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I. INTRODUCTION 

The Bureau of Management Consulting was asked by the 

Departnient of Industry, Trade and, Commerce to - assist in: 

1. Defining the role(s) of financial analysis at 

2. Documenting where the responsibility for financial analysis 

functionS lie at I.T.&C. in relationship to each assistance 

program. 

3. Recommending where the responsibility should lie. 

4. Assessing how the recommendations will impact on the 

organization structure in light of the above findings. 

For the purposes of this study, financial analysis has been 

considered to be any input of a financial nature which is required 

to support the attainment of the goals of the Department's assistance 

programs. 

The current responsibility for financial analysis has been 

covered in separate reports which resulted from the documentation, 

in selected programs, of the steps and functions actually being 

carried out. 

The purpose of this report is to recommend which functions should 

be carried out, where the responsibility for them should lie and the impact 

that this should have on the organization structure. 

The following sections will cover the steps that should be 

gone through in the administration of a program, the alternatives 

available for the provision of financial input to these steps, the 

current situation and the proposed solution. 



I .  

IL PROGRAM FUNCTIONS 

A. INTRODUCTION 

While the particular aspects of any individual program will 

require variations in approach, depth or levels of review, 

there are basic steps that should be included in the 

administration of typical programs. The following sections 

include brief descriptions of these steps with comments on the 

usual types of input required and whether the step's function 

is basically part of the main administrative process  (je.  operational), 

intended to assist the administration (supportive) or to review 

the administrative operations (control). 

B. PROGRAM FORMULATION  

After basic program objectives have been established, they 

should be reviewed to determine what requirements are necessary 

to ensure that these objectives are met. The review should establish 

circumstances that have to be present, the actions that have to be 

taken and the results that must occur. Review by financial 

experts would be necessary to establish requirements such as 

criteria for adequate financial status, procedures for financial 

follow through and suitable repayment terms or conditions. 

C. ELIGIBILITY DETERMINATION  

The initial step in the process is the determination of the 

eligibility of a proposed application under a program. This 

initial review is to ensure that the application is likely to 

contribute to the objectives of the program and that, on the 

surface, it meets any constraints imposed by the program. 

From a financial viewpoint the review would require relating 

program objectives and program constraints to the financial 

aspects of an application as well as determining the apparent 

compliance of the applicant with these requirements. Financial requirements 
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could vary widely from the requirement that there be backup 

documentation to support costs claimed to the requirement that 

the applicant be able to demonstrate financial capability 

to carry out future activities even though many contributing 

factors are currently uncertain. At this stage financial 

input could usually consist of ensuring that predetermined 

documentation and statements of plans or provision are present. 

Where necessary predetermined tests could also be applied to 

financial data to answer questions sùch as the current availability 

of working capital. While financial expertise would be initially 

required to decide what is necessary at this stage, the actual 

tasks could be carried out by non-experts. 

. As a result of the review a decision could be made whether 

to discourage the application or to proceed with processing it. 

D.  • APPLICATION PREPARATION  

Once a particular application idea has been approved as being 

likely to meet a program's criteria, it is necessary to ensure 

that all planning is completed as well as all necessary data 

gathered and submitted. This is to allow a full review to be 

made in as short a time as possible before deciding on whether 

or not to support a program. 

This submission may be completely prepared by the applicant 

or it may include substantial input from departmental officers. 

- In any situation financial input should start with the correction 

of deficiencies noted during review of the initial application. 

This may range from requests for information to consulting 

assistance with involved financial planning.  •  If substantial 

portions of the actual submission preparation are actually 

undertaken within the department, there wouid be a need for 

financial skills at the expert level. 
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E. APPLICATION ASSESSMENT •  

The major step in the administrative process is the 

full assessment and evaluation of the application to 

determine that it actually does meet all the objectives, 

criteria and constraints of the program, that it has 

been completely and accurately presented and, finally 

that it has as great or better possibility of succeeding as 

have other applications. The assessment is to provide 

the main basis for a decision to approve, or recommend 

for approval, the support of an application under a 

departmental program. , 

The input that may be required includes many types of 

financial skills from general application of basic instructions 

to very sophisticated and specialized expertise. The req .uired 

tasks could include evaluating data to ascertain that a financial 

condition or status is evident and analysing financial 

statements to determine the companies financial strength 

and its trend. For other programs it would include evaluating 

the financial aspects of the assumptions and preparation of 

future projections and the adequacy of financing plans. 

Financial aspects of costs for projections or claims would 

have to be reviewed. In other cases the financial policies, 

systems and staff of an applicant would have to be evaluated 

to ensure provision of adequate,accurate and timely data. 

This step normally requires many different types of financial 

skills at the expert level. 
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F. SECOND REVIEW  

A control role should be present in the form of an essentially 

critical second review of the original submission, assessment 

and recommendations. Its function would be to offset the 

natural•bias that would arise as an officer became committed 

to an application he was supporting as well as to simply 

provide a second viewpoint. In programs in which final 

decisions on applications are made by senior decision groups, 

this step would provide support and independent advice to decision 

makers who would often be somewhat removed from the current 

details of technical areas being considered. 

Persons providing the financial input would have to have 

sufficient financial skills and experience to evaluate the 

assumptions made, to review and test the financial assessment 

and to evaluate the related recommendations. For instances 

involving special cases or for tests involving complete duplicate 

reviews, there would be required the same depth of expertise 

needed for the original work. The level of financial skills needed 

in the general situation would vary according to the impact of the 

financial situation of the program and the application but would 

normally require at least some formal financial training or 

solid experience. 

G. PROGRESS REVIEW  

Programs in which support for an activity is approved before 

that activity takes place will normally require a monitoring 

activity to ensure that previously established conditions are 

met before funds are released. It is also necessary to be 

aware of changes in situation that might change the decision 

base or endanger a project. 
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Financial input would be required to ensure that financial 

conditions such as maintenance of predetermined debt levels 

are met, that the company's continuing financial situation 

is adequate and that financial aspects of companies reports 

are valid and adequate. Input of the last two types would 

require financial expertise while the first type could often 

be carried out by properly instructed individuals who are 

not financial specialists. 

