obtaining 
information to manage the audit function.  These tests involve auditing 
a random sample of registrants in various industry sectors.  They are 
full-scope field audits that can help draw conclusions about the level 
of compliance and the revenue gap.  In 1992-93, the intent was that 35 
percent of audit effort would be directed toward compliance test 
audits; the results would be used to provide an early warning system 
for problem sectors and to direct further audit activity to areas of 
high risk and areas where audits could be expected to deter non-
compliance. 
 
30.36 Compliance test audits started as planned in 1992-93 but were 
abandoned six months later.  The Department stated that this move was 
made in response to the government's concern relating to the collection 
of overdue taxes.  Compliance test audits generated, on average, a 
lower immediate impact on tax assessment than did other types of 



audits; the switch in strategy was definitely beneficial from this 
point of view.  Less clear, however, is the long-term effect of not 
collecting essential information required to improve automated 
verification procedures, computer-assisted audit selection techniques 
and the capacity for early detection of changes in compliance 
behaviour. 
 
30.37 The term "first audit" refers to a visit to a new registrant in 
order to explain obligations, to detect businesses registered for 
fraudulent purposes and, generally, to detect problems early, when they 
can be easily corrected.  Revenue Canada conducts virtually no first 
audits, although it originally planned to do approximately 14,000.  The 
Department stated that first audits were abandoned because it felt 
that, in a period of limited resources, the resources could be more 
effectively used in other audit programs.  Consequently, an excellent 
opportunity was missed to gather basic information useful for future 
audit, registration or collection actions - information such as details 
of taxable and exempt activities, annual sales, quality of accounting 
records and systems, related corporations, validity of elections filed 
and bank accounts. 
 
Screening returns for audit takes more time than planned 
 
30.38 To understand how returns are selected for audit, one must begin 
with some facts on how returns are processed.  GST returns and rebates 
are processed at the Prince Edward Island and Quebec processing 
centres.  In 1993-94, about 7.3 million GST returns and 300,000 GST 
rebates were received.  Of the GST returns, 2.3 million claimed refunds 
(credit returns) and 5 million owed money (debit returns).  Exhibit 
30.5 shows the volume and flow of processing and auditing GST returns 
and rebates for 1993-94. 
 
 
Exhibit 30.5 is not available, see the Annual Report. 
 
 
30.39 A prepayment audit system is in place to prevent payments of 
rebates and refunds to registrants where there is suspicion of fraud or 
gross error.  The system consists of a series of automatic validity 
checks, including dollar thresholds for individual amounts claimed, 
cumulative thresholds for payments to date, separate checks for 
registrants who have never been audited or who are submitting their 
first claim, and checks for inconsistent information on returns or 
applications.  Returns and rebates that pass the validity checks are 
automatically paid.  In 1993-94, approximately 630,000 claims failed 
validity checks and entered the audit workload.  We noted that little 
analysis had been done with respect to the usefulness of the various 
validity checks.  Auditors are to establish thresholds tailored to 
individual registrants in order to prevent recurring credits from 
entering the audit workload.  We found that registrants' individual 
limits had not always been placed on registrant accounts, despite the 
national effort to do so.  In fact, even after a refund or rebate 
audit, individual thresholds were not recorded by the auditor in 7,016 
registrant accounts in 1993-94. 



 
30.40 Returns that fail the validity check are reviewed through a desk 
review process, and those perceived as presenting a risk of gross error 
or fraud are selected for audit.  The desk review process is very 
labour-intensive, involving much of the work time of audit supervisors. 
 The Department accounts for time devoted to desk reviews under the 
caption of supervision, training and administration.  For 1993-94, the 
target for this category of time usage was set at 34 percent of 
auditors' time, but, in fact, 47 percent of auditors' time was taken up 
by such activities. 
 
Validation of complaints and referrals could be done more efficiently 
and effectively 
 
30.41 During 1993-94, Special Investigations received and took action on 
4,000 complaints and referrals from the public and from various 
internal sources in connection with suspected violations of the Excise 
Tax Act.  Because of the risk and volume involved, it was important 
that they be dealt with efficiently and effectively. 
 
30.42 Forty-six employees were used to validate the information and to 
determine whether enforcement action should be taken.  Approximately 
1,800 of the 4,000 cases were referred to other functional units such 
as Audit or Registration for further examination.  The remaining 2,200 
cases were discarded from further enforcement action because they 
lacked substance. 
 
30.43 Having investigators perform this function reduces the time they 
have available to devote to actual investigations.  Possible 
alternatives include: 
 
 • providing Audit or other functional units within the 
Department with training or guidelines on how to improve the quality of 
referrals from these units; 
 
 • freeing investigators from preliminary review tasks by 
allocating as much of this work as is practical to staff at lower 
levels. 
 
Audit and investigation work is not being adequately monitored 
 
30.44 Appropriate supervision and monitoring mechanisms are necessary to 
ensure that audit and investigation decisions are consistent.  These 
mechanisms include file reviews after an audit, on-the-job training, 
management information systems and quality review of district audits 
and investigations.  We noted that there is a need for closer 
supervision and monitoring of the work performed by GST auditors in 
each district office. 
 
30.45 Auditors face, with increasing frequency, complex issues raised by 
tax specialists who are often interested in testing the application of 
the legislation in certain circumstances for the benefit of their 
company or their clients.  The changes in priorities, amendments to the 
legislation, diversion to other functions and extensive time spent in 



workload management activities have made it more difficult for GST 
auditors to gain the experience needed to deal with complex issues.  In 
view of this situation, audit supervisors need to be more involved in 
the planning and review of auditors' work and decisions and need to 
promote the exchange of lessons learned about the behaviour of certain 
sectors of the registrant population and the avoidance schemes that are 
in use. 
 
30.46 Completed audits that we looked at did not show evidence of pre-
audit planning or post-audit review.  The scope, time and tools used to 
conduct the same types of audits varied considerably.  We also noted 
that quality assurance and monitoring by regional offices of audit and 
investigation work in district offices have been sporadic.  These 
circumstances have contributed to variances among regions in the number 
of desk audits as a percentage of total audits (see Exhibit 30.3) and 
in the number of audits with no change in tax assessed (see Exhibit 
30.6).  Approximately 31,000 audits resulted in no change in tax 
assessed in 1993-94. 
 
 
Exhibit 30.6 is not available, see the Annual Report. 
 
 
30.47 We noted that procedures followed and information captured in 
certain cases were not adequate and that training provided to special 
investigators needs to be strengthened. Investigators have not yet had 
extensive experience in conducting investigations; therefore, their 
activities and decisions need to be closely monitored.  A case could be 
lost if the investigator does not provide sufficient evidence, although 
so far the Department's record in obtaining prosecutions is very good. 
 
30.48 There is a need for stricter control, co-ordination and monitoring 
of audit and investigation activities, both to improve the current 
results and to guarantee the application of minimum standards to ensure 
fair treatment of registrants and consistency in enforcement decisions. 
 
Audit Laptop System shows promising results 
 
30.49 All GST auditors have been provided with laptop computers and have 
been trained to use the Audit Laptop System (ALS).  ALS is a set of 
audit tools.  It provides an extensive number of audit programs and 
procedures, such as the comprehensive audit program, the GST refunds 
audit program, procedures for rebates and procedures for audits of 
financial institutions.  It includes audit manuals, some industry 
sector profiles, departmental directives and policy papers, GST 
legislation and memoranda, bulletins, word-processing and spreadsheet 
facilities. 
 
30.50 Providing auditors with access to many sources of information 
helps reduce the time needed for research.  In addition, the provision 
of predetermined audit programs and procedures assists the auditors in 
adhering to work standards and in carrying out their responsibilities 
in an orderly fashion. 
 



Accountability and Reporting 
 
Key performance indicators are not reported to Parliament 
 
30.51 Audit and Special Investigations have specific roles to play in 
the overall compliance and enforcement strategy.  The audit function is 
meant to verify compliance and maintain public confidence in the 
integrity of the tax system; the investigation function is aimed at the 
detection and deterrence of fraudulent activity.  Given the 
significance of their roles, we would expect relevant, reliable and 
understandable information on these functions to be reported to 
Parliament. 
 
30.52 As discussed earlier, comprehensive analysis of audits and 
investigations has been limited because of lack of information and 
system discrepancies.  Accordingly, performance information reported in 
Part III of the Estimates has been limited too, presenting information 
on workload only.  In our view, as it currently stands, the information 
provided on these activities could be enhanced by including: 
 
 • a breakdown of the number of activities by type of 
intervention.  There are significant differences in terms of impact and 
resources required for desk audits versus field audits, for audits of 
small businesses versus those of large corporations or for preliminary 
investigations versus detailed investigations. 
 
 • the utilization of human resources.  Since close to 50 
percent of the GST staff are employed in Audit and Special 
Investigations, indicators of efficiency (such as performance in 
relation to the time standards per audit or the use of audit resources 
in indirect activities) would be relevant to report. 
 
 • the coverage rate of the population and the impact of audits 
and investigations.  Information regarding the efforts and success of 
the Department in identifying and targeting high-risk areas and the 
impact of these interventions could also be reported.  For example, in 
order to help assess the impact of audit interventions, it would be 
useful to disclose information on additional tax assessed, interest and 
penalties charged, fines and jail sentences imposed and the reduction 
in amounts claimed.  Comparisons with targets and previous years' 
achievements would also be useful. 
 
Conclusion and Recommendations 
 
30.53 This chapter repeats a theme that appeared in our previous work on 
the GST: since inception of this tax, the capacity of the Department to 
ensure compliance has been seriously challenged.  In 1992, after the 
introduction of the GST, we noted that the Department's capacity to 
identify new registrants was limited.  Furthermore, we observed that 
enforcement activities had been curtailed due to redeployment of 
resources to other activities, such as providing information to 
registrants.  While examining the status of GST collections in 1993, we 
discovered a high level of non-compliance:  almost one in three 
registrants was delinquent in some fashion.  We recommended that all 



essential aspects of the departmental collection strategy be reviewed, 
including the allocation of resources to this particular enforcement 
activity. 
 
30.54 Because the GST was new, auditors and investigators had to go 
through a learning curve and adjust their practices and procedures in 
response to changes in legislation and in priorities.  This situation 
was expected, but it reduced the extent and potential impact of audit 
and investigation activities. 
 
30.55 Revenue Canada must deal with a registrant population larger than 
expected and with significant non-compliance risks.  To do so, it must 
achieve a greater level of maturity and stability in enforcement 
activities.  The recommendations that follow are addressed to Revenue 
Canada and are aimed at improving the coverage and the results of audit 
and investigation activities, and the practices and procedures that 
support these activities.  These recommendations are also aimed at 
ensuring that, in the future, members of Parliament will be provided 
with relevant, reliable and understandable information to enable them 
to assess enforcement efforts and measure the threat of loss of tax 
revenue needed to finance government programs and to service the 
national debt. 
 
30.56 Revenue Canada should pursue its initiatives outlined in Exhibit 
30.7 in order to: 
 
 • improve the quality and quantity of registrant information it 
possesses; 
 
 • determine objectives and implement operational plans to 
ensure visible enforcement efforts throughout the registrant population 
and to obtain greater amounts of additional tax; and 
 
 • develop effective audit selection techniques, in part by 
applying the results of experience acquired in various regional and 
district offices. 
 
In addition, Revenue Canada should: 
 
 • review the efficiency and effectiveness of its present 
methods of validating complaints and referrals to Special 
Investigations; and, 
 
 • improve its reporting in Part III of the Estimates by 
including, at a minimum, performance information on the number of 
activities by level of intervention, utilization of human resources, 
coverage rate and impact of audits and investigations. 
 
Department's response:  The Department agrees with the need to improve 
registrant information.  As indicated by Exhibit 30.7, the Department 
is taking significant steps to improve the quality and quantity of 
registrant information. 
 
The Department supports the need for increased audit visibility to 



effectively ensure good registrant compliance.  As Exhibit ? notes, the 
administrative consolidation of the Department is seen as key, in 
achieving improved cost-effective compliance.  Harmonized audit 
activity is already proving effective and its effectiveness in the 
context of visibility and compliance will increase with an integrated 
approach to audits and investigations under the Customs Act, the Excise 
Tax Act, and the Income Tax Act. 
 
The Department is continually refining its audit selection techniques 
as indicated in Exhibit 30.7 and will be taking additional steps to 
harness its experience in assessing the effectiveness  of the audit 
selection system. 
 
The Department initiated, in May 1994, a review to determine the best 
process to validate complaints and referrals to GST Special 
Investigations and also to maximize resource effectiveness.  The 
Department is taking steps to implement the results of the review. 
 
The Department will undertake a review of reporting in Part III of the 
Estimates to include the various elements noted in the recommendation. 
 
 
Exhibit 30.7 
 
Initiatives the Department Has Under Way to Improve Verification, 
Enforcement and Compliance Research 
 
Initiative/  Description      Target 
Plan            Date 
 
Administrative 
ConsolidationThe Verification, Enforcement andOngoing 
Compliance Research Branch provides 
policies, programs, procedures and 
functional guidance and direction 
related to GST/Excise and Income 
Tax verification and enforcement. 
This includes the provision of 
client assistance related to these 
functions and responsibility for 
international verification and 
enforcement activities, excluding 
those related to Customs, and for 
strategies to penetrate the 
underground economy.  Federal-provincial 
co-ordination is also a responsibility 
of this Branch. 
 
The Administrative Consolidation 
provides the opportunity to organize 
and to achieve directions for a 
consolidated audit approach in areas 
such as: 
 



- large case files; 
- industry sectors; 
- special projects; 
- tax avoidance; and 
- quality assurance. 
 
Audit and 
Special 
InvestigationsThe Department is taking steps to 
focus audit resources on activities 
such as: 
 
• Joint Excise/GST and Income TaxOngoing 
audits are being pursued with the 
aim of co-ordinating and combining 
audits whenever possible. 
 
• Improved links to provincialOngoing 
counterparts are being undertaken, 
focussing on audit selection, 
audit coverage, information 
sharing, joint/complimentary 
audits, training, co-location 
if feasible and staff exchanges. 
 
• A move to a more analytical,June 1995 
less case-by-case approach to 
audit, using a core audit 
program to better identify 
non-compliance and possible 
solutions. 
 
• The pursuit of special projectsOngoing 
directed to non-compliance. 
 
• Combining audit techniquesJanuary 1995 
with industry knowledge to 
maximize effectiveness. 
 
• An analysis of audit resultsOngoing 
with the aim of formulating 
legislative suggestions. 
 
• Completion of the auditApril 1995 
information management system to 
monitor SR&ED*. 
 
Compliance 
ResearchThe Department has taken stepsJune 1995 
through Administrative Consolidation 
to strengthen compliance research. 
A Compliance Research Division 
is being established to better 
identify compliance and 



non-compliance and the factors 
that improve compliance.  The 
Department is working with 
Department of Finance and 
provincial governments to develop 
information that will assist 
in detecting non-compliance. 
It will develop an improved 
overall compliance strategy and 
improve audit selection techniques. 
The work being done on Standard 
Industrial Classification (SIC) 
codes is an important element of 
this strategy. 
 
Underground 
EconomyThis initiative focusses onOngoing 
non-compliance by: 
 
• increasing audits of small 
business files; 
 
• identifying areas of tax 
evasion through non-filers 
and non-registrants (including 
SIC codes on registrant 
information); 
 
• federal-provincial agreements; 
 
• consulting with industry and 
professional associations; 
 
• possible reporting and 
information changes (including 
steps to improve reporting of 
SINs on the T5 slips); 
 
• matching of data; and 
 
• increasing visibility in 
specific communities by visiting 
local businesses to provide 
helpful advice and to obtain 
information to ensure proper 
filing and registration. 
 
Measurement 
Review 
CommitteeThe establishment of a departmentalFebruary 1995 
committee to identify and develop 
appropriate measurement criteria for 
audit programs. 
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Main Points 
 
ENSURING FAIRNESS OF THE INCOME TAX SYSTEM:  DETECTION OF NON-FILERS 
 
31.1  Filing a tax return is central to the Canadian income tax 
system.  It establishes the amount of tax owing and puts taxpayers on 
the tax roll so they can be monitored by Revenue Canada's enforcement 
programs, such as the Non-Filer Program.  The purpose of the Non-Filer 
Program is to identify taxpayers who have failed to file current tax 
returns and to secure the required returns from them. 
 
31.2  In 1993-94, Revenue Canada generated 509,000 tax returns 
through its Non-Filer Program, bringing in $124 million in income tax, 
plus an additional amount in interest and penalties.  Over half of 



these returns were received as a result of reminder notices issued by 
the automated non-filer system.  The remainder were obtained from 
follow-up by departmental staff of non-filers identified by the 
automated system, the document matching program, internal referrals and 
information from external sources.  The Department has increased its 
use of external sources and is continuing its efforts to access other 
sources. 
 
31.3  Due to missing social insurance numbers, the Department could 
not use automated document matching for millions of T5 slips.  Limited 
manual tests of these slips, however, indicated that most taxpayers 
properly reported their T5 slips on tax returns.  While there is a 
small penalty for failure to provide a social insurance number, no 
penalties have been assessed.  Instead, the Department is consulting 
with financial institutions on a plan for action, either separate or 
joint, to improve social insurance number compliance.  It intends to 
review the results of this effort before it reconsiders the need for a 
withholding requirement if a social insurance number is not provided. 
 
31.4  The Non-Filer Program has resulted in hundreds of thousands 
of returns and millions of dollars of tax revenue due under the Income 
Tax Act, but the Department does not know how effective it has been in 
enhancing taxpayer compliance.  For example, it does not know yet how 
many non-filers who are caught begin to file tax returns voluntarily 
thereafter.  The Department is currently developing an automated system 
designed to capture information for an evaluation of the subsequent 
compliance of non-filers. 
 
ENSURING FAIRNESS OF THE INCOME TAX SYSTEM:  SPECIAL INVESTIGATIONS 
 
31.5  Tax evasion is a serious criminal offence. It results in a 
loss of revenue; it shifts the tax burden from dishonest taxpayers to 
honest taxpayers; and it creates unfair competition between businesses 
that abide by the law and those that don't. 
 
31.6  Criminal prosecution can be a powerful incentive to comply 
with tax laws and thus deter tax evasion. The Department detects tax 
fraud through its audit and other enforcement activities, investigates 
suspected cases of tax evasion and, where appropriate, recommends them 
to the Department of Justice for prosecution. The Special 
Investigations Division of Revenue Canada is responsible for enforcing 
the criminal provisions of the Income Tax Act. 
 
31.7  Suspected tax evasion cases identified by tax auditors and 
referred to Special Investigations have decreased by 50 percent from 
1,000 to 500 a year since 1990. 
 
31.8  Revenue Canada has planned to refer about 170 cases a year to 
the Department of Justice for prosecutions.  This target is based on 
the resources that have been assigned to Special Investigations.  It is 
not based on research to determine to what extent Special 
Investigations should be used in combatting tax evasion and in 
improving voluntary compliance. 
 



31.9  In order to achieve its target of 170 prosecutions a year, 
the Department has reduced the number of preliminary investigations and 
limited the number of tax years and tax offences to be investigated and 
recommended for prosecution in each case; in addition, the Department 
has relied heavily on the acceptance of guilty pleas. 
 
31.10 The main objective of special investigations and other enforcement 
activities is to improve voluntary compliance. However, Revenue Canada 
measures and reports the results of its various enforcement activities 
in terms of additional taxes reassessed, including penalties and 
interest. Measuring performance in terms of dollars of tax reassessed 
may encourage tax auditors to focus on potential dollar reassessments, 
which may be to the detriment of fulfilling the Department's obligation 
to detect tax evasion.  Furthermore, this performance measure  does not 
encourage accountability in achieving the objective of improving the 
level of compliance. The Department does not know the final disposition 
of those reassessments. 
 
31.11 Compliance research is essential if Revenue Canada wants to pursue 
a strategy of maximizing revenue and voluntary compliance. Despite our 
audit recommendation in 1990, the Department abandoned its research 
function in 1992. Recently, however, the Department has announced an 
initiative to reintroduce compliance research. 
 
ENSURING FAIRNESS OF THE INCOME TAX SYSTEM:  DETECTION OF NON-FILERS 
 
Introduction 
 
The Non-Filer Program is key to maintaining the tax base 
 
31.12 The income tax return is central to the Canadian income tax 
system, establishing either the amount of tax owing or the amount to be 
refunded.  Income tax returns are the source of much of the information 
that Revenue Canada possesses about taxpayers and, as such, are 
integral to many of the processes that go on in the Department, for 
example, responding to taxpayer enquiries, conducting audits and 
handling appeals. 
 
31.13 For the income tax system to operate fairly and efficiently, it is 
important that all individuals and corporations file returns when they 
are required by law to do so.  For individuals, this is when they owe 
tax or meet other criteria, such as contributing to the Canada Pension 
Plan on self-employed earnings.  Corporations must file returns 
annually, whether or not they owe tax. 
 
31.14 The objective of Revenue Canada's Non-Filer Program is to identify 
taxpayers who have failed to file tax returns and to secure the 
required returns from them.  If taxpayers have filed returns in the 
past, Revenue Canada will have their names on its tax roll, making 
identification fairly easy.  For taxpayers who are not on the tax roll 
(unknown non-filers), the Department must obtain leads that it can 
follow to determine whether they do, in fact, need to file a return. 
 
31.15 In some cases, Revenue Canada will prosecute taxpayers for failure 



to file a return.  In a few cases, where it is warranted, the 
Department may choose to prosecute for tax evasion.  The courts may 
impose a higher penalty for tax evasion than for failure to file. (See 
the section of this chapter on Special Investigations.) 
 
Audit Objective and Scope 
 
31.16 Our audit objective was to assess how Revenue Canada manages its 
Non-Filer Program.  We focussed on its policies and related practices 
for obtaining individual and corporate income tax returns, and on its 
efforts directed to identifying those not currently on the Department's 
tax roll.  Exhibit 31.1 lists the criteria we used during the 
examination. 
 
31.17 We conducted our audit in Revenue Canada's head office and in 
selected district offices and taxation centres. 
 
Exhibit 31.1 
 
Audit Criteria - Detection of Non-Filers 
 
•There should be policies and procedures in place to identify non-

filers and to obtain tax returns, and resources to carry out 
these activities. 

 
•The Department should use the information it holds to identify non-

filers. 
 
•The Department should seek and use other sources of information to 

identify areas of non-filing on which to direct effort and to 
find specific non-filers. 

 
•There should be a system to gather, monitor and communicate 

information on the Non-Filer Program. 
 
•The Department should evaluate the Non-Filer Program and report 

thereon. 
 
Observations and Recommendations 
 
The Non-Filer Program brings in hundreds of thousands of returns 
 
31.18 In 1993-94, Revenue Canada generated 509,000 individual and 
corporate tax returns through its Non-Filer Program, bringing in a net 
amount of $124 million in income tax, plus an additional amount in 
interest and penalties.  Approximately 20 million taxpayers file 
returns in a tax year. 
 
31.19 Exhibit 31.2 illustrates a large increase in the number of returns 
generated through the Non-Filer Program over the last five years.  The 
increase is due, for the most part, to the automated system having 
identified and sent notices to more non-filers, and to departmental 
staff having followed up on notices to which no response was received. 
 The use of income information from additional types of information 



slips has enabled the Department to identify more individuals required 
to file tax returns. 
 
Exhibit 31.2 
 
Increase in the Number of Returns Generated by the Non-Filer Program 
over Five Years 
 
          1989-90    1993-94 
        (thousands) (thousands) 
 
Automated system      232   300 
Follow-up by staff:  
 System initiated     113   173 
 Projects        13    36 
 
Total        358   509 
 
31.20 In 1993-94, Revenue Canada received 307 tax returns as a result of 
prosecutions of taxpayers for failure to file a return.  The taxpayers 
prosecuted were fined in total almost $1 million.  The Department 
considers prosecutions a last resort to obtain a return from a non-
filer.  It attempts first to secure a return through its regular 
follow-up by departmental staff. 
 
The Non-Filer Program has been given a boost through Revenue Canada's 
"underground economy initiative" 
 
31.21 In 1993, the Department, as part of its underground economy 
initiative, began joint income tax-Goods and Services Tax (GST) audits 
in certain field offices directed at various sectors of the Canadian 
economy.  (These audits are in line with the Department's 1992 
announcement of an integrated approach to audit, intended to reduce the 
disruption to businesses.)  As with other audits, when non-filers are 
identified by joint audits, they are referred to the Non-Filer Program. 
 
31.22 This recent emphasis on the underground economy is reflected in 
increased resources for the Non-Filer Program.  While the number of 
staff employed on the Non-Filer Program increased by 22 percent over 
five years, from 380 to 463, most of the increase occurred in 1993-94. 
 In that year, the Department gave the Non-Filer Program permission to 
employ an additional 50 term staff-years in 15 of its field offices.  
(Term staff are hired for a specified period rather than on a permanent 
basis.)  In employing the additional staff, the field offices were to 
deal with referrals from the underground economy initiative before 
handling the increasing inventory of regular non-filer cases.  The 
staff-years employed on the Non-Filer Program in the 15 field offices, 
however, increased by only 36 because of delays in hiring the term 
staff and a loss of staff who were transferred temporarily to other 
functions in the Department.  Overall, the Non-Filer Program did not 
use 4 percent of its total budgeted staff complement in 1993-94. 
 
31.23 For 1994-95, the Department increased by a further 149 the term 
staff allocated to the Non-Filer Program. 



 
The automated process is an efficient means of obtaining returns 
 
31.24 Of the 509,000 returns generated by the Non-Filer Program, 300,000 
were received as a result of reminder notices issued by the automated 
system, without the need for follow-up by departmental staff.  (In this 
report we refer only to reminder notices, but in practice, repeat non-
filers may receive a "demand" to file.) 
 
31.25 Each year, the Department's automated non-filer system identifies 
individual and corporate taxpayers on the tax roll who have not filed a 
current return and sends them a reminder notice.  It sends a notice 
only to individuals for whom it estimates that a potential tax 
liability exists based on prior returns and third-party information 
slips.  A second notice is sent automatically after 40 days if the 
taxpayer still has not filed a return. 
 
31.26 Just obtaining a tax return is a vital part of compliance.  It 
puts taxpayers on the tax roll, where they are easily monitored by the 
Department's non-filer system and other enforcement programs to 
determine the correct amount of tax.  The fully automated process is an 
efficient way to obtain returns.  The returns obtained through this 
process do not always produce additional tax revenue because a large 
number of the returns filed pursuant to reminder notices claim tax 
refunds.  In 1993-94, the net reduction in tax revenue was $79 million. 
 
Most additional tax assessments are obtained from follow-up by 
departmental staff 
 
31.27 Follow-up actions by departmental staff accounted for the 
remaining 209,000 returns generated in 1993-94.  Unlike the fully 
automated process, follow-up actions by departmental staff normally 
result in additional tax revenue for Revenue Canada ($203 million net 
in 1993-94).  Each staff member brought in an average of 505 returns 
and $492,000 in additional tax assessments in 1993-94.  This was well 
worth the effort, considering an average staff salary of $35,000 and 
the anticipated future tax revenue from non-filers who begin to file 
voluntarily. 
 
31.28 This follow-up work arises from two sources.  First, non-filer 
cases identified by the automated system are forwarded for follow-up to 
a field office if a return is not received after the second reminder 
notice.  Most of the non-filer staff are devoted to this work, which 
resulted in $148 million in additional tax revenue for the 173,000 
returns generated in 1993-94. 
 
31.29 Second, the Department discovers known and "unknown" non-filers 
through its project work, that is, from the matching program, from 
referrals by other departmental units and from information it gathers 
from external sources, such as registries of building permits.  
Matching (see paragraph 31.32) identifies non-filers through 
information slips submitted by third parties.  Of the returns received 
through projects, the majority result from matching and referrals.  The 
use of external sources of information increases the possibility of 



finding non-filers.  The Department realizes the importance of these 
sources and is continuing its efforts to access them (see paragraphs 
31.39 and 31.40). 
 
31.30 Through its projects, the Department assessed $55 million in 
additional tax revenue for 36,000 returns in 1993-94.  On average, a 
staff member assigned to project work brings in fewer returns in a year 
than a staff member assigned to automated-system follow-up actions, but 
projects result in more tax revenue per staff member in a year (see 
Exhibit 31.3).  The number of returns is lower due to the greater time 
involved in handling project cases.  However, these efforts do result 
in new taxpayers being brought onto the tax roll. 
 
31.31 Revenue Canada does not obtain a return from all non-filers it 
identifies.  To handle its workload with available staff, the 
Department establishes tolerance levels - levels of potential tax 
liability or income below which it does no follow-up.  It also may 
discontinue follow-up action in other circumstances, such as for 
deceased individuals and inactive corporations.  The automated system 
issued 464,000 reminder notices to individuals and 263,000 to 
corporations for the 1991 tax year.  In one third of the cases for 
individuals and half of the cases for corporations, follow-up action 
was discontinued for the reasons noted above.  Discontinued cases 
represent a potential source of returns that could be tapped if more 
staff were available to assess them for the amount of tax owing or the 
amount to be refunded. 
 
 
Exhibit 31.3 is not available, see the Annual Report. 
 
 
Absence of social insurance numbers on T5 slips hinders the Non-Filer 
Program and other enforcement programs 
 
31.32 Revenue Canada identifies non-filers as one output of its matching 
program.  Matching involves the computerized comparison of income and 
deductions reported on individuals' tax returns against information 
slips received from third parties.  This includes the T4 slip from 
employers and the T5 slip from financial institutions. 
 
31.33 The Department requires social insurance numbers (SINs) to link 
information slips to tax returns.  Without SINs it can not include 
information slips in its automated matching.  Manual matching is very 
time-consuming and costly and is therefore rarely used.  The Department 
is developing a method of automatically matching individuals' tax 
returns against information slips without SINs.  This method uses 
taxpayers' names and addresses or accesses other departmental data 
bases to search for their SINs. 
 
31.34 Because SINs were missing, the Department could not use automated 
matching for over 6.5 million, or 27 percent, of the 24 million 1992 T5 
slips it received.  A portion of these slips pertains to recipients who 
do not require a SIN, such as corporations.  An estimated 5 million T5 
slips without SINs pertain to individuals.  (A more exact count cannot 



be made because the T5 data file contains incorrect and missing codes 
for signifying the type of recipient.) 
 
31.35 To assess the extent to which income has been under-reported or 
tax returns have not been filed by recipients of T5 slips without SINs, 
Revenue Canada conducted limited manual matching tests.  As would be 
expected, the results indicated that most taxpayers properly reported 
the information on their tax returns, but some did not report the 
amounts and a few did not file tax returns. 
 
31.36 The Department has been aware of the problem of missing SINs for 
several years.  A 1988 Income Tax Act amendment provides for a $100 
penalty when taxpayers fail to provide their SIN to their financial 
institutions and financial institutions do not make reasonable efforts 
to obtain and report this number to Revenue Canada.  Despite the high 
incidence of missing SINs, no penalties have been assessed.  The 
Department has concluded that the penalty provision would be both 
difficult and costly to enforce.  Instead, it has concentrated on 
informing taxpayers of the law and on encouraging financial 
institutions to obtain and report SINs. 
 
31.37 The Internal Revenue Service in the United States requires 
withholding of tax if an identification number is not provided.  
Revenue Canada and the Department of Finance have discussed a possible 
change in the law to require withholding of tax by financial 
institutions if a valid SIN is not provided.  In 1995, Revenue Canada 
intends to reconsider this possibility after reviewing the results of 
current consultations with financial institutions to develop a plan for 
action, either separate or joint, to improve SIN compliance. 
 
31.38 The Department should continue with its initiative to obtain 
social insurance numbers for those information slips pertaining to 
individuals (see Exhibit 31.7).  In view of the apparent problem with 
the current penalty provision, the Department should investigate other 
options, including reconsidering a withholding requirement, in cases 
where a valid SIN is not provided and recommend legislative changes. 
 
Department's response:  The Department is continuing its initiative of 
obtaining SINs on T5 slips through negotiations with the financial 
community.  The Department will periodically assess the effectiveness 
of its approach to improve the SIN compliance level.  If progress is 
not achieved, the Department will consider other alternatives including 
legislative measures. 
 
The Department needs to continue improving its ability to generate non-
filer leads 
 
31.39 Revenue Canada realizes that information from sources outside the 
Department provides valuable leads for the identification of non-
filers.  Individual field offices have undertaken projects using 
publicly available information and information voluntarily provided by 
third parties.  The information sought, which varied from office to 
office, included lists of building permits and payments to contractors. 
 



31.40 In 1993-94, the Department identified, at a national level, a 
number of external data bases, including information from other federal 
departments and provincial governments.  It has gained permission to 
use some of the data bases and is working on gaining permission for the 
others.  The information from these data bases is for use in several 
enforcement programs, including the Non-Filer Program.  At the time of 
our audit, the majority of the identified data bases were not yet 
available for departmental use. 
 
31.41 Revenue Canada recently started matching a number of its internal 
data bases, which were not linked by a common identification number.  
The Department cross-matched the filers in its employer deductions, GST 
and corporate tax accounts using their names and addresses.  It intends 
to conduct tests to assess whether this process could be used to 
identify corporate non-filers. 
 
31.42 The data bases noted above are intended to identify non-compliance 
by specific taxpayers.  The Department, however, could complement this 
work by performing compliance research using other data bases to 
provide a profile of who the non-filers are.  As an example, using the 
1991 aggregated census data, we compared the number of individuals who 
stated they had income in 1990 with the number who filed returns for 
1990.  The results were interesting. 
 
31.43 While not conclusive, our comparison suggests a large number of 
potential non-filers in the under-20 age group.  For those in the 
under-20 group with incomes greater than $20,000, we found that 80 
percent of males and 55 percent of females filed returns.  At those 
income levels we would have expected a higher percentage of filers.  
The discrepancy between expected and actual filing percentages may be 
explained by persons having non-taxable types of income or sufficient 
deductions to put them in a non-taxable position.  Or, it may be 
explained by new entrants to the labour force, particularly those who 
are self-employed, who do not file returns as required. 
 
31.44 The Department needs to do compliance research that analyzes 
information of this sort for use in the design of its compliance 
strategy.  By having a picture of who the non-filers are, Revenue 
Canada can address non-filer groups more effectively.  For example, an 
education program targeted to younger income earners might bring more 
members of this group onto the tax roll. 
 
31.45 The Department's compliance research initiative (see Exhibit 31.7) 
should attempt to provide profiles of non-filers to assist in the 
design of departmental programs. 
 
Departmental response:  The Department, as outlined in Exhibit 31.7, 
will establish a Compliance Research Division to strengthen and expand 
our compliance research capacity. 
 
With respect to the development of non-filer profiles, departmental 
evidence gathered over the years clearly shows that little variance 
exists between non-filers and regular taxpayer profiles.  Non-filers 
are most effectively identified by measures such as in-depth reviews of 



sectors/industries, improving reporting legislation and matching of 
data. 
 
The Department needs to improve further the availability of information 
on the Non-Filer Program 
 
31.46 While head office sets policy for the Non-Filer Program, field 
offices carry out the program and decide what work to undertake and how 
much time to devote to it.  The decisions that field offices are 
required to make in particular circumstances include the type of work 
to undertake, the external data bases to use, the tolerance levels for 
deciding which cases to follow up, the length of time to have cases in 
inventory and the percentage of staff time to devote to project work.  
In order to evaluate the appropriateness of decisions, managers need 
more information than is currently available. 
 
31.47 The Department's ability to manage its Non-Filer Program is 
hindered by the limitations of its computer information systems.  
Currently it uses three computer systems to record and report Non-Filer 
Program results.  Data must be separately entered in both local and 
national systems.  These systems do not provide the same information, 
contain different totals due to timing differences and, in some cases, 
do not properly and consistently accumulate data.  The national systems 
do not allow for timely ad hoc reporting. 
 
31.48 In 1989, Revenue Canada started a project to develop a new system 
to replace the three current systems and to automate some manual 
procedures.  The purpose of the new system is to solve problems 
encountered with the current systems and to make the Department's 
operations more efficient.  For the new system, the Department is 
developing a scoring method to identify non-filing individuals with the 
highest potential tax liability for follow-up by field offices.  In 
1991, the project was delayed, and a project development team was not 
established until June 1992.  Now it is scheduling implementation of 
the new system in stages from 1995 to 1996. 
 
31.49 Until recently, the field offices learned about other offices' 
successful projects primarily in an informal manner.  The advent of 
electronic communication has allowed a faster and more efficient way of 
getting information on projects to all offices and has been used by 
head office for this purpose since March 1993.  Head office encourages 
its field offices to send in information on their project experience 
for electronic distribution to all offices, but input from field 
offices has been disappointing. Submissions have been received from 
only 7 of the 38 district offices, and most came from one office. 
 
The Department needs to evaluate the effectiveness of the Non-Filer 
Program 
 
31.50 The Department measures the results of the Non-Filer Program by 
the number of returns obtained, taxes assessed and staff time used.  
These are measurements of the direct results of the program.  We would 
like to see other measures, such as the extent to which the Department 
is succeeding in enhancing taxpayer compliance compared to the 



potential that exists.  The number of non-filers added to the tax roll 
would be one measure, but these data are not compiled. 
 
31.51 Revenue Canada considers that a fundamental purpose of its 
compliance programs is to foster future voluntary compliance.  The 
Department does not know whether it is successful in this regard.  For 
example, it does not know how many non-filers who are caught begin to 
file tax returns voluntarily thereafter or how many remain non-filers. 
 Its current computer systems produce a report on compliance history of 
non-filers, but the Department considers it unreliable.  (One of the 
purposes of the new automated system mentioned in paragraph 31.48 is to 
provide information for an evaluation of the subsequent compliance of 
non-filers.)  A study that the Department expects to complete at the 
end of December 1994 on one part of the non-filer workload includes the 
issue of taxpayers' future compliance.  Our work on a number of non-
filer cases suggests repeat non-filers are a definite problem.  A more 
in-depth analysis of taxpayer behaviour by the Department would be 
necessary to assist it in directing program efforts to enhance future 
compliance. 
 
31.52 Through the work of the Measurement Review Committee (see Exhibit 
31.7), the Department should establish appropriate, reliable measures 
for evaluating its Non-Filer Program.  In addition, it should continue 
its efforts to develop the new automated system to provide information 
for evaluating the Non-Filer Program. 
 
Department's response:  The Department's Measurement Review Committee 
will identify and develop appropriate measurement criteria for audit 
programs. 
 
Additionally, the Department is in the process of implementing an 
automated system that will assist the Department in measuring the 
effectiveness of the Non-Filer Program. 
 
Conclusion 
 
31.53 The Department recognizes that obtaining tax returns is a vital 
aspect of ensuring compliance with the Income Tax Act.  The Non-Filer 
Program has been in place for many years and has concentrated on 
following up on non-filers who are already on the tax roll and are 
identified by the automated system.  The Department needs to continue 
expanding its use of both internal and external sources of information 
to conduct compliance research and to generate more non-filer leads to 
find those not on the tax roll.  The program has resulted in hundreds 
of thousands of returns and millions of dollars of tax revenue due 
under the Income Tax Act, but the Department needs to evaluate its 
effectiveness in achieving behavioural change among the non-filer 
population. 
 
ENSURING FAIRNESS OF THE INCOME TAX SYSTEM:  SPECIAL INVESTIGATIONS 
 
Introduction 
 
31.54 Tax evasion is a serious criminal offence. The Minister of 



National Revenue in a recent speech on tax evasion noted that the 
underground economy and tax evasion affect government services and are 
making it difficult for governments to reduce deficits and eventually 
cut taxes.  He noted further that people do get hurt; tax evasion is 
not a victimless crime. Jobs are lost, honest taxpayers carry an unfair 
load, and legitimate businesses are forced to operate against unfair 
competition. 
 
31.55 The Income Tax Act provides for the criminal prosecution of income 
tax fraud. Criminal prosecution can be a powerful incentive to comply 
with tax laws and thus deters tax evasion. The deterrent effect 
operates at two levels:  at the taxpayer level through prosecution and 
the imposition of fines and jail sentences and, at a more general 
level, through publicizing convictions. 
 
31.56 The Special Investigations Division of the Department is 
responsible for enforcing the criminal provisions of the Income Tax Act 
(Act).  It investigates suspected cases of tax evasion and, where 
appropriate, recommends them to the Department of Justice for 
prosecution. (See Exhibit 31.4). Cases investigated are usually 
referrals from other enforcement activities, in particular, audit. 
 
31.57 In addition, Special Investigations carries out audits under the 
Special Enforcement Program (SEP) to determine the taxes payable by 
persons who are earning income from illegal activities and who may be 
subject to prosecution for other criminal offenses by the Royal 
Canadian Mounted Police (RCMP) or other law enforcement bodies. Special 
Investigations also processes applications for the voluntary disclosure 
of previously undeclared income and tax and accepts information from 
informants on suspected tax evasion. 
 
31.58 To obtain a conviction for tax evasion, the Department must have 
sufficient evidence to prove that the taxpayer willfully intended to 
commit evasion.  The proof of the taxpayer's intent is analogous to 
that required to prove the Criminal Code offence of fraud.  Neglecting 
to report income does not in itself necessarily constitute tax fraud or 
evasion.  However, deliberately submitting a false or misleading tax 
return with the intent of having the Minister of National Revenue act 
upon it as true does constitute tax fraud. 
 
31.59 In investigated cases where willful intent cannot be proved, the 
Department does not pursue criminal prosecution but may impose a gross 
negligence penalty of 50 percent of the tax reassessed. 
 
31.60 Special Investigations has a budget of 464 people, who account for 
about 8.5 percent of person-years allocated to Revenue Canada's post-
assessing compliance activities for 1994-95.  Staff resources utilized 
in Special Investigations activities have declined by 10 percent since 
1989-90. 
 
Audit Objective and Scope 
 
31.61 Our audit objective was to assess the adequacy of Revenue Canada's 
enforcement activities carried out to detect and prosecute income tax 



evaders.  We also assessed the adequacy of the information provided to 
Parliament to assist it in reviewing these operations. 
 
 
Exhibit 31.4 
 
Special Investigations Operations 
 
       1990  1991  1992  1993 
 
Preliminary 
   investigations     262   187   151   181 
 
Full investigations not 
   referred to Justice     41    34    33    41 
 
Referrals to Justice    165   142   156   154 
 
Total cases investigated    468   363   340   376 
 
Special Enforcement 
  Program audits     282   290   328   340 
 
 
31.62 Our examination included the Special Investigations Division and 
other departmental enforcement activities that have a bearing on the 
Division's operations.  We conducted interviews at head office and 
certain district offices.  We also interviewed criminal prosecutors of 
the Department of Justice involved in the prosecution of suspected tax 
evasion cases. 
 
Observations and Recommendations 
 
The identification of suspected tax evasion cases by tax auditors has 
decreased by 50 percent from 1,000 to 500 a year since 1990 
 
31.63 The Special Investigations program depends on a constant flow of 
referrals from other departmental units. The Department realizes the 
importance of this flow; its operations manual states: 
 
 The success of the Special Investigations program is dependent on 
a continuing flow of leads.  A significant proportion of leads to tax 
evasion should come from those engaged in the verification of tax 
returns and the examination of taxpayers records.  Management in all 
Sections at Head Office and District Offices should instruct staff 
under their control to be on the alert for indications of wilful non-
compliance with any of the Acts administered by the Department.  They 
should ensure that all cases where criminal investigations may be 
warranted are referred to Special Investigations. 
 
31.64 Over the last four years, annual referrals to Special 
Investigations from other departmental activities, principally audit, 
have declined from 1,000 to 500.  A decline in audit referrals reduces 
the pool of cases from which the Division develops its investigations 



and prosecutions.  It may weaken the ability of the Department to 
achieve its objective of maintaining a consistent and balanced program 
of criminal prosecution across all taxpayer segments and geographical 
areas. 
 
31.65 The decline in referrals was of concern to the Department.  In 
1993-94, head office requested its district offices across Canada to 
significantly increase their workload development efforts to generate 
1,296 referrals to Special Investigations.  The Department informed us 
that, in 1993-94, the actual number of referrals was 490. 
 
31.66 In our discussions with senior departmental officials, we were 
informed that part of the decline may be attributed to improved quality 
and complexity of the cases referred by audit. However, we have not 
been provided with evidence of this improvement. 
 
Planned referrals for prosecutions are 170 cases a year 
 
31.67 Investigations to prove the criminal intent of tax evasion and the 
dollar value of fraud are labour-intensive and time-consuming.  An 
average investigation takes over 2,000 direct hours -- about one and a 
half person-years.  The completion of the court stage by the Department 
of Justice takes, on average, two years of elapsed time.  In recent 
years, the conduct of an investigation has become more time-consuming 
because of the need to comply with the procedural protection of the 
Charter of Rights. 
 
31.68 Evidence to support charges of tax evasion is obtained mainly 
through the use of investigations and searches authorized by a warrant. 
 Investigators will not recommend cases for prosecution unless the 
evidence is reviewed by the Department of Justice and strongly supports 
the charges of tax evasion. 
 
31.69 In the last five years, Revenue Canada planned to refer about 170 
suspected tax evasion cases a year to the Department of Justice for 
prosecution.  Actual referrals were approximately 150 per year. The 
target of 170 referrals a year is based on the resources that have been 
assigned to Special Investigations. It is not based on research to 
determine to what extent criminal prosecution should be used in 
combatting tax evasion and in improving compliance. 
 
31.70 We noted that in order to try to meet the budgeted number of 
referrals for prosecution, the Department has reduced the number of 
preliminary investigations and limited the number of tax years and tax 
offences that it includes in its investigations and recommendations for 
prosecution in each case. It has also relied heavily on the acceptance 
of guilty pleas to reduce the time required per case. 
 
31.71 Department of Justice prosecutors that we interviewed indicated 
that the Special Investigations files were usually well prepared and 
supported the recommended charges.  Over the past four years, charges 
were laid in over 90 percent of the recommended cases, and 90 percent 
of prosecutions resulted in a conviction (see Exhibit 31.5). 
 



31.72 Sixteen percent of convictions are the result of a trial; 84 
percent are obtained through the acceptance of guilty pleas.  The files 
indicate that some of these pleas are obtained by negotiating the 
charges and the sentence with the taxpayer.  In these cases, the amount 
of tax subject to charges of evasion, the number of tax years involved, 
the value of civil penalties to be imposed, and the number of taxpayers 
involved in the tax fraud, as well as the proposed criminal sentence or 
fine, may be reduced in exchange for a guilty plea and the payment of 
tax liabilities owed to the Crown.  The acceptance of guilty pleas 
ranges from 94 percent in Montreal to 73 percent in Vancouver. 
 
31.73 Guilty pleas have always been used in resolving tax evasion cases. 
 In fact, they are used throughout the criminal justice system.  Cases 
with guilty pleas are less expensive because they reduce the work of 
investigators by minimizing the need to prepare evidence for trial.  
These cases take, on average, 600 fewer hours than trial cases.  The 
time spent in court by taxpayers and their representatives, as well as 
by Justice lawyers, is also reduced. 
 
Conviction publicity has been reintroduced 
 
31.74 Prosecutions are pursued to sanction non-compliance of specific 
taxpayers and also to deter other taxpayers from similar breaches of 
the statutes.  General deterrence theory suggests that to achieve their 
greatest impact, the convictions obtained by successful prosecutions 
must be given wide publicity.  In addition to its deterrent value, 
publicity also serves to reassure honest taxpayers that they are not 
expected to pay for those who are dishonest. 
 
Exhibit 31.5 
 
Prosecutions and Other Results 
       1990  1991  1992  1993 
 
Prosecutions completed    123   123   149   144 
 
Convictions obtained    113   111   136   134 
 
Federal tax upon 
   conviction ($ millions)  13.8   8.9  22.4  12.1 
 
Fines ($ millions)    16.2   4.5  15.0   6.6 
 
Mandatory jail sentences      9    10    11     8 
 
31.75 In 1987, the Department adopted a policy of not initiating 
contacts with the media on prosecutions.  We indicated in our 1990 
report on enforcement that a large decline in the publicity generated 
by prosecutions for tax evasions had resulted from this policy. 
 
31.76 A new publicity policy was introduced in August 1993 and formally 
put in place in January 1994.  The policy calls for a national press 
release on tax evasion prosecutions involving taxes of $250,000 or more 
and on cases of national interest. A regional press release goes out on 



tax evasion cases involving less money.  The charge, the case details, 
the penalty and the identity of the offender are included in these 
press releases. 
 
31.77 The Department has advised us that it intends to further develop 
proactive approaches to disseminate information on successful 
prosecutions and other fraud issues. 
 
31.78 Our review of departmental records indicates that publicity seems 
to have had a positive influence on delinquent taxpayers.  In the last 
fiscal year, the number of voluntary disclosures of taxes previously 
unreported has increased by more than 100 percent, from 268 to 587.  
Departmental publicity was the reason most often cited for making 
voluntary disclosures last year. 
 
The results of current enforcement activities are measured and reported 
in additional tax dollars reassessed 
 
31.79 The Department indicates in its Part III of the Estimates that all 
its enforcement activities, including Special Investigations (SI), are 
undertaken either to foster taxpayer self-assessment or to enhance 
compliance with the law.  However, the performance of all enforcement 
activities, including SI, is measured and reported primarily in terms 
of dollars of tax reassessed.  But tax reassessments are not a measure 
of improved voluntary compliance. 
 
31.80 Measuring performance in terms of dollars of tax reassessed may 
encourage tax auditors to focus on potential dollar reassessments, 
which may be to the detriment of fulfilling the Department's obligation 
to detect tax evasion.  Furthermore, this performance measure does not 
encourage accountability in achieving the objective of improving the 
level of compliance. 
 
31.81 The Department does not know the final disposition of 
reassessments issued through its enforcement programs -- what was 
collected, what was uncollectable and what was reversed by the internal 
appeal process or by the courts.  The Department's Part III of the 
1994-95 Estimates state that "all efforts devoted to fostering self-
assessment and enforcing compliance would prove fruitless unless the 
revenues assessed are eventually collected by the government." However, 
the Department does not record the extent to which reassessments issued 
after criminal investigations were collected or were written off.  
Providing Parliament with information on the final disposition of tax 
reassessments in performance measurement would provide a more complete 
picture of the impact of enforcement activities. 
 
Research on compliance is essential for improving voluntary compliance 
 
31.82 In 1990, we recommended that the Department do more research on 
compliance. In 1992, the Department advised us that it was committed to 
reviewing its research operations and requirements. In the same year, 
the Department abandoned its research function and replaced it with a 
planning function for audit that is not adequately staffed to do 
compliance research. The Department recently announced an initiative to 



reactivate its compliance research function. At the completion of this 
audit, this initiative had not been operationalized. 
 
31.83 At present, the Department does not carry out research on how 
specific enforcement actions contribute to increased compliance and, in 
particular, how the criminal sanction improved compliance in specific 
industries or communities. To maximize improvements to the level of 
voluntary compliance with a given amount of resources, the Department 
must conduct research to gain knowledge as to what effect various 
enforcement activities have on compliance.  Compliance research could 
help detect significant areas of non-compliance and assist in 
evaluating the performance of enforcement activities. 
 
31.84 As a result of our audit, we have identified some suggested 
questions for compliance research. These compliance research questions 
are shown in Exhibit 31.6. 
 
Exhibit 31.6 
 
Some Suggested Questions for Compliance Research 
 
1.What impact has the decline in audit referrals to Special 

Investigations had on deterring tax evasion? 
 
2.What priority should the Department assign to the role of Special 

Investigations in combatting tax evasion? What initiatives could 
best reduce tax evasion? 

 
3.What should the role of deterring tax evasion be in an overall 

compliance strategy? 
 
4.How effective has the gross negligence penalty been in deterring non-

compliance and tax evasion? 
 
5.What is the effect of various enforcement activities on compliance 

improvement? 
 
As a result of our audit, we have identified some suggested questions 
for compliance research. 
 
31.85 A systematic program of research is essential if the Department 
wants to pursue a strategy of maximizing revenue and voluntary 
compliance. 
 
31.86 The Department should: 
 
 • use its compliance research initiative (see Exhibit 31.7) to 
enable it to evaluate and continually improve its enforcement 
activities, including Special Investigations, with a view to maximizing 
voluntary compliance and revenue; 
 
 • through the work of the Measurement Review Committee (see 
Exhibit 31.7), develop performance measurements for enforcement 
activities to address the objective of improving voluntary compliance; 



 
 • provide Parliament with information on the final disposition 
of the reassessments issued through its enforcement activities and on 
its research activities. 
 
Department's response:  The Department, as outlined in Exhibit 31.7, is 
taking appropriate steps to establish a Compliance Research Division 
mandated to maximize voluntary compliance and revenue generation. 
 
The Department's Measurement Review Committee will identify and develop 
appropriate measurement criteria for audit programs. 
 
The Department, as part of the Measurement Review Committee's mandate, 
will review the feasibility of providing information on the final 
disposition of reassessments issued through audit programs and on its 
research activities. 
 
Exhibit 31.7 
 
Initiatives the Department Has Under Way to Improve Verification, 
Enforcement and Compliance Research 
 
 Initiative/         Target 
   Plan     Description    Date 
 
 
Administrative 
  ConsolidationThe Verification, Enforcement and   Ongoing 
Compliance Research Branch provides policies, programs, 

procedures and functional guidance 
and direction related to GST/Excise 
and Income Tax verification and 
enforcement.  This includes the 
provision of client assistance 
related to these functions and 
responsibility for international 
verification and enforcement 
activities, excluding those related 
to Customs, and for strategies to 
penetrate the underground economy. 
 Federal-provincial co-ordination 
is also a responsibility of this 
Branch. 

 
The Administrative Consolidation provides the 

opportunity to organize and to 
achieve directions for a 
consolidated audit approach in 
areas such as: 

 
- large case files; 
- industry sectors; 
- special projects; 
- tax avoidance; and 



- quality assurance. 
 
Audit and 
Special 
InvestigationsThe Department is taking steps to 
focus audit resources on activities 
such as: 
 
•Joint Excise/GST and Income Tax audits are being 

pursued with the aim of co-
ordinating and combining 
audits whenever 

     possible.      Ongoing 
 
•Improved links to provincial counterparts are being 

undertaken, focussing on audit 
selection, audit coverage, 
information sharing, 
joint/complimentary audits, 
training, co-location if 

     feasible and staff exchanges.  Ongoing 
 
•A move to a more analytical, less case-by-case approach 

to audit, using a core audit 
program to better identify 
non-compliance and possible 

     solutions.     June 1995 
 
•The pursuit of special projects directed to 
     non-compliance.    Ongoing 
 
•Combining audit techniques with industry knowledge to 
     maximize effectiveness.   January 
            1995 
 
•An analysis of audit results with the aim of 

formulating 
     legislative suggestions.   Ongoing 
 
•Completion of the audit information management system 
     to monitor SR&ED*.    April 1995 
 
Compliance 
 ResearchThe Department has taken steps   June 1995 
through Administrative Consolidation to strengthen 

compliance research.  A Compliance 
Research Division is being 
established to better identify 
compliance and non-compliance and 
the factors that improve 
compliance.  The Department is 
working with Department of Finance 
and provincial governments to 
develop information that will 



assist in detecting non-compliance. 
 It will develop an improved 
overall compliance strategy and 
improve audit selection techniques. 
 The work being done on Standard 
Industrial Classification (SIC) 
codes is an important element of 
this strategy. 

 
Underground 
  EconomyThis initiative focusses on    Ongoing 
non-compliance by: 
 
•increasing audits of small business files; 
 
•identifying areas of tax evasion through non-filers and 

non-registrants (including SIC 
codes on registrant 
information); 

 
•federal-provincial agreements; 
 
•consulting with industry and professional associations; 
 
•possible reporting and information changes (including 

steps to improve reporting of 
SINs on the T5 slips); 

 
•matching of data; and 
 
•increasing visibility in specific communities by 

visiting local businesses to 
provide helpful advice and to 
obtain information to ensure 
proper filing and 
registration. 

 
Measurement Review 
  CommitteeThe establishment of a departmental  February 
    committee to identify and develop  1995 
appropriate measurement criteria for audit programs. 
 
*  scientific research and experimental development 
 
Source:  Revenue Canada 
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Main Points 
 
32.1  As part of its investment in science and technology, the 
federal government has encouraged research and development in the 
private sector through various income tax provisions for many years.  
Canadian companies have taken up the incentives in increasing numbers 
over the past few years and are now claiming over $1 billion of 
investment tax credits annually. 
 
32.2  In common with most tax provisions, the tax incentives for 
scientific research and experimental development are demand-driven.  
Every taxpayer who complies with the incentive provisions of the Income 
Tax Act is entitled to the benefits.  Low levels of eligible spending 
by taxpayers result in low costs to the government.  High levels of 
spending by taxpayers result in high costs.  Ongoing and thorough 
monitoring of the incentives is required to manage the costs properly. 
 
32.3  In the past four years, many taxpayers have refiled tax 
returns for prior years after learning that they had carried out 
qualified activities but had not claimed the investment tax credits.  
The 1994 Budget proposed changes restricting expenditures that qualify 
for the tax credits to those that the taxpayer identifies no later than 
18 months after the year in which the expenditures were incurred.  This 
will help the Department of Finance in its monitoring of the costs of 
the incentives. 
 
32.4  The Department of Finance needs to monitor these tax 
incentives more thoroughly and systematically, in order to control 
their costs in foregone revenue and to ensure that the types of 
activities that qualify under the definitions and rules in the Income 
Tax Act are those the government wants to encourage. 
 
32.5  Data are an integral part of monitoring the incentives for 
both the Department of Finance and Revenue Canada.  Better and more 
reliable data need to be collected. 
 
32.6  The Department of Finance has plans to evaluate the tax 
incentives for research and development and has identified important 



issues to be addressed.  We encourage the Department to complete the 
evaluation studies and to publish the results as quickly as possible. 
 
32.7  The Department of Finance needs to improve its accounting for 
the tax incentives for research and development, particularly in the 
areas of projected costs and actual results.  It is important for 
Parliament and the Canadian public to know what these incentives are 
achieving and what they are costing. 
 
32.8  In addition to its usual work of reviewing claims for 
compliance with the Income Tax Act, Revenue Canada has taken new 
approaches to delivering the tax incentives for research and 
development.  It has improved its review process so that all claims are 
now subject to some minimum verification.  However, the increasing 
workload is putting pressure on the Department's ability to administer 
the incentives in a timely and consistent manner. 
 
Introduction 
 
Encouraging research and development through the tax system 
 
32.9  There are many ways for the government to achieve its 
economic and social objectives.  The most visible is direct government 
spending on programs, grants and subsidies.  The government also 
pursues its policy objectives through measures (such as tax deductions, 
credits, exclusions and income tax deferrals) contained in the income 
tax system.  Because those measures represent alternative forms of 
government assistance, with financial implications similar to those of 
direct expenditures, they are generally referred to as tax 
expenditures. 
 
32.10 As part of its investment in science and technology, the federal 
government has encouraged research and development in the private 
sector for many years through various income tax provisions.  Exhibit 
32.1 sets out a brief history of tax incentives for research and 
development. 
 
Exhibit 32.1 
 
History of Tax Incentives for Research and Development 
 
Pre-1983•Current and capital expenditures on research and development 

fully deductible in the year incurred 
 
•Investment tax credit for both current and capital expenditures with 

limits on how much could be deducted from taxes 
otherwise payable 

 
•Incremental allowance of 50 percent of current and capital 

expenditures in excess of the average level over 
the previous three years 

 
1983•Incremental allowance eliminated 
 



•Investment tax credit rates increased 
 
•Limits on deductibility of investment tax credits eliminated 
 
•Partial refundability of unused investment tax credits introduced 
 
•Amendments made to investment tax credit carry-over provisions 
 
•Scientific research tax credit flow-out mechanism introduced 
 
1985•Scientific research tax credit mechanism eliminated 
 
•Refundability of unused investment tax credits extended 
 
•Term "scientific research" recast as "scientific research and 

experimental development" (SR&ED) 
 
•Rules introduced to limit use of incentives when control of the 

taxpayer changes 
 
•Requirement introduced that investment tax credits be calculated on 

eligible expenditures net of any related assistance 
 
1986-87•Eligible expenditures extended to include payments related to 

research and development made to federal granting 
councils 

 
•Buildings excluded from eligibility for incentives 
 
•Rules requiring that expenses be "related to the business" clarified 
 
•Rules implemented constraining the syndication of SR&ED incentives 

through partnerships 
 
•Revised limits on deductibility of investment tax credits reintroduced 
 
1992•Optional proxy method introduced for determining SR&ED overhead 

expenditures for purposes of the investment tax 
credit 

 
•Partial tax credit introduced for equipment that is used primarily, 

but not all or substantially all, for SR&ED 
 
1993•Limits on deductibility of investment tax credits eliminated 
 
1994•Elimination of special rules for sole-purpose SR&ED performers 

proposed 
 
•Requirement introduced that, to be eligible for the incentives,  SR&ED 

expenditures must be identified no later than 18 
months following the year in which the expenditures 
were made 

 
32.11 The Department of Finance (Finance), which is responsible for 



overall policy relating to the tax system, has set out certain 
objectives for research and development tax incentives at various times 
over the past 12 years.  The most comprehensive statement of objectives 
is found in the 1983 paper entitled Research and Development Tax 
Policies.  In summary, these objectives are: 
 
 • to encourage research and development by the private sector 
in Canada; 
 
 • to promote research and development activities that conform 
to sound business practices; 
 
 • to provide tax incentives for research and development that, 
as much as possible, are of immediate benefit to businesses; and 
 • to provide tax incentives for research and development that 
are as simple to understand and comply with and as certain in 
application as possible. 
 
Design of the tax incentives 
 
32.12 The federal tax incentives currently available for qualifying 
research and development activities essentially consist of: 
 
 • deductions for eligible current and capital expenditures 
related to scientific research and experimental development undertaken 
in Canada directly by, or on behalf of, the taxpayer and related to the 
taxpayer's business.  Eligible expenditures each year are added to the 
taxpayer's pool of expenditures for scientific research and 
experimental development.  Amounts in the pool can be written off at 
the taxpayer's discretion, up to the total amount in the pool. 
 
 • investment tax credits on eligible current and capital 
expenditures made in Canada.  These can be claimed at rates of 20, 30 
or 35 percent; they are refundable in some cases.  (The 1994 Budget 
proposes to eliminate the 30 percent rate.)  Investment tax credits 
deducted from taxes payable or refunded must be deducted from the pool 
of eligible expenditures in the subsequent year. 
 
32.13 Determining qualifying activities.  The incentives are directed to 
scientific research and experimental development (SR&ED), which is 
defined under regulation 2900 of the Income Tax Regulations to mean a 
"systematic investigation or search carried out in a field of science 
or technology by means of experiment or analysis."  The regulation goes 
on to indicate that work undertaken to advance scientific knowledge or 
to achieve technological advancement for the purposes of creating new, 
or improving existing, materials, devices, products or processes will 
qualify.  Certain activities, such as those related to market research 
or sales promotion, are specifically excluded from the definition. 
 
32.14 Revenue Canada, in consultation with Finance and other federal 
departments and agencies and with industry representatives, has 
developed three criteria to help it and taxpayers determine whether 
particular activities fall within the definition and therefore qualify 
for the incentives.  Those criteria are: 



 
 • scientific or technological advancement -- the activity must 
generate information that advances our understanding of scientific 
relations or technologies; 
 
 • scientific or technological uncertainty -- whether a given 
result or objective can be achieved and how to achieve it are not yet 
known or able to be determined on the basis of generally available 
scientific or technological knowledge or experience; and 
 
 • scientific and technical content -- the activity must 
incorporate a systematic investigation and be carried out by qualified 
personnel. 
 
32.15 Qualifying activities do not have to be carried out in a 
laboratory by scientists.  Many occur in manufacturing plants, on the 
shop floor or in an office.  For example, incremental improvements to 
existing products, improvements to the way products are manufactured 
and new software programs may all qualify if they meet the criteria set 
out above.  Activities such as data collection and testing that are 
required to carry out qualifying activities are also eligible for the 
tax incentives.  Exhibit 32.2 gives an indication of the range of 
activities that may qualify for the tax incentives if the requirements 
of the Income Tax Regulations are met. 
 
Exhibit 32.2 
 
Examples of Activities That May Qualify for the Scientific Research and 
Experimental Development Tax Incentives 
 
Note:  These activities will qualify for the tax incentives only if 
they incorporate a systematic investigation by means of experimentation 
or analysis and meet all the other requirements of the Income Tax 
Regulations. 
 
•Developing a new line of fibreglass windows and improving window 

hardware and locking mechanisms. 
 
•Developing processes for the recycling of a wide range of solid waste 

materials, such as wood, plastics, glass, tires, construction 
waste and cardboard. 

 
•Designing and developing a machine that assembles hanging file folders 

from paperboard blanks and runners. 
 
•Developing an automatic guidance system for underground mining 

vehicles. 
 
•Developing software relating to interfaces for weigh scales, bar 

coding and digitizers. 
 
•Developing new software for an on-line, fully functional, detailed 

general ledger system. 
 



•Developing an on-line system to validate credit information. 
 
•Developing a comprehensive payroll system for personal-type computers. 
 
•Designing and developing computer-controlled multimedia products using 

graphics, video, sound and text, and three dimensional images. 
 
•Developing an integrated material handling/optics/computer system to 

inspect fruit after mechanical halving and pitting. 
 
•Developing improved tomato cultivars and hybrids that have superior 

qualities for production and processing. 
 
•Developing a single component polyurethane foam system that is ozone-

friendly. 
 
•Designing, developing and testing a landing gear control unit. 
 
•Developing unreinforced and fibre-reinforced polymer modified 

cementitious material systems for products that provide coatings 
for rust protection and waterproofing of cement surfaces. 

 
•Developing a new synthetic rubber polymer for industrial roll covering 

products. 
 
•Researching and developing human diagnostic and therapeutic health 

care products. 
 