H. RECORDING AND REPORTING  

The processing, transactions and disposition of applications 

and the position of programs as a whole must all be recorded 

and reported on to provide information to manage the applications 

and programs. 

The required financial input is basically supportive and of 

an accounting nature. The functions would include calculating, 

producing and reporting payments, reporting the status of 

amounts due or owing and showing the program's status with comparisons 

to its budget. These functions should tie into and be part of the 

departmental abcounting and reporting system. 

I. AUDITING AND FOLLOW UP  

After the approval of an application  's project, release of funds 

- or completion of a project, there should be a follow up 

procedure to verify that costs claimed are valid, that work has 

been done as agreed and that other conditions have been kept. 

The necessary financial input could include auditing to 

verify costs claimed and analysis of financial results or 

financial arguments affecting a company's obligations. 

This step has both an operating function in the analysis 

efforts and a supportive function in the auditing . efforts. 

There is a requirement for skills of an expert nature for 

both functions. 
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J. PROGRAM EVALUATION  

- The results of the program need to be compared periodically 

to the objectives of the program to evaluate both the 

efficiency of the program's administration and the program's 

effectiveness for both control and planning. 	- • 

Financial program data must be interpreted, financial criteria and 

procedures evaluated in terms-of their contribution to individual 

project's success or failure and the financial aspects of the 

program's objectives, assumptions and results reviewed. 

K. CONCLUSIONS  

The steps which should be included in a typical program all show 

a need for financial input of some kind. Although it may vary 

in degree of expertise from step to step or from program to 

program, it is still essential at each stage. 

The main group of steps are of an operational nature and are 

part of the mainstream of the program administration. These 

are the steps of Program Formulation, Eligibility Determination, 

Application Preparation, Application Assessment, Progress Review 

and Follow Up. 

The financial input for the supportive steps of Recording and 

Reporting and Auditing can usually best be provided by separate 

departmental groups trained primarily for accounting and 

auditing respectively. 

The control role in the Second Review and Program Evaluation 

steps requires the same financial skills as the operational steps 

but should usually be carried out by a different group to ensure 

objectivity. 	 - 



In summary, for a program to operate successfully it must 

have a method for providing effective and efficient financial 

input for its operational,steps. 
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III. ALTERNATIVES  

A. INTRODUCTION  

The financial input required for the different steps could 

be provided through various alternatives. Each of these 

alternatives will be described and its advantages and 	• 

disadvantages discussed. A subsequent section covers a number 

of characteristics that an alternative should exhibit as 

well as principles of operation which should be considered. 

B. AVAILABLE METHODS  

Each alternative involves personnel of varying backgrounds 

and training. Brief descriptions of these alternatives are 

given below. 

(1) Industry Generalist  

The first major alternative is to have the financial 

input provided by the project officer who is responsible for 

the other aspects of application assessment. The individuals 

involved are not financial specialists. 

(2) industry Financial Specialist  

Financial specialists within each industry line branch 

could be used to provide the generalist with the required 

financial input. Their formal training would be in business, 

accounting or finance and would probably include professional 

accounting qualifications. 

(3) Program Specialists 

A third possibility would be the provision of financial 

input by a central group who are concerned with one particular 

program on a department wide basis. Individuals within the 

group would have financial training. 



(4) Centralized Financial Specialists  

Financial input could also be provided by a central group 

of financial specialists such as those in the Financial 

Services Branch. Their training would be in business, 

accounting or finance and probably include professional 

accounting standing. 

_ 1 0 _ 

(5) Combination  

Alternatively financial input could be provided through 

a combination of two or more of the above mechanisms. 

C. INDUSTRY GENERALIST  

This approach allows the combination in one individual of the 

responsibility for the overall application assessment with the 

ability to carry out or control the many different aspects of that 

assessment. This placing of concentrated accountability increases the 

individuals feeling of personal involvement in the application being 

considered which in turn improves the effort invested. This 

combination also prevents the situation arising of decisions being 

made by persons other than those responsible for the resulting outcomes. 

This type of situation may lead to frustration on the part of those 

with the responsibility and generally to a less concerned personal 

involvement in the assessment process. 	• 

The performance of all functions by the industry generalist 

allows his special knowledge of particular industry applications 

and situations to be used to full advantage. It also prevents the 

communications difficulties and losses associated with activities 

involving more than one person'. 

From an administrative point of view the advantages include a 

reduction of elapsed processing time due to the reduced transfer 

of documents and fewer problems of arranging meetings or clearing 

queries. There are also fewer costs in dontrolling the relatively 

simple  flow of applications. 



The project officers, however are not normally hired for their 

financial expertise and the problem is whether or not they can be 

used to provide financial input. Typically they have university 

training in a technical field applicable to their industry as 

well as a number of years experience in that industry. Ideally 

an industry generalist would also have formal financial training 

and his experience would include finance and marketing. In 

practice however few officers have financial backgrounds sufficiently 

strong to handle all the necessary financial input. Few are 

likely to be expert enough to handle aspects such as the detailed 

financial assessment required for evaluation of financial 

capabilities, especially in complex or unusual situations. Most, 

through background and additional on the job training and support, 

should be able to adequately handle the type of financial input 

required in the initial evaluation stages. 

Generally project officers are not able to provide all the 

necessary financial input. However the basic advantages of the 

'approach are strong and it would be worthwhile to consider methods 

of providing solid training to the project officers to enable 

the approach to be used as much as possible. 

D. INDUSTRY FINANCIAL SPECIALIST  

Fully trained and experienced financial specialists located 

in each industry branch would have the technical capability to 

-provide all the required financial input. In addition, their 

industry background or continued exposure to industry related 

applications would make them aware of many of the industry's 

special considerations. They would also identify with industry 

branch interests and have a joint ownersh'ip interest in the 

application. 
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All the alternatives involving the use of specialists 

require administrative costs to keep track of the flow 

and status of applications and extend the total elapsed 

processing time by the time needed for transfer of 

documents or by time lost getting people together. . They also 

experience the communications difficulties which are 

associated with the involvement of additional individuals. 

This approach would probably be better than the 

others in these areas due to the industry financial specialists 

having fewer different technologies and people to deal with 

in the divisions of one branch than a central group would 

have dealing with all  the branches' divisions. 

The main problem in this approach is the use of many small 

groups rather than a pool of specialists. The staffing of the 

financial specialist groups in the individual industry branches 

wiil involve the normal problem of having to slightly overstaff 

to cover partial man-year work loads. The resulting unused 

man-hours tend to build up when seven branches are involved. 

The problem is then further aggravated by the necessity of 

coping with fluctuating caseloads particularly in branches 

where the peak periods of their major programs coincide. The 

cumulative effect of these factors could lead to substantial 

amounts of under-utilised man-years over the department as a 

whole. The cost of this feature of using a number of groups of 

- industry financial specialists is a major drawback which 

probably makes its use undesirable. 

E. 'PROGRAM SPECIALISTS  

In depth knowledge of the requirements anespecial considerations 

of a program could be brought to bear by the use of financial 

specialists who are part of central program groups. This approach 

would also provide a fairly consistent application of financial 

criteria and review to the whole program. 
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One of the major contributions a program group could make 

to the total administration would be through the provision 

of an essentially critical and objective second look at an 

application with subsequent advice to the program decision-makers or 

committes. This role would be seriously weakened if individuals in the 

group were also providing the original financial input. 

The unUsed man-h -ours associated With Staffing financial 
specialists in several program groups could be as high as 

those of industry financial specialist groups. 

This approach also loses the advantages of familiarity with specific 

industry considerations and the identification with industry 

branch interests, especially the attendant personal commitment 

to applications. In summary it appears that although a 

program group would have a second review role to play, it would 

not be suitable for the provision of other financial input. 

F. CENTRALIZED FINANCIAL SPECIALISTS 	-- 

A single centralized group of financiM specialists would oertainly 

have the financial capability to handle any required financial 

input. The pooling of resources should in fact allow the 

provision of a depth and variety of expertise which would not be 

available to the department in any of the previously discussed 

alternatives. 

This alternative could also greatly reduce the costs of under utilized 

personnel which would be associated with other alternatives using 

financial specialists. The staff would be able to shift from 

industry to industry and program to program as the work loal dictated. 

However many of the benefits of industry or program specialization could 

be retained by consistent allocation of related cases to individuals 

to build up their knowledge in those areas. 
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In addition to additional administrative costs, time losses 

and communications difficulties, the use of centralized 

financial specialists would split the responsibility for, and 

carrying out of, the total application assessment. As well 

as the less intense personal involvement in the individual 

applications, there are also the disadvantages of having a 

vital part of the assessment process out of the control 

and direction of the branch officers and management responsible 

for the process and results. There is a tendency under such 

circumstances for central service units to become unresponsive 

or even develop an adversary stance. 	 • 

In summary this alternative can provide the necessary financial 

input in the most econômical manner but there is some danger 

of a trend to unresponsiveness which suggests that it should 

not be used if a more favourable alternative can 6e developed. 

G. COMBINATION  

Availability of a combination of alternatives may provide the 

most practical option in that use of discretion according to 

circumstances can result in gaining most of the advantages of the 

individual alternatives while minimizing the disadvantages. The 

alternatives of the industry generalists and the centralized 

financial specialists could be combined without duplication of 

effort by having the centralized financial specialists provide 

services on the request of the branches. 

This would allow the use of the industry generalist to the full 

extent possible as determined by the constraints of the capabilities 

of the officers available, the particular step to be performed 

and the workload. The resulting benefits would include the 

previously discussed concentrating of accountability along with the minimizinq 

of administrative costs and difficultieS. 
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..The availability of the centralized:financial specialists 

would provide the expertise for situations out of the 

range of the project officers and especially for complex 

Or unusual situations. The branches could also 'call on 

the .centràl - group in peak or overload situations io prevent 

backlogs rather than having essentially. to  overstaff in order 

to handle peak loads. Individuals in the central group could 

- be assigned to a specific branch to develop industry knowledge 

and branch contacts. Their support to the branch could also 

include availability for consultation and second opinions for 

the branches' use. 

A variation would be to have any financial specialist working 

full time on a branch's applications physically work in that branch. 

The effect is to expand the combination alternative by partially 

including the concept of industry financial specialists. This variation 

would increase the amount of applicable industry familiarity 

of the specialists and the branch management's control over 

the process. 

A combination would incur some of the difficulties and 

additional costs of the specialist alternatives as well 

as possibly leading to some inconsistency of financial 

treatment from branch to branch. However it would appear 

that on a theoretical basis the use of a combination of the 

industry specialists and the central financial services 

would be the best approach for providing financial input. 

Other considerations in the use of this alternative are 

covered in Section I. 
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H. 'CONSIDERATIONS  

This section discusses the characteristics, operating 

principles and other factors considered in the review 

of the alternatives. 

I) CHARACTERISTICS  

Ideally the best alternative would exhibit as many 

as possible of the following characteristics. It should: 

(a) ensure that necessary financial skills are 

available and brought to bear. 

(b) keep personnel and administrative costs to a minimum. 

(c) be able to respond quickly to requirements and 

produce results within reasonable elapsed 

time. _ 

'(d) be subject to control by those responsible for 

the results. 

(e) reduce duplication of effort.  • 

(f) be readily accessible and actively support the 

administrative process. 

2) PRINCIPLES  

(a) Responsibility and Authority - In most instances for 

an individual or unit to effeétively carry out a responsibility 

there must be Nattached the authority to do or control the 

doing of ail  those things which affect the responsibility. 



In those areas in which functions are not actually 

performed by those responsible, they should have 

control over these functions. This control would 

be through choosing when, by whom and what functions 

. should be carried out and what use will be made of the 

results. They should also be able to influence the 

pace and other aspects of carrying out the functions. 

Matching responsibility and authority ensures that those 

responsible have the tools to carry out their 

responsibilities, fixes responsibility for results and 

prevents use of authority without attendant 

responsibility for results. 