•Developing new drugs based on their effects on leukotriene-mediated 

diseases such as asthma. 
 
•Developing medical diagnostic instruments for heart valve problems. 
 
•Developing devices to rapidly detect cardiovascular risk. 
 
•Developing more environmentally acceptable muds for drilling to 

replace oil-based muds without compromising drilling performance. 
 
•Developing a process to bleach kraft pulp to a specific brightness 

without using chlorine. 
 
32.16 Determining eligible costs.  Generally, expenses that are directly 
attributable to qualifying activities (for example, salaries, benefits, 
materials and appropriate overheads) are eligible for the tax 
incentives.  In December 1992, the government proposed a proxy method 
for dealing with overhead expenses related to scientific research and 
experimental development activities, to reduce the burden on taxpayers 
and Revenue Canada for determining eligible overhead expenses.  This 
proposal was passed into law on 12 May 1994.  Revenue Canada allowed 
taxpayers to use the proxy method for taxation years ending after 2 
December 1992 if they elected to do so. 
 
32.17 Safeguarding federal revenues.  One of the key controls built into 
the design of these incentives is that the company must spend the funds 



first before receiving any tax incentives.  This also helps guard 
against government funding of research and development that the 
marketplace would not support otherwise. 
 
32.18 Provincial incentives.  Several of the provinces have additional 
tax incentives for research and development.  In most cases these 
incentives are deducted from the base on which the federal incentives 
are calculated. 
 
Take-up of the investment tax credits 
 
32.19 Exhibits 32.3 and 32.4 provide information on the level of take-up 
of the investment tax credits for scientific research and experimental 
development.  Taxpayers who carry out qualifying activities and incur 
eligible costs can claim investment tax credits.  These investment tax 
credits can be deducted from income taxes otherwise payable.  Canadian-
controlled private corporations can also receive cash refunds of 
investment tax credits claimed that cannot be deducted from taxes 
otherwise payable, if they meet certain criteria.  In all other 
situations, investment tax credits claimed that cannot be deducted can 
be carried forward 10 years or back three years to be deducted from the 
taxes payable in those years. 
 
32.20 As can be seen from Exhibit 32.3, Canadian-controlled private 
corporations (CCPCs) steadily increased the investment tax credits they 
claimed between 1988 and 1992.  As well, the number of CCPCs claiming 
credits rose from just over 4,000 in 1988 to 5,500 in 1992.  The 
exhibit reveals that the dollar amount of investment tax credits 
deducted by these corporations has remained relatively stable over the 
period.  The exhibit also shows that the amount refunded to these 
corporations has increased steadily, reaching $250 million in 1992.  In 
other words, many of these corporations were not able to deduct any or 
all of the credits they claimed in a particular year, often because 
they were not in a taxable position.  However, they were eligible for a 
cash refund of those credits. 
 
32.21 Exhibit 32.4 shows the situation for corporations other than 
CCPCs, such as public companies.  The number of those corporations 
claiming investment tax credits remained quite stable over the five 
years, at about 1,000.  Again, the amounts claimed increased between 
1988 and 1992, exceeding $750 million in 1992.  However, the amounts 
deducted from income taxes otherwise payable have remained relatively 
stable.  For those corporations, investment tax credits claimed but not 
deducted can be carried forward or backward.  Revenue Canada's data 
base shows that, at the end of 1992, corporations claiming scientific 
research and experimental development tax credits were carrying forward 
over $2.5 billion of these and other investment tax credits.  Some 
portion of these credits will likely be deducted from income taxes in 
future years. 
 
Audit Objectives, Scope and Criteria 
 
32.22 The purpose of this audit was to examine, assess and report on how 
well the tax incentives for scientific research and experimental 



development are being delivered, monitored and evaluated.  We were 
particularly interested in learning how the Department of Finance 
assesses, analyzes and reports on the results being achieved with the 
incentives. 
 
32.23 We focussed on the investment tax credit portion of the 
incentives.  We conducted our audit work in the Department of Finance 
and in Revenue Canada's head office and five district offices. 
 
 
Exhibit 32.3 is not available, see the Annual Report. 
 
Exhibit 32.4 is not available, see the Annual Report. 
 
 
32.24 The audit criteria we used are set out in Exhibit 32.5. 
 
Exhibit 32.5 
 
Audit Criteria 
 
•The objectives of the incentives should be clearly stated. 
 
•Appropriate terms and conditions for receiving the incentives should 

be established consistent with the legislative mandate. 
 
•Information on the incentives, and particularly information on the 

rules governing eligibility, guidelines for applicants and the 
preparation of returns, should be made available to potential 
recipients. 

 
•Procedures should be established for ensuring that claims approved 

meet the established terms and conditions for the incentives.  
These procedures should be documented. 

 
•The management information system should provide reliable, relevant 

and timely information to the appropriate managers on operations 
and claims.  Managers should monitor the incentives. 

 
•Effectiveness of the incentives should be measured and reported using 

state-of-the-art and cost-justified procedures.  The results of 
effectiveness measurement should be considered in making decisions 
about the design and operation of the incentives. 

 
Observations and Recommendations 
 
Department of Finance 
 
Department's role and responsibilities 
 
32.25 The Department's Tax Policy Branch analyzes and makes 
recommendations on tax policy and legislation.  With respect to the tax 
incentives for research and development, the Branch is responsible for 
developing, monitoring and evaluating incentives that will meet 



government objectives. 
 
Costs of the incentives in revenue foregone are open-ended 
 
32.26 In common with most tax provisions, the tax incentives for 
scientific research and experimental development are demand-driven.  
Every taxpayer who complies with the incentive provisions in the Income 
Tax Act is entitled to the benefits. But the total amount of tax 
revenue foregone (the "cost" of the incentives) depends on how 
taxpayers respond.  Low levels of eligible spending by taxpayers result 
in low costs.  High levels of spending by taxpayers result in high 
costs.  The tax credits cannot be withheld by the government simply 
because the amount of tax revenue foregone has exceeded the amount 
originally forecast. 
 
32.27 Think of the investment tax credit for scientific research and 
experimental development in terms of a direct spending program.  
Suppose the government agrees to pay all those who carry out qualified 
research and development 20 percent of their costs.  There are no 
spending limits -- all who qualify, no matter how much they spend, get 
a cheque from the government for 20 percent of their eligible costs.  
The investment tax credit for scientific research and experimental 
development works in a similar way for all taxpayers who can deduct the 
credit from taxes payable and for those who receive refunds of their 
credits. 
 
32.28 For other taxpayers, there are restrictions on the amount of 
investment tax credits that can be used in a particular year and, 
therefore, limitations on the cost of the incentives.  For example, 
until 1993 there were limitations on the amount of investment tax 
credits that could be deducted from taxes otherwise payable in a 
particular year.  Any amount not deducted could be carried forward or 
backward. 
 
32.29 As noted in Exhibits 32.3 and 32.4, there has been a steady growth 
in the dollar amount of investment tax credits for scientific research 
and experimental development claimed over the past five years.  In 
1992, companies claimed over $1 billion in investment tax credits.  Of 
this amount, approximately $470 million was deducted from income taxes 
otherwise payable and about $250 million was refunded to taxpayers.  
The balance was carried forward to future years or back to prior years. 
 As of 30 June 1994, Revenue Canada had over $1.2 billion of investment 
tax credits in claims where the review had not been completed.  As long 
as the taxpayers making these claims do so within a specified time 
period and qualify for the credits, they will receive them.  We also 
note that, of the $4.4 billion in investment tax credits claimed during 
the 1988 to 1992 period, $1 billion was claimed by less than one 
percent of the companies making claims.  We note this not to suggest 
that there is a problem with the claims, but to illustrate that there 
are no explicit limits on the amount that one company can claim. 
 
32.30 In addition, the design of the tax system means that the 
government does not know exactly how much will be claimed until it 
receives a tax return -- up to 30 months after the eligible 



expenditures are actually incurred.  To suggest that companies provide 
information to the government ahead of time would be unrealistic.  It 
would be contrary to one of the advantages of using the tax system to 
deliver programs -- administrative ease and efficiency.  However, as 
pointed out above, all taxpayers who make claims within a specified 
time period and who qualify for the credits will receive them. 
 
32.31 The demand-driven nature of the incentives and the time lag until 
the government knows how much has been claimed are characteristics that 
are common to most tax provisions.  However, they could result in high 
amounts of revenue foregone.  They could also make it difficult for 
Finance to forecast, for budget purposes, how much revenue will be 
foregone in the future. 
 
32.32 In our view, ongoing and thorough monitoring of the incentives is 
required to properly manage them.  As discussed in paragraphs 32.41 to 
32.45, we believe Finance needs to strengthen its monitoring 
activities. 
 
Taxpayer-requested adjustments have resulted in large costs 
 
32.33 Many taxpayers learned about the incentives for scientific 
research and experimental development only in recent years and realized 
that they had been carrying out qualified activities in prior years but 
had not filed a claim.  They have refiled their tax returns, for those 
prior years that are not statute-barred, to claim the investment tax 
credits for scientific research and experimental development.  These 
refilings are referred to as taxpayer-requested adjustments.  
Furthermore, some of the activities were carried out in taxation years 
that are now statute-barred.  In those cases, taxpayers have used the 
carry-forward provisions for the investment tax credits to carry the 
credits forward to a year that is not statute-barred.  For example, a 
company learns in 1994 that it had been carrying out qualified 
activities in 1988 but had made no claim for investment tax credits in 
that year; that year is now statute-barred.  Under the Income Tax Act, 
the company can calculate the investment tax credits that it would have 
claimed and then carry them forward to be deducted against taxes paid 
in a year that is not statute-barred, such as 1992. 
 
32.34 Consistent with regular assessing practices, taxpayers are also 
entitled to receive interest on approved claims.  For example, a 
taxpayer files a claim in 1994 for scientific research and experimental 
development expenditures incurred in 1990 and requests that the related 
investment tax credit be deducted from the income taxes paid in 1990.  
This will result in a refund to the taxpayer equal to the investment 
tax credit plus interest.  In accordance with the Income Tax Act, 
interest is calculated from 1990 rather than from the date the claim 
was filed in 1994.  This applies to all taxpayers except those who are 
eligible for cash refunds of investment tax credits.  They receive 
interest only from the date the claim was made. 
 
32.35 Several companies in one particular sector recently filed 
taxpayer-requested adjustments for scientific research and experimental 
development expenditures made in years back to 1986.  These claims 



totalled over $300 million in investment tax credits.  The research and 
development claimed was in the field of computer software.  Our 
discussions with technical experts at Revenue Canada who had been 
assigned to review the claims indicated that most of the activities 
claimed are, or may be, qualified scientific research and experimental 
development under the Income Tax Regulations. 
 
32.36 It is important to note that under the rules that existed prior to 
the 1994 Budget, taxpayers who carried out qualifying scientific 
research and experimental development activities were entitled to the 
incentives. 
 
32.37 The February 1994 Budget proposed changes restricting expenditures 
that qualify for the tax credits to those that the taxpayer identifies 
no later than 18 months after the year in which the expenditures were 
incurred.  The Budget states: "The government intends to focus the 
scientific research and experimental development tax incentive on 
encouraging new research and development rather than on providing an 
incentive to reopen the calculation of tax credits for expenditures 
made in prior years."  The change will also enable Finance to monitor 
the costs of the incentives more closely.  A transitional provision was 
included for expenditures incurred in taxation years ending before the 
Budget date.  Taxpayers were given up to 90 days after royal assent to 
identify the expenditures.  This provision received royal assent on 15 
June 1994 and so the final date for filing claims relating to previous 
taxation years was 13 September 1994. 
 
32.38 Exhibit 32.6 shows the taxpayer-requested adjustments assessed up 
to 31 March 1994.  In addition, at that date, Revenue Canada had 
approximately 2,100 more claims waiting to be reviewed and audited, 
representing over $425 million in potential investment tax credits. 
 
 
Exhibit 32.6 is not available, see the Annual Report. 
 
 
32.39 Subsequently, Revenue Canada received a large number of additional 
claims up to the 13 September 1994 filing deadline referred to in 
paragraph 32.37.  At the time this report was written, Revenue Canada 
had not finished entering all of those claims in its data base.  We 
note, however, that the Department had recorded over 9,000 claims.  The 
Department informed us that the information in its data base on the 
dollar amount of investment tax credits relating to those claims was 
unreliable, because it had to be edited and it represented only the 
amounts claimed by taxpayers.  The claims have to be reviewed and 
audited and this could result in adjustments to the amounts claimed.  
However, it appears that the dollar amount of investment tax credits 
relating to the claims is likely to be significant. 
 
32.40 When the government makes changes to a tax provision it cannot 
necessarily make them effective immediately; it can therefore incur 
transitional costs in foregone revenue.  Taxpayer-requested adjustments 
for investment tax credits related to scientific research and 
experimental development have likely resulted in significant 



transitional costs.  In our view, better monitoring of the situation by 
Finance and an earlier determination that changes were needed could 
have resulted in fewer claims and lower transitional costs. 
 
Monitoring needs to be strengthened 
 
32.41 The division of responsibilities between Finance and Revenue 
Canada has caused some difficulties in monitoring the tax incentives 
for research and development.  Revenue Canada has the main 
responsibility for administering the incentives and has the most direct 
contact with the users.  However, Revenue Canada is primarily involved 
with ensuring compliance with the Income Tax Act, and approves all 
claims that comply with the definitions and rules set out in the Act.  
It is the responsibility of Finance to ensure that the definitions and 
rules specify qualifying activities and eligible costs that will 
achieve the government's objectives.  But Finance is not involved in 
the day-to-day administration of the incentives and depends on Revenue 
Canada to supply it with information to assist in its monitoring 
activities. 
 
32.42 Ongoing and thorough monitoring of the tax incentives for research 
and development is needed to control their costs in foregone revenue 
and to ensure that the types of activities that qualify under the 
definitions and rules are those that the government intends to 
encourage. 
 
32.43 We found that, until recently, Finance has not been monitoring 
these incentives on a systematic basis, partly because of the data 
collection problems outlined in paragraphs 32.74 to 32.78.  With 
respect to costs, Finance has been monitoring the investment tax 
credits originally claimed by taxpayers.  It has also been monitoring, 
to a lesser extent, the credits assessed by Revenue Canada and whether 
the assessed credits were deducted from taxes, refunded or carried 
forward.  Finance has not made projections of expected costs for 
comparison with actual costs.  The information Finance has on types of 
activities is mostly anecdotal, based mainly on discussions with 
Revenue Canada and the public consultations that were conducted during 
1992. 
 
32.44 The information needed to monitor the incentives adequately would 
include data on such things as eligible expenditures incurred, by type 
of activity qualifying under the definitions and rules and by industry 
sector; amount of investment tax credits claimed, deducted from tax, 
refunded, carried back or forward; the number of taxpayers in each of 
these categories; the type, number and value of audit and appeal 
adjustments; and the costs to administer the incentives.  To supplement 
these data, particularly on the types of activities that qualify, we 
believe it would be beneficial for officials from Finance to interact 
more directly with Revenue Canada's scientists and auditors. 
 
32.45 The Department of Finance should monitor the tax incentives for 
scientific research and experimental development more thoroughly and 
systematically and should develop projections of revenue foregone for 
comparison with the actual amounts. 



 
Department's Response:  Investment tax credits for scientific research 
and experimental development (SR&ED) are provided in recognition of the 
fact that the benefits of SR&ED accrue beyond the SR&ED performer to 
other participants in the economy.  These credits are intended to 
encourage firms to perform SR&ED in Canada and are important given the 
key role of SR&ED in the emerging new economy.  The current system of 
tax credits for SR&ED provides significant income tax relief. 
 
The importance of SR&ED for the Canadian economy and the cost of SR&ED 
tax credits necessitate that timely, accurate and useful information be 
available to monitor and evaluate the performance of federal income tax 
incentives for SR&ED.  In conjunction with Revenue Canada, we have 
taken steps to ensure that the information available on SR&ED tax 
incentives meets these requirements.  We will also continue to review 
our ability to monitor these incentives in an effective manner, and 
will move expeditiously to complete our evaluation studies of income 
tax assistance to SR&ED and publish the results. 
 
No evaluation has been done to determine the impacts and effects of the 
incentives 
 
32.46 Tax expenditures, like direct expenditures, need to be evaluated 
periodically to determine their impacts and effects, to assess whether 
their objectives are being met economically and efficiently, and to 
determine whether there is a continuing need for them.  At the time of 
our audit, no formal evaluation of the tax incentives for research and 
development had been done. 
 
32.47 The Department of Finance and Revenue Canada have plans to 
evaluate jointly the research and development tax incentives.  The 
issues that will be evaluated have been identified.  An evaluation plan 
is being developed for presentation to and approval by the Department 
of Finance's Tax Evaluation Advisory Committee. 
 
32.48 We have reviewed the potential evaluation issues identified by 
Finance.  In our view, they address important issues related to the tax 
incentives. 
 
32.49 We are encouraged by the fact that Finance is now moving to 
evaluate the tax incentives for scientific research and experimental 
development but we are concerned that it has taken over 10 years to 
start such an evaluation.  These are expensive incentives and, 
especially in a time of fiscal restraint, it is important to know 
whether they are achieving their objectives and whether they are still 
needed. 
 
Information to Parliament is inadequate 
 
32.50 In many ways, tax expenditures are not different from direct 
expenditures.  They represent a transfer of funds from all taxpayers to 
those taxpayers who are performing a desired activity, in this case 
scientific research and experimental development.  Every dollar of 
investment tax credits allowed to one company must be paid for by all 



other taxpayers.  Seen in this light, it is important that Parliament 
hold the government to account for this spending through the tax 
system. 
 
32.51 In order to do this, Parliament needs information:  it needs to 
know what the tax incentives for research and development are expected 
to accomplish, how much they are expected to cost, what they actually 
have accomplished and what they actually cost.  It is important that 
this information be available at the same time as the Estimates and 
Public Accounts are being considered so Parliament can get a full 
picture of planned and actual government spending in support of 
research and development. 
 
32.52 Finance's Part III for 1994-95 is silent on its responsibilities 
for the operational and financial aspects and the results of the tax 
incentives for research and development.  We believe that Finance needs 
to include in an accountability document, such as its Part III or the 
tax expenditure report, an overview of the tax incentives for research 
and development, and references to where more detailed information can 
be found.  At a minimum, this information would include a description 
of the incentives, their objectives, their expected costs and their 
actual costs.  As well, information about actual results would be 
desirable. 
 
32.53 Information provided.  Parliament received a paper for 
consultation in 1983 on research and development tax policies.  That 
paper reviewed the incentives for research and development that existed 
at the time and proposed changes to those incentives.  The paper 
contained some information on expected results and expected costs.  
Since then there have been references to the research and development 
tax incentives in budget documents when changes were being proposed.  
The information provided generally described the changes being made and 
the rationale for them. 
 
32.54 The tax expenditure report published in 1993 (the previous one 
containing corporate data was published in 1985) gave amounts of 
revenue foregone for the years 1989 and 1990.  However, it did not 
provide any comparison of actual revenue foregone to projections, or 
any information on what had been accomplished. 
 
32.55 In our view, this information is not sufficient to allow 
Parliament to exercise its oversight role or to hold the government 
accountable for its spending through the tax system on the tax 
incentives for research and development.  This conclusion is echoed in 
Chapter 9, which says that current reports do not provide 
parliamentarians with the information they need to assess whether the 
government's investment in science and technology reflects Canadians' 
needs and opportunities. 
 
32.56 The Department of Finance should improve its accounting for the 
tax incentives for scientific research and experimental development by 
providing consolidated information on the projected costs and actual 
costs and the results, in any regularly published accountability 
document such as Part III of the Estimates or the tax expenditure 



report. 
 
Department's response:  As indicated in our response to the 
recommendation in paragraph 32.45, we will continue to review our 
ability to monitor these incentives in an effective manner.  At this 
time, focussing efforts on improved monitoring is a more effective use 
of the Department's limited resources than projecting estimates and 
comparing them to actual tax expenditures. 
 
Revenue Canada 
 
Department's responsibilities and administrative organization 
 
32.57 Revenue Canada's mandate is to administer the Income Tax Act and 
other Acts.  With respect to the tax incentives for research and 
development, the Department is responsible for ensuring that all claims 
by taxpayers for incentives comply with the rules set out in the Act 
and in the Income Tax Regulations.  To help accomplish this, Revenue 
Canada provides information and assistance to taxpayers in a number of 
different ways.  The Department also promotes the incentives. 
 
32.58 Within Revenue Canada, the Verification, Enforcement and 
Compliance Research Branch has overall responsibility for administering 
the incentives.  A small group at head office develops guidelines and 
monitors the work done in the district offices across the country. 
 
New approaches taken to deliver the incentives 
 
32.59 One of the first steps Revenue Canada took in delivering these 
incentives was to recognize that its auditors were not trained to make 
decisions on whether a particular activity was scientific research or 
experimental development as defined in the Income Tax Regulations.  It 
therefore hired science advisors with industrial research and 
development experience who were able to make such judgments.  
Currently, the Department has over 60 such science advisors on staff.  
In addition, it hires experts on a contract basis, as necessary, to 
supplement its in-house expertise.  Claims are reviewed by a science 
advisor for the technical aspects and by an auditor for the related 
costs.  The activities undertaken by the taxpayer must first qualify 
under the Income Tax Regulations before the costs can be considered. 
 
32.60 Another step was to raise public awareness about the incentives.  
Public seminars were organized to inform taxpayers about the incentives 
and how to apply for them.  Both science advisors and auditors 
participated in these seminars.  Departmental statistics indicate that 
during the period 1 April 1993 to 31 March 1994, there were 205 
seminars held with over 5,500 participants. 
 
32.61 A third step was to publish information about the program.  There 
is an Interpretation Bulletin, an Information Circular, a guide to the 
claim form and several promotional brochures.  In addition to the 
Information Circular, which sets out in general terms what qualifies as 
scientific research and experimental development under the Income Tax 
Act, six industry papers have been published.  These papers give 



practical indicators of which activities in a particular industry would 
and would not qualify. 
 
32.62 The Department has also consulted with the user community on an 
ongoing basis.  It used participants from industry to help write the 
papers referred to above, as well as other interpretive documents.  
Also, a committee of industrial users advises the Deputy Minister on 
issues related to the Department's administration of the incentives. 
 
32.63 These steps have meant a cultural shift for many employees of the 
Department, particularly its auditors.  In the past, auditors have 
tended to focus on issues of non-compliance with the Income Tax Act, 
which frequently lead to increased tax revenues.  With the tax 
incentives for research and development, science advisors and auditors 
are encouraged, within the confines of the Income Tax Act, to inform 
potential claimants about the incentives and to ensure that all 
claimants receive their full entitlements. 
 
Revenue Canada's review process has changed 
 
32.64 The Department's process for reviewing claims for investment tax 
credits related to scientific research and experimental development has 
changed several times in recent years.  In our view, these changes 
represent improvements.  Ordinarily, the Department assesses returns 
when they are filed based on the information provided in the return, 
and relies on subsequent audits to verify that information. 
 
32.65 With the investment tax credits for scientific research and 
experimental development, that process is modified.  Until 1993, some 
claims, mainly those requesting a refund, were audited before they were 
assessed.  Others, however, were assessed in the regular way and often 
had to wait several years to be audited.  Some were never audited. 
 
32.66 Now all claims are subjected to a desk review by a science advisor 
and an auditor when they are filed.  This review is designed to 
determine whether the activities being claimed meet basic eligibility 
requirements and whether the costs are reasonable.  Revenue Canada is 
committed to reporting the results of the review to the taxpayer within 
120 days of receiving a complete claim.  As a result of the desk 
review, the claim either is accepted as filed or is audited.  If the 
claim is accepted, the taxpayer will receive a letter confirming this 
and explaining that no audit of the claim will be done in the future, 
in normal circumstances.  If an audit is required, the Department is 
committed to conducting it within 120 days for claims requesting a 
refund or within one year for other claims, unless the taxpayer 
requests otherwise.  This new process is designed to give taxpayers 
certitude as early as possible about the status of their claims. 
 
32.67 We believe this change is a positive step and has a further 
benefit.  In our view, a dollar of tax revenue intentionally foregone 
is much the same as a dollar spent.  Therefore, it is important that 
all claims be subjected to some minimum verification to determine 
whether the activities undertaken qualify and whether the costs of 
those activities are eligible.  Claims that do not pass this test can 



then be audited.  We are encouraged that Revenue Canada is now 
subjecting all claims to some minimum verification. 
 
High numbers of claims are putting pressure on Revenue Canada 
 
32.68 As indicated in paragraphs 32.33 to 32.40, there has been a large 
increase in the number of taxpayer-requested adjustments received by 
Revenue Canada over the past few years.  As well, the Department's 
statistics show that the number of annual claims is increasing.  
Furthermore, as discussed above, the Department is now reviewing all 
claims when they are filed and is committed to notifying the taxpayer 
about the results of the review within 120 days of receiving a complete 
claim. 
 
32.69 This increased workload is putting pressure on Revenue Canada's 
ability to administer the incentives in a timely and consistent manner, 
one of its main objectives.  Resources allocated to administering the 
incentives were increased in 1993-94 but are expected to remain the 
same for 1994-95. 
 
32.70 Revenue Canada has taken steps to manage this situation.  All 
taxpayer-requested adjustments are exempt from the 120-day guideline, 
although employees are still expected to process them as expeditiously 
as possible.  As well, the changes in the Income Tax Act relating to 
taxpayer-requested adjustments mean that the intake of such claims 
should be significantly reduced after 13 September 1994. 
 
32.71 The Department found in the past that it often spent more time 
reviewing the first claim that a taxpayer submitted than it spent on 
subsequent claims.  It now provides a service to first-time claimants 
to help them with their first claim, with a view to reducing the time 
it spends reviewing them. 
 
32.72 The decentralized way in which the incentives are administered 
means that the Department needs to be concerned about consistency in 
interpreting and applying the rules.  The Department has strengthened 
its review mechanism to help deal with this concern. 
 
32.73 Given the increasing workload that Revenue Canada is facing with 
these tax incentives, coupled with the increasing complexity of some of 
the claims, it will have to remain vigilant to ensure that the 
incentives are administered in a timely and consistent manner. 
 
Data collection needs to be strengthened 
 
32.74 Revenue Canada has been collecting some, but not all, of the 
information needed to monitor the incentives.  The information is 
needed by Revenue Canada to monitor its administration of the 
incentives, and by Finance to monitor the costs and whether the types 
of activities that qualify under the definitions and rules are those 
that the government intends to encourage. 
 
32.75 We expected to find information on how much was being claimed, 
deducted, refunded, carried back or forward; the number of taxpayers in 



each of these categories; the amount of eligible expenditures incurred, 
by type of activity qualifying under the definitions and rules and by 
industry sector; the level of audit coverage; and the type, number and 
value of audit and appeal adjustments. 
 
32.76 We found information on how much was being claimed, the number of 
taxpayers involved, and the number and value of audit adjustments.  In 
our view, this is not sufficient to allow Revenue Canada to monitor its 
administration of the incentives effectively or to allow it to make 
strategic decisions about where to focus future efforts.  Nor is it 
sufficient to allow Finance to carry out its monitoring activities. 
 
32.77 Moreover, Revenue Canada discovered in 1993 that one of its key 
data bases for the information it was collecting was not completely 
reliable.  The Department has an action plan to improve the quality and 
reliability of the data base and is working on it. 
 
32.78 Revenue Canada, in consultation with the Department of Finance, 
should determine and collect the information needed to monitor fully 
and to report on the tax incentives for scientific research and 
experimental development. 
 
Department's response:  Consistent with the Department's action plan, 
the quality and reliability of the data base will continue to improve. 
 
The Department introduced a verification process for the SR&ED form 
(T661) on 1 October 1993 and is completing the enhancement of existing 
information management systems to capture accurate and detailed 
information on SR&ED claims that will further assist in monitoring and 
evaluating the SR&ED program. 
 
Discussions with the Department of Finance have been held to ensure 
that, in part, the needs of both departments are met with regard to the 
quantity and quality of information necessary for the monitoring and 
evaluation of the SR&ED program.  As a result, an interdepartmental 
committee has been formed that will meet on a regular basis to address 
these issues. 
 
Conclusion 
 
Many 1986 observations persist 
 
32.79 In our 1986 chapter on income tax expenditures, we concluded that 
the Department of Finance was not adequately managing tax-delivered 
programs.  We called for improved monitoring, evaluation and reporting 
of tax expenditures.  Our present observations and conclusions on the 
tax incentives for scientific research and experimental development are 
much the same. 
 
32.80 While some progress has been made on monitoring these tax 
incentives, much remains to be done in order for the Department of 
Finance and Revenue Canada to control them.  Similarly, the planned 
evaluation (which in our view is overdue) should point out the impacts 
and effects of the incentives and determine whether they are still 



needed.  Finally, while recognizing the progress that has been made, we 
stress the need for better reporting on these tax incentives.  It is 
difficult, if not impossible, for Parliament to hold the government 
accountable for this spending through the tax system when it does not 
have proper information.  In a time of fiscal restraint, it is 
imperative that the Department of Finance ensure that Canadian 
taxpayers are getting value for money from the tax incentives for 
scientific research and experimental development. 
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Main Points 
 
33.1  The federal government provides tax assistance for retirement 
savings (TARS) through the Canadian income tax system.  The primary 
purpose of TARS, as derived from the Department of Finance's 
publications, is to encourage Canadians to save for their retirement.  
Another objective is to ease financial pressure on public pension and 
social security programs.  The government has estimated that the amount 
of deferred tax revenue it did not collect in 1991 because of the TARS 
program was about $15 billion, or 2.2 percent of gross domestic 
product.  This figure excludes provincial tax expenditures for 
retirement savings. 
 
33.2  In 1992, approximately 7 million Canadian tax filers received 
tax assistance for retirement savings as contributors to, or members 
of, either registered pension plans (RPPs) or registered retirement 
savings plans (RRSPs), or both.  About 5.2 million people and their 
employers contributed $19.7 billion to RPPs, while about 4.8 million 
individuals contributed $16 billion to RRSPs.  In 1992, withdrawals 
amounted to $19 billion from RPPs and $4.7 billion from RRSPs, and the 
assets accumulated in plans were $417 billion. 
 
33.3  Accountability for the costs and results of tax assistance 
for retirement savings needs to be improved.  The Department of Finance 
needs to state clearly the objectives of the TARS program, and to 
improve monitoring and reporting of its costs, workings and results 
annually in order to foster scrutiny and evaluation.  It also needs to 
develop alternative cost estimates to assist policy makers in assessing 
the long-term fiscal implications of TARS.  The Department should 
ensure that its evaluations address key results and other issues of 
major concern. 
 
33.4  While Revenue Canada has adequate procedures for reviewing 
and approving contributions to defined benefit plans and for verifying 
pension adjustments, its monitoring of registered plans' compliance 
with the Income Tax Act needs to be strengthened.  The current 
compliance strategy needs to be reviewed and revised, as appropriate.  
The Department needs to develop, keep, report and use summary 
information on the nature, extent and revenue implications of 
identified non-compliance.  It needs to document compliance profiles 
for registered plans.  It also needs to increase the level of audit 
coverage of registered plans, and implement procedures to verify RRSP 
contributions, transfers between plans, and transactions of deferred 
profit sharing plans.  Finally, in collaboration with the Department of 
Finance, Revenue Canada needs to establish effective penalties for 
cases of non-compliance where revocation of registration is considered 
inappropriate. 
 



33.5  Both Finance and Revenue Canada need to improve the 
information provided to Parliament on TARS.  We are concerned about 
inadequate documentation to support the cost estimates that Finance 
provided to a parliamentary committee in 1990.  Finance needs to ensure 
that the results of its evaluation studies are provided to Parliament. 
 
Introduction 
 
Using the tax system to provide assistance 
 
33.6  There are many ways for the government to achieve its social 
and economic objectives.  The most visible is direct government 
spending on programs, grants and subsidies.  The government also 
pursues its policy objectives through measures (such as tax deductions, 
credits, exclusions and income tax deferrals) contained in the income 
tax system.  Because those measures represent alternative forms of 
government assistance, with financial implications similar to those of 
direct expenditures, they are generally referred to as tax 
expenditures. 
 
Tax assistance for retirement savings costs the federal government 
about $15 billion annually in deferred tax revenue 
 
33.7  The federal government provides tax assistance for retirement 
savings (TARS) through the Canadian income tax system.  The Department 
of Finance has not articulated the specific objectives of TARS in any 
single document.  The primary purpose of TARS, as derived from various 
departmental publications, is to encourage Canadians to save for their 
retirement and enable them to avoid serious disruption in their 
standard of living upon retirement.  Another objective is to ease 
financial pressure on public pension and social security programs.  
Other objectives of TARS implied in Finance's publications include 
helping to expand the pool of domestic savings for capital investment 
and strengthening the private pension sector. 
 