(b) Conflicting Roles - Generally individuals and units 

should fulfill only one role to prevent conflicts of 

interest and image. The service and control roles tend 

to be difficult to carry out effectively in the same 

organization. While many of the skills required for 

both roles may be the same, the operational units will be 

hesitant to use services provided by a unit having a 

control role which is usually seen as antogonistic to the 

operational unit. Services generally are seen as a 

benefit and if efficient will be used voluntarily while 

control functions must . be  mandatory. Separation 

of these roles may involve the costs of duplicate 

efforts which may be offset by combining control 

efforts in one unit which would also reduce the possibility 

of over-control. Control roles usually exist as the 

result of a mandate while service roles can develop a 

demand for their functions. 

OTHER 	. . 	. 	_ . 	. 	. 	.... 

Otherfactors were the trade-offs between basic approaches 

to providing input which are summarized below: 



(a) Specialist Versus Generalist 7  Financial input 

. 	such as appraisal, opinion, review and audit may be 

provided by either a specialist in that function or 

a generalist who combines technical, industrial, 

marketing and financial skills. 

The advantages of specialists are access to a depth 

of financial expertise which can recognize, interpret, 

and advise on complicated or unusual financial circumstances. 

Expertise also allows for sounder and quicker evaluation 

of straight forward situations. 

Generalists provide the advantages of an integrated 

approach which includes an awareness of special technical or 

industrial considerations without requiring explanations. 

(bY Centralization Versus Decentralization - Specialists 

may be grouped centrally or spread among operating units. 

A central group can provide a depth of skill, a range 

of experience and flexible use of staff which smaller 

units could not support. As well they can provide an 

independent viewpoint.  • However specialists attached to 

operating units could develop valuable industry 

knowledge and would have a branch orientation. They are 

also more controllable and therefore often more responsive. 
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I. 

I. CONCLUSION  

Of the five major alternatives discussed, the combination 

alternative appears to provide the operational financial input 

with the optimum mix of financial capability, accountability, 

administrative costs and service. By using the industry . 

generalists to the full extent possible and then calling on 

the services of a central financial specialist group, the 

advantages of accountability and industry knowledge can be 

retained for most situations while minimizing the costs of 

providing the financial expertise needed for the remaining 

situations. However, in any alternative a method also has to be 

found for providing the supportive and control aspects of financial 

input. 

Where applications fall outside the limitations of the 

industry branch officer's authority there are senior 	 • 

decision groups to review recommendations and apply a wider range 

of knowledge to the final decision. The decision makers should 

be supported by advisory services from a group whose role is to 

provide an essentially critical review of the officer's assessment. 

For objectivity this group should not have any involvement in the 

applications other than this second review. 	Since no completely 

suitable group currently exists, this and other control as.pects 

of financial input will be further discussed in the final section. 

The remaining financial input aspect is the accounting and recording 

function which would be handled as part of the overall departmental 

accounting and recording function. 

In summary, on a theoretical basis it appears that the use of 

a *combination of industry specialists and centralized financial 

specialists would provide the best base for the provision 

of financial input. 
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JV CURRENT SITUATION  

A. INTRODUCTION  

All of the previously-discussed alternative sources of financial input 

are used in one or another of the department assistance programs with actual 

practice varying widely from industry branch to industry branch. The fol-

lowing sections will give a brief synopsis of the sources being « used, com-

ment on the overall financial input responsibilities and practices, outline 

the Financial Analysis Divisions current organization and approach and fin-

ally note some apparent obstacles to effective provision of financial in-

put that are being encountered. 

B. SOURCES  

Depending on the requirements of the program; and often varying by branch, 

financial input may be provided by: 

1. Project Officers  

Project officers provide much of the financial input in the Eligibil- 

. ity Determination and Progress Review steps as well as often in the 

Application Preparation and Application Assessment steps particularly 

when the officer has some financial background or training. There is an 

apparent trend toward the hiring of individuals With some financial 

capability and even some who are trained to the M.B.A. level. 

2. Branch Financial Specialists  

Many branches now have financial specialists on staff who variously 

form part of an industry branch program division or are project officers 

hired as financial specialists. Their duties cover a wide range from 

providing financial Assessment Application or Application Preparation 

services to performing an in-branch Second Review. Again there appears 

to be a trend to increasing financial specialist staff in these areas. 

3. Program Officers 

Many of these officers have financial capabilities and some are 

financial specialists. In at least one program they are providing fin-

ancial input assistance in the Application Preparation and Application 

Assessment steps. They also perform, in varying degrees according to 
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program, a Second Review function although their official responsibil-

ities are not heavy in this area in most programs. 

4. 	Financial Analysis Division  

The division is involved in most steps in one program or another 

with the exception of the Program Evaluation step and will be discussed 

further in Section D. 

C. OVERALL PRACTICES  

Depending on the program, a particular input may be mandatory or not 

and this affects the source used for financial input. In a program which 

'requires an opinion from F.A.D. many industry branches have the same assesss-

ment work done by their project officers and/or financial specialistS' as well 

leading to duplication of effort. In another program where responsibilty 

	

• 	for financial input is not allocated beyond the project officer, the program 

office has ended up providihg financial input for industry branches not having 

financial specialists. Program direction has on one hand resulted in duplica-

tion of effort and on the other hand financial input has :apparently grayttated 

by default to individuals who do not have the primary responsibility for the 

. application nor are they financial specialists. 

D. FINANCIAL ANALYSIS DIVISION  

The division is primarily organized with a program orientation. The two 

senior analysts are each responsible for providing direction and review of 

analysts' work relating to special programs. While the analysts are generally 

available to work on any program,'one analyst with a team of junior analysts 

works entirely on the I.R.D.I.A. Program. 

In addition to providing service at the request of the industry branches, 

F.A.D. has a large workload of assessments which are in effect second opinions 

that are requirements of the program. The division also advises senior 

decision-making groups on the financial aspects of industry,  branch submis-

sions. As a result of these and other duties the division performs the 

dual roles of operation and control. 
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E. 	OBSTACLES  

An obstacle to the effective use of Financial Analysis Division as a 

source of Financial input is the way in which the division is perceived by 

the industry branches it supports. While by no means universally held, the 

strength and spread  •of some negative perceptions are a very real obstacle 

regardless of whéther or not they are valid. The negative percèption has 

several components. First, the division is not seen as being oriented 

to the branches' interests but rather as an adversary. Secondly, it iS 

seen as unresponsive to industry branch needs for information, special re-

quests and response time requirements. 