33.8  The TARS program is delivered through deferral of tax on 
savings in four types of plans that are registered by Revenue Canada: 
registered pension plans (RPPs), registered retirement savings plans 
(RRSPs), deferred profit sharing plans (DPSPs) and registered 
retirement income funds (RRIFs).  Tax assistance for retirement savings 
is provided through provisions of the Income Tax Act that make 
contributions to these plans by individuals and employers deductible 
from taxable income, within defined limits.  The investment earnings on 
assets in the plans are also tax-exempt until funds are withdrawn from 
the plans, but funds withdrawn from the plans are taxed.  Individuals 
benefit because the tax on money contributed to the plans and 
accumulating in them is deferred until that money is withdrawn from the 
plans. 
 
33.9  Tax assistance for retirement savings is a long-standing 
feature of the Canadian income tax system.  Over the years, related tax 
legislation and regulations have undergone many revisions.  The changes 
culminated in 1990 with the passage of Bill C-52, an Act that amended 
the Income Tax Act and brought in a uniform, comprehensive system of 



limits for all types of pension and retirement savings plans (see 
Exhibit 33.1 for historical background). 
 
 
Exhibit 33.1 
 
Historical Developments 
 
1870Superannuation plans for federal government employees established. 
 
1909Introduction of government annuities. 
 
1917Personal income tax introduced. 
 
1919Deductibility of employee contributions to employer-sponsored plans 

introduced. 
 
1938Deductibility of employer contributions to employer-sponsored plans 

introduced. 
 
1939Significant spread of private sector pension plans. 
 
1947Revenue Canada instituted administrative rules to limit pension 

benefits from employer-sponsored plans to forestall their being 
used to circumvent wage controls. 

 
1957RRSPs introduced to deal with unfairness to, and encourage saving 

by, self-employed individuals and those without access to 
employer-sponsored RPPs. 

 
1961Parallel tax treatment for RPPs and RRSPs extended to DPSPs. 
 
1966Commencement of Canada/Quebec Pension Plans. 
 
1966Carter Commission on Taxation recommended the introduction of 

comprehensive lifetime limits on tax-assisted retirement savings 
and raised concerns about affordability. 

 
1972Allowable contribution limits to RPPs and RRSPs increased. 
 
1976System of limits on tax-assisted saving revised; limits to RPPs and 

RRSPs further increased. 
 
1979Special Senate Committee on Retirement Age Policies concluded that 

CPP/QPP should be the principal vehicle for reforming the Canadian 
pension system.  Also recognized the serious shortcomings of the 
private pension plan system with respect to coverage, benefits, 
vesting, portability and indexing, as well as in its treatment of 
particular groups such as women and part-time workers. 

 
1980Finance task force The Retirement Income System in Canada:  

Problems and Alternative Policies for Reform (the Lazar Report) 
examined the problems and alternative policies for reform; noted 
three major difficulties with tax-assisted supplementary programs 



- their level, their inflexibility and the variation among those 
in similar circumstances in access to tax deductibility allowed. 

 
1981National Pension Conference. 
 
1982Federal Green Paper Better Pensions for Canadians dealt with 

inequities and reform. 
 
1983Report of the Parliamentary Task Force on Pension Reform (the Frith 

Committee) reviewed the 1982 proposals; revisited, cited and 
recommended approach used in Carter Commission. 

 
1984Finance issued Building Better Pensions for Canadians. 
 
1985Budget papers included alternative proposals for pension reforms. 
 
1986White Paper on Savings for Retirement and Finance publication 

Savings for Retirement - Improved Tax Treatment: Detailed 
Procedures issued. 

 
1988Draft legislation, explanatory notes and detailed rules on pensions 

prepared. 
 
1989Bill C-52 tabled to amend the Income Tax Act to implement a revised 

system of tax assistance for retirement savings. 
 
1990Bill C-52 passed; foreign investment limit raised. 
 
1991Bill C-52 came into effect. 
 
1992 Higher contributory limits deferred. 
 
33.10 A key objective of that reform was to correct serious inequities 
in the system, which provided taxpayers at the same level of earned 
income with quite different opportunities to save for retirement.  As 
reported by the Department of Finance, those inequities left many 
Canadians without adequate opportunities to build tax-assisted 
pensions, while others could obtain excessive tax benefits.  The aim of 
the reform was to provide all Canadians at the same level of earned 
income with equal opportunities to provide for their retirement, 
regardless of the type of retirement savings plan they participate in, 
and whether they are employed or self-employed. 
 
33.11 The government has estimated that the amount of deferred federal 
tax revenue it did not collect in 1991 because of the TARS program was 
about $15 billion, or 2.2 percent of gross domestic product.  This 
figure excludes provincial tax expenditures for retirement savings. 
 
33.12 Tax assistance for retirement savings is the single largest tax 
expenditure, and is a major component of Canada's retirement income 
system.  It represented over 30 percent of federal direct expenditures 
and tax expenditures on retirement income security programs in 1991 
(see Exhibits 33.2 and 33.3). 
 



 
Exhibit 33.2 is not available, see the Annual Report. 
 
 
Exhibit 33.3 is not available, see the Annual Report. 
 
 
33.13 In 1992, approximately 7 million Canadian tax filers received tax 
assistance for retirement savings as contributors to, or members of, 
either RPPs or RRSPs, or both.  About 5.2 million people (38 percent of 
the labour force or 47 percent of paid employees) and their employers 
on their behalf contributed $19.7 billion to registered pension plans, 
while about 4.8 million individuals (26 percent of all tax filers) 
contributed $16 billion to registered retirement savings plans.  In 
1992, withdrawals amounted to $19 billion from RPPs and $4.7 billion 
from RRSPs.  The assets accumulated in those plans, including assets 
and reserves held by insurance companies for pension plans, amounted to 
$417 billion: $270 billion in RPPs and $147 billion in RRSPs.  These 
exclude some assets in self-directed RRSPs, such as investments in 
bonds and stocks. 
 
33.14 Canada's system of tax assistance for retirement savings is 
similar to those of other countries in the Organization for Economic 
Co-operation and Development (OECD), notably France and the United 
Kingdom.  However, the Canadian pension system differs from most OECD 
countries in the strong role it gives to individual retirement savings 
arrangements.  As well, Canada's system is unique in the way it 
integrates contribution limits for all types of pension and retirement 
savings plans (see Exhibit 33.4). 



 
Exhibit 33.4 
 
International Comparison of Tax Treatment of Retirement Benefit Programs 
 
COUNTRY     CONTRIBUTIONS  INVESTMENT EARNINGS  BENEFITS 
 
COUNTRIES PROVIDING FULL OR PARTIAL TAX ASSISTANCE 
 
Australia 
 
I. Social Security Programs  N/A     N/A   Not Taxable* 
II. Employer-sponsored   Partially Exempt  Partially Exempt Partially Taxable 
 Arrangements   Employee - Not Exempt 
III. Individual Retirement 
 Savings Arrangements Partially Exempt  Partially Exempt Partially Taxable 
               *provided social    
               is only source of    
Canada 
 
I. Social Security Programs  Exempt    N/A   Taxable* 
II. Employer-sponsored 
 Arrangements    Exempt   Exempt   Taxable 
III. Individual Retirement 
 Savings Arrangements  Exempt   Exempt   Taxable 
              * Except for income-

tested GIS benefits. 
 OAS also subject to 
tax clawback. 

 
France 
 
I. Social Security Programs  Exempt    N/A   Taxable 
II. Employer-sponsored 
 Arrangements    Exempt   Exempt   Taxable 
III. Individual Retirement 
 Savings Arrangements Partially Exempt  Exempt  Partially Exempt 
 
Germany 



 
I. Social Security Programs Partially Exempt   N/A   Taxable 
II. Employer-sponsored  Partially Exempt  Exempt   Partially Taxable 
 Arrangements   (including book reserves) 
III. Individual Retirement 
 Savings Arrangements Minimal Exemption  Exempt   Partially Taxable 
 
Italy 
 
I. Social Security Programs  Exempt    N/A   Taxable 
II. Employer-sponsored 
 Arrangements   Partially Exempt  Exempt   Partially Taxable 
III. Individual Retirement 
 Savings Arrangements Partially Exempt  Exempt   Partially Taxable 
 
Japan 
 
I. Social Security Programs  Exempt    N/A   Partially Taxable 
II. Employer-sponsored 
 Arrangements    Exempt   Partially Exempt Partially Taxable 
III. Individual Retirement 
 Savings Arrangements  Exempt   Exempt   Not Taxable 
 
Sweden 
 
I. Social Security Programs  Exempt    N/A   Taxable 
II. Employer-sponsored 
 Arrangements   Partially Exempt  Partially Exempt Taxable 
III. Individual Retirement 
 Savings Arrangements Partially Exempt  Partially Exempt Taxable 
 
United Kingdom 
 
I. Social Security Programs Employer - Exempt   N/A   Taxable 
      Employee - Not Exempt 
II. Employer-sponsored 
 Arrangements    Exempt   Exempt   Partially Taxable 
III. Individual Retirement 
 Savings Arrangements  Exempt   Exempt   Partially Taxable 



 
United States 
 
I. Social Security Programs Employer - Exempt   N/A   Taxable 
      Employee - Not Exempt 
II. Employer-sponsored  Employer - Exempt  Exempt   Taxable* 
 Arrangements   Employee - Exempt under 
      some programs 
III. Individual Retirement 
 Savings Arrangements Minimal Exemption  Exempt   Taxable 
              * Except for portion 

attributable to non-
exempt employee 
contributions 

 
COUNTRIES PROVIDING NO TAX ASSISTANCE 
 
New Zealand 
 
I. Social Security Programs  N/A     N/A   Taxable* 
II. Employer-sponsored 
 Arrangements   Not Exempt   Not Exempt  Not Taxable 
III. Individual Retirement 
 Savings Arrangements  N/A     N/A    N/A 
              *also subject to surtax 



 
Caveat: The levels of contributions and benefits that receive tax 
assistance vary from country to country.  Appropriate comparison would 
require that maximum and average benefits from all sources be compared 
to the average wage in each country. 
 
Why we chose to audit now 
 
33.15 We undertook the audit having considered the following factors: 
 
 • the substantial amount of tax expenditures involved; 
 
 • Parliament's interest in the program as reflected, for 
example, in the 1990 recommendation of the House of Commons Standing 
Committee on Finance that a review of the program be undertaken after 
the new system (effective January 1991) had been in place for three 
years, and the Committee's request that Finance study certain issues 
related to the program and report back before the end of 1990.  The 
Standing Committee on Public Accounts also asked Finance to evaluate 
the reform of TARS; 
 
 • the relative novelty and the complexity of the present 
regime, which requires an effective compliance strategy to manage the 
increase in compliance monitoring workload that resulted from the 
change to the new system; and 
 
 • the concerns about the program expressed by some employer 
groups, the pension industry and others.  Those concerns include 
remaining and new inequities in the system, the results, costs and 
continued affordability of the program, the burden of compliance cost 
on plan sponsors, and the substantial and growing use of RRSP funds for 
purposes other than retirement income. 
 
33.16 Although the program of tax assistance for retirement savings 
contributes to similar objectives as public pension and other 
retirement income programs, our audit focussed on TARS, not on those 
other programs (Canada and Quebec Pension Plans, Old Age Security, 
Guaranteed Income Supplement and Spouses Allowance).  Nor did we 
examine the adequacy of funding of the registered pension plans, which 
is regulated by the federal and provincial Pension Benefits Standards 
Acts. 
 
33.17 Our audit was directed at Finance and Revenue Canada, the two 
departments directly involved. 
 
How the report is structured 
 
33.18 Details of our audits are presented in two segments, one on 
Finance and the other on Revenue Canada.  Each segment covers the audit 
scope and objectives, and the observations and recommendations related 
to the particular department's responsibilities. 
 
DEPARTMENT OF FINANCE 
 



The Role of the Department of Finance in TARS 
 
33.19 The Department of Finance is responsible for the design and 
management of the program of tax assistance for retirement savings.  
Management of the program involves monitoring, evaluating and reporting 
on its costs and effectiveness, and recommending changes, as 
appropriate.  This responsibility for the substantial TARS program is 
carried out by a staff of three, with the involvement of other staff 
when required. 
 
Audit Scope and Objectives 
 
33.20 We audited the program of tax assistance for retirement savings 
with a view to: 
 
 • examining the manner in which Finance monitors, evaluates and 
reports on the results and costs of this significant tax expenditure 
program; and 
 
 • providing objective information to help Parliament scrutinize 
the costs and results of the program. 
 
33.21 In the course of our audit, certain differences, sometimes 
bordering on conflicts, between federal and provincial legislation in 
areas of pension and retirement savings came to our attention.  We 
reviewed steps being taken by Finance to resolve those potential areas 
of conflict. 
 
Observations and Recommendations 
 
Need for Clear Statement of TARS Objectives 
 
Objectives are not specific enough to allow their achievement to be 
assessed 
 
33.22 We would expect Finance to clearly specify the objectives and 
intended results of the TARS program to enable Parliament and the 
public to assess their relevance and to probe the extent of their 
achievement. 
 
33.23 There is no compendium statement of objectives for the TARS 
program at the disposal of the Department of Finance, other policy 
makers or the public.  To identify the objectives, intent and rationale 
of the program, and the public perception of those objectives, we 
reviewed many documents, including academic journals and newspaper 
articles. 
 
33.24 The objectives are not stated clearly.  We are concerned that the 
objectives are not specific enough to allow their achievement to be 
assessed.  Following are two examples that illustrate the reasons for 
our concern. 
 
33.25 A common objective.  Some of the objectives of tax assistance for 
retirement savings complement those of other retirement income programs 



-- Canada Pension Plan/Quebec Pension Plan, Old Age Security and 
Guaranteed Income Supplement.  For example, the goals of income 
replacement and of helping Canadians to avoid serious disruption in 
their standard of living upon retirement are not unique to the TARS 
program, but are pursued as well by those public pension plans and 
retirement income security programs and by other tax-favoured 
investments (capital gains exemption on principal residences).  For 
proper evaluation, it is necessary that the program objectives for TARS 
clarify its role relative to other retirement income programs. 
 
33.26 As well, because the TARS program is used in combination with 
other programs to achieve those objectives, evaluation of their 
achievement needs to be conducted interdepartmentally, for example, 
with the Department of Human Resources Development.  In our 1993 Report 
we observed that providing parliamentarians with the information they 
need on the $30 billion spent annually on seniors' pensions and the 
billions spent on related tax measures would require a sectoral 
analysis of the programs as a whole. 
 
33.27 The target population is not evident.  Public statements of the 
objectives suggest that the TARS program is available to those with 
taxable earnings who choose to contribute to plans.  However, the 
target population is unclear.  If the target population of the TARS 
program were specified clearly, it would be easier to assess whether 
the program indeed benefits that population. 
 
Need for Better Estimates and Reporting of Costs 
 
The cost of tax assistance for retirement savings has not been reported 
on a regular, consistent and timely basis 
 
33.28 We would expect Finance to make reasonable, reliable and 
consistent estimates of the costs of the TARS program and to report 
those estimates on a regular and timely basis. 
 
33.29 Since 1979, Finance has published estimates of tax expenditures 
for retirement savings intermittently along with estimates of other tax 
expenditures.  This has left large gaps between publication dates: the 
four years between 1980 and 1985, and the six years between 1985 and 
1992.  During those periods, no updated estimates of tax expenditures 
for retirement savings were presented to Parliament or the public. 
 
33.30 As well, the continuity of cost estimates was interrupted because 
estimates were not calculated for the period 1984 to 1987 but were 
resumed for the period 1988 to 1991. 
 
33.31 The consistency and comparability of the historical estimates 
prepared by Finance were affected significantly by a major change in 
methodology, introduced in 1985.  The present series were not linked to 
the earlier ones, nor were the previous estimates revised using the 
current methodology to permit comparability and trend analysis. 
 
33.32 The timeliness of Finance's estimates has also not been adequate 
or consistent.  There have been substantial lags in the calculation of 



estimates, caused partly by delays in the availability of data.  Except 
for the earlier series, estimates have usually been published two or 
three years after the year to which the latest numbers relate.  Thus, 
estimates for 1979 and 1980 were published in those years, whereas the 
latest year presented in the 1985 publication was 1983.  In the 1992 
publication, the latest year was 1989;  in the 1993 publication, the 
latest year was 1991. 
 
Cash-flow cost estimates need to be supplemented with longer-term, 
present value cost estimates 
 
33.33 Prior to 1985, Finance used an interest value approach to estimate 
tax expenditures for retirement savings.  The approach assumed that the 
cost was equivalent to an interest-free loan in the amount of the 
deferred tax outstanding.  The cost of TARS for each year was 
calculated by multiplying the estimated investment income on the assets 
of the plans by the marginal tax rate of contributors. 
 
33.34 Since 1985, Finance has used an annual cash flow method to 
estimate the tax expenditure costs for TARS.  Beginning with the 1992 
Government of Canada Personal Income Tax Expenditures report, the basis 
of the cash flow estimates was revised.  The cash flow approach 
estimates the tax revenue that the government did not collect in a 
given year because of the TARS provision in the income tax system.  The 
approach has a number of advantages and disadvantages.  Among the 
advantages,  the estimates are easier to calculate because past data on 
contributions, investment income and withdrawals that are used to make 
the calculations are readily available.  The estimates do not require 
projections of future trends in such variables as interest rate, 
inflation rate and take-up rates.  The estimates are comparable to non-
deferral tax expenditure costs.  The fiscal impact of the tax 
expenditure in any specific year is readily discernible; and estimates 
are responsive in a specific year to changes in flow variables, such as 
contribution limits, that have significant impacts on tax revenues. 
 
33.35 The major limitation is that such estimates do not represent the 
"true cost".  They do not reflect the long-term costs of the program, 
since they account for only the immediate costs of annual 
contributions, tax deferral of interest earnings of plan assets, and 
the tax recovered on withdrawals in the current year. 
 
33.36 Another accounting basis that Finance could use to make its cost 
estimates is the present value (discounted) approach.  The advantage of 
this approach is that all current year and future costs (calculated in 
constant dollar terms) arising from an activity undertaken in any given 
year can be provided to help evaluate the long-term impact on tax 
revenue.  One drawback is that the present value approach requires 
making various discounting assumptions and projections of future flows 
and parameters, such as the average length of time the contributions 
will remain in the pension plan, their future earnings rate, the future 
tax rate and the discount rate.  These projections introduce a 
substantial element of uncertainty into the estimates. 
 
33.37 To assist policy makers in assessing both the current and long-



term fiscal implications of the TARS program, Finance needs to develop 
and publish, in addition to the cash flow estimates, cost estimates 
based on the present value approach or on some other method that would 
measure long-term costs or aggregate lifetime costs. 
 
Need to Improve Performance Measurement and Program Evaluation 
 
Performance of the TARS program is not monitored and reported regularly 
 
33.38 Except for occasional presentations - for example, to the Finance 
Committee in 1990 and to the Minister of Finance in 1994 - and in 
discussion papers, the Department has not monitored and regularly 
reported results and other performance indicators for the TARS program. 
 Included in its presentations and discussion papers was information on 
the use of the program (the number of contributors to plans by income 
level), amounts of contributions, assets in plans and earnings 
replacement rates. 
 
33.39 In our opinion, starting with that information, the Department of 
Finance can develop a set of key performance indicators that it could 
monitor and report, ideally, on an annual basis.  Exhibit 33.5 presents 
examples of performance indicators that Finance could consider in 
selecting those for ongoing monitoring and regular reporting.  Some of 
the indicators are already being reported by, or are available from, 
Revenue Canada and Statistics Canada.  We have also developed some 
questions to aid in developing and refining the indicators and for 
evaluating the results and impacts of the program.  These are presented 
in Exhibit 33.6. 
 
Exhibit 33.5 
 
Examples of Indicators for Monitoring Performance of Tax Assistance for 
Retirement Savings 



 
Indicator           Actual and Potential 
            Data Source 
 
Performance and Achievement 
 
A. Currently Available 
 
1. Number of contributors by age group, sex and income  Revenue Canada 
 range to          Statistics Canada 
 - RPPs      
 - RRSPs     
 - RPPs and/or RRSPs   
2.Proportion of RPP members to labour force and   Statistics Canada  
 of RRSP contributors to total eligible tax filers 
 by age group and sex. 
 
3. Proportion of workers (% of total C/QPP    Statistics Canada 
 contributors) who are RPP members or 
 RRSP contributors, by age group and sex. 
 
4. Number and proportion of RPP members by    Statistics Canada 
 type and size of plans. 
 
5.Total and average amounts contributed to     Revenue Canada 
 RPPs by employers, and by employees by     Statistics Canada 
 income range, sex and age group. 
 
6. RRSP contribution room by income range, sex   Statistics Canada 
 and age group. 
 
7. Amount of RRSP withdrawals by beneficiaries   Statistics Canada 
 below and over age 65. 
 
8. Amount of assets in plans      Statistics Canada 
 - private sector 
 - public sector 
 
9. Federal tax expenditures on TARS.     Finance, Revenue 



            Canada and Statistics 
            Canada 
 
10. Government administration cost of TARS.    Revenue Canada 
 
B. Obtainable Periodically with Some Difficulty 
 in Near Future 
 
11. Investment of RPP assets       Revenue Canada 
 - foreign         Statistics Canada 
 - domestic (government, private) 
 
12. Compliance costs to plan sponsors     Pension Industry 
 - by size of employer 
 - public vs private 
 
C. Difficult to Obtain 
 
13. Earnings replacement rates of      Statistics Canada 
 pension income earners by income range, age,   Revenue Canada 
 sex, and sources of replacement income:    and Finance 
 - C/QPP         Human Resources 
 - OAS, GIS         Development 
 - private and public pension plans 
 - retirement savings plans 
 - other income 
 
14. Savings induced by TARS       Revenue Canada and 
 - private         Finance 
 - public 
 
15. Other induced effects       Statistics Canada 
 - investment in real capital formation 



 
Monitoring of results needs to be supplemented by periodic evaluations 
 
33.40 Periodic evaluation studies need to be done to determine whether 
the program is meeting its objectives and to assess its impacts and 
effects.  These studies would also examine the program's continued 
relevance and suggest alternatives. 
 
 
Exhibit 33.6 
 
Questions to Help Develop Indicators for Evaluating Results of TARS 
 
1.What is the target population of the program, e.g., by age and 

income/earnings range? 
 
2.What is the extent of use by the target population, e.g., take-up 

rates and participation in pension plans? 
 
3.How does this extent of use compare historically with past use? 
 
4.What are the socio-economic and demographic characteristics of users 

and non-users of the program? 
 
5.How many users of the program concurrently receive both RRSP and RPP 

benefits? 
 
6.What characteristics of the program affect its use by particular 

groups - age, sex, income - and how is the use affected? 
 
7.How does the program affect the behaviour of individuals and 

employers as reflected in workplace mobility and in the incidence 
and features of collective agreements? 

 
8.Is savings behaviour modified significantly by the availability of 

other programs, e.g., CPP, OAS/GIS, the lifetime capital gains 
exemptions, preferential tax treatment of principal residences, 
lack of inflation indexing of investment income, taxation of 
bequests, and availability of universal health care? 

 
9.When and how does the program provide a savings incentive? 
 
10.To what extent is the program being used to achieve continuity of 

consumption in retirement, both before and after age 65? 
 
11.To what extent would continuity of consumption suffer in the absence 

of the program? 
 
12.Is the program being used to build larger estates?  If yes, to what 

extent? 
 
13.What are the characteristics of retirees with and without income 

continuity? 
 



14.What proportions of their income are derived from public and private 
sources? 

 
15.What is the income distribution pattern of retirees? 
 
16.What is the trend in pre-retirement withdrawals? 
 
Evaluation studies do not address key results and other issues of major 
concern 
 
33.41 Finance did an evaluation study in 1989 (revised in 1990 and 1991) 
on the incidence of pension plans and public assistance to the elderly. 
 Our Office reviewed the evaluation and noted that the Department had 
failed to examine the relevance or cost-effectiveness of the tax 
measures.  Also, the study did not assess the possible effects of the 
tax measures on reducing  financial pressure on public pension and 
social security programs, increasing personal savings, and other 
related effects. 
 
33.42 The Department has done no additional formal evaluation studies of 
tax assistance for retirement savings.  However, it has done other 
studies, such as a 1979 task force report, The Retirement Income System 
in Canada: Problems and Alternative Policies for Reform (the Lazar 
Report); the 1982 Green Paper, Better Pensions for Canadians; and, in 
1984, Building Better Pensions for Canadians: Improved TARS.  Other 
federal studies include the 1966 Royal Commission on Taxation, the 1979 
Report of the Special Senate Committee on Retirement Age Policies and 
the 1983 Parliamentary Task Force on Pension Reform.  The studies made 
several recommendations that helped to shape the present system of tax 
assistance for retirement savings. 
 
33.43 In response to a request by the Public Accounts Committee, Finance 
prepared, in October 1992, an evaluation assessment of the reform of 
tax assistance for retirement savings.  The evaluation assessment 
report included a framework for evaluating the reform of the limits on 
tax assistance for retirement savings, and identified nine issues for 
further study. 
 
33.44 We found that progress in conducting the evaluations has been very 
slow.  The summary plan prepared in 1992 scheduled four studies for 
completion in 1993 and the remaining five in 1993-1994.  At the time of 
our audit, Finance officials informed us that work had started on three 
of the studies and that at least two should be completed by the end of 
1994.  They expect all of the nine studies to be completed by late 
1996.  A revised plan for the studies was to be reviewed and approved 
by the Department's Tax Evaluation Advisory Committee by the fall of 
1994. 
 
33.45 Our review of the plan shows that, although the evaluation studies 
are directed at evaluating the reform - as requested by the Public 
Accounts Committee - they will not address several key effects of the 
system.  For example, the program's impact on pension income will not 
be examined, because it will take some time before changes in levels of 
pension income become apparent.  While it is true that the impacts of 



reform will take some time to be manifest, this should not be an excuse 
for not evaluating the program's past performance. 
 
33.46 Both the 1989 evaluation of the incidence of pension plans and 
public assistance to the elderly and the evaluation studies planned by 
Finance leave many fundamental concerns unaddressed.  We noted that the 
aim of one of the studies planned by Finance is to identify areas of 
concern among employer and employee groups and, at a later stage, to 
provide more systematic analysis of those areas. 
 
33.47 Exhibit 33.7 presents examples of issues of concern and related 
questions that we believe need to be addressed in future evaluation 
studies.  Two of those issues, affordability and the burden of 
compliance cost, are discussed below. 
 
 
Exhibit 33.7 
 
Issues of Concern and Related Evaluation Questions 
 
Impacts 
 
Income replacement: To what extent has the retirement income system 
improved retirement income levels and standard of living for senior 
Canadians?  Are fears of a 21st Century generation of impoverished 
seniors well founded? 
Dependency on public pension programs: To what extent is TARS reducing 
the pressure on public pensions?  Are Canadians becoming less dependent 
on public pensions and other publicly funded retirement income programs 
due to TARS? 
Coverage:  What is the trend in the number and proportion of employees 
under employer pension plans? Are there significant numbers of employed 
people not adequately covered by pension plans or not contributing to 
RRSPs? 
Impact on budgetary deficit:  What is the revenue impact of TARS in the 
short and long terms? 
Side effects: What are the secondary effects of TARS, e.g., on private 
savings and investment, and public "dis-savings"? 
Risk to beneficiaries: What is the level of risk associated with 
allowable investments? Is this level appropriate? What are the extent 
and impact of underfunding of defined benefit plans? 
 
Equity  
 
Beneficiaries/users: Are concerns well founded that higher-income 
individuals derive substantially greater benefits from tax assistance 
for retirement savings than people with lower incomes? What is the 
appropriate level of income, relative to the average industrial wage, 
up to which tax assistance should be provided? 
Factor of 9: Concerns remain and studies by actuarial firms indicate 
that most defined benefit plans do not meet the criteria (Factor of 9) 
used to calculate pension adjustment; thus the system may penalize 
members of plans that do not provide ancillary benefits as generous as 
those underlying the determination of the Factor. What are the 



alternatives for addressing the issue? 
Elimination of pension adjustment reversal(PAR):  Concern continues to 
be registered with Finance that the removal of PARs from the tax system 
erodes the equity and ability of taxpayers to save adequately for 
retirement.  What are the options for resolving this issue? 
 
Cost 
 
Affordability: Are the implications of the current and projected costs 
of TARS assessed? 
Burden of compliance cost: Are the concerns of plan sponsors and 
administrators that the system imposes undue cost burdens on them 
valid? 
 
Alternatives 
 
Costs and benefits: Have the costs and benefits of various tax 
treatment options for delivering incentives for retirement savings been 
adequately examined? 
Tax deductions vs. credits: Which is more cost-effective and equitable 
-- tax deductions or credits? 
Restrictions on RRSPs similar to those on RPPs:  Should penalties for 
early withdrawals from RRSPs be imposed to encourage greater 
availability of funds upon retirement? 
 
 
33.48 Burden of compliance cost on plan sponsors and administrators 
needs to be assessed.  A common concern among many plan sponsors is the 
cost to them of compliance.  Finance has not assessed this cost burden 
since the 1990 reform.  Plan sponsors continue to express concern about 
rising costs imposed on them, not only by the Income Tax Act and 
Regulations but also by the provincial Pension Benefit Standards Acts. 
 This escalating compliance cost is cited as a major reason for some 
plan sponsors shifting from defined benefit plans to defined 
contribution plans, and to group RRSPs as an alternative to traditional 
RPPs. 
 
33.49 An objective identified in Finance's 1992 evaluation assessment 
was to examine compliance costs to employers.  The Department intends 
to cover the compliance cost issue in one of its planned nine 
evaluation studies, through consultations with employer and employee 
groups. 
 
33.50 Affordability and fiscal implications need to be examined.  We 
would expect Finance to assess the costs of the existing system as well 
as the potential costs of alternative systems of tax assistance for 
retirement savings, and their implications for the deficit and the 
public debt in the context of the government's overall fiscal 
objectives.  We saw no evidence to suggest that this has been done or 
is planned. 
 
33.51 To date, Finance has not undertaken estimates of the long-term tax 
expenditure cost of the TARS program that take into account the fact 
that tax deferrals ultimately will be recoverable, at least in part, 



when funds are withdrawn from RPPs and RRSPs.  Once the plans have 
reached the stage of maturity when contributions equal withdrawals, the 
ongoing tax expenditure will arise largely from deferral of tax on 
interest earned by the assets of the plans.  As a result, long-term 
cost estimates may be significantly different from the costs implied by 
the short-term estimating techniques used by Finance.  Officials of 
that Department informed us that they are examining the feasibility of 
developing a long-term model to capture the deferral aspects of the 
program, as part of the policy review promised in the February 1994 
Budget, Preparing For An Aging Population. 
 
Information to Parliament Needs to Be Improved 
 
33.52 We would expect the Department of Finance to keep Parliament 
adequately informed on the operation of such a significant program as 
TARS.  This means reporting in its Part III of the Estimates, or in any 
other regularly published accountability document, the following: 
 
 • its own responsibilities regarding TARS and the program's 
effectiveness; 
 
 • consolidated summary-level information on the cost and 
operation of the complete TARS program including that part carried out 
by Revenue Canada; and 
 
 • estimates for past years and projections for future years for 
TARS. 
 
33.53 Finance's Part III for 1994-95 is silent on its own 
responsibilities for the operational, financial and results aspects of 
the TARS program.  It also contains no information on the roles and 
responsibilities of other departments involved in the program.  
Furthermore, there is no reference to where such information can be 
found. 
 
33.54 In our 1992 chapter on departmental reporting, we noted that there 
was little information in Finance's Part III on its stewardship 
responsibilities for major areas such as tax expenditures, or 
references to where it can be found.  In its 1994 Part III, Finance 
included a reference to Personal and Corporate Income Tax Expenditures 
and listed other studies and analyses of existing tax measures 
undertaken over the previous year, but did not provide brief summaries 
of the findings. 
 
33.55 We believe that Finance needs to include in its Part III, or in 
any other regularly published accountability document, an overview of 
TARS and other significant tax expenditures.  This entails notifying 
Parliament when evaluations of specific tax expenditures are completed, 
providing a brief summary of the evaluation findings and disclosing 
where the detailed report can be obtained. 
 
33.56 For example, in 1989 Finance did an evaluation on the incidence of 
pension plans and public assistance to the elderly.  However, the 
report was not referred to in Finance's Part III or made available to 



Parliament and the public during the debate on the legislation for 
pension reform.  Yet that report declares that it was intended to 
stimulate public and parliamentary discussion. 
 
33.57 Finance officials have informed us that the Department has now 
established a standard procedure for disseminating information on 
evaluation studies it completes.  These procedures include issuing a 
press release on the study and sending copies to the Standing Committee 
on Public Accounts and to each member of Parliament. 
 
33.58 In 1990 the Standing Committee on Finance asked the Department of 
Finance to study the following issues and report back before the end of 
that year: 
 
 • the availability of alternative forms of retirement income; 
 
 • the possibility of changing tax deductions for retirement 
savings into tax credits; and 
 
 • the desirability of measures that would narrow the 
differences between  registered pension plans and registered retirement 
savings plans  (for example, RRSPs are not subject to many of the 
restrictions imposed on RPPs, such as locking in and survivor 
benefits). 
 