F. 	SUMMARY  

While the above sections are very general, they do point out several 

situations which the solution presented in the next chapter tries to correct. 

These. include the growing trend to duplication of financial specialist 

skills in many areas, the lack of a full Second Review function and some 

negative perceptions of the Financial Analysis Division. 

1 



V. PROPOSED SOLUTION 

A. INTRODUCTION 

The Department's assistance programs require financial 

input of an operational nature to assist in their administration, 

of a supportive nature to provide information for managing.the 

programs and of a control nature. The supportive input can 

best be provided by groups already engaged in that process 

for the functions of the department as a whole. The control 

role can be carried out in a number of ways but for objectivity 

and credibility should not be done by the same individuals 	. 

who performed the original work. Before allocating the control 

role it •s necessary to decide the best way of providing the 

operational input. 

OPERATIONAL'INPUT  

1: "General  

It appears that the ideal solution would be to have operational 

financial input provided by the combination alternative described 

in Chapter ur, Section G,that is through the use of the project 
officers themselves with the Financial Analysis Division (F.A.D.), 

as a central group of financial specialists providing specialist, 

advisory and overload services on request. There are a number of 

practical points which have to . be considered in both the general 

aspects of the approach and the providing of financial input in 

specific steps. These points themselves, the options for handling 

them and the recommended course of action must be covered to 

complete the solution. 

2. 'Financial Capability  

As noted in Chapters III and IV there are strong advantages 

to having the project officers provide financial input but the 

financial experience and training of the project officers varies 

considerably and most would not be able to provide all the necessary input. 



I -_24 

li  

I 

*1  

The utilization of these officers could be increased by 

increasing the emphasis on financial skills when staffing, 

providing them with financial training and providing them 

with guidelines for performing the financial aspects of 

their work. 

The practical difficulties of finding and recruiting industry 

specialists with sufficient financial strength to carry the 

normal financial input requirements will limit the short-terni  

effectiveness of the staffing approach but.will lead to a generally 

higher level of project officer financial capabilities. 

Financial Analysis Division has provided financial training 

in the past to project officers. Re-establishment of this program 

with increased priority and range could provide the skills needed 

for many of the steps with more basic requirements. For more 

advanced skills or techniques required for specific programs, training 

could be provided by courses developed by F.A.D. or by outside 

courses selected by them. The department's training and development 

group should be consulted and their resources used in the development 

of courses based on content requirements determined by F.A.D. in 

consultation with the industry branches. F.A.D. staff should be 

the main source of course resource people. 

In conjunction with the training efforts, F.A.D. could provide 

_ program related guidelines to assist project officers. These 

could cover procedures, techniques, documentation required, results 

to be obtained, danger signals to watch for and the reasoning behind the 

process. These could be developed as general guidelines and 

adapted to specific industry branch situations in conjunction with the 

individual branches. 

It is recommended that: 
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Z) Financial Services Branch discuss with industry branches 

the possibility of industry branch project officers 

providing as much as possible of the operational financial 

input required. 

2) lf project officers are used to provide financial input, 

increased emphasis be placed on financial training and 

experience when staffing industry branch project officers. 

3) Consideration be given to the providing of financial 

training for project officers by Financial Analysis 

Division in conjunction with the Personnel Branch. 

4) Financial Analysis Division develop and provide financial 

input guidelines to the project offiCers. 

11 	
3. Service _ 

Financial input plays an important part in determining the success 

of individual applications and the program as a whole. Some of 

the difficulties involved in having one unit provide both the 

control and service types of input were discussed in Chapter III. 

Because of the importance of the input, it must be ensured that 

the project officers will have complete confidence in the unit 

11 

	

	providing the operational financial input and will therefore make 

full use of their services. To achieve this both the fact or 

11 	• 	 appearance of a control interest or funCtion which could Conflict 

with the brariches interests should be avoided. 

11 	As discussed in Chapters II and III, those having the responsibility 

should also have the authority to control those things which affect 

their responsibilities. The project officers have the responsibility 

to evaluate project applications and the.onus is on them to ensure 

11 

	

	that the financial input is adequate. They require a source of expert 

financial knowledge on which to draw and, as discussed, a central 

group of financial specialistsappearsto be the best way to provide 

this. The Financial Analysis Division is available and  lias  
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the professional skills and experience necessary to fill this 

role. To give the project officers the authority to carry out their 

responsibilities and to firmly place on them the responsibility 

for adequate financial input, they should be able to decide whether 

or not they need expert help. In addition, placing the use of 

expert help on a request rather than mandatory basis will avoid 

unnecessary duplication of the project officers' efforts. The 

specialists will then be freed to concentrate on the more 

challenging requirements as well as to provide a greater range of 

services. A further effect is the strengthening of the Financial 

Analysis Division's stake in the services being provided. 

When use of services is mandatory there is less motive to provide 

top quality service and there is a tendency to just drift. However 

when services must be "sold" there is a definite motive. The 

result is increased concern by both groups leading to the provision 

of superior financial input. 

The use of specialist services only on the request of the project 

officer could cause concern for the ability of the project officers 

to iliake adequate decisions as to when expert services are needed 

and concern that the natural bias of the project officer might 

lead to neglect of financial considerations, especially if the 

technical aspects are appealing. Further, there could be concern 

that without having the financial specialists involved at every 

step there would have to be a duplicate learning effort if they were 

needed at a later step  and  that problems might not be discovered until 

a late stage particularly if the project officers were not considered 

reliable. 

Despite the fact that the project officers are professionals and, 

as professionals, will do everything they find is necessary to do 

their work properly, there must still be provision for these possib-

ilities. The most obvious step is to provide a review of their work and 

decisicins. This step is discussed later in the section on control. 



The project officers have, and will build up, experience and training 

which will enable them to make the correct decisions especially 

when supported by Financial Analysis Division training programs, 

guidelines and advice. This should be reinforced by making sure that 

the project officers' responsiblity to ensure complete financial 

input is well understood and that they are fully aware of Financial 

Analysis Division's services. 

One caution appears warranted. As covered in Chapter IV some branches 

currently have in-branch financial specialists who could be a 

further source of input for the project officers. In addition 

to the disadvantages of this approach covered previously, there 

is the practical danger of a drift to additional overstaffing 

resulting from the tendency to staff to meet all possiblities 

and the tendency to add staff to build a large organization for 

its own sake. In the extreme, this process could lead to loss 

of many of the benefits of the central group and even its redund-

ancy. 

It is recommended that: 

The  Financial Analysis Division provide the financial assistance 

required by the industry branch project officers. 

6) The Financial Analysis Division services required be provided 

on the request of the industry braneh project orncers. 

7)The Financial Services Branch discuss with industry branch 

management its availability to assist in ensuring that ail 

project officers are fully aware of the extent of their responsib-

ility  for the completeness of financial input, the impact of 

the financial considerations on the success of their work and 

the availability and nature of Financial Analysis  Division 's 

 services. 



- 

4.  Interna'  Organization  

When providing services on a request basis, Financial Analysis 

Division will have to organize internally in the manner which will 

best reflect and provide for its clients needs. Certainly 

industry branch management will have to be satisfied that they will 

get adequate financial input under conditions acceptable ,  

to them. The best organization then would appear to be one which 

can not only provide the technical services required but be 

seen by the industry branch personnel to be organized specifically 

to meet their needs. 

Needs which became apparent in the preceding chapters can be summar-

ized as follows; 

(a) The work done must be sufficiently skilled to cover all 

relevant points. 

(h) The project officers must be able to receive whatever work or 

information they deem necessary. 

(c) Turnaround time should be short. 

(d)' Response must be'adaptive to branch needs to provide for 

rush situations and non-standard requests. 

(e) Branch management must have a way to influence the flow and 

other aspects of the financial input process. 

(f) The unit organization and staff knowledge should be such that 

those individuals providing the service are as familiar as 

possible with the specific industry.and program being dealt 

with. 

The first three needs can be met by means other than organization 

form. Certainly the required skills and professional 

attitudes can be attained in most organization forms while 

feedback and turnaround time are primarily matters of attitude 



and work habits. However the remaining needs can be at least 

partially met by organizational form. 

The form to be used should be flexible enough to allow available 

skills or man-hours to be drawn upon from anywhere in the division, 

if necessary, to meet an industry branch need. It should also 

give industry branch personnel a clearly obvious point of contact 

with the division to enable them to request service, to criticize 

service or to otherwise influence the financial input process. 

Finally, the form of organization should contribute to the 

development of individuals with a specialized knowledge of an 

industry or a program. 

The flexibility requirement suggests a pool approach with all the 

division's financial analysts being available for any assignment 

with the actual allocation of the assignment to an officer being dependent 

on the specific skills, knowledge and man-hours required. 

The point of contact could be provided by the division director, 

an analyst or a senior analyst. The director, however, cannot be specific 

and develop a special relationship with any one branch. Therefore 

the branch would not have a feeling of close contact or perceive any personal 

interest in their problems. If provided by an analyst for each branch, 

the responsibility would be obviously placed, but the lack of authority 

to draw on additional resources would make it difficult for the analyst 

to respond effectively to the needs of the industry branch. A senior analyst with 

responsibility for a limited number of branches would be able to 

co-ordinate the resources needed, to function as the division'contact 

with the industry branch management and to be accountable for the 

quality of the services provided. 

Familiarity with a program or industry can be developed by having 

individual analysts specialize. The decision to be made is whether 

to organize to provide program specialization or industry specialization. 
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Program specialization would be comparatively rewarding since a program 

has a limited number of factors for the analyst to contend with 

and he can become almost completely conversant with all the 

relevant points. However the analyst would naturally be program oriented 

and would not usually have any special interest in any particular branch. 

While an analyst specializing in providing service in one particular 

industry .area could not expect to become an expert on the industry, 

he could still build valuable experience and, just as important, develop an 

industry branch orientation. Analyst specialization in an industry will 

increase the fact and appearance of the division itself being oriented 

to meet branch needs. This is a very important factor when providing 

service on a request basis to a small number of client areas. It would 

appear to be more beneficial to organize internally to develop the analysts 

as industry rather than program specialists. 

It would appear that the financial analysis structure should be in terms of 

industry branch and that although we haven't examined the workload aspects 

of all the programs, the information we do have suggests that the 

industry branches should be allocated among three senior analysts. 

It is recommended that: 

8) The industry line branches be allocated among the 

senior analysts with each senior analyst being 

responsible for the provision of any services requested 

by his branches. 

9) Each analyst be assigned to work whenever possible-on 

the services for the particular line branch assigned to 

• him. 	 • 

10) The analyst report to the senior analyst responsible 

for the industry branch which is the analyst's specialty, 

but be available for assistance to the other senior analysts 

if necessary. 
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5. Division Contribution 

While the Financial Analysis Division should be available 

for involvement in ail the operational steps of a program, 

the extent of the involvement in most steps will depend 

on the assistance requirements of individual project officers 

in the industry branches. 

The division involvement in Eligibility Determination, 

Progress Review and Follow up could be relatively light 

beyond the provision of training and guidelines since 

in many programs the financial input requirements of these 

steps is fairly basic. Conversely the requirements in the 

Application Preparation and particularly the Application 

Assessment steps may be quite broad and complex with a resultant 

greater need for di nMsion services which may extend to the provision 

of financial and business consultation to applicants. 

However the step of Program Formulation which is often 

a departmental rather than industry branch responsibility also 

requires expert financial input. It is extremely important that 

there is proper establishment of financial criteria, procedures and 

terms which are suitable for the achievement of the program's 	. 

objective if the program is to be efficient or, for that matter, 

achieve its objectives. There should be provision for mandatory 

financial input by experts in the Program Formulation stage. 

This would represent important insurance that the program 

contained the necessary financial ingredients and could be 

attained at the minimal expense of some slight irritation with 

the mandatory requirement during the relatively infrequent 

program formulation exercises. The Financial Analysis Division 

has the depth of financial skills and br'eadth of business 

experience to provide the necessary input. It is also independent 

of bias or vested interest in any program. 