33.59 Finance officials completed two of the studies requested by the 
Committee: one on the implications of replacing deductions for pension 
and RRSP contributions by tax credits, and the other on restrictions on 
RRSPs.  They indicated that the third study was made redundant by the 
extension of the payout period for RRIFs in the 1992 Budget.  Yet the 
Department never released the two completed studies directly to the 
Committee or informed it through the Part III that the reports of the 
studies were available. 
 
Documentation was inadequate for a cost estimate provided to Parliament 
 
33.60 We would expect cost estimates provided to Parliament to be 
adequately supported and documented. 
 
33.61 In a 1990 presentation to the House of Commons Finance Committee, 
the Department of Finance said that the tax revenue it would not 
collect in 1989-90 because of the TARS program was $5.5 billion.  Three 
years later, in December 1993, the Department published a significantly 
different estimate of $12.5 billion in the Government of Canada 
Personal Income Tax Expenditures.  Finance officials have advised us 
that the difference between the two estimates was due to a change in 
methodology.  However, the Department was unable to provide us with 
adequate documentation to support the earlier estimate.  Consequently, 
we are unable to provide any assurance to Parliament on the validity of 
the cost estimate of $5.5 billion presented to the Committee. 
 
33.62 Finance also presented to the Finance Committee the projected cost 
of the 1990 reform of the TARS program.  The Department concluded that 
the reform's net impact on revenue would be neutral.  It estimated 



that, for fiscal 1991-92, there would be additional foregone revenue of 
$300 million to $350 million.  At the same time, it estimated that this 
cost would be offset by revenue savings resulting from measures that 
included stopping unlimited salary deferrals in employee benefit plans, 
removing the deductibility of past service additional voluntary 
contributions, restricting transfers between plans and the rollover of 
pension payments into RRSPs, and preventing a major increase in RRSP 
limits through a continuing shift to non-contributory plans. 
 
33.63 Current estimates of tax expenditures suggest that net cost to 
revenue increased by nearly $1 billion in 1991.  However, Finance has 
no information on the portion of that increase that is attributable to 
the reform, or on some variables, such as direct transfers between 
plans, that will be necessary to verify the offsets.  The Department 
plans to evaluate its estimate that the net impact of reform on revenue 
would be neutral in one of the evaluation studies it is undertaking for 
completion in 1996.  The objective of the study will be to obtain 
improved estimates of the impact of reform on tax revenues. 
 
Differences with Provincial Pension Legislation Are Being Resolved 
 
33.64 We observed that there is reasonable co-ordination and co-
operation among Finance, Revenue Canada, the Office of the 
Superintendent of Financial Institutions (OSFI) and provincial pension 
bodies.  The Canadian Association of Pension Supervisory Authorities 
(CAPSA) provides a forum for pension supervisors to resolve conflicts 
and inconsistencies.  All provincial pension regulators and OSFI (which 
regulates pension plans of federally incorporated businesses) are 
members of CAPSA.  Finance and Revenue Canada attend CAPSA meetings as 
observers twice a year.  Issues of particular concern to CAPSA are 
differences in pension legislation among provinces and between 
provinces and the federal government. 
 
33.65 In the course of our audit, pension experts brought to our 
attention certain areas of difference between the federal legislation 
and provincial legislation.  Under the auspices of CAPSA, some of the 
differences - for example, reductions in benefits and refund of 
contributions - have been resolved, and amendments made to the Income 
Tax Act.  Other issues, such as the equal periodic payments of pension 
and the treatment of eligible contributions under money purchase plans, 
are being addressed respectively through amendments to the legislation 
being drafted by Finance and discussions at CAPSA meetings. 
 
33.66 Finance officials advised us that the Department has been working 
with Revenue Canada and CAPSA members to identify, assess and resolve 
potential areas of conflict.  We encourage both Finance and Revenue 
Canada to continue to find ways to resolve those and any other 
differences. 
 
Conclusion 
 
Accountability to Parliament for TARS is inadequate 
 
33.67 In our 1986 chapter on tax expenditures, we concluded that the 



Department of Finance was not adequately managing tax-delivered 
programs.  We called for improved monitoring, evaluation and reporting 
of tax expenditures.  Our conclusion from this audit is similar. 
 
33.68 We have concluded that the accountability for the costs and 
results of the substantial tax assistance for retirement savings 
program needs to be improved.  The objectives of the TARS program need 
to be clearly specified.  Consolidated information on the cost, 
workings and results of the program, and on the roles and 
responsibilities of departments involved, is not regularly provided to 
Parliament.  Evaluation studies of TARS by Finance need to address key 
results and other issues of major concern. 
 
33.69 As the Department responsible for the policy and program design 
and the management of the TARS program, the Department of Finance 
should: 
 
a) clearly state the objectives of the TARS program and clarify its 
role relative to other retirement income programs; 
 
b) monitor and regularly account for the program by providing 
consolidated information on the estimated costs, results and workings 
in Part III of the Estimates or in any other regularly published 
accountability document; 
 
c) develop, in addition to estimates of tax expenditures for 
retirement savings made on a cash flow basis, alternative cost 
estimates using a present value method and other approaches to assist 
policy makers in assessing the longer-term fiscal implications of the 
TARS program; 
 
d) complete the nine evaluation studies planned, and carry out 
further studies to address other key effects and major concerns; 
 
e) establish an interdepartmental evaluation framework to ensure that 
TARS is evaluated in conjunction with other related public pension and 
retirement income security programs; 
 
f) estimate and assess, in its further evaluation studies, the long-
term costs and related fiscal implications of alternative systems of 
TARS; and 
 
g) make reports on its evaluation studies available to Parliament to 
contribute to informed discussion, scrutiny and decisions about the 
TARS program. 
 
Department's response: 
 
a) The Department of Finance believes that the objectives of tax 
assistance for retirement savings, and its role relative to other 
retirement income programs, have been clearly outlined in public 
documents.  A recent example is the booklet "Pension Reform:  
Improvements in Tax Assistance for Retirement Saving", which was tabled 
in Parliament by the Minister of Finance on December 11, 1989.  The 



objectives and role of tax assistance for retirement savings are 
described on pages 5 and 6 of that booklet. 
 
b) The Department will consider expanding the scope of its "Personal 
and Corporate Income Tax Expenditures" document to meet this 
recommendation. 
 
c) Cost estimates using the present value approach will be calculated 
and published in future editions of "Personal and Corporate Income Tax 
Expenditures". 
 
d) Once the current evaluations of Tax Assistance for Retirement 
Savings are complete, consideration will be given to further 
evaluations such as those recommended by the Auditor General. 
 
e) This approach will be examined in developing a possible evaluation 
framework for future evaluations of TARS. 
 
f) This recommendation will be taken into account in developing any 
future evaluation framework for TARS. 
 
g) For several years now, it has been the Department's policy that 
all tax evaluation studies are made public and, in particular, that 
they are provided to parliamentarians.  This will continue to be the 
case. 
 
REVENUE CANADA 
 
The Role of Revenue Canada in TARS 
 
33.70 The Department is responsible for registering and monitoring plans 
to ensure compliance with the Income Tax Act. 
 
33.71 Registration of plans.  The registration of pension, retirement 
savings and deferred profit sharing plans is a prerequisite for 
claiming tax assistance for retirement savings.  The registration 
process entails a front-end review of applications for plan 
registration and for amendments, to ensure that the plan texts comply 
with prescribed conditions and requirements.  After an initial review 
of an application for registration, a plan is "deemed registered" if 
the application complies with the "prescribed manner" specified in the 
Income Tax Act.  This proviso is intended to avoid holding up the 
operation of plans while they await full compliance review for final 
registration. 
 
33.72 Registration of retirement savings plans is controlled by the 
Registered Plans Division of the Policy and Legislation Branch of 
Revenue Canada.  The Division has a staff of about 115 persons.  It 
provides a large number of publications and a national enquiries 
service to facilitate compliance by clients.  It also approves eligible 
contributions to defined benefit pension plans, with assistance from 
the Office of the Superintendent of Financial Institutions. 
 
33.73 About 75 of the Division's staff of 115, or 65 percent, are 



engaged in the front-end review work, the results of which are reported 
primarily in terms of submissions processed.  The Division estimated 
that, as at 31 March 1994, a total of 33,143 plans were registered, 
broken down as shown in Exhibit 33.8. 
 
Exhibit 33.8 
 
Number of Registered Plans at 31 March 1994 
 
- employer-sponsored registered pension plans (RPP)  22,536 
 
- registered retirement savings plans (RRSP)    3,460* 
 
- deferred profit sharing plans (DPSP)     5,762 
 
- registered retirement income funds (RRIF)      581* 
 
- registered investment funds         804 
 
*These represent the number of specimen plans registered and not the 

number of individual contracts registered.  The Division estimates 
that, to the end of 1992, it had registered over the years some 
26.5 million RRSP contracts and 79,000 RRIF contracts. 

 
33.74 The Division's records show that in 1993-94 it processed 
submissions for initial registration of 2,845 RPPs, approval of 19,918 
RPP amendments, and approval of eligible contributions to 6,194 defined 
benefit RPPs.  It processed submissions for approval, amendment or 
termination of 4,961 RRSPs, 1,571 DPSPs and 1,159 RRIFs, and answered 
29,648 telephone enquiries and 3,874 written enquiries.  The Division 
has taken initiatives to promote and facilitate compliance by 
publishing forms, guides, information circulars and newsletters.  It 
also meets semi-annually with pension industry representatives to 
consult on their needs and opinions. 
 
33.75 Monitoring compliance.  The monitoring process comprises primarily 
audits: to verify that the plans continue to qualify for registration, 
to determine the validity of income tax deductions for contributions 
claimed by taxpayers, and to determine that withdrawals from, and 
transfers between, registered plans have been dealt with properly.  The 
Registered Plans Division manages compliance programs designed to 
identify plans that do not comply with the terms of registration.  Five 
of its staff of 115 provide functional direction for back-end 
compliance work.  The Verification, Enforcement and Compliance Research 
Branch is responsible for auditing deductions claimed by taxpayers for 
contributions to and withdrawals from registered plans, and for 
auditing transfers between plans. 
 
Audit Scope and Objectives 
 
33.76 We examined how Revenue Canada administers the provisions of the 
Income Tax Act designed to provide tax assistance for retirement 
savings, with a view to: 
 



 • determining if the rules and procedures applied have been 
sufficient to assure an effective check on the right of registered 
plans to continue to qualify for registration; on the validity of the 
income tax deductions claimed by taxpayers; and on the proper tax 
treatment of withdrawals from, and transfers between, registered plans; 
and 
 
 • providing objective information to help Parliament scrutinize 
the administration of the program. 
 
33.77 In the course of our audit, the matter of overlap between federal 
and provincial jurisdictions in areas of pension and retirement savings 
administration came to our attention and we explored opportunities to 
reduce it. 
 
Observations and Recommendations 
 
Need to Improve Monitoring of Compliance 
 
Results of the front-end compliance review need to be summarized 
 
33.78 We would expect the Registered Plans Division to maintain 
compliance profiles of pension plans for devising an appropriate 
compliance monitoring strategy. 
 
33.79 Officials of the Division advised us that they discuss non-
compliance at their management meetings.  However, a review of the 
Division's quarterly and annual reports for 1993 and 1994 showed that 
it does not systematically maintain, analyze and report summary 
information on the results of its front-end compliance review, in terms 
of the nature, frequency and implications of non-compliance identified 
and forestalled.  Such summary information would be useful for 
developing compliance profiles and appropriate compliance monitoring 
strategy. 
 
There are delays and backlogs in registering plans and approving 
amendments 
 
33.80 Workload is increasing.  The 1990 reform of the legislation 
triggered amendments to many existing plans to conform with the revised 
legislation and regulations.  As would be expected, the workload of the 
Registered Plans Division has increased.  The complexity of the 
legislation  also contributed to a significant increase in requests 
from plan sponsors, administrators and pension consultants for more 
information and explanations.  The opening inventory of case files more 
than doubled in three years, from 8,363 in 1991-92 to 20,105 in 1994-
95, notwithstanding a production increase of 12 percent over that 
three-year period. 
 
33.81 Delays and backlogs are increasing.  As at 31 December 1993, 36 
percent of the case files were more than six months old, and at 31 
March 1994, 40 percent were more than six months old.  Some 390 files 
received between 1986 and 1991 still had not been completed at 31 
December 1993.  The backlog of plans awaiting approval for registration 



or amendment increased by 48 percent from 1991-92 to 1992-93 and by 41 
percent from 1992-93 to 1993-94. 
 
33.82 The delays have frustrated plan sponsors and administrators.  As 
well, the delays have increased the risk that plans not registered and 
those not yet amended might be operating while not in full compliance. 
 At the time of our audit, there was no information on the age of some 
1,500 plans deemed registered, although some plans have been operating 
under "deemed registered" status for two years or longer.  Delays of 
two years in registering and amending plans cause difficulties and 
expense to employers and plan sponsors, and they create business risks 
for pension plan developers. 
 
33.83  Factors contributing to the delays and backlog include the 
increases in workload and the complexity of the legislation that have 
led to a significant increase in requests for more information and 
explanations.  Departmental officials advised us that delays are 
sometimes caused by clients themselves, who may take nine to 12 months 
to reply to initial letters of request for further information.  The 
causes of delays also include a lack of adequate and timely information 
for clients to facilitate their compliance.  As well, the Department 
lacks formal standards for assessing its service performance.  The 
Department recognizes these problems and has initiated steps to address 
them.  For example, it has adopted a modified review process and is 
working on the development of service standards. 
 
33.84 Service standards.  The Registered Plans Division proposed 
standards for processing applications, responding to enquiries, and 
providing other services to clients.  It conducted a survey of clients, 
and consulted managers to obtain their views and suggestions on 
standards. 
 
33.85 There was a big gap between client expectations and the proposed 
standards of service.  For example, while the Division's proposed 
service standards are four to six months for registration of new plans, 
and six to nine months for amendments and for terminations, the 
majority of clients surveyed expect these transactions to be completed 
within one month - an expectation the Department considers unrealistic. 
 In its continuing effort to improve services, the Division 
subsequently proposed goals for quicker service to narrow that gap.  
However, the standards have not yet been published.  The Department has 
stated that it will publish the standards in February 1995.  The 
establishment and publication of service standards, and the monitoring 
and reporting of service performance against published standards, would 
provide an important basis for planning and managing reduction in 
delays and backlog. 
 
Post-registration audit of plans and verification of transactions need 
to be improved 
 
33.86 Registration of plans is not a sufficient proof of compliance with 
the legislation.  Therefore, we would expect Revenue Canada to have 
systematic mechanisms, such as audits and maintenance of relevant 
information, to ensure that registered plans continue to qualify for 



registration, to verify deductions claimed by taxpayers for 
contributions to pension and retirement savings plans and to verify the 
validity of withdrawals from registered plans and transfers between 
them. 
 
33.87 Client compliance profiles are not formally maintained to target 
plans for audit.  Revenue Canada does not maintain compliance profiles 
of registered plans to help it assess the risk of non-compliance and to 
target plans for audit.  Officials of the Department informed us that 
they have personal knowledge of compliance profiles of registered plans 
and areas of risk.  However, their knowledge is not systematically 
documented, maintained and summarized to help select plans for audit, 
to provide continuity in the Department's corporate memory, and to 
capture changes in risk profiles. 
 
33.88 In addition, we note that annual information returns and tax forms 
do not provide sufficient information to select plans for audit.  
Officials advised us that they plan to redesign annual information 
returns to address the problem. 
 
33.89 Summary information on the nature, frequency and revenue 
implications of non-compliance identified through front-end compliance 
review, as well as through post-registration regular audits, is not 
maintained to help develop compliance profiles. 
 
33.90 Without compliance profiles and sufficient information on annual 
information returns and tax forms, the Department's ability to identify 
and audit cases of potentially significant non-compliance is hindered. 
 
33.91 Audit coverage is inadequate to monitor pressure points in the 
system.  We identified areas where significant non-compliance could 
occur (referred to as "pressure points") and reviewed Revenue Canada's 
audit program and other procedures to ascertain whether they include 
the necessary steps to assure compliance in those areas.  Some of the 
pressure points are shown in Exhibit 33.9. 
 
 
Exhibit 33.9 
 
Examples of Areas of Potentially Significant Non-compliance 
 
PRESSURE POINTS 
 
RRSPs 
 
Treatment of loans for RRSP contributions 
 
•Interest on loans for purpose of making RRSP contributions is not 

deductible. 
 
Unqualified investments:  borrowing or use of funds by annuitant 
 
•Individuals are not allowed to borrow funds from an RRSP in which they 

are an annuitant, nor can the RRSP lend funds to a related party 



or a business. 
 
Other beneficial use of funds prior to withdrawal 
 
•Plan members should not in other ways obtain beneficial use of funds 

prior to withdrawal, such as by use of assets as collateral for a 
loan. 

 
Spousal plans: short-term withdrawals 
 
•Where there are withdrawals from a spousal plan within three years of 

a contribution, the withdrawals are attributed back to the 
contributing spouse. 

 
Post-death growth in plan values 
 
•The growth in plan value between death and the distribution of assets 

requires determination of the tax treatment of these amounts. 
 
Withholding tax on withdrawals 
 
•Incorrect withholding tax could be applied on withdrawals by non-

residents. 
 
RPPs 
 
Members of foreign pension plans 
 
In general, for residents and expatriates who are members of foreign 
pension plans, there should be either tax on vested benefits as a 
retirement compensation arrangement or a pension adjustment calculated. 
 Special rules apply for expatriates for the first five years. 
 
Eligible service 
 
Pension benefits are determined according to eligible service, which 
must meet the requirements of the Act. 
 
Eligible foreign service 
 
•Eligible service from periods of employment outside Canada is limited 

to three years. 
 
Post-retirement additions to service 
 
•Eligible service relates only to a period in which a member is 

employed and receives remuneration; contributions to the plan 
cannot be continued after retirement. 

 
Payment of administration costs by fund 
 
Where administration costs are paid by the pension fund rather than the 
plan sponsor, the proper tax treatment of the payments is required. 
 



DPSPs 
 
Existence of employee contributions or ineligible members 
 
Rules relating to the property of the trust, such as non-qualified 
investments, use as collateral for a loan, loans to employees, and 
transfers at other than fair market value 
 
Failure to make timely payments to beneficiaries 
 
Failure to meet reporting requirements 
 
RRIFs 
 
Failure to withdraw funds from plans as required 
 
Treatment of funds when beneficiaries not located 
 
Note: These pressure points indicate the general nature of the 
compliance issue.  For detailed information, reference to the relevant 
provisions of the Income Tax Act and the Regulations is necessary. 
 
33.92 Revenue Canada's audit programs have steps to monitor these 
pressure points and to monitor contributions to, and investments of, 
pension plans to ensure that they conform with the requirements of the 
legislation.  However, the low level of audit coverage inhibits any 
effective and in-depth review of those areas (see paragraphs 33.93 to 
33.97).  In the circumstances, regular audits need to be supplemented 
with special projects to determine the nature and magnitude of non-
compliance in those areas.  The Registered Plans Division has carried 
out such special projects to examine terminated pension plans for 
excess transfers; it also examined executive pension plans to determine 
if contributions were contravening an anti-avoidance rule. 
 
33.93 The number and coverage of audits concluded in 1992-93 and 1993-94 
are summarized in Exhibit 33.10. 
 
 
Exhibit 33.10 
 
Registered Plan Audits Concluded, by Type of Plan, 1992-93 and 1993-94 
 
       1992-93   1993-94 
   Number of  Number of  % Number  % 
Type of Plan Plans*  Audits Coverage of Audits Coverage 
 
RPPs   22,536   23  0.1  23**  0.1 
DPSPs   5,762   27  0.5   9  0.2 
Specimen RRSPs  3,460   26*** 0.8  19  0.5 
Registered 
 Investments 
 Funds     804   37  4.6  23  2.9 
Specimen RRIFs    581   14  2.4   8  1.4 
 



TOTAL  33,143   127    82** 
 
*Estimates by Revenue Canada of number of plans at 31 March 1994.  

These estimates have not changed significantly in the past 2 
years. 

 
**In addition, 26 audits for a special project were done on Executive 

Pension Plans.  The project started in 1992 and was completed in 
1993.  The project was undertaken because Revenue Canada was 
concerned about contributions made to a pension plan in certain 
circumstances were contravening a specific anti-avoidance rule in 
the Income Tax Regulations. 

 
***In addition, 206 RRSP audits of individuals were undertaken in 1991-

92 and 1992-93. 
 
33.94 Revenue Canada concluded 23 regular audits of registered pension 
plans in each of the years 1992-93 and 1993-94.  On an annual basis, 
the regular audits represent about 0.1 percent of the 22,536 registered 
pension plans.  In 1992-93, a total of 127 plans were audited, out of 
some 33,000 deferred income plans of all types.  In 1993-94, a total of 
82 regular audits were concluded plus 26 special project audits. 
 
33.95 Of particular concern is the extremely low audit coverage of 
registered pension plans (RPPs).  At 31 March 1994, these plans 
represented 68 percent of all plans registered with Revenue Canada.  
Yet the 23 regular audits of registered pension plans represented only 
about 18 percent of all regular audits of plans in 1992-93, and 28 
percent in 1993-94. 
 
33.96 Moreover, although public sector plans accounted for 48 percent of 
pension plan membership at 1 January 1992, no audits of public sector 
plans have been undertaken to date. 
 
33.97 In our opinion, audit coverage is not sufficient to detect and 
deter non-compliance.  In our 1990 audit of Revenue Canada's 
enforcement of the Income Tax Act, we also expressed concern about the 
low level of audit coverage for various activities. 
 
33.98 The review and approval of contributions to defined benefit plans 
is reasonable.  For an employer's contribution to a defined benefit 
plan to be deductible from income, it must be ruled an eligible 
contribution or must be made on the recommendation of an actuary.  The 
contribution must be approved by the Minister of National Revenue, in 
writing, on the advice of the Office of the Superintendent of Financial 
Institutions. 
 
33.99 With the assistance of actuarial experts, we reviewed the 
procedures for assessing the eligibility of contributions to defined 
benefit plans.  We found them to be reasonable.  As no actuarial 
calculations are required for defined contribution plans, these plans 
are not subject to the same sort of review as defined benefit plans. 
 
33.100 Verification of pension adjustment is adequate.  Each 



deferred profit sharing plan and each registered pension plan produces 
a pension credit for the member.  The pension credit is a measure of 
the value of the benefit earned or accrued during the calendar year.  A 
member's pension adjustment (PA) is the total of that member's pension 
credits from all plans in which the member's employer participates in 
the year, excluding registered retirement savings plans. 
 
33.101 It is the responsibility of the employer to calculate a 
pension adjustment for each plan member.  The employer must report the 
pension adjustment for each employee to Revenue Canada on the T4 or T4A 
information slip by the last day of February each year. 
 
33.102 We examined Revenue Canada's procedures for verifying 
employers' calculations of pension adjustments and found them to be 
reasonable. 
 
33.103 Past service pension adjustments (PSPA) are not 
systematically verified.  In addition to the benefit earned by a member 
for a current year (reflected in the member's pension adjustment), 
pension benefits may improve as a result of events related to past 
service.  These "past service events" occur for periods of past service 
after 1989 where benefits are increased retroactively, where an 
additional period of past service is credited to the member, or where 
there is a retroactive change in the way the member's benefits are 
determined. 
 
33.104 Administrators of defined benefit plans are responsible for 
calculating and reporting PSPAs when necessary.  Reporting of PSPAs did 
not start until 1992 because of delays in promulgating the Income Tax 
Regulations.  To June 1994, Revenue Canada had processed $187 million 
in PSPAs. 
 
33.105 Officials informed us that the Department does not verify 
plan administrators' calculations of PSPAs systematically. 
 
33.106 Because the calculation of PSPAs is not verified, it is not 
known if they are being calculated and reported in accordance with the 
Income Tax Regulations.  Any understatement of PSPAs could result in 
contributions to RRSPs that exceed the limit, since PSPAs reduce the 
amount that taxpayers can deduct for contributions to an RRSP. 
 
33.107 Lack of information to verify RRSP contributions.  In 1992, 
$16 billion was contributed to RRSPs.  However, there is no requirement 
for issuers of RRSPs, mainly financial institutions, to submit 
information to Revenue Canada showing contributions made to RRSPs by 
purchasers.  Thus, no matching is possible as is done for pension plan 
payments and registered plan withdrawals, which require that 
information slips be submitted.  Consequently, the Department has 
virtually no information from an independent source to determine the 
validity of deductions claimed by taxpayers, or to determine if there 
are significant contributions over the permissible cumulative limit of 
$8,000 on "over-contribution".  In effect, the Department has limited 
means in place to ensure compliance with Income Tax Act rules for 
contributions to registered retirement savings plans. 



 
33.108 The problem of lack of information for verifying RRSP 
contributions has been further affected by the introduction of 
electronic filing (EFILE).  Taxpayers using EFILE are not required 
initially to submit any supporting documentation.  In our 1993 audit of 
Revenue Canada's electronic filing of individual income tax returns, we 
observed that there could be significant potential for revenue loss if 
taxpayers' voluntary compliance deteriorates. 
 
33.109 Deferred profit sharing plan contributions and withdrawals 
are not known.  Revenue Canada does not have the information on the 
amounts of contributions to and withdrawals from DPSPs needed to 
effectively plan the audit of those transactions. 
 
33.110 Validation of withdrawals is inadequate.  In 1992, 
withdrawals in the form of periodic payments and transfers amounted to 
$19 billion from RPPs, $4.7 billion from RRSPs and $1.8 billion from 
registered retirement income funds. 
 
33.111 The Verification, Enforcement and Compliance Research Branch 
audits withdrawals from registered plans.  Information on tax slips 
(T4A, T4RSP, T4RIF) showing withdrawals from registered plans is taken 
as accurate in the initial assessment of returns.  When doing its 
matching programs or verifying supporting information on tax returns, 
the Department does not question the amounts on those slips.  
Responsibility for reviewing their accuracy rests with the Registered 
Plans Division.  The Division verifies validity as part of its audit of 
registered plans.  However, as we have noted, audit coverage is 
extremely low. 
 
33.112 Legislation no longer requires reporting of information on 
direct transfers between plans.  Many annual direct transfers between 
plans are not reported to Revenue Canada because, under the new 
legislation, there is no longer a requirement to do so.  The Income Tax 
Act sets limits on transfers from RPPs to other vehicles.  Without a 
requirement to provide information on the amounts transferred, the 
Department has no information to verify if the limits on direct 
transfers have been exceeded and excess amounts transferred without 
being taxed.  The Department did identify excess contributions in a 
review of terminated pension plans for direct transfers from RPPs to 
RRSPs. 
 
33.113 Revocation needs to be supplemented with other sanctions for 
non-compliance.  Sanctions and penalties for non-compliance by plans 
are stipulated in the Income Tax Act.  They include monetary penalties, 
revocation of registration, summary conviction and fines.  For example, 
the legislation imposes monetary penalties for failure to meet 
statutory deadlines, while revocation applies to registered plans that 
do not comply with the prescribed conditions for registration or that 
are not administered in accordance with their terms as registered, or 
for other violations set out in ss. 147.1 (11) of the Act. 
 
33.114 Revocation is used, usually in rare cases that involve 
flagrant non-compliance and where revocation does not prejudice 



employee beneficiaries.  Revenue Canada asked Finance in 1993 to 
develop alternative sanctions, primarily monetary penalties, against 
employers and plan administrators who fail to bring a plan into 
compliance with the conditions of registration for cases where 
revocation is considered inappropriate.  Finance is still considering 
that request. 
 
33.115 Compliance monitoring strategy has not been reviewed.  Since 
the 1990 reform, the Registered Plans Division has not carried out a 
review of its approach to compliance monitoring.  It has continued to 
apply its front-end compliance review strategy, with little emphasis 
either on back-end audits of registered plans or on determining the 
validity of transactions - contributions, withdrawals and transfers. 
 
33.116 Officials of the Department informed us that, following the 
1990 reform to the legislation, they made a conscious decision to 
continue using the same front-end compliance review strategy.  They 
maintain that the legislation dictates the present approach.  However, 
no study or review of that strategy has been carried out to compare it 
with alternative strategies or approaches for achieving the same 
results. 
 
Information to Parliament Needs to Be Improved 
 
33.117 Revenue Canada presents administrative data in its Part III 
of the Estimates, such as the numbers of registered pension plans, new 
plan registrations and amendments processed, telephone and written 
enquiries handled and guides issued. 
 
33.118 However, it does not report the results of its compliance 
activities, such as the number of plans found to be non-compliant and 
the associated implications for revenue loss.  Also, there are no 
cross-references to other departmental sources of information - for 
example, Taxation Statistics, which provides the number of contributors 
and the amount of contributions to pension and retirement savings 
plans. 
 
Co-ordination with Provinces 
 
33.119 We explored, with the assistance of pension experts, 
potential opportunities to reduce overlap of federal and provincial 
administrative procedures for registering and monitoring pension plans. 
 
33.120 For example, the administrative actions of the Régie des 
rentes du Québec, the Pension Commission of Ontario and those of 
Revenue Canada are similar in such areas as the registration of pension 
plans, examination of plan documents and review of actuarial valuation 
reports.  Departmental officials informed us that they initiated a 
joint project to study the feasibility of harmonizing the federal and 
provincial annual information returns, so that there would be one 
return required instead of two. The project is nearing completion.  
Ontario intends to adopt registration numbers for pension plans that 
are the same as those of Revenue Canada to facilitate communication 
between the two levels of government, and other provinces have 



expressed interest in following suit. 
 
33.121 Other potential areas for co-ordination of administrative 
actions include compliance reviews, monitoring of pension plans and the 
maintenance of a central filing system containing all official pension 
plan documents. 
 
33.122 As Revenue Canada and the provincial pension authorities 
examine essentially the same pension documents, they could co-ordinate 
their activities so that one jurisdiction could have the other carry 
out the examination on its behalf, thereby improving overall efficiency 
and achieving cost savings.  We encourage the Department to continue to 
seek, through the Canadian Association of Pension Supervisory 
Authorities, ways of making the administrative actions of the various 
jurisdictions compatible, to reduce duplication and overlapping of 
operations. 
 
Conclusion 
 
The current compliance strategy needs to be improved 
 
33.123 The observations noted earlier lead us to conclude that the 
rules and procedures applied by Revenue Canada need to be improved to 
assure an effective check on the right of registered plans to continue 
to qualify for registration, on the validity of the income tax 
deductions claimed by taxpayers, and on the proper tax treatment of 
withdrawals from, and transfers between, registered plans. 
 
33.124 The Department intends to deal with most of the areas 
requiring improvement noted in this chapter through the initiatives 
listed in Exhibit 33.11.  We would expect the Department to monitor and 
regularly report to senior management on their implementation.  We will 
follow up and report on this in future audits. 
 
Exhibit 33.11 
 
Tax Assistance for Retirement Savings - Revenue Canada's Initiatives 
 
Initiative   Description      Target 
Date 
 
Front-end compliance Develop and implement a system  December 1994 
     to maintain and report summary 
     information on results of front-end 
     compliance review. 
 
Service standards  Publish client service standards for
 February 1995 
     processing applications and 
     responding to enquiries. 
 
Client compliance  Document client compliance  
 October 1995 
profiles    profiles to facilitate the assessment 



     of the risk of non-compliance and 
     to target plans for audit. 
 
Audit coverage   The 1994-95 audit program improves 
 Fiscal year 
     audit coverage significantly.  The  1994-
95 
     Audit program is made mandatory 
     and increases the overall number of 
     audits to be conducted. 
 
Past service pension A pilot program to verify past service early 1995 
adjustments   pension adjustments will be initiated. 
 
33.125 In order to deal more fully with the required improvements, 
Revenue Canada should: 
 
a) review its compliance strategy and explore ways to improve it.  If 
the legislation precludes the Department from adopting a more effective 
compliance strategy, it should seek changes to the legislation; 
 
b) implement a verification program for RRSP contributions and 
transfers between registered plans to ensure that those transactions 
are within the prescribed limits; 
 
c) obtain information on the amounts of contributions to, and 
withdrawals from, deferred profit sharing plans, to enable it to 
effectively design and implement an audit program to verify the 
transactions; 
 
d) continue to urge the Department of Finance, emphasizing the need, 
to formulate effective penalties for cases where revocation is 
considered inappropriate; and 
 
e) provide to Parliament, in Part III of the Estimates, information 
on the results of its compliance activities with respect to TARS. 
 
Department's response: 
 
a) The Department will develop and implement a system to maintain and 
report summary information on the results of front-end compliance 
review as well as audit results.  This information will assist in the 
assessment of the effectiveness of its current compliance strategy with 
regard to Tax Assistance for Retirement Savings.  If changes to 
legislation are required, they will be discussed with officials of the 
Department of Finance. 
 
b) The Department does not agree.  There is currently a verification 
program in place. 
 
Procedures are in place to verify RRSP deductions.  While many RRSP 
claims are accepted on the initial assessment of the T1 return (both 
paper and EFILE returns), clients are required to substantiate their 
claims by sending in receipts upon request. 



 
The Department is aware of the importance of monitoring clients' 
voluntary compliance with the Income Tax Act.  The Department's upfront 
verification steps (error clues and confidence validities), as well as 
the post processing review program, provide the necessary safeguards to 
ensure that clients' RRSP claims are valid. 
 