It is recommended that: 

11)Financial Services Branch bring to senior 

management's attention the desirability of having 

expert financial input in the formulation stage of every 

program. 

12)Financial Services Branch recommend that Financial 

Analysis Division provide the financial input for the 

program formulation stage. 

C CONTROL INPUT  

1 	General  

The financial input for the control steps of Second Review 

and Program Evaluation requires essentially the same financial 

skills as the operational steps. 

However, it is difficult to be completely objective when 

reviewing work in which the reviewer or his close associates have 

been involved.  • 	Even if objectivity is maintained, the 

grounds for possible bias are still apparent to observers 

who may therefore view review or evaluation results with 

some skepticism. Also, as discussed earlier, the performance 

of a control role could be in opposition to branch interests 

and for a service organiation both the fact or appearance of 

an interest or function which could conflict with the clients' 

interests should be avoided. 

• Therefore, for objectivity and credibility, the control steps 

should be performed by groups other than those performing the 

original work. 
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' It is recommended that: 

13) Review and evaluation functions be performed 

by groups who have no involvement in the operational 

functions. 

2) Second Review 

As discussed in Chapter II, Section F the second review 

is an essentially critical one intended to provide an 

independent viewpoint and advice to senior dècision makers. 

The two major concerns are the extent of the second review 

and who should perform it. 

Complete duplication of the original work would be unnecessary 

in terms of the intended benefits as well as extremely costly. 

The independent viewpoint and advice can be obtained more 	 • 

efficiently by review than by duplication. The review elements 

of checking for completeness of assessment, evaluating validity 

of assumptions, testing assessment and evaluating recommendations'when 

applied to the financial and other aspects of the submission 

will provide adequate double check as well. Because of cost, 

automatic second review should be confined to those applications 

sufficiently large or important enough to merit the attention 

of the senior decision makers. Second reviews for quality control would 

be part of the evaluation effort to be discussed in the next 

section. Advice, independent viewpoint and double check appear 

to be most efficiently provided by second review of only those 

applications referred to senior decision makers. 

To perform this role individuals would need extensive knowledge of 

the program as well as broad technical and business knowledge 

sufficient to adequately assess the submission. As covered in 

Chapter IV the existing program offices are generally in the ideal 

position in the current program administration flow and many 

of their officers have the skills and knowledge necessary. In some 



cases they do partially perform this function but their 

objectivity may be hampered by their budget and administrative 

responsibilities. Individuals who are part of a unit which 

is responsible for meeting a target level of funds distribution 

may experience difficulties in being completely objective. There 

does not.appear to be any other existing group equipped to handle 

this function that is not involved in the operational steps themselves. 

Development of a new group would be very expensive and duplicate 

many aspects of the existing program offices. Expanding the current 

responsibilities of these offices would take advantage of existing 

knowledge and skills. It would be strengthened if program 

budget responsibilities were located elsewhere, probably the industry 

• branches themselves. 

It is recommended that: 

14) An independent viewpoint and advice be provided by a 

second review of submissions being rejérred to senior 

decision makers. 

15) Financial Services Branch advise senior management of the 

desirability of revising the duties of the present program 

offices to include second review of.submissions while ensur-

_ing that possible conflict with other duties is provided for, 
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3) Program Evaluation  

The Program Evaluation step includes two elements. The first is 

evaluation of the work done in the operational steps of the program 

to determine if it is up to the standards established for quality 

and efficiency. The second is evaluation of the effectiveness of 

the  program's criteria, methods and administrative processes in 

meeting the program's objectives. The financial aspects of both 

elements would require expert financial input. 

The first would probably best be carried by financially expert 

members of a departmental operational audit group but, in its 

absence, could be done by an external group such as Audit Services 

Bureau. The second logially falls within the responsibilities 

of the Program Evaluation Group. This group is currently 

performing work in this area but may have sonie  difficulty carrying 

out the financial aspect of this function for all programs 

due to apparently limited resources. 

It is recommended that: 

/6) Financial Services Branch ensure that an operational audit 

•is performed of the financial input aspect of the program's 

administration. 



D. SUPPORTIVE INPUT  

1) General 

As previously discussed the financial input for the 

supportive steps of Recording and Reporting and Auditing 

can usually best be provided by the separate departmental 

groups trained primarily for, and currently carrying Out, 

departmental accounting and auditing. There are however 

a few comments which should be made for each step concerning 

specific circumstances in assitance programs which are 

covered in the following sections. 

2) Recording and Reporting  

The accounting groups in Financial Services Branch provide 

overall departmental services which cover the transactions 

and status of the assistance programs. However several 

additional independent systems have developed in 

some program offices and branches. Some of these systems 

parallel the departmental systems but are not integrated 

. with them. Others provide information only needed for 

that areas internal administrative purposes. Aside from the 

costs of duplication of effort, difficulties could arise if 

document and information flow is channeled to support the 

independent systems and the department system suffers or if 

decisions are made in one area based on information which 

senior or other management doesW.t have and which is not integrated 

with and subject to the checks of the departmental system. 

For information which is of common nature and which is provided 

in the system, only the departmental system should operate. 

However the independent systems may have arisen to provide 

information either not available at all or not available when 

needed. Where possible these needs should be met by the 

departmental system. 
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It is recommended that: 

17) ne recording, reporting and other accounting 

needs of the assistance programs be provided by Financial 

Services Branch. 

The Financial Services Branch discuss with the industry 

branches how the needs currently being met by the 

independent systems can be met by the departmental system. 

3) Auditing and Follow-Up  

The audit function can be carried out by in house audit 

specialists or an external group such as Audit Services Bureau 

(A.S.B.) who currently carry out audits of project (or contract) 

expenditures. The benefits of these audits may be increased by 

considering two areas of possible change. 

The audits are currently being controlled by individual 

program office groups rather than by Financial Services Branch. - 

They apparently use a very loose basis to decide which audits 

should be performed and do not currently make use of the results 

to evaluate or revise the program administration. 

The audit administration should be centralized under 

the direction of one area in the Financial Services Branch. 