The Department's audit program includes the verification of transfers 
between registered plans. 
 
c) The Department does not agree that by obtaining the cited 
information it could more effectively design and implement its audit 
program.  The existing audit program for DPSPs addresses all of the 
pressure points listed in Exhibit 33.9. 
 
d) The Department's objective is to ensure compliance with the 
requirements of the Income Tax Act and Regulations.  We will continue 
to work with officials of the Department of Finance to secure penalties 
as appropriate. 
 
e) The Department will provide information on its compliance 
activities with respect to TARS, provided that the information is 
significant and warrants inclusion in Part III of the Estimates. 
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Main Points 
 
34.1  Extensive internal and external changes are impacting on the 
Public Works component of Public Works and Government Services Canada. 
 These include:  an ageing inventory, a marked downturn in the real 
estate market, a restructuring of government departments, innovations 
in workplace design and modifications in the requirements for office 
space. 
 
34.2  To meet these challenges, the Department needs to improve its 
strategic management of real property.  It should ensure that 
accommodation planning is better linked to government program plans and 
is carried out in close collaboration with Treasury Board and other key 
players who share this responsibility.  The Department's two recent 
policy initiatives, the National Investment Strategy and Shared 
Accommodation Leadership, should help foster a strategic approach. 
 
34.3  In general, the 28 office buildings we examined - some old 
and deteriorating, others quite modern - were reasonably well operated 
and maintained, providing an adequate quantity and quality of space to 
federal departments. 
 
34.4  More efficient management of Crown-owned office buildings and 
opportunities for savings are possible through developing and carrying 
out a renovation policy to optimize space usage and implementing energy 
and water savings initiatives. 
 
34.5  The government faces two fundamental issues:  Should 
departments pay rent for accommodation?  Should departments have 
greater freedom in choosing their own office space?  These issues need 
to be addressed as a matter of urgency. 
 
34.6  Since space is provided free to most departments, there is 
little incentive for them to limit their use of it.  In order to ensure 
proper management of office accommodation, the government should hold 



tenant departments accountable for the efficient use of their office 
space. 
 
34.7  Public Works and Government Services Canada should provide 
office accommodation and service to departments with clear and 
consistent delineation of staff roles and responsibilities and project 
leadership. 
 
34.8  While carrying out initiatives to simplify and reduce the 
costs of its services and administrative practices, the Department 
should improve its management information on asset condition, building 
maintenance and operating costs and performance, and departments' use 
of space. 
 
Introduction 
 
34.9  The Department of Public Works and Government Services 
(Public Works and Government Services Canada) was created by the 
amalgamation, in June 1993, of the departments of Public Works and 
Supply and Services, the Government Telecommunications Agency and the 
Translation Bureau. 
 
34.10 The mandate of the Public Works component of the Department is to 
attend to the government's office requirements and other real property 
needs; to offer expert advice and services in the provision, 
management, operation and disposal of federal real property; and to 
help meet the nation's social and economic objectives. 
 
Background 
 
34.11 The federal government owns or leases approximately 25 million 
square metres of space in 59,000 buildings.  The inventory includes a 
wide variety of structures, such as general office buildings, 
warehouses, museums, laboratories, and educational and conference 
facilities.  The buildings also vary in size, age, physical condition, 
construction material and style. 
 
34.12 Under Treasury Board policy, Public Works has responsibility for 
administering general purpose office and certain common-use facilities 
for the government.  As shown in Exhibit 34.1, approximately 27 percent 
of the total inventory of federal space has been assigned to Public 
Works, with the remaining 73 percent assigned to other departments.  
Public Works is the mandatory provider or sole source of office space 
for departments and provides accommodation for approximately 165,000 
full-time equivalent public servants.  (In government terminology, a 
"full-time equivalent" is one person working full-time for one year.)  
The Department is also custodian of a number of other facilities, 
including the Parliament Buildings and certain bridges and highways. 
 
 
Exhibit 34.1 is not available, see the Annual Report. 
 
 
34.13 Public Works' inventory amounts to 6.9 million square metres for 



both office space and other federal facilities (see Exhibit 34.1).  In 
1992-93, Public Works provided about 5 million square metres (see 
Exhibit 34.2) of office space, of which 2.3 million square metres was 
in 367 Crown-owned buildings.  The total cost of the Public Works Real 
Property Program in 1992-93 was $1.8 billion.  Gross annual 
expenditures related to office facilities made up approximately $1,040 
million of this amount, with about $700 million for leased office 
buildings and $340 million for Crown-owned office buildings.  Gross 
expenditures for Crown-owned office buildings include operating and 
capital expenditures but exclude grants paid to municipalities in lieu 
of taxes. 
 
Exhibit 34.2 
 
Public Works Office Accommodation, 31 March 1993 
 
         Thousands of 
         Square Metres  Percentage 
      Number of Office Space   Share 
 
Crown-owned buildings    367  2,321     47 
 
Lease-purchase buildings     10    561     11 
 
Leases     2,805  2,120       42 
 
         5,002    100 
 
Source:  Public Works and Government Services Estimates: Part III; 
1994-95 
 
34.14 In 1991, we examined the planning and acquisition of leased office 
space.  Our current audit concentrated on the management and operation 
of Crown-owned office buildings. 
 
Public Works Environment 
 
34.15 Extensive internal and external changes over the past several 
years have impacted on Public Works.  These changes include: an ageing 
inventory; a marked downturn in the real estate market; government 
restructuring, downsizing and streamlining initiatives; innovations in 
workplace design and modifications in the requirements for traditional 
office space to provide for the installation of new technology, 
communications and data processing equipment. 
 
34.16 Another important issue for the Department is the Federal 
Government Program Review, announced in the 1994 Budget.  This review 
is examining government programs to ensure that they provide services 
in the most efficient and cost-effective way possible. 
 
34.17 Each of these changes has created a unique challenge for the 
Department in a period of marked budgetary constraints. 
 
34.18 As well, because of its broad mandate as a "procurement" 



department, Public Works has historically been one of the government's 
vehicles for achieving social and economic objectives, such as 
increasing employment and stimulating regional development.  A recent 
example of such development is the construction of the new Goods and 
Services Tax Centre in Summerside, Prince Edward Island. 
 
Audit Objective and Scope 
 
34.19 Our overall audit objective was to determine whether departmental 
practices for managing Crown-owned office buildings provide reasonable 
assurance that: 
 
 • building services to tenants are provided in a timely and 
responsive manner; 
 
 • the buildings are adequately preserved and protected; 
 
 • the buildings are operated and maintained in an economic and 
efficient manner consistent with occupants' operational requirements; 
and 
 
 • applicable government policies, laws and regulations are 
complied with (for example, health and safety). 
 
34.20 Exhibit 34.3 shows the key organizations involved in the 
management of Crown-owned office facilities. 
 
 
Exhibit 34.3 is not available, see the Annual Report. 
 
 
34.21 To examine the management, operations and maintenance of Crown-
owned office buildings, we: 
 
 • visited 28 office buildings of various sizes and types and 
interviewed responsible staff at all levels in the five regions of the 
country; 
 
 • discussed office accommodation planning, management and 
accountability issues with senior Public Works officials at 
headquarters and in the regions; 
 
 • consulted with real estate professionals in the public and 
private sectors; and 
 
 • reviewed information on accommodation management from other 
jurisdictions. 
 
Lessons from Other Jurisdictions 
 
34.22 In recent years, countries other than Canada have introduced 
significant reforms in their management of real property.  The General 
Accounting Office in the United States recently issued a report on the 
reforms in Australia, Canada, the United Kingdom and Sweden. 



 
34.23 The September 1994 report, entitled Real Property Management:  
Reforms in Four Countries Promote Competition, noted that the real 
property organizations in all of the countries were facing similar 
problems:  "poor business practices; inadequate strategies for managing 
real property assets; conflicting roles as both the building service 
provider and the oversight agency; customer dissatisfaction; and 
barriers to the timely acquisition, maintenance, and disposal of real 
property."  The real property reforms in these countries were 
characterized by:  "(1) introducing competition for real property 
services; (2) providing more strategic management of assets, that is, 
in a manner that recognizes the need to manage these assets as 
investments and to meet customers' mission needs; and (3) separating 
building services from asset management (except for Sweden) and policy 
oversight and development roles." 
 
34.24 The reform experiences in other countries can help Public Works 
and Government Services improve the structure and management of real 
property in Canada. 
 
Observations and Recommendations 
 
34.25 In general, the 28 office buildings we examined were reasonably 
well operated and maintained; also, the quantity and quality of space 
provided to federal departments were adequate.  While some buildings 
are obviously old and deteriorating, others are modern commercial 
office buildings. 
 
34.26 The costs of operating and maintaining Crown-owned office 
buildings are relatively fixed, at least in the short run.  
Consequently, there are no quick fixes to improve the management and 
operation of Crown-owned office buildings.  The areas we have cited for 
improvement will require significant investment of resources, 
innovative planning and careful implementation on the part of Public 
Works and Government Services managers over the next decade. 
 
34.27 Our audit observations and recommendations cover three main areas: 
 strategic planning for accommodation, office building operations, and 
accountability and incentives in managing office buildings. 
 
Strategic Planning for Accommodation 
 
34.28 In our 1991 audit of leased office space, we noted that several 
long-standing accommodation issues remained unresolved despite years of 
discussion and study.  One of those issues related to the inability of 
the Department to develop a long-term strategic approach to the 
provision of accommodation.  The continuing need for such an approach 
is discussed in this section of our chapter.  We also describe the 
critical elements in accommodation planning and outline the 
Department's National Investment Strategy.  Exhibit 34.4 shows the 
current major components in planning government accommodation. 
 
 
Exhibit 34.4 is not available, see the Annual Report. 



 
 
Ageing Crown-owned buildings 
 
34.29 Regardless of how well buildings are maintained on a daily basis, 
major systems replacements or overhauls are generally required about 
every 20 to 30 years to preserve their asset value and to keep them 
operational.  Without major reinvestment to modernize them, buildings 
gradually become obsolete and no longer provide productive working 
space for the occupants. 
 
34.30 The average age of the Crown-owned office buildings in the Public 
Works portfolio is over 40 years.  However, a significant portion, 
approximately one third, of the office space is in buildings that are 
less than 20 years old (see Exhibit 34.5).  According to departmental 
officials, about 80 of the 367 buildings require upgrading of their 
structures and their lighting, mechanical, electrical and safety 
systems. 
 
Exhibit 34.5 
 
Profile of Crown-owned Office Buildings 
 
          Office Space 
Building Age  No. of Buildings Square Metres  Percentage 
 
 1-10 years     18    63,291     3 
11-20 years     37       707,418    31 
21-30 years     44       397,723    17 
31-40 years    134       584,219    25 
41 years and over    134         568,334      24 
      367     2,320,985   100 
 
Source:  1993 Public Works and Government Services data 
 
34.31 In 1986, the Treasury Board approved a management policy and 
framework for heritage buildings to be administered by the Federal 
Heritage Building Review Office under the Canadian Parks Service of the 
Department of Canadian Heritage.  According to that policy, all 
government buildings over 40 years old require a heritage review prior 
to significant action.  Since many of the buildings in Public Works' 
Crown-owned inventory fall into this category, the Department needs to 
consider the impact of the heritage policy in developing its long-term 
plans for facilities. 
 
Funding requirements 
 
34.32 The consequences of not carrying out adequate building maintenance 
and repairs are loss of asset value, poor quality of working space, 
potential health and safety problems, the probability of higher repair 
costs in the future, and increasing reliance on more costly leased 
accommodation. 
 
34.33 During the past ten years, funding limitations have prevented the 



Department from undertaking the major renovations required to keep its 
asset base current.  Based on industry averages, departmental officials 
currently estimate that additional funding of approximately $300 
million will be needed over the next five years to carry out required 
upgrading of office facilities. 
 
34.34 Recent renovation projects indicate that significant savings are 
possible through increasing the use of Crown-owned space so that less 
space must be leased.  Further savings can result from the lower 
operating costs of updated mechanical, electrical, heating and 
ventilation systems. 
 
34.35 The Treasury Board recently expressed concern over the rising 
costs of office accommodation.  Exhibit  34.6  shows that expenditures 
on office facilities increased from about $740 million in 1989-90 to 
$1,079 million in 1993-94.  The Board has directed the Department to 
develop a multi-year plan for achieving a 10 percent saving in both the 
amount of office space and the overall cost of the accommodation 
program over the next five years. 
 
 
Exhibit 34.6 is not available, see the Annual Report. 
 
 
Impact of government accounting policies on capital expenditures 
 
34.36 Government budgeting and accounting policies treat both capital 
investment and operating costs as expenditures for purposes of 
calculating the annual deficit; the arrangement places proposed capital 
investment projects at a disadvantage during budget deliberations. 
 
34.37 For example, no distinction is made between a $25 million outlay 
to renovate a building and a yearly $4 million outlay to lease 
equivalent space in a private building, even though the two types of 
expenditures are fundamentally different.  The difference is that a 
capital expenditure for the renovation of Crown-owned buildings will 
provide future benefits by housing federal employees for perhaps 15 or 
20 years, while an annual lease payment will have to be made year after 
year and will usually result in a higher overall cost to the 
government.  However, because of the immediate needs of deficit 
management, major capital outlays are being deferred. 
 
34.38 Departmental officials indicated that Treasury Board Secretariat 
has discouraged funding proposals for building renovation and space 
optimization projects unless they are required for health and safety 
reasons or have short payback periods.  This situation has clearly 
hampered the Department's ability to obtain funding for space 
optimization projects that could result in substantial savings to the 
government over the longer term. 
 
Accommodation planning in a rapidly changing environment 
 
34.39 Public Works, like other large facility managers in both the 
public and private sectors, faces a major challenge in trying to 



forecast the office space needs of the federal government and to devise 
an appropriate strategy to respond to these demands in a cost-effective 
way. 
 
34.40 Despite significant difficulties in the current context of change 
and uncertainty, we believe that a strategic approach is necessary to 
provide a framework for making capital investment and disposal 
decisions on federal buildings and for entering into leases.  To be 
effective, such a strategy must be carried out in close collaboration 
with the Treasury Board Secretariat and with the departments and 
agencies that require office space. 
 
34.41 The Department has begun developing community-based investment 
strategies, but they have been generally limited to only its own 
holdings, with emphasis on office facilities.  Broader-based regional 
plans that encompass all federal real property are the responsibility 
of the Bureau of Real Property and Materiel within Treasury Board.  The 
Bureau needs to intensify its collaborative efforts with Public Works 
and other government custodians of real property to develop regional 
real estate plans. 
 
34.42 To minimize risks in the current environment of uncertainty and 
government downsizing, a realistic strategy would focus on the 
retention of essential Crown-owned buildings and attractive long-term 
leases, based on a region-by-region analysis.  The strategy would also 
necessitate decisive action to dispose of facilities that are no longer 
required or suitable for program purposes. 
 
34.43 The proposed strategy should set out the desired mix, by region, 
of Crown-owned and leased space to meet office space requirements.  
Owning a building is generally considered less expensive over the long 
term than leasing it.  However, leasing space offers flexibility when 
the long-term need for a building is uncertain or subject to fast-
changing program requirements.  A mix of "core" Crown-owned and 
"support" lease space would thus provide a trade-off or balance between 
cost and flexibility.  There should not be a national "target" ratio; 
instead, an appropriate balance should be sought to meet the specific 
needs of each area of the country. 
 
34.44 A more detailed accommodation plan would also be necessary to 
identify funding requirements for renovating the Crown-owned inventory 
and to indicate the savings expected through lower operating costs in 
the renovated buildings and through reduced leasing requirements.  
Without such an accommodation plan, there is limited assurance that 
appropriate decisions will be made in managing, investing and disposing 
of federal buildings or entering into long-term leases. 
 
34.45 We recognize that preparing accurate forecasts of tenants' space 
requirements is a most difficult task, but we believe this is the 
opportune time for the Department to develop an appropriate strategic 
approach to the planning and management of office accommodation in 
collaboration with the key players who share this responsibility - the 
Treasury Board and federal departments and agencies. 
 



Public Works' National Investment Strategy 
 
34.46 Recognizing the need to develop a sound long-range property 
planning process, the Department recently issued the National 
Investment Strategy.  Approved by Treasury Board in June 1994, the 
Strategy establishes the objectives, guiding principles and overall 
direction for all real property investment activities within the Real 
Property Program.  The key principles of the Strategy are as follows: 
 
 • Invest in or divest of real property interests to achieve the 
best use of scarce resources. 
 
 • Plan and manage real property interests to meet client needs 
and minimize life-cycle costs. 
 
 • Retain only those interests in real property needed for 
approved program purposes. 
 
 • Base investment decisions on competent and comprehensive 
analyses of all reasonable options, addressing all financial and non-
financial considerations. 
 
 • Establish appropriate performance indicators to monitor and 
evaluate investment decisions and interests. 
 
 • Take advantage of the full range of financing alternatives 
and opportunities for strategic alliances. 
 
34.47 Although the objective of the National Investment Strategy is to 
plan and manage things better,  the Department still has a long way to 
go to operationalize the concepts described above.  Its success in 
implementing the Strategy will depend on the co-operation of Treasury 
Board and tenant departments, as well as on its own effectiveness in 
forecasting the future and meeting the needs implicit in those 
forecasts. 
 
34.48 We believe that if the National Investment Strategy is 
appropriately implemented, bearing in mind the suggestions in this 
chapter, substantial improvements can be achieved. 
 
34.49 The National Investment Strategy contains the following directions 
pertaining to office facilities: 
 
 • Reduce the total inventory to respond to the expected 
reduction in the demand for space over the next several years. 
 
 • Identify and dispose of facilities that do not warrant 
renovation or retention and make the most of opportunities to reduce 
costs and improve service to tenants. 
 
 • Ensure flexibility by having an appropriate balance of Crown, 
lease-purchase and lease holdings, taking into account life-cycle 
cost/benefit analyses. 
 



 • Bring Crown facilities up to full environmental, health, 
safety and accessibility standards as quickly as possible, subject to 
resource availability. 
 
 • Wherever practical, minimize the need for costly retrofits of 
both Crown-owned and leased facilities. 
 
34.50 In conclusion, much remains to be done to improve the management 
and planning of federal office accommodation.  We believe that the 
Department is "on the right track".  However, it is too early to tell 
what results will be achieved from implementing the National Investment 
Strategy. 
 
34.51 Public Works should take into account the impact of the heritage 
policy on its buildings in developing its long-term facilities plans. 
 
Department's response:  Consistent with the principles of the National 
Investment Strategy (NIS) (approved by Treasury Board, 23 June 1994) 
and the Real Property Branch Asset Performance Monitoring Policy 
(issued in April 1994), the custodial responsibilities under the 
government's heritage policy are acknowledged, understood and 
incorporated into the current asset management planning processes.  In 
all future long-term facilities planning, Public Works and Government 
Services Canada (PWGSC) will identify, where possible, the full impact 
(cost and/or facility use constraints) of the requirements under the 
heritage policy for all capital and operating decisions. 
 
34.52 The government should revise its current budgeting and accounting 
processes to remove the bias against capital expenditures and to take 
advantage of the long-term benefits of capital investments. 
 
Treasury Board Secretariat's response:  The Treasury Board Secretariat 
recognizes that the use of the annual deficit target as the 
government's principal tool for fiscal management frequently results in 
a bias against capital investment.  Because of this bias, and in order 
to provide better accounting for the "cost" of government and to 
improve accountability for assets, the government is seriously studying 
capitalization of assets as an accounting policy.  The study is also 
addressing negative aspects of a capitalization policy such as 
administrative cost of implementation and potentially weakened fiscal 
stewardship.  A decision is expected in 1995. 
 
34.53 The Treasury Board, Public Works and Government Services, and 
other federal departments and agencies should ensure that accommodation 
planning is better linked to government program plans, such as 
restructuring initiatives and regional investment plans.  Accommodation 
planning should be carried out in close collaboration with the key 
players who share this responsibility.  An appropriate balance should 
be sought in major areas of the country between core Crown-owned 
buildings and the flexibility offered by leased space. 
 
Department's response:  It should be noted that recently PWGSC has 
successfully undertaken a series of activities to better integrate 
long-term accommodation planning with strategic initiatives of 



government and individual departments.  These activities have included 
the development of a comprehensive strategy to effectively manage the 
accommodation impact of government restructuring (June and November 
1993) particularly in the National Capital Region.  This particular 
activity involved collaboration with the Privy Council Office, Treasury 
Board Secretariat and senior officials of all affected departments.  
The resultant PWGSC proposal was approved by the Treasury Board on 2 
August 1994 and, when fully implemented, will mitigate costs by some 
$20 million per annum and realize reductions in space utilization by 
approximately 78,000 square metres.  PWGSC has also been recognized as 
a major stakeholder in the emergence of government initiatives such as 
the implementation of the Canada Business Service Centre concept, the 
InfoCentre initiative and the Income Security Program Re-Design.  PWGSC 
was an active member of the interdepartmental task forces and 
identified real property issues associated with the planning, funding 
and implementation of these initiatives. 
 
PWGSC will continue the improvement of its accommodation planning 
processes and further strengthen linkages to government initiatives in 
connection with the development of a strategy to achieve a 10 percent 
reduction in the overall use of government office accommodation.  The 
strategy will consider the development of long-term tenant 
accommodation plans and will address the impact of government programs 
and policy reviews.  It is expected that the strategy will be ready for 
Treasury Board consideration in connection with the 1995-96 Multi-Year 
Operational Plan and program review initiatives. 
 
The Department's National Investment Strategy, used in conjunction with 
the long-term tenant accommodation plans and community investment 
planning, will ensure that the appropriate space solutions are analyzed 
and delivered to allow the effective delivery of tenant programs while 
minimizing the cost of government. 
 
Office Building Operations 
 
34.54 The following sections describe our findings in the operation of 
Crown-owned office buildings. 
 
Services to tenants 
 
34.55 In recent years, Public Works has developed a number of 
initiatives and focussed increased efforts on serving tenant 
departments.  Tenant consultation workshops in 1993 showed that, in 
general, tenants are satisfied with the Department's responsiveness to 
daily building operations and maintenance problems.  However, the 1993 
workshops and other studies have shown that there are still problems 
with respect to consistency of tenant services, timeliness and 
efficiency of major projects, reporting to tenants and the costs of 
some services.  Our observations support these findings. 
 
Impact of budgetary restraints 
 
34.56 The need for major building maintenance and renovations is 
reaching a peak at a time of rising concerns about the federal deficit. 



 In response to these concerns, maintenance and capital budgets have 
been restrained.  This can lead to serious problems.  Without proper 
maintenance, facilities will deteriorate to the point that extensive 
investment is required to restore or replace them.  The result, 
ultimately, will be increased federal costs. 
 
34.57 According to Public Works officials, fiscal restraint over the 
past ten years has prevented the Department from undertaking the major 
maintenance and renovations required to keep its asset base current and 
at industry standards.  They estimate that they would need capital 
funding of approximately $300 million over the next five years to 
accomplish this task.  As noted earlier in the chapter, in the section 
entitled "Impact of government accounting policies on capital 
expenditures", the government's own accounting policies tend to favour 
operating expenditures over capital spending because it has a less 
immediate impact on the deficit.  Further, without a long-term 
facilities plan, the Department cannot establish appropriate 
maintenance and repair priorities to manage and safeguard the value of 
its buildings. 
 
Asset management plans 
 
34.58 The results of our audit indicate that Public Works and Government 
Services does not compile and consolidate sufficient information on the 
condition of its buildings to adequately identify its total capital and 
repair needs. 
 
34.59 About five years ago, the Department began preparing asset 
management plans for each Crown-owned office building.  The purpose of 
these plans was to provide a strategic framework to guide portfolio 
management decisions.  The plans were to include a comprehensive, in-
depth analysis of each building, including the identification of 
operation and maintenance requirements and capital expenditures. 
 
34.60 To date, this exercise has cost the Department about $5 million, 
principally on external consultants. Our review of a sample of the 
asset management plans showed that they varied considerably in quality 
and substance.  Some plans contained detailed assessments of the major 
building components and detailed estimates of the cost of needed 
maintenance and repairs.  In other cases, however, the analysis of 
operating costs was inadequate because information on building 
conditions and operating costs was limited.  We also found that no 
meaningful summaries of repair and maintenance backlogs had been 
prepared for the use of senior Public Works managers, for Treasury 
Board or for Parliament. 
 
34.61 As new information systems are developed, the Department intends 
to update its asset management plans and correct these deficiencies so 
that the new plans will yield the type of information the Department 
needs to manage its portfolio of Crown-owned office facilities. 
 
Preventive maintenance 
 
34.62 An effective maintenance management system includes the following 



components: 
 
 • periodic inspection and assessment of building conditions; 
 
 • work standards for operating and maintaining major building 
systems and components; 
 
 • priority setting, budgeting and work scheduling; and 
 
 • management reporting on work performance. 
 
34.63 A good maintenance management policy is based on asset categories 
that are compatible with long-range facility plans. The benefits of a 
good preventive maintenance program include increased service life of 
the facility, early identification and correction of deficiencies, and 
lower operating costs over the life cycle of the facility.  The quality 
of the maintenance and repair of federal office buildings has a direct 
impact on the productivity of employees, public health and safety, and 
the cost-effective use of government assets. 
 
34.64 Public Works introduced its Facilities Inspection Program in 1976. 
 Maintenance routines and schedules were further refined and automated 
in 1986-87 with the implementation of the Preventive Maintenance 
Support System. 
 
34.65 This system provides a formal program of scheduled inspections to 
service and test building systems and to identify maintenance 
deficiencies.  The inspections and preventive maintenance routines are 
conducted by in-house building staff, tradespeople and technologists or 
private sector contractors.  Property managers recommend the 
appropriate level of preventive maintenance on the basis of advice from 
the District Head, Technical Services. 
 
34.66 Preventive maintenance for health and safety is obligatory.  The 
Asset Manager in the Real Property Branch may choose from two other 
levels of preventive maintenance offered by the Realty Services Branch: 
 basic upkeep of critical operating equipment and an enhanced level 
that includes all building components. 
 
34.67 We found that practices varied from complete implementation of the 
Preventive Maintenance Support System in some regions to the use of a 
totally different local system in one region. 
 
34.68 From a 1992 internal review of maintenance practices in the 
National Capital Region and our own audit, we noted that although 
minimum health and safety requirements were described, the following 
problems existed: 
 
 • There was no departmental policy on the appropriate level of 
maintenance for federal office facilities, and there were no policies 
and guidelines on the use of the Preventive Maintenance Support System. 
 
 • Except for the maintenance of life safety equipment, the use 
of the system was optional; the choice was left to individual asset 



managers and property managers. 
 
 • Major users and operators of the system had not received 
adequate training. 
 
34.69 The Department intends to acquire a new, up-to-date maintenance 
management system.  We believe, however, that the Department needs to 
resolve the problems associated with the old system before implementing 
a new one. 
 
34.70 Conducting regular building inspections with appropriately trained 
technical staff is necessary to compile the information needed to plan 
and implement an effective maintenance program.  In the absence of such 
a program, it is difficult to develop reasonable repair and maintenance 
budgets and make decisions on the division of resources between capital 
projects and maintenance operations. 
 
34.71 Because of the emphasis on meeting short-term financial 
performance targets (contribution margins) in the management of Crown-
owned buildings, some property managers are conducting annual building 
inspections without using the services of the Technical Services 
Division.  Since property managers have very little control over other 
building operating costs, avoiding the use of technically qualified 
staff in conducting annual building inspections is one of the few ways 
in which they can reduce their costs and thus improve their financial 
performance over the short term. 
 
34.72 We found that no clearly established quality control program 
existed to ensure "due diligence" on matters related to health, safety 
and operating requirements.  In addition, some managers were not clear 
on accountabilities for these critical aspects of building management. 
 
34.73 In summary, the preventive maintenance philosophy in the 
Department appeared to be inconsistent; it ranged from a proactive 
life-cycle approach to a reactive "wait until it breaks down" 
maintenance approach.  In our opinion, the Department needs to ensure 
that appropriate maintenance standards, based on sound public and 
private sector practices, are in place and consistently applied in all 
regions. 
 
Energy and water conservation in Crown-owned buildings 
 
34.74 Canada's Green Plan, announced in 1990, was developed to provide a 
framework to assess the environmental issues facing our nation and to 
develop and implement solutions to these issues.  The Plan recognizes 
that the public expects the federal government to show leadership in 
environmental matters and commits the government to the adoption of a 
Code of Environmental Stewardship.  Under the Code, federal departments 
are pledged to develop environmental action plans that address, among 
other things, energy and water conservation. 
 
34.75 Due to the size and extent of Public Works' real property 
portfolio, the Department's operations have the potential to make a 
significant impact on our environment.  In our audit of Crown-owned 



office facilities, we examined energy conservation initiatives and 
briefly surveyed water conservation measures. 
 
34.76 In December 1992, Public Works issued its Environmental Management 
Plan and began a process of assessing all departmental operations to 
determine how it could carry out its mandate in a more environmentally 
responsible manner.  As well, the initiatives put forward by the Green 
Plan were considered to ascertain their relevance to Public Works, and 
strategies were developed to address the relevant issues.  The result 
of both these undertakings was a series of pledges outlining how the 
Department intends to address 26 important environmental issues. 
 
34.77 The Federal Buildings Initiative for improvement of energy 
efficiency and conservation.  One important vehicle for improvement of 
energy efficiency and conservation is the Federal Buildings Initiative. 
 In February 1992, the Department of Natural Resources introduced the 
Initiative to provide custodian departments with the opportunity to 
realize the benefits of improved energy efficiency.  Under the program, 
private sector firms, known as energy service companies, finance the 
capital requirements to retrofit government-owned properties to make 
them more energy-efficient. 
 
34.78 One feature of the Initiative is performance contracting with a 
third-party financing mechanism that enables departments to undertake 
required energy efficiency improvements or to retrofit their buildings' 
mechanical and electrical systems.  It should be noted that this is not 
necessarily the least-cost option for replacing or acquiring capital 
equipment and ultimately may cost more than direct government funding 
of a retrofit or replacement.  However, the cost of the work and the 
related savings are guaranteed, a condition not available to retrofits 
directly implemented by the government. 
 
34.79 Under the Initiative, a department requests preliminary proposals 
in a competitive-bid process from at least three energy service 
companies that have been pre-qualified for such work.  Negotiations are 
then held with the company selected and a contract signed to undertake 
the retrofit or replacement.  The capital costs are financed by the 
company and repaid from the energy savings realized as a result of 
increased energy efficiency due to the retrofit or replacement.  The 
contractor guarantees the department a certain level of savings based 
on the building's current energy consumption, and the pay-back period 
(maximum of eight years) is established in the contract.  Total energy 
costs are no higher than the current costs and, at the end of the pay-
back period, the department benefits from reduced energy costs.  The 
contract also specifies the adjustments that will be made to reflect 
inflation and changes in energy consumption not related to the project. 
 
34.80 According to estimates prepared by the Department of Natural 
Resources, the federal government could save about $100 million a year 
on energy costs through the Federal Buildings Initiative.  Public Works 
estimates that its potential share of these annual savings is between 
$12 and $15 million. 
 
34.81 In addition to the potential for significant dollar savings, 



improving energy efficiency in federal buildings would make an 
important contribution towards achieving Canada's goal of stabilizing 
emissions of carbon dioxide and other greenhouse gases. 
 
34.82 According to Public Works officials, there are about 80 Crown-
owned office buildings that are suitable candidates for the Initiative. 
 To date, Public Works has implemented one energy saving project on the 
Harry Hays Building in Calgary, Alberta, (see Exhibit 34.7) and is in 
the process of negotiating contracts for three other buildings. 
 
 
Exhibit 34.7 is not available, see the Annual Report. 
 
 
34.83 Water conservation.  Many of the principles employed in the energy 
conservation program are directly applicable to water conservation.  
Indeed, departments considering an upgrade to their facilities could 
simultaneously implement energy and water conservation measures.  The 
Department of the Environment estimates that $30 million a year could 
be saved by improving the efficiency of water use in all federal 
facilities. 
 
34.84 During 1993, the Environmental Services Division in Public Works 
conducted an audit of 116 of the Department's Crown-owned buildings 
across Canada.  A February 1994 report concluded that energy and water 
audits had not been conducted at most facilities and that strategies 
for energy and water conservation had not yet been defined by Public 
Works. 
 
34.85 Our discussions with officials at Public Works and the departments 
of Natural Resources and the Environment, along with our own 
observations, confirmed the need for Public Works to assess the results 
and risks of its pilot energy and water conservation projects and to 
plan similar measures in other suitable buildings. 
 
34.86 The Department should: 
 
a)develop a plan to provide more stable funding for major maintenance 

and renovation of its buildings; 
 
b)be certain that it has appropriate management information on asset 

condition, building costs and performance, and the consolidated 
requirements for repairs and maintenance; 

 
c)ensure that appropriate maintenance standards are in place and 

consistently applied in each region; and 
 
d)assess the results and risks of its pilot energy and water 

conservation projects and, where appropriate, implement similar 
measures in other suitable buildings as quickly as possible. 