While the Internal Audit Group might normally be considered 

a logical solution it is still in the development stage and 

is without a director who could assume these responsibilities. 

.Of the remaining possibilities of either the comptroller's area 

or Financial Analysis Division, F.A.D. appears to be more suitable. • 

It includes wide auditing experience which could be utilized 

to direct the audit programs to full advantage and further 

serve the branches interests by evaluating the results for  • 

them. Currently, its director appears to be the most appropriate 

person to administer the audits. 



38 	_ 

Some aspects of the follow up function are of a nature that 

with proper guidelines they could be handled as part of the 

audit duties and thereby reduce the number of groups reviewing 

the same projects. This could include such items as review 

of external auditing work or fullfillment of financial conditions. 

Wherever possible these items should be delegated to  the audit 

group. 	 • 

It is recommended that: 

19) FinanciaZ Services Branch have the administration 

of the project audits centralized under the direction of 

Financial Analysis Division. 

20) Wherever possible follow up activities be included 

in the audit responsibilities. 

E. .SOLUTION SUMMARY  

The Financial Analysis Division should assume a purely service role 

and equip itself to provide whatever financial assistance the industry 

branches require. It should therefore transfer all connections with con-

trol roles and emphasize the service role. Accorldingly, it should reor-

ganize to make each of three senior analysts responsible for provision of 

service to specific branches. Each of the individual analysts reporting 

to them should normally be assigned continuously to one branch bût suf- • 

ficient flexibility should be retained to meet workload requirements. 
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VI SUMMARY OF CONCLUSIONS AND RECOMMENDATIONS  

It is evident that each of the administrative steps which a typical 

program should go through requires financial input. These steps may be divided 

into operational, control and supportive steps. Of the alternatives available 

to provide the financial input, it appears that use of a combination of the pro-

ject officers and a central group of financial specialists such as Financial 

Analysis Division would be most suitable for the operational steps. 

Supportive steps are best performed by specially trained groups already 

performing these functions for the department as a whole. 

While the control steps require essentially the same financial skills as 

the operational steps, for credibility and objectivity they should not be per-

formed by groups involved in the operations steps. With this and other con-

siderations in mind it was concluded that the Financial Analysis DiviSion should 

reorientitself to an exclusively service role providing services on request 

rather than under mandatory requirements. Accordingly it should transfer its 

control-oriented duties and reorganize internally to best reflect the orien-

tation and provide service to the industry line branches. 

A summary of the recommendations resulting from these conclusions is given 

below. It is recommended that: 

t) Financial Services Branch discuss with industry branches the possibility 

of irdustry branch project officers providing as much as possible of 

the operational financial input required. 

2) If project officers are used to provide finanCial input, increased 

emphasis be placed on financial training and experience when staffing 

industry branch project officers. 

3) Consideration be given to the providing of financial training for 

project officers  l'y  Financial Analysis  Division in conjunction with 

the Personnel Branch. 
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4) Financial Analysis Division develop and provide financial input guide-

lines to the project officers. 

5) The Financial Analysis Division provide the financial assistance re-

quired by the indus  try  branch project officers. 

6) The Financial Analysis Division services required be provided on the 

request of industry branch project officers. 

7) The Financial Services Branch discuss with industry branch management 

its availability to assist in ensuring that all project officers are 

fully aware of the extent of their responsibility  for the completeness 

of financial input, the impact of the financial considerations on the 

success of their work and the availability and nature of Financial 

Analysis Division's services. 

8) The industry line branches be allocated among the senior analysts with 

each senior analyst being responsible for the provision of any services 

requested by his branches. 

Each analyst be assigned to work whenever possible on the services 

for the particular line branch assigned to hinh 

10) The analyst report to the senior analyst responsible for the industry 

branch which is the analyst's specialty, but be available for assistance 

to the other senior analysts if necessary. 

/.1) Financial Services Branch bring to senior management's attention the 

desirability of having expert financial input in the formulation 

stage of every program. 

.12) Financial Services Branch recommend that Financial Analysis Division 

provide the financial input  for the program formulation stage. 

13) Review and evaluation functions be perfôrmed by groups who have no 

involvementin the operational functions. 
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14) An independent viewpoint and advice be provided by a second review of 

submissions being referred to senior decision makers. 

15) Financial Services Branch advise senior management of the desirability 

of revising the duties of the present program offices to include second 

review of submissions while ensuring that possible conflict with other 

duties is provided for. 

16) Financial Services Branch ensure that an operational audit is performed 

of the financial input aspect of the program's administration. 

17) The recording, reporting and other accounting needs of the assistance 

programs be provided by Financial Services Branch. 

18) The Financial Services Branch discuss with the industry branches how 

the needs currently being met by the independent systems can be met 

by the departmental system. 

19) Financial Services Branch have the administration of the project audits 

centralized under the direction of Financial Analysis Division. 

20) Wherever possible follow up activities be included in the audit re-

sponsibilities. 



"APPENDIX.A"  

*FINANCIAL'ANALYSIS*DIVISI-ON  

'ROLE'AND:RESPONSIBILITIES  

A. ROLE 

The Financial Analysis Division is a central service unit' 

providing financial analysis and other financial assistance 

required by the department in the formulation and 

administration of assistance programs. 

B. RESPONSIBILITIES  

The Financial Analysis Division's responsibilities are to 

provide the following services: 

(1) Advice to senior departmental management as to financial 

criteria, administrative procedures, results to be obtained 

and controls required for a program to meet its objectives. 

(2) Provision of guidelines to aid industry branch officers 

in determining application eligibility and apparent viability 

as well as in determining the on going compliance of 

applicants with the conditions of assistance. 

(3) Financial consultation to applicants for planning, 

proposal development and application preparation. 

(4) Financial assessment of applications on a regular or 

overload basis for industry branch officers. 

(5) Advice and contribution of expert financial skills to 

industry branch officers dealing with complex and unusual 

situations. 

(6) Support and advice to industry branch officers before 

senior review or decision groups. • 



(7) Financial training for industry branch project officers. 

(8) •  Supervision of the audit programs covering the 

assistance program projects. 
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