 
Department's response: 
 
a)The National Investment Strategy and the 1995-96 Multi-Year 



Operational Plan submission relative to the capital plan of the 
Real Property Program identify the requirement, and necessary 
funding levels, to deliver a program of renovating Crown-owned 
assets (office and common-use) at a rate of 4 percent per year.  
The ability to be successful in the delivery of this plan is 
directly related to the acquisition of the necessary incremental 
funds. 

 
b)PWGSC, through its Asset Management Plan Policy and Building 

Management Plan process, has identified the management information 
required to appropriately manage the assets under its 
custodianship.  What has been lacking to this point are effective 
management information tools.  The tools (the Asset Planning and 
Asset Management systems) have been identified as business-
critical in the departmental strategic information technology plan 
and are planned for development in the coming years as resources 
can be made available. 

 
c)The Department is taking steps to enhance the quality of maintenance 

standards and their application across the country.  The steps 
include:  i) health and safety:  safety requirements checklist and 
associated policy and periodic audits; ii) environmental 
regulatory and health and safety requirements:  managerial 
framework including project prioritization, funding, 
implementation, audit and verification and reporting; iii) a 
workplan for maintenance with prudence and probity. 

 
d)For both energy and water conservation, we now have existing 

processes that will allow us to take maximum advantage of existing 
opportunities.  For example, the identification of savings 
possibilities has been incorporated directly into our annual 
building management planning process.  In this fiscal year alone, 
we intend to initiate up to 25 Federal Buildings Initiative 
projects.  Any quicker progress would not be consistent with the 
principle of prudence. 

 
Accountability and Incentives 
 
Accountability of tenant departments for office accommodation 
 
34.87 Should government departments pay rent for accommodation?  In our 
1991 chapter on leased office space, we observed that the fundamental 
question of whether government departments should pay rent for office 
accommodation was unresolved.  At the time of writing this report, the 
question is still unanswered. 
 
34.88 In 1991, we recommended that Public Works seek government 
resolution of the question of charging tenant departments for office 
accommodation.  In 1994, the Treasury Board Secretariat was asked by 
ministers to examine this issue and develop implementation options in 
consultation with Public Works and Government Services and other 
departments.  In our view, resolution of this fundamental issue is 
urgently needed to facilitate essential reforms in planning and 
managing office accommodation. 



 
34.89 User-pay systems for government accommodation are complex, and 
practices vary markedly within Canada and in other countries.  
Moreover, the concept of user pay has its supporters and opponents, 
depending upon various definitions of "good public administration". 
 
34.90 With a user-pay system, tenant departments would receive 
appropriations from which they would pay rent to Public Works, based on 
the estimated market rate for space occupied. 
 
34.91 Charging for accommodation has usually been a key element in past 
attempts to establish revenue dependency for Public Works.  As the 
wording suggests, Public Works would depend on revenues generated from 
providing accommodation and other services to finance all of its 
activities, including capital repairs and acquisitions. 
 
34.92 In 1985, the Nielsen Task Force on Program Review noted:  "Instead 
of revenue dependency becoming an initiative to reform Public Works, it 
has become a vast exercise in financial and information system 
development."  The Task Force observed: 
 
"Revenue dependency has been oversold by its advocates....it is not a 

panacea for Public Works or government accommodation problems.  It 
will not be very effective in controlling the demand of tenants 
for services.  The money tenants will need for services and rental 
accommodation will, in most cases, come from appropriations and be 
"passed through" to Public Works.  Displaying accurate 
accommodation costs in departmental estimates is unlikely to 
improve discipline because such costs are so minor an element of 
departmental budgets.  In the United States, Great Britain and the 
two Canadian provinces using Crown corporations to deliver 
accommodation, control of tenant demands is still exercised by 
versions of entitlement standards, enforced by central agencies." 

 
34.93 Supporters of user pay for accommodation claim that departments 
would be more aware of the cost of accommodation and would therefore 
restrain their space demands in terms of location, quality and 
quantity. 
 
34.94 Opponents of user pay argue that to introduce the concept without 
giving tenant departments "optionality" - the freedom to choose their 
own office space - and without forcing Public Works to compete with the 
private sector would simply add to the administrative process and 
create little overall savings in accommodation.  Accommodation costs 
would merely be passed through to the tenant departments, using an 
elaborate accounting and billing system. 
 
34.95 A further problem is that optionality is generally considered 
unworkable in areas where the federal government is a dominant user of 
office space, such as the National Capital Region.  Public Works and 
Government Services holds 42 percent of its Crown-owned office space 
and 45 percent of its leased office space in the National Capital 
Region.  In such a market, one common service provider (Public Works) 
who knows the local real estate market can deal most effectively with 



private sector real estate firms (the supply side) and optimize tenant 
requests (the demand side) with the available Crown property holdings. 
 In our opinion, optionality for accommodation in the National Capital 
Region would be impractical and very likely lead to suboptimizing 
government resources for accommodation. 
 
34.96 According to Public Works and Government Services officials, 
jurisdictions that have introduced optionality have suffered from an 
exodus to more attractive leased space and consequently have large 
inventories of vacant public sector buildings, which are difficult to 
rent out or to dispose of in glutted markets.  Since the changes in 
real property organization in most jurisdictions are relatively recent, 
it is too early to fully evaluate their impact.  Public Works continues 
to monitor the pros and cons of these organizational changes in Canada 
and abroad. 
 
34.97 In 1988, when it was decided to transfer the administration of 
accommodation policies to Public Works, Treasury Board decided to defer 
consideration of the issue of charging rent to all departments until 
the end of the implementation process.  Treasury Board will evaluate 
Public Works' increased managerial control of the accommodation program 
and assess the viability of user pay for accommodation.  The evaluation 
had not yet been conducted at the time of writing this report. 
 
34.98 In our 1991 chapter on federal government building leases, we 
concluded that: 
 
"The revenue dependency concept can work for common service agencies in 

some situations, but it is not a panacea.  These agencies 
invariably require good management practices, appropriate 
management information systems, adequate controls and realistic 
performance measurement systems no matter how they are organized 
or how their services are financed." 

 
34.99 We still hold to our conclusion for revenue dependency and the 
related practice of user pay for accommodation. 
 
34.100 Monitoring departmental space usage and providing better 
performance information.  For many years, Public Works has been 
responsible for monitoring compliance with Treasury Board policies on 
the amount, quality and location of office accommodation for tenant 
departments.  In its control role, the Department must ensure that 
requests for space are met with optimal use of existing inventory 
(Crown-owned and leased), best value for money and integrity in the 
tendering process. 
 
34.101 In September 1993, the responsibility for the development and 
enforcement of office accommodation policies was transferred to Public 
Works and Government Services.  Under the new framework, called Shared 
Accommodation Leadership, the Department is working in partnership with 
tenants to establish benchmarks and standards for office accommodation 
(see Exhibit 34.8). 
 
Exhibit 34.8 



 
Shared Accommodation Leadership 
 
Public Works' "Shared Accommodation Leadership" (SAL) is the latest 
initiative designed to improve accountability for office accommodation. 
SAL sets out the responsibilities as follows: 
 
Public Works and Government Services: 
 
•has the mandate and is accountable for allocating all office space to 

its tenant departments; 
 
•is accountable for effectively acquiring and managing office space; 

and 
 
•will develop, maintain and apply benchmarks and performance indicators 

on the use of accommodation. 
 
Tenant departments: 
 
•are accountable for planning and using office space effectively and 

efficiently. 
 
Public Works and tenants: 
 
•will share accountability through a Master Occupancy Agreement that 

outlines space standards for their requirements, a framework 
for accountability, performance indicators and reporting 
requirements. 

 
34.102 Concurrent with the establishment of this framework, the 
Treasury Board directed the Department to develop a comprehensive plan, 
in consultation with tenants and Treasury Board, to achieve a 10 
percent reduction in the amount of accommodation used by the 
government. 
 
34.103 The framework offers tenant departments certain choices:  it 
enables them to take a lead role in defining their accommodation 
requirements and to be accountable for how their space is used.  In 
addition, tenants are able to negotiate exceptions to standards but are 
required to pay for those exceptions. 
 
34.104 Since 1963, Public Works has been showing the imputed value 
of accommodation provided without charge to tenant departments.  
Despite the disclosure of this information, it is generally recognized 
that since the space is free to most departments, there are few strong 
incentives for them to limit their use of space.  For example, there is 
no disclosure of space usage against a baseline standard. 
 
34.105 In our opinion, there has to be more "bite" to the 
accountability system for tenant departments.  This might include, for 
example, a self-assessment or self-monitoring system to ensure that 
each tenant keeps its space within a predetermined range. 
 



34.106 Public Works and Government Services has an important 
regulatory role at a macro-level in the central management of 
government accommodation.  However, it is impractical and too expensive 
for the Department to monitor tenant departments at a micro-level.  
Departments have to provide accurate occupancy information to Public 
Works and periodically validate information on their space usage. 
 
34.107 Our 1991 audit of leased office space, externally prepared 
asset management plans and departmental internal studies have noted the 
problems with the Department's property management information.  Our 
observations from this audit reaffirm that there is still a need for 
better property management information, including tenant occupancy 
data. 
 
34.108 To monitor the current use of space by each tenant, Public 
Works and Government Services prepares summary accommodation 
performance reports using three indicators:  square metres per person, 
costs per square metre and costs per person.  (In this context, "costs" 
are imputed market-based rents, not actual cash expenditures.)  Public 
Works and Government Services has provided this information to tenant 
departments as of March 1994 and intends to publish the performance 
indicators along with external benchmarks, by tenant department, in its 
1995-96 Estimates.  We support this initiative to report accommodation 
information to Parliament and encourage the Department to report actual 
expenditures by tenant department, as well. 
 
Accountability within Public Works for managing buildings and projects 
 
34.109 The present accountability structure in Public Works dates 
back to 1986 and is based on the recommendations of the Nielsen Task 
Force.  In order to operate the Real Property Program in a more 
"businesslike manner" and improve accountability, a buyer-seller 
relationship was established between the Real Property Branch and the 
two services branches, Realty Services and Architectural and 
Engineering. 
 
34.110 Officials of the Real Property Branch, the custodian of 
office and certain other government facilities, believe they are 
accountable for those facilities and that the service branches should 
provide them with services, as would any third-party supplier.  They 
pointed out, however, that, unlike owners/investors in the private 
sector, they do not have the option to use other suppliers if they are 
not satisfied with the internal service branches.  They also stated 
that a quality assurance program is not in place to ensure that the 
branches comply with the terms of internal service contracts.  In 
brief, they believe that a more businesslike approach with an arms-
length relationship is needed. 
 
34.111 Departmental and interbranch charging for realty, 
architectural and engineering services was initiated to encourage cost 
awareness on the part of both tenant departments and the Real Property 
Program within Public Works and Government Services. 
 
34.112 The application of the buyer-seller model within Public Works 



has contributed to the establishment of a complex system of interbranch 
service agreements, memoranda of understanding and internal charging 
practices.  Rather than making the Department more businesslike and 
clarifying accountability, it has had the opposite effect, diverting 
efforts from managing buildings to managing internal processes.  In 
particular, it has made the departmental programs bureaucratic and 
costly to administer.  Departmental officials cited the following 
problems: 
 
 • the tendency to defer repairs and maintenance to improve the 
short-term financial performance of buildings; 
 
 • unproductive internal competition between service branches in 
the face of a shrinking workload; and 
 
 • excessive internal paperwork and complicated administrative 
processes. 
 
34.113 Internal audit reviews of cost overruns on recently completed 
building renovation projects concluded that project problems were 
partly attributable to overlap, duplication and confusion over the 
roles and responsibilities of the Real Property Branch, Realty Services 
Branch and the Architectural and Engineering Branch. 
 
34.114 Recent client surveys and client consultation workshops 
indicated that clients still felt that too many people were involved in 
certain projects and, often, it was unclear who was in charge.  For 
example, respondents to a survey conducted in one of the regions stated 
that "more work needs to be done in this area in order to ensure that 
there is true accountability of the Real Property Branch personnel for 
all services provided by Public Works and that this accountability is 
recognized and supported by the other branches in the region, that is, 
by the Realty and Architectural and Engineering Branches." 
 
34.115 A November 1992 operational review by external consultants 
and our own audit work have found that there is an excessive amount of 
complexity involved in the day-to-day management of Public Works.  
According to estimates provided in the review, annual savings of $12 
million could be achieved through reduction and simplification of 
administrative practices. 
 
34.116 We observed that in regions where Public Works branches 
generally co-operated with each other and worked toward a common goal, 
it was reflected in operational results.  There were fewer problem 
projects, less chance of duplication of services and a sense that 
technical specialists were consulted when they were needed.  In brief, 
the commitment to providing office accommodation and to serving tenant 
departments encouraged staff to better manage interbranch activities. 
 
34.117 We believe that the moment is opportune to examine once again 
the assumptions that underlie the structural and operational changes 
that have been implemented over the past decade. 
 
34.118 The re-examination should include the roles, responsibilities 



and accountabilities of the current branches of Public Works.  In June 
1994, the Deputy Minister appointed a task force to study the 
organization of the Public Works branches.  The task force is expected 
to submit its preliminary recommendations by the fall of 1994. 
 
34.119 The government should address the fundamental accommodation 
issue of whether departments should pay rent for accommodation and the 
question of whether to give departments greater freedom to choose their 
own office space. 
 
Treasury Board Secretariat's response:  The government is actively re-
evaluating the issue of user pay for office accommodation.  Until now, 
the government has made a conscious decision not to implement such a 
system for office accommodation due to the need to resolve the 
complexities and issues that are raised by the Auditor General.  It 
should be noted that all special purpose accommodation has always been 
subject to a user pay regime. 
 
Department's response:  The issue of corporate autonomy and control 
over accommodation costs as for other overhead items of government 
programs - such as salaries, telecommunications - is a fundamental 
issue of governance.  The question is whether the government-wide goals 
of cost containment and broader objectives are best met through 
centralized or decentralized control.  Government in Canada has made 
decisions on both sides of this issue.  Arguably, where standards and 
reporting exist, the value added of user pay is doubtful.  PWGSC has 
committed to reporting to the Treasury Board Secretariat on the 
feasibility of user pay for accommodation following its assessment of 
the success of Shared Accommodation Leadership (SAL), which is in the 
early stages of implementation.  SAL provides tenant departments with 
greater degrees of flexibility and choice related to accommodation 
standards (and therefore satisfaction) together with greater 
accountability for the consequences of choice.  Treasury Board Senior 
Advisory Committee and Treasury Board endorsed SAL as a valuable 
incremental step towards the evaluation of user pay. 
 
34.120 The government should ensure that tenant departments are held 
accountable for the efficient use of their office space. 
 
Department's response:  The Shared Accommodation Leadership policy 
framework developed by PWGSC clearly states that tenants are 
accountable for the efficient use of space during occupancy and share a 
responsibility for the identification of space optimization 
opportunities.  (The development of space optimization strategies will 
be led by PWGSC, in consultation with the tenant department.)  PWGSC is 
attempting to increase tenant sensitivity to their accountability for 
space use by annually communicating and publishing key indicators on 
tenant accommodation utilization and to ensure that this utilization is 
consistent with normative benchmarks for other organizations with 
comparable operational requirements.  Consideration will be given to 
the re-affirmation of the principle of tenant accountability for the 
use of office space in connection with the development of the strategy 
to achieve a 10 percent reduction in accommodation. 
 



34.121 Public Works and Government Services should: 
 
a)make certain that its various branches co-operate and co-ordinate 

their work to provide office accommodation and service to 
departments, with clear and consistent delineation of staff roles 
and responsibilities and project leadership; and 

 
b)in carrying out initiatives to simplify and reduce the costs of its 

services and administrative practices, improve its management 
information on departments' use of space. 

 
Department's response: 
 
a)A current organizational review is identifying ways and means of re-

engineering the Public Works components of the Department in a 
manner which makes it more efficient and clarifies lines of 
accountability.  Project roles and responsibilities will be re-
examined within the new framework of accountabilities. 

 
b)PWGSC has realized considerable progress over the last few years 

through a concerted effort to improve the quality of management 
information captured in its accommodation information system. 

 
As noted, PWGSC will formally publish key indicators on tenant use of 

accommodation in the 1995-96 Estimates (Part IIIs).  PWGSC 
experience has been that tenants have acknowledged the 
criticalness of this information and have attached a high priority 
to ensuring data accuracy.  It is the intention of PWGSC to 
publish this information on an annual basis and therefore initiate 
a systematic annual validation of the accuracy of tenant 
information contained in departmental accommodation inventory 
management systems.  It is felt that the sensitivity and 
visibility of this data is such that departments will ensure that 
the PWGSC information continues to reflect current and accurate 
information. 

 
PWGSC also has under way systems initiatives to upgrade management of 

tenant demand (implementation beginning September 1994) and 
occupancy agreements (implementation in 1995).  It is expected 
that the implementation of these systems will significantly 
enhance the capacity of the Department to effectively and 
efficiently manage information on departments' use of space by 
making the information readily accessible to all real property 
officers through a direct automated interface with the data base. 



      R.S., c. A-17 
 
     An Act respecting the office of the Auditor 
    General of Canada and matters related 
        or incidental thereto 
 
       SHORT TITLE 
 
Short title  1. This Act may be cited as the Auditor General 

Act.  1976-77, c. 34, s.1. 
 
      INTERPRETATION 
 
Definitions  2. In this Act, 
 
Auditor General"Auditor General" means the Auditor General of Canada 

appointed pursuant to subsection 3(1); 
 
Crown corporation"Crown corporation" has the meaning assigned by 

section 83 of the Financial Administration Act; 
 
Department"department" has the meaning assigned to that term by section 

2 of the Financial Administration Act; 
 
Registrar"registrar" means the Bank of Canada and a registrar appointed 

under Part IV of the Financial Administration Act. 
 1976-77, c. 34, s.2, 1984, c. 31, s.14. 

 
      AUDITOR GENERAL OF CANADA 
 
Appointment and 
tenure of office 3. (1) The Governor in Council shall, by 

commission under the Great Seal, appoint a 
qualified auditor to be the officer called the 
Auditor General of Canada to hold office during 
good behaviour for a term of ten years, but the 
Auditor General may be removed by the Governor in 
Council on address of the Senate and House of 
Commons. 

 
Idem (2) Notwithstanding subsection (1), the Auditor General ceases to 

hold office on attaining the age of sixty-five 
years. 

 
Re-appointment (3) Once having served as the Auditor General, a person 

is not eligible for re-appointment to that office. 
 
Vacancy (4) In the event of the absence or incapacity of the Auditor 

General or if the office of Auditor General is 
vacant, the Governor in Council may appoint a 
person temporarily to perform the duties of Auditor 
General.  1976-77, c. 34, s.3. 

 
Salary 4. (1) The Auditor General shall be paid a salary equal to 



the salary of a puisne judge of the Supreme Court 
of Canada. 

 
Pension benefits (2) The provisions of the Public Service 

Superannuation Act, other than those relating to 
tenure of office, apply to the Auditor General 
except that a person appointed as Auditor General 
from outside the Public Service may, by notice in 
writing given to the President of the Treasury 
Board not more than sixty days after the date of 
his appointment as Auditor General, elect to 
participate in the pension plan provided for in the 
Diplomatic Service (Special) Superannuation Act in 
which case the provisions of that Act, other than 
those relating to tenure of office, apply to him 
and the provisions of the Public Service 
Superannuation Act do not apply to him.  1976-77, 
c. 34, s.4; 1980-81-82-83, c. 50 s.23, c. 55, s.1. 

 
        DUTIES 
 
Examination 5. The Auditor General is the auditor of the accounts 

of Canada, including those relating to the 
Consolidated Revenue Fund and as such shall make 
such examinations and inquiries as he considers 
necessary to enable him to report as required by 
this Act.  1976-77, c. 34, s.5. 

 
Idem 6. 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.  1976-77, c. 34, 
s. 6; 1980-81-82-83, c. 170, s. 25. 

 
Annual and 
additional reports 
to the House of 
Commons 7. (1) The Auditor General shall report annually to the 

House of Commons and may make, in addition to any 
special report made under subsection 8(1), not more 
than three additional reports in any year to the 
House of Commons 

 
(a) on the work of his office; and, 
 
(b) on whether, in carrying on the work of his office, he received all 

the information and explanations he required. 



 
Idem (2) Each report of the Auditor General under subsection (1) shall 

call attention to anything that he considers to be 
of significance and of a nature that should be 
brought to the attention of the House of Commons, 
including any cases in which 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; 

 
(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. 

 
Submission of 
annual report to 
Speaker and 
tabling in the 
House of 
Commons (3) Each annual report by the Auditor General to the House 

of Commons shall be submitted to the Speaker of the 
House of Commons on or before December 31 in the 
year to which the report relates and the Speaker of 
the House of Commons shall lay each such report 
before the House of Commons forthwith after 
receiving it or, if that House is not then in 
sitting, on any of the first fifteen days on which 
that House is sitting after the Speaker receives 
it. 

 
Notice of 
additional reports 
to Speaker and 
tabling in the 
House of 
Commons (4) Where the Auditor General proposed to make an additional 

report under subsection (1), the Auditor General 
shall send written notice to the Speaker of the 



House of Commons of the subject-matter of the 
proposed report. 

 
Submission of 
additional reports 
to Speaker and 
tabling in the 
House of 
Commons (5) Each additional report of the Auditor General to the 

House of Commons made under subsection (1) shall be 
submitted to the House of Commons on the expiration 
of thirty days after the notice is sent pursuant to 
subsection (4) or any longer period that is 
specified in the notice and the Speaker of the 
House of Commons shall lay each such report before 
the House of Commons forthwith after receiving it 
or, if that House is not then sitting, on any of 
the first fifteen days on which that House is 
sitting after the Speaker receives it.  1976-77, c. 
34, s. 7; 1994, c.32, s.1 and 2. 

 
Special report to 
the House of 
Commons 8. (1) The Auditor General may make a special report to 

the House of Commons on any matter of pressing 
importance or urgency that, in the opinion of the 
Auditor General, should not be deferred until the 
presentation of the next report under subsection 
7(1). 

 
Submission of 
reports to 
Speaker and 
tabling in the 
House of 
Commons (2) Each special report of the Auditor General to the House 

of Commons made under subsection (1) or 19(2) shall 
be submitted to the Speaker of the House of Commons 
and shall be laid before the House of Commons by 
the Speaker of the House of Commons forthwith after 
receipt thereof by him, or if that House is not 
then sitting, on the first day next thereafter that 
the House of Commons is sitting.  1976-77, c. 34, 
s.8; 1994, c.32, s.3. 

 
Idem 9. The Auditor General shall 
 
(a) make such examination of the accounts and records of each 

registrar as he deems necessary, and such other 
examinations of a registrar's transactions as the 
Minister of Finance may require, and; 

 
(b) when and to the extent required by the Minister of Finance, 

participate in the destruction of any redeemed or 



cancelled securities or unissued reserves of 
securities authorized to be destroyed under the 
Financial Administration Act; 

 
and he may, by arrangement with a registrar, maintain custody and 

control, jointly with that registrar, of cancelled 
and unissued securities.  1976-77, c. 34, s.9. 

 
Improper 
retention of 
public money 10. Whenever it appears to the Auditor General that any 

public money has been improperly retained by any 
person, he shall forthwith report the circumstances 
of the case to the President of the Treasury Board. 
 1976-77, c. 34, s.10. 

 
Inquiry and report 11. The Auditor General may, if in his opinion 

such an assignment does not interfere with his 
primary responsibilities, whenever the Governor in 
Council so requests, inquire into and report on any 
matter relating to the financial affairs of Canada 
or to public property or inquire into and report on 
any person or organization that has received 
financial aid from the Government of Canada or in 
respect of which financial aid from the Government 
of Canada is sought.  1976-77, c. 34, s.11. 

 
Advisory powers 12. The Auditor General may advise appropriate officers 

and employees in the public service of Canada of 
matters discovered in his examinations and, in 
particular, may draw any such matter to the 
attention of officers and employees engaged in the 
conduct of the business of the Treasury Board.  
1976-77, c. 34, s.12. 

 
      ACCESS TO INFORMATION 
 
Access to 
information 13. (1) Except as provided by any other Act of 

Parliament that expressly refers to this 
subsection, the Auditor General is entitled to free 
access at all convenient times to information that 
relates to the fulfilment of his responsibilities 
and he is also entitled to require and receive from 
members of the public service of Canada such 
information, reports and explanations as he deems 
necessary for that purpose. 

 
Stationing of 
officers in 
departments (2) In order to carry out his duties more effectively, 

the Auditor General may station in any department 
any person employed in his office, and the 
department shall provide the necessary office 



accommodation for any person so stationed. 
 
Oath of secrecy (3) The Auditor General shall require every person 

employed in his office who is to examine the 
accounts of a department or of a Crown corporation 
pursuant to this Act to comply with any security 
requirements applicable to, and to take any oath of 
secrecy required to be taken by, persons employed 
in that department or Crown corporation. 

 
Inquiries (4) The Auditor General may examine any person on oath on 

any matter pertaining to any account subject to 
audit by him and for the purposes of any such 
examination the Auditor General may exercise all 
the powers of a commissioner under Part I of the 
Inquiries Act.  1976-77, c. 34, s.13. 

 
Reliance on audit 
reports of Crown 
corporations 14. (1) Notwithstanding subsections (2) and (3), in 

order to fulfil his responsibilities as the auditor 
of the accounts of Canada, the Auditor General may 
rely on the report of the duly appointed auditor of 
a Crown corporation or of any subsidiary of a Crown 
corporation. 

 
Auditor General 
may request 
information (2) The Auditor General may request a Crown corporation 

to obtain and furnish to him such information and 
explanations from its present or former directors, 
officers, employees, agents and auditors or those 
of any of its subsidiaries as are, in his opinion, 
necessary to enable him to fulfil his 
responsibilities as the auditor of the accounts of 
Canada. 

 
Direction of the 
Governor in 
Council (3) If, in the opinion of the Auditor General, a Crown 

corporation, in response to a request made under 
subsection (2), fails to provide any or sufficient 
information or explanations, he may so advise the 
Governor in Council, who may thereupon direct the 
officers of the corporation to furnish the Auditor 
General with such information and explanations and 
to give him access to those records, documents, 
books, accounts and vouchers of the corporation or 
any of its subsidiaries access to which is, in the 
opinion of the Auditor General, necessary for him 
to fulfil his responsibilities as the auditor of 
the accounts of Canada.  1976-77, c. 34, s.14. 

 
     STAFF OF THE AUDITOR GENERAL 



 
Officers, etc. 15. (1) Such officers and employees as are necessary 

to enable the Auditor General to perform his duties 
shall be appointed in accordance with the Public 
Service Employment Act. 

 
Contract for 
professional 
services (2) Subject to any other Act of Parliament or regulations 

made thereunder, but without the approval of the 
Treasury Board, the Auditor General may, within the 
total dollar limitations established for his office 
in appropriation Acts, contract for professional 
services. 

 
Delegation to 
Auditor General (3) The Auditor General may exercise and perform, in 

such manner and subject to such terms and 
conditions  as the Public Service Commission 
directs, the powers, duties and functions of the 
Public Service Commission under the Public Service 
Employment Act, other than the powers, duties and 
functions of the Commission in relation to appeals 
under section 21 of that Act and inquiries under 
section 34 of that Act. 

 
Suspension (4) The Auditor General may suspend from the performance of 

his duty any person employed in his office.  1976-
77, c. 34, s.15; 1992, c.54, s.79. 

 
Responsibility for 
personnel 
management 16. In respect of persons employed in his office, the 

Auditor General is authorized to exercise the 
powers and perform the duties and functions of the 
Treasury Board under the Financial Administration 
Act that relate to personnel management including 
the determination of terms and conditions of 
employment and the responsibility for employer and 
employee relations, within the meaning of paragraph 
(1)(e) and sections 11 to 13 of that Act.  1976-77, 
c. 34, s.16. 

 
Classification 
standards 17. Classification standards may be prepared for persons 

employed in the office of the Auditor General to 
conform with the classifications that the Auditor 
General recognizes for the purposes of that office. 
 1976-77, c. 34, s.18. 

 
Delegation 18. The Auditor General may designate a senior member of his 

staff to sign on his behalf any opinion that he is 
required to give and any report, other than his 
annual report on the financial statements of Canada 



made pursuant to section 64 of the Financial 
Administration Act and his reports to the House of 
Commons under this Act and any member so signing an 
opinion or report shall indicate beneath his 
signature his position in the office of the Auditor 
General and the fact that he is signing on behalf 
of the Auditor General.  1976-77, c. 34, s.19. 

 
       ESTIMATES 
 
Estimates 19. (1) The Auditor General shall annually prepare an 

estimate of the sums that will be required to be 
provided by Parliament for the payment of the 
salaries, allowances and expenses of his office 
during the next ensuing fiscal year. 

 
Special report (2) The Auditor General may make a special report to 

the House of Commons in the event that amounts 
provided for his office in the estimates submitted 
to Parliament are, in his opinion, inadequate to 
enable him to fulfil the responsibilities of his 
office.  1976-77, c. 34, s.20. 

 
Appropriation 
allotments 20. The provisions of the Financial Administration Act with 

respect to the division of appropriations into 
allotments do not apply in respect of 
appropriations for the office of the Auditor 
General.  1976-77, c. 34, s.21. 

 
    AUDIT OF THE OFFICE OF THE AUDITOR GENERAL 
 
Audit of the office 
of the Auditor 
General 21. (1) A qualified auditor nominated by the Treasury Board 

shall examine the receipts and disbursements of the 
office of the Auditor General and shall report 
annually the outcome of his examinations to the 
House of Commons. 

 
Submission of 
reports and 
tabling (2) Each report referred to in subsection (1) shall be 

submitted to the President of the Treasury Board on 
or before the 31st day of December in the year to 
which the report relates and the President of the 
Treasury Board shall lay each such report before 
the House of Commons within fifteen days after 
receipt thereof by him or, if that House is not 
then sitting, on any of the first fifteen days next 
thereafter that the House of Commons is sitting.  
1976-77, c. 34, s.22. 



 REPORT TO THE HOUSE 
 Thursday, April 28, 1994 
 
 The Standing Committee on Public Accounts has 
 the honour to present its 
 
 FIRST REPORT 
 
 Pursuant to Standing Order 108(3)(d), the Committee considered 
Chapter 5 of the 1993 Auditor General's Report (Information for 
Parliament - Understanding Deficits and Debt). 
 
Introduction 
 
 Everyone agrees that the issue of deficits and debt is a major 
concern of Canadians. Canadians should therefore have an opportunity to 
become well informed about Canada's current economic and fiscal 
situation and the related challenges that it will face in the future. 
 
 Responsibility for making decisions on behalf of all Canadians, 
for passing and amending legislation, for making appropriations and for 
deciding how the funds will be used, lies with Parliament. Members of 
Parliament must at all times account for their actions and explain the 
consequences of these to their constituents. It is therefore essential 
that legislators have access to high-quality information. Hence, it was 
with this in mind that the Committee decided to begin its proceedings 
with the consideration of Chapter 5 of the Auditor General's Report. 
Indeed, the Committee believes that information could be communicated 
to Parliament more simply and on a more regular basis. 
 
Background 
 
 For many years, the Auditor General has been advocating the 
importance of information that is of high quality and, especially, easy 
to understand. In his 1991 report, he proposed a scorecard whereby 
Canadians could better assess the government's performance in terms of 
discrepancies between economic forecasts and actual results. Canadians 
could then easily determine whether the government was deviating from 
its forecasts and, if so, to what extent. In his 1992 report, the 
Auditor General proposed publishing simple indicators on the 
government's financial condition. In his most recent report, he went 
one step further by proposing a set of indicators which would present 
the financial situation in a simple, easily understood format. 
 
 During the two meetings held on Chapter 5, the Committee inquired 
into how the Department of Finance and the Treasury Board (Office of 
the Comptroller General) performed their duties in terms of providing 
the public the necessary information for understanding deficits and 
debt. In addition to focusing on the actual content of the information, 
the Committee also discussed whether the methods used to communicate 
this information were adequate. 
 
A. Methods of communicating information 
 



 The Committee supports the Department of Finance in its plan to 
take concrete steps to improve the timeliness and readability of its 
financial information, while preserving the necessary detail. The 
government is committed to changing the budget documents to make them 
easier to understand. In addition, the various versions of "The Fiscal 
Monitor" are being improved and should include the indicators proposed 
by the Auditor General. 
 
 The Committee asks the Department of Finance to pursue its 
initiative of issuing an annual financial report, which will appear 
earlier than and separate from the Public Accounts and be presented in 
a format similar to that found in the private sector. This annual 
financial report will contain, among other things, condensed financial 
statements and 10-year tables of financial data. 
 
 The Committee believes, however, that this document will be useful 
only to the extent that it contains easily understood information. The 
Committee therefore recommends: 
 
That the Department of Finance consider the recommendations in this 
report in order to incorporate them in its next annual financial 
report; 
 
That the Department of Finance consult the Committee, not later than 
four weeks after this report is tabled, in order to discuss the 
detailed outline of its financial report so that the Committee can 
comment on this report before it is published. 
 
 The Committee is also of the opinion that the information in the 
report must be sound. At present, the government's condensed financial 
statements published in the Public Accounts are not audited in the same 
way as the detailed financial statements. The Committee therefore 
recommends: 
 
That the Auditor General audit the condensed financial statements of 
the Government of Canada beginning with the 1993-1994 fiscal year and 
in all subsequent fiscal years. 
 
B. Publication of simple indicators 
 
 The Committee firmly believes that the publication of indicators 
is a step towards an understanding of debt and deficits. Indeed, in the 
Committee's view, simple methods such as the publication of indicators 
can be used to encourage Canadians to take a greater interest in 
Canada's economic and fiscal situation. 
 
 The Committee recognizes the need to devise a few, simple, 
regularly reported indicators that would present historical trends. A 
consensus appears to have emerged around the five indicators proposed 
by the Auditor General in his report. These are as follows: (1) the 
interest bite; (2) the program share; (3) the tax bite; (4) the 
expenditure ratio and (5) the debt-to-GDP ratio. A definition of each 
of these indicators is included in Appendix A. 
 



 The Committee supports the publication of the five indicators 
proposed by the Auditor General. The Department of Finance also 
supports this position, as it will be using the same five indicators. 
These indicators are already provided in Section 1, Volume 1, of the 
Public Accounts and the government plans to include them in its annual 
financial report and in its periodic reports. The Committee believes 
that this will make it possible for the indicators to be more widely 
distributed. 
 
 The Committee fully agrees that there should be only a few such 
indicators. However, the Committee does not wish to exclude the 
possibility of adding other indicators to the existing list, in the 
future. For example, the Committee believes that it might be 
appropriate to include an indicator to reflect Canada's foreign 
indebtedness. 
 
 In the Committee's view, it is also important that the indicators 
reflect, insofar as possible, the national situation. As the Auditor 
General has said many times, while there are several levels of 
government, there is only one taxpayer. The Committee acknowledges that 
there are some inconsistencies in accounting policies among the various 
jurisdictions. However, it believes that efforts ought to be made in 
order to eliminate the differences among these accounting policies. In 
this regard, the Committee welcomes the planned study by the Canadian 
Institute of Chartered Accountants (CICA) of the indicators of the 
financial condition of the federal and provincial governments. The 
Committee therefore recommends: 
 
That the Department of Finance consider the conclusions and 
recommendations of the CICA study when that study is completed. In the 
meantime, the Committee suggests that the Department of Finance 
increase its efforts to promote standardization of financial reporting 
with the provinces in order to speed up the publication of national 
indicators. 
 
C. Scorecard 
 
 The government currently publishes two types of scorecards: one in 
the budget plan, the other in Section 1, Volume 1, of the Public 
Accounts. The Committee, nevertheless, believes that some of the 
elements required to provide a complete picture of the government's 
targets, variances and the reasons for those variances are missing in 
both of these scorecards. The Committee believes that a single 
scorecard is sufficient, provided it is understandable. In the 
Committee's view, a scorecard should include a table containing a 
breakdown of revenues and expenditures, budget forecasts, actual 
results and variances for each category. An explanation of the 
variances of each category should also be included in the scorecard. 
The Committee therefore recommends: 
 
That the Department of Finance and the Treasury Board review the two 
existing scorecards and consider the Committee's suggestions. 
Regardless of the format chosen, the Department of Finance and the 
Treasury Board should ensure that the presentation of the scorecard 



remains consistent from one year to the next. 
 
D. Publication of indicators on future trends 
 
 In addition to information on the government's past and current 
financial condition, the Committee believes that it is necessary to 
provide indicators on future trends. A projection of the longer-term 
results of current government policy directions is essential to an 
understanding of the present situation. In the Committee's view, these 
indicators of future trends will help Canadians become more aware of 
the potential impact on the debt if the government fails to reach its 
objectives. In this regard, the Committee is pleased with the intention 
of the Department of Finance to present documents providing a longer-
term perspective, from both the economic and budgetary standpoints. 
However, in order to secure more specific commitments, the Committee 
recommends: 
 
That the long-term projections of the Department of Finance cover a 5-
year period. The Department of Finance should plan to include the 
indicators proposed by the Auditor General, namely the debt-to-GDP 
ratio, the interest bite, the expenditure ratio and especially the full 
cost of accumulating annual deficits. The Department of Finance should 
also consider including an indicator that would make it possible to 
assess the impact of foreign indebtedness. 
 
E. Participation in the budget process 
 
 It is undeniable that one must have good information in order to 
be able to participate more effectively in the budget process. During 
the Committee's two meetings on deficits and debt, the Department of 
Finance many times mentioned its plans to take the necessary steps for 
making the documents more readable and more timely. The Committee feels 
that the Department must continue with the pre-budget consultations, 
which, beginning next fall, will include public hearings under the 
aegis of the House of Commons Standing Committee on Finance. The 
Committee believes that the government should increase its efforts to 
open up the budget process so as to assure Canadians that they will be 
heard. 
 
 In the Committee's view, the issue of deficits and debt should be 
discussed not only during pre-budget consultations but continuously. 
The Committee, moreover, encourages all Members of Parliament to use 
the indicators, among other things, to explain Canada's economic and 
fiscal situation more easily to their constituents. 
 
Appendix A 
 
Definitions of the five indicators of the government's financial 
condition 
 
The interest bite measures the share of government revenues that goes 
towards paying the interest on the debt. 
 
The program share measures the amount of revenues that is devoted to 



program spending, that is, the funds allocated to pay for the goods and 
services delivered by the government. 
 
The expenditure ratio brings together program spending and interest 
costs and sheds light on whether total spending exceeds revenues. 
 
The tax bite measures tax revenues as a percentage of national income 
or the Gross Domestic Product (GDP). 
 
The debt-to-GDP ratio measures the total volume of debt in the context 
of national income. 
 
 Pursuant to Standing Order 109, the Committee requests the 
government to table a comprehensive response to this report. 
 
 A copy of the relevant Minutes of Proceedings and Evidence (Issues 
Nos. 2, 3, 6 and 7 which includes this Report) is tabled. 
 
Respectfully submitted, 
 
Richard Bélisle, 
 
Chair. 
 
Appendix B 
 
Dissenting Opinion of Gilbert Fillion and 
René Laurin of the Bloc Québécois 
 
That the report be amended by the insertion, at the end of the section-
B. Publication of simple indicators-, of the following paragraph: 
 
If taxpayers are to understand fully the evolution of the deficit and 
the debt, they must be in a position to understand fully Canada's 
economic situation, because the financial situation depends on the 
state of the economy. The Committee therefore recommends: 
 
That the Department of Finance shall at regular intervals make public, 
in addition to the indicators it already publishes, the following 
economic predictors (for the short, medium and long terms) and the most 
recent forecasts by the Department of Finance involving these 
predictors, so that taxpayers can assess the Department's forecasts and 
the anticipated state of the economy: 
 
•· real gross domestic product (economic activity) 
•· unemployment rate (national and provincial) 
•· employment growth rate 
•· inflation rate (based on the CPI) 
•· exports and imports 
•· investments 
•· interest rates; 
 
as well as the following financial predictors: 
 



•· federal government revenues: 
 
•· personal and corporate income tax 
•· GST and other taxes 
•· unemployment insurance premiums 
•· total revenues; 
 
•· federal government expenditures: 
 
•· operating 
•· capital 
•· transfers to the provinces 
•· transfers to individuals 
•· unemployment insurance benefits 
•· total expenditures. 
 

REPORT TO THE HOUSE 
 

Tuesday, May 24, 1994 
 

The Standing Committee on Public Accounts 
has the honour to presents its 

 
SECOND REPORT 

 
 In accordance with its Order of Reference of Thursday, February 
24, 1994, your Committee has considered Vote 30 under FINANCE in the 
Main Estimates for the fiscal year ending March 31, 1995 and has agreed 
to report the following: 
 
 The Committee met with the Auditor General on April 27, 1994 to 
review the estimates for the Office of the Auditor General, hereinafter 
referred to as "the Office", for fiscal year 1994-95.  The meeting 
provided members of the Committee with an opportunity to ask questions 
about the role of the Office and the availability of sufficient funds 
to fulfil its mandate.  During its discussion with the Auditor General, 
the Committee raised the following concerns: 
 
- The Office's ability to examine overlap and duplication within 
government. 
 
- The Office's ability to examine unanticipated problems that 
require immediate attention. 
 
- Whether the Office has sufficient staff and resources to fulfil 
its mandate. 
 
- The impact on the Office's budget should the Auditor General be 
given the mandate to report to Parliament more than once a year. 
 
- Levels of overtime worked in preparation for the annual report.  
(The Auditor General indicated that overtime costs might be reduced 
should Bill C-207 be adopted). 
 



- The balance between professional and support services positions at 
the Office.  A concern was expressed that the greatest reduction in 
staffing has occurred at the technical support level; this might affect 
the quality of work done by professionals who might have to assume a 
greater burden of the support services themselves. 
 
 While the Committee received reassurances from the Auditor General 
in these areas, some concerns remained: 
 
- While the Committee is satisfied that the Office of the Auditor 
General has the funding it requires to fulfil its mandate for this 
fiscal year, it is nevertheless concerned that the ability of the 
Office to do its job not be unduly constrained in the years to come. 
 
- Employment equity:  The Auditor General was questioned about 
employment equity at the Office.  The Committee was pleased to note 
that in a number of respects, the Office has met or exceeded the 
targets set for the public service.  For example, women make up 17.7% 
of the management category while the target has been set at 15%.  In 
the science and professional categories, the target for women is 24%; 
50% of the positions in this area at the Office are filled by women.  
In other areas, however, the Office's record is less impressive.  For 
example, the number of positions held by indigenous people and those 
with disabilities in the management sector is below the established 
targets.  The Committee notes the efforts being made to meet targets 
and intends to review progress when it examines the Office's estimates 
for fiscal year 1995-96. 
 
 In general, however, the Committee was pleased to note that 
through careful management and the implementation of productivity 
improvements, the Office of the Auditor General has been able to reduce 
its expenditures for fiscal year 1994-95 by $3.8 million or 6.3% of 
last year's requirements.  Of this reduction, the largest portion - 
$2.0 million - comes as a result of voluntary restraint on the part of 
the Office. 
 
 The Committee congratulates the Auditor General and his Office on 
their ability to reduced their expenditures while at the same time 
continuing to provide information to Canadians and Parliament that is 
of the highest quality and utility. 
 
 Other departments and agencies of government that are currently 
looking for ways to provide better service at reduced cost to Canadians 
might well look to the Office of the Auditor General which is certainly 
one of the models to follow. 
 
 A copy of the relevant Minutes of Proceedings and Evidence (Issues 
Nos. 7 and 9 which includes this Report) is tabled. 
 
Respectfully submitted, 
 
Richard Bélisle, 
 
Chair. 



 
 REPORT TO THE HOUSE 
 
 Tuesday, May 24, 1994 
 
 The Standing Committee on Public Accounts has 
 the honour to present its 
 
 THIRD REPORT 
 
 In accordance with its Order of Reference of Thursday, February 
24, 1994, your Committee has considered Vote 30 under FINANCE in the 
Main Estimates for the fiscal year ending March 31, 1995 and reports 
the same. 
 
 A copy of the relevant Minutes of Proceedings and Evidence (Issues 
Nos. 7 and 9 which includes this Report) is tabled. 
 
Respectfully submitted, 
 
Richard Bélisle, 
 
Chair. 
 

REPORT TO THE HOUSE 
Monday, June 6, 1994 

The Standing Committee on Public Accounts has 
the honour to present its 

 
FOURTH REPORT 

 
 In accordance with its Order of Reference of Tuesday, May 3, 1994, 
your Committee has considered Bill C-207, an Act to amend the Auditor 
General Act (reports), and has agreed to report it with the following 
amendment: 
 
Clause 1 
 
 Strike out lines 4 to 11, on page 1, and substitute the following 
therefor: 
 
 "1.  The portion of subsection 7(1) of the Auditor General Act 
before paragraph (a) is replaced by the following: 
 
 7. (1)  The Auditor General shall report annually to the House of 
Commons and may make, in addition to any special report made under 
subsection 8(1), not more than three additional reports in any year to 
the House of Commons". 
 
Clause 2 
 
 Strike out lines 14 to 24, on page 1, and substitute the following 
therefor: 
 



 "(3)  Each annual report by the Auditor General to the House of 
Commons shall be submitted to the Speaker of the House of Commons on or 
before December 31 in the year to which the report relates and the 
Speaker of the House of Commons shall lay each such report before the 
House of Commons forthwith after receiving it or, if that House is not 
then sitting, on any of the first fifteen days on which that House is 
sitting after the Speaker receives it. 
 
 (4)  Where the Auditor General proposes to make an additional 
report under subsection (1), the Auditor General shall send written 
notice to the Speaker of the House of Commons of the subject-matter of 
the proposed report. 
 
 (5)  Each additional report of the Auditor General to the House of 
Commons made under subsection (1) shall be submitted to the House of 
Commons on the expiration of thirty days after the notice is sent 
pursuant to subsection (4) or any longer period that is specified in 
the notice and the Speaker of the House of Commons shall lay each such 
report before the House of Commons forthwith after receiving it or, if 
that House is not then sitting, on any of the first fifteen days on 
which that House is sitting after the Speaker receives it". 
 
Clause 3 
 
 Strike out lines 27 to 31, on page 1, and substitute the following 
therefor: 
 
 "8. (1)  The Auditor General may make a special report to the 
House of Commons on any matter of pressing importance or urgency that, 
in the opinion of the Auditor General, should not be deferred until the 
presentation of the next report under subsection 7(1)". 
 
Clause 4 
 
 Delete Clause 4. 
 
Clause 5 
 
 Delete Clause 5. 
 
 Your Committee has ordered.  - That the Bill, as amended, be 
reprinted as a working copy for the use of the House of Commons at 
Report Stage. 
 
 A copy of the Minutes of Proceedings and Evidence relating to this 
Bill (Issues Nos. 10, 12 and 13 which includes this Report) is tabled. 
 
Respectfully submitted, 
 
Richard Bélisle, 
 
Chair. 
 

REPORT TO THE HOUSE 



Tuesday, June 21, 1994 
 

The Standing Committee on Public Accounts 
has the honour to present its 

 
FIFTH REPORT 

 
 Pursuant to Standing Order 108(3)(d), your Committee has 
considered chapter 15 of the 1993 Report of the Auditor General and has 
agreed to report as follows: 
 
A. Introduction 
 
 The Committee held two meetings to examine chapter 15 of the 1993 
Annual Report of the Auditor General (Department of Fisheries and 
Oceans, Northern Cod Adjustment and Recovery Program). 
 
 The Committee is concerned that not all government programs 
include proper financial controls. It is also of the belief that full 
scrutiny and approval, by Parliament, of the programs for which it 
allocates funds, is a vital component of the legislative function. In 
the case of the Northern Cod Adjustment and Recovery Program (NCARP), 
these needs were not met fully. 
 
 Now that NCARP has ended, the Committee strongly believes that 
some valuable lessons have been learned from it. These lessons have 
considerable relevance for the development and implementation of future 
programs, and ultimately for the way in which Parliament conducts its 
affairs. It is out of concern that the kinds of problems experienced by 
NCARP be either averted or diminished in the future that the Committee 
makes its report and recommendations. 
 
B. Background 
 
 On 2 July 1992, the government responded to a sharp decline in 
Northern cod stocks on Canada's East coast by imposing a two-year 
moratorium on the fishery. This ban affected thousands of fishers and 
plant workers in Newfoundland and Labrador and the lower north shore of 
Quebec: it has been called the largest layoff in Canadian history. 
 
 At the same time that the moratorium was announced, the government 
indicated that those affected would receive emergency income assistance 
while a longer-term program to address the crisis was being developed 
by the Department of Fisheries and Oceans (hereafter cited as DFO or 
the Department). The long-term program was to last for the duration of 
the moratorium. 
 
 Action to help those who lost their livelihoods as a consequence 
of the moratorium was swift. Within ten days of the announcement the 
first income replacement cheques had been sent out. Four weeks later, 
the details of the long-term program (Northern Cod Adjustment and 
Recovery Program) were announced. 
 
 The Northern Cod Adjustment and Recovery Program (NCARP) had two 



basic objectives. The first was to replace the income lost by those 
affected by the moratorium. The second involved restructuring the 
fishery so that it would be better able to sustain itself once the 
moratorium had ended. 
 
 The Department of Fisheries and Oceans was responsible for 
delivering the income replacement and adjustment components of NCARP. 
In order to achieve the latter, the Department provided incentives to 
reduce the number of licences available for fishing Northern cod and 
offered an early retirement option to qualified individuals. Of a total 
estimated cost of $920 million, $527 million would be spent by DFO for 
its responsibilities under NCARP. 
 
 NCARP was based on the assumption that the moratorium would end 
after two years. However, cod stocks have not recovered to the extent 
hoped for: in December 1993, the government announced that the ban on 
cod fishing would be extended indefinitely. On 16 May 1994, NCARP 
expired: it has been replaced by the Atlantic Groundfish Strategy 
(TAGS). This program is slated to last five years and will spend more 
that $1.6 billion. 
 
 The Committee recognizes that the Department of Fisheries and 
Oceans, despite a number of substantial constraints, was obliged to 
develop and implement NCARP in a timely fashion. The Department had to 
respond to a situation for which there was no precedent, although there 
were signs that a stock decline in the fishery was imminent. 
Nevertheless, the Committee has learned from the Auditor General's 
Report and evidence gathered during its hearings on this issue that the 
program and especially the process behind it suffered from a number of 
serious problems. 
 
 The Committee's principal concerns are focused on two issues that 
have emerged from its study of NCARP: the need for substantive 
legislative authority for programs Parliament has voted funds for and 
the importance of proper financial controls for all programs. 
 
C. Legislative Authority 
 
 In order to conduct and fund its activities and programs, the 
government requires the authorization of Parliament. Government seeks 
this authorization in two ways. First, it may present Parliament with 
new legislation which, if adopted, will authorize government to conduct 
certain programs and to spend funds for the purposes described in the 
legislation. As an alternative, it may determine that sufficient 
authorization is contained in legislation already passed by Parliament. 
A second form of authorization is sought from Parliament in the form of 
annual appropriations which allocate funds for purposes Parliament has 
already approved. 
 
 In the case of NCARP, government clearly satisfied the second 
condition, receiving the funds to pay for the program through the 
Supplementary Estimates for 1992-93 and the Estimates for 1993-94. 
 
 Rather than tabling new legislation for NCARP, the government 



determined that it possessed sufficient authority to conduct the 
program under the Atlantic Fisheries Restructuring Act (AFRA). 
 
 However, the Auditor General informed the Committee that AFRA did 
not provide the clear and substantive legislative authority that was 
necessary. This assessment was partially confirmed by Treasury Board 
Secretariat which told the Committee that prior, substantive 
legislative authority for NCARP was not definitive. 
 
 Treasury Board Secretariat argued, however, that the grants paid 
out under NCARP constituted a form of government expenditure that did 
not require - in its view - legislative authority from Parliament. 
 
 During the Committee meeting, Treasury Board Secretariat indicated 
that it would be examining this issue in consultation with the Auditor 
General and the Privy Council Office. Treasury Board Secretariat made a 
commitment to communicate a formal government position to the Committee 
by the Fall. 
 
 The Committee supports Treasury Board Secretariat's intention and 
wishes to ensure that it produces results. The Committee therefore 
recommends: 
 
That Treasury Board Secretariat carry out its intention to develop a 
government position on the issue of when it is appropriate to use 
grants listed in the Estimates to introduce a new expenditure item 
where the legislative authority is not clear. 
 
That Treasury Board Secretariat consult the Office of the Auditor 
General on a regular basis in the preparation of this position. 
 
That Treasury Board Secretariat submit the completed document to the 
Committee no later than Fall, 1994. 
 
 Apart from the specific example of NCARP, the Committee is 
concerned generally about legislating through the Estimates. 
Accordingly, the Committee has endeavoured to identify ways in which 
Parliament may be assured that it will not be asked to approve funding 
for programs that lack clear legislative authority. 
 
 The Committee believes that steps can be taken that will help 
assure parliamentarians that the funding they approve will be for 
programs and activities Parliament has sanctioned. These measures will 
also help ensure that when government asks for funding from Parliament, 
it does so only after it has established that it has prior legislative 
authority to act or commits itself to introduce appropriate new 
legislation. Accordingly, the Committee recommends: 
 
That the format of the Estimates be changed to show the legislative or 
regulatory authorities for each Vote. 
 
 The Committee also notes that Treasury Board currently has the 
responsibility of verifying that the expenditures proposed in the 
Estimates and Supplementary Estimates are backed by sufficient 



statutory authorities. The Committee therefore recommends: 
 
That the Estimates and Supplementary Estimates contain a statement to 
the effect that Treasury Board has verified that the proposed 
expenditures are backed by sufficient statutory authority. 
 
D. Financial Management and Control 
 
 The presence of proper financial controls is essential if 
government programs are to fulfil their purposes efficiently and in a 
cost-effective manner. Such controls should be embedded in the 
framework of all programs - particularly those with large expenditures 
- and ideally should be present from the moment a program is 
implemented. 
 
 There are two components to proper financial control: the  
involvement of departmental comptrollers (Senior Financial Officers) in 
the development and implementation of programs and monitoring and 
support for the comptrollership function in departments by the 
Comptroller General. 
 
The Role of Departmental Senior Financial Officers 
 
 The Department of Fisheries and Oceans' Senior Financial Officer 
was not involved in the development and implementation of NCARP. As a 
result, the program experienced financial management and control 
problems. 
 
 The fact that the Department's Senior Financial Officer was not 
involved in designing the program and that adequate financial controls 
were not in place at the implementation stage, is of great concern to 
the Committee. It is the Committee's belief that had the Senior 
Financial Officer participated in the development of NCARP, the program 
would have contained the necessary controls and would not have suffered 
from the financial management problems that it did. 
 
 Although the Department has indicated that it has rectified this 
shortcoming in designing the replacement program for NCARP, the 
Committee is anxious that this problem be prevented from occurring in 
other departments. It therefore recommends: 
 
That departments always include their Senior Financial Officers and the 
Office of the Comptroller General in the development and implementation 
of all new programs in order to ensure that the proper financial 
controls are in place before any program is put in operation. 
 
 The Committee also recommends: 
 
That when departments establish programs in response to emergency 
situations, their Senior Financial Officers build a series of 
incremental financial controls into those programs from the outset and 
draw on any resources within government that will assist in the 
planning of the program. 
 



 Finally, the Committee wishes to make sure that when Senior 
Financial Officers find themselves in conflict with their departments, 
they convey this information to the Comptroller General.  Accordingly, 
the Committee recommends: 
 
That Senior Financial Officers, when they are in disagreement with 
their departments that cannot be internally resolved, communicate this 
information to the Comptroller General. 
 
The Relationship Between the Comptroller General and Departmental 
Senior Financial Officers 
 
 The Committee is of the belief that prompt and decisive action by 
the Comptroller General might have ensured that the Department of 
Fisheries and Oceans' Senior Financial Officer was involved in 
developing NCARP and that the program had adequate financial controls. 
 
 In order to ensure that this will happen in the future, a change 
in the relationship between Treasury Board Secretariat, the Comptroller 
General, and departmental Senior Financial Officers has to be made. 
Accordingly, the Committee recommends: 
 
That Treasury Board Secretariat and the Comptroller General intervene 
when Senior Financial Officers are excluded from program design and 
implementation or are experiencing other conflicts with their 
departments.  This intervention could range from the communication of a 
formal expression of concern to the department in question, to meeting 
with the parties and acting as a mediator, to an express demand that 
the Senior Financial Officer be included in the process. 
 
That if intervention fails to produce satisfactory results, the 
Comptroller General be required to report the matter to Treasury Board 
Ministers and recommend additional financial controls for the program 
in question. 
 
 Furthermore, in order to strengthen the current relationship 
generally, the Committee recommends: 
 
That Treasury Board Secretariat provide stronger support to 
departmental Senior Financial Officers in fulfilling their duties. 
 
That Treasury Board Secretariat clarify and reinforce the current 
reporting and accountability relationships for financial management and 
keep the Committee informed of progress in this area. 
 
E. NCARP: A Final Evaluation 
 
 Currently there is a program that has replaced NCARP; this program 
is known as the Atlantic Groundfish Strategy (TAGS). Under this 
program, more that $1.6 billion (and $300 million more for regional 
economic development) will be spent over the course of the next five 
years for income support for fishers and fish plant workers affected by 
the cod moratorium. Thus it is important that an evaluation of NCARP be 
conducted and that this evaluation be used to adapt the new program 



that is now in place. The Committee, therefore, recommends: 
 
That the Department of Fisheries and Oceans tables, this Fall, an 
evaluation of the NCARP's performance. This evaluation should, among 
other things, indicate whether the program benefited those it was 
intended to, changes made to the admissibility criteria, the amounts 
recovered by the Department and the amounts forgiven in cases of 
extreme hardship. In addition, the evaluation ought to quantify the 
results obtained with regard to the restructuring of the cod industry 
and indicate the cost of fishing licence buybacks. 
 
 Pursuant to Standing Order 109, the Committee requests the 
government to table a comprehensive response to this report. 
 
 A copy of the relevant Minutes of Proceedings and Evidence (Issues 
Nos. 4, 14 and 15 which includes this Report) is tabled. 
 
Respectfully submitted, 
 
Richard Bélisle, 
 
Chair 



REPORT ON THE AUDIT OF THE 
PRESIDENT OF THE TREASURY BOARD'S REPORT TO PARLIAMENT: 

 
TABLINGS IN PARLIAMENT FOR PARENT CROWN CORPORATIONS: 

 
ANNUAL REPORTS AND 

SUMMARIES OF CORPORATE PLANS AND BUDGETS 
 
Introduction.  The Financial Administration Act requires the President 
of the Treasury Board to lay before each House of Parliament a report 
concerning the timing of tabling, by appropriate ministers, of annual 
reports and summaries of corporate plans and budgets of Crown 
corporations subject to the reporting provisions of Part X of the Act. 
 
The report on these tablings allows Parliament to hold the appropriate 
ministers (and, ultimately, the Crown corporations) accountable for 
providing, within the relevant statutory deadlines, the information 
required under the Financial Administration Act.  Accordingly, the 
report is required to indicate the time at, before, or within which the 
annual reports and the summaries of corporate plans, capital budgets 
and operating budgets (and amendments to them) were required to be 
tabled before each House during the reporting period; and the time they 
were actually tabled.  The report on tablings is included in the 
President of the Treasury Board's annual report to Parliament, Crown 
Corporations and Other Corporate Interests of Canada. 
 
Scope.  In my annual Report to the House of Commons, I am required by 
subsection 152(2) of the Financial Administration Act to attest to the 
accuracy of the information contained in the President of the Treasury 
Board's report on tablings.  Accordingly, I have examined the report 
for the year ended 31 July 1994, to be tabled not later than 31 
December 1994*. 
 
My examination included a review of the systems and procedures used by 
Treasury Board to monitor the tabling of the summaries and annual 
reports in each House of Parliament, a verification of the information 
contained in the report, and such other tests and procedures as I 
considered necessary in the circumstances. 
 
Conclusion.  I have concluded that the report on tablings contains all 
the required information about the timing of tabling, by the 
appropriate ministers, of Crown corporations' annual reports and 
summaries (and amendments to them) of corporate plans, capital budgets 
and operating budgets, and in my opinion, the information contained in 
the report is accurate in all significant respects. 
 
 
 
 
        L. Denis Desautels, FCA 
        Auditor General of Canada 
 
OTTAWA, 30 September 1994 
 



*   Not tabled at time of going to press 



  This report, and the study on which it is based, was 
commissioned by the Auditor General of Canada and the Secretary of the 
Treasury Board through an exchange of letters in early 1993. 
 
  The study was directed by a Steering Group of public and 
private sector members. Under their direction, and with the co-
operation of SOA heads and departmental officials, a joint project team 
assembled, organized and analyzed the data set out in Parts 1 and 2 of 
the report. With input from the joint project team, members of the 
Steering Group developed the main conclusions and recommendations set 
out in Part 3 of the report and reflected in the Summary of 
Conclusions. 
 
  The resulting report reflects a consensus view on the main 
conclusions to be drawn from the experience to date, on the way forward 
for the SOA and on the measures needed to move forward. These views are 
provided to the Secretary of Treasury Board and the Auditor General for 
their use in informing ministers and Parliament respectively. 
 
 
Mr. L.D. Desautels, FCA 
Auditor General of Canada 
 and 
Mr. R. Giroux 
Secretary of the Treasury Board and Comptroller General of Canada 
 
Gentlemen, 
 

TAKING STOCK OF SPECIAL OPERATING AGENCIES: 
SUMMARY OF CONCLUSIONS 

 
1.  You asked that we take stock of the Special Operating 
Agencies initiative. We are pleased to summarize our main conclusions 
and recommendations. 
 
Introduction 
 
2.  Economic and political forces are causing the Government of 
Canada to change the way it works.  Continuing deficits and mounting 
debt pose hard choices about the services the government should 
provide, about how to manage the various organizational structures that 
have been created or inherited, and about how to improve service and do 
more with less.  The Special Operating Agency initiative is a part of 
this broad agenda for reform. 
 
3.  SOAs may be granted certain freedoms from government-wide 
rules in return for undertaking to achieve specified results.  They are 
located on a continuum that stretches from traditional government 
departments through Crown corporations to privatized entities.  The 
essential elements of SOAs -- increased authority, development of 
strategic and business plans, responsibility for results, and 
disclosure of performance -- have been recognized for many years in 
Canadian administrative reform.  Although difficult to implement, they 
represent good management practices that are as applicable to the 



public service at large as to the organizations selected to be SOAs. 
 
4.  On 15 December 1989, the President of the Treasury Board 
announced that the government was introducing special operating 
agencies as pilot projects.  By the end of 1993, fifteen SOAs had been 
approved, employing about three percent of public servants.  Their 
activities vary:  five provide services primarily to other government 
departments; two provide specialist services to the departments in 
which they are situated; and eight serve the public on a limited basis. 
 Also, their manner of operation differs: some are optional -- they 
provide goods or services to the government in competition with other 
suppliers -- while others are mandatory; some depend on parliamentary 
appropriations while others are self-sustaining; and two have separate 
employer status, although most do not. 
 
5.  The government has learned a great deal from operating these 
SOAs and from this stocktaking study.  A fundamental issue running 
through the experience that must be addressed is the relationship 
between SOAs and ministers of the Crown.  For practical purposes, the 
Steering Group has assumed that SOAs will continue to operate within 
the framework of traditional ministerial accountability.  However, the 
additional freedoms granted SOAs will create tensions in the system.  
Support by ministers will be essential if SOAs are to work. 
 
Conclusions 
 
6.  The Steering Group has concluded that, for certain government 
activities, SOAs should be able to provide better service at lower 
cost, and should therefore be continued if Treasury Board ministers, 
ministers and deputy ministers of departments in which SOAs are 
situated, and agency heads: 
 
• provide clearer focus and direction for the SOA initiative as a 
whole; 
 
• build greater acceptance and support for the SOA concept among 
stakeholders -- public servants, unions, suppliers and competitors, the 
general public and parliamentarians; 
 
• improve the criteria for determining which government activities 
should be converted into SOAs, and which SOAs, if any, should be moved 
into an alternative structure; 
 
• set clearer, more concrete performance goals and improvement 
priorities for SOAs and include them in agency charters with 
appropriate permanence, establish more clearly the respective 
responsibilities of SOA heads and deputy ministers under the umbrella 
of ministers and match these responsibilities with appropriate 
authority and discretion, and monitor agency performance with respect 
to the goals and priorities established; 
 
• establish a framework for public reporting using existing 
departmental accountability reports (Part IIIs of the Estimates) with 
appropriate safeguards to deal with confidentiality; 



 
• develop and adhere to clear guidelines for SOAs that compete to 
supply government departments and that compete for markets in the 
private sector; and 
 
• provide for subsequent stocktaking of the SOA initiative to assess 
progress and make appropriate adjustments as may be required. 
 
7.  Government activities for which SOAs would seem best suited 
are those whose objectives and outputs can be reasonably measured, that 
do not require significant ongoing ministerial involvement and, 
although this is quite subjective, that operate in a relatively stable 
policy framework.  While not a prerequisite, another useful criterion 
might be revenue dependence -- activities that are self-financing on 
the basis of their outputs. 
 
A Final Word from the Steering Group 
 
8.  Hard data to support our conclusions have been difficult to 
come by and somewhat contradictory (see detailed report), partly 
because of unclear objectives for individual SOAs, partly because SOAs 
have not been required to develop the data, and partly because of their 
limited life span.  We recognize that our conclusions represent 
judgments based on interpretation of available facts, supported by 
reasoning derived from the experience of other jurisdictions and the 
private sector. 
 
9.  We hope that the results of our work will be useful to 
Treasury Board ministers and their advisors in deciding the future of 
special operating agencies. 
 
    Respectfully submitted, 
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