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3.

FINANCIAL PLANNING AND BUDGETING -
CENTRAL GOVERNMENT AND DEPARTMENTS

BACKGROUND

3.1  ThisChapter describes the results of our government-wide audit of the financial planning
and budgeting processes for 2001-02. It includes commentary on the roles of central government
(i.e., Finance, Treasury and Policy Board, Executive Council) and major departments (i.e., Health,
Education and Community Services).

3.2 Annua business planning and budgeting by government provides the basis and a
fundamental cornerstone for control over the use or stewardship of public money and property.
Once debated and approved, the annual Appropriations Act (supported by the Estimates and other
planning and budget information tabled in the House of Assembly) provides the foundation upon
which the government can be held to account.

3.3  Estimating future financia results is a challenge as there is always uncertainty associated
with predicting the future. However, a well-designed budget process, including features such as
duediligenceand quality control, can reducetheimpact of variances between budget and actual, and
the risk of overexpenditure.

3.4  TheProvince of NovaScotia s history of annual deficits over the past two decades has been
the major contributing factor to the Province' s poor financia position. Of the Province' s net debt
of $11.3billionasat March 31, 2001, $8.7 billion isdueto accumul ated deficitswhilethe remainder
relates to the purchase of tangible capital assets. The government’ sfiscal plan callsfor abalanced
budget by 2002-03, and beyond. To achieve the government’s fiscal plan, a strong financial
pl ansrll(i ng and budgeting process must bein place. Otherwise, achievement of thefiscal planwill be
at risk.

3.5  TheMinister of Finance had overall responsibility for the preparation and presentation of
government’s plans and budget to the House of Assembly for the 2001-02 fiscal year, including a
plan for the four-year fiscal period commencing April 1, 2001. The preparation, review and
publication of government’ s business plan and budget involves significant resources centrally from
the Department of Finance and the Treasury and Policy Board, aswell asfrom all departments and
agencies.

3.6  For the 2001-02 fiscal year, government budgeted, for the Consolidated Fund, ordinary
revenue of $5.1 billion, and net expenses of $5.2 billion. The Province’s budgeted deficit, after
adjustment for $8.0 million of incomefrom government business enterprises, is$90.7 million. This
is consistent with the government’ s fiscal plan. In addition, the budget includes $186.9 millionin
planned capital purchases, of which $172.0 million relates to the Departments of Education and
Transportation and Public Works.

Audit Approach
3.7  Dueto the critical nature of the financial planning and budgeting process, we undertook a

government-wide audit of thisimportant area during 2001. We last performed an audit of thisarea
In 1993.
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3.8  Themandatefor thisaudit isfound in Section 8 of the Auditor General Act which givesthe
Auditor General the authority to determine whether:

- controls are adequate to safeguard government resources; and
- funds are expended with due regard for economy and efficiency.

3.9 Wedid not audit all aspects of the budget process, in al organizations and departments.
Rather, wefocussed on the processes present in central government, and in the departmentswith the
most significant expenditures. The departmental aspects of our audit were focussed on the
Departments of Community Services, Education and Health, aswell asthe Department of Finance's
budgeting of debt service costs. Together, the areas audited represented 85% of the net expenses
included in the 2001-02 Estimates. We aso audited the Capital District Health Authority’s
budgeting processes because the Department of Health’ s grant to the Authority represents 23% of
the Department’ s operating expenditures (see Chapter 5 of this Report). Finally, we audited the
government’ s processes for prioritization of capital expenditures (see Chapter 4 of this Report).

Approaches to Budgeting

3.10 Thebasic purpose of annual budgeting in government isto establish aplan for allocation of
resourcesto accomplish stated goal sand objectives over adesignatedtimeperiod. Therearearange
of possible approaches to preparation of a budget which may be appropriate in different
circumstances. For example:

u Zero-based budgeting requires basic re-evaluation of an organization’s priorities,
programs and expenditures on an annual basis. Each department would be required
tojustify the entire budget in detail, and to provide reasons why any funds should be
spent on agiven program. The basic assumption isthat zero dollarswill be spent on
any given activity, and all amounts abovethat level must bejustified. Obvioudly, in
agovernment where there are many diverse programs and the expenditure budget is
more than $5 billion, such an approach would require an enormous commitment of
time and effort. In addition, many of government’ s expenditures are statutory and
cannot be reduced unless legidation is changed.

u Line-itembudgeting isthe most rudimentary form of budgeting and wasthe approach
first used by modern governments. The process involves the listing of individual
expenditure categories (e.g., salaries, supplies) and thefocusison inputsused rather
than outputs achieved. With this method, there would be no long-range planning.

u Incremental budgeting emphasizes justification of only those amounts above the
prior year’ sbudget. Under thisapproach, the prior year’ sbudget would beidentified
as the base budget for the current year, and any requests for increments above that
level would be reviewed individually in more detail.

u Satus quo budgeting emphasizes the future cost to deliver the current level of
service. Under astatus quo approach, the cost to deliver current services during the
upcoming year would be quantified. In preparing a status quo budget, forecasted
changes in the costs of wages and other inputs as well as demographics would be
factored into the budget. If the cost was greater than the available funding, then
recommendationsto changethe status quo would be made. Theserecommendations
couldinclude enhancing revenues, cutting programs, or reducing thelevel of services

provided.
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Target-driven budgeting requires centralized decision making, early in the budget
process, regarding targeted expenditure levels for departments, agencies, and
programs. Budget preparers are then required to fit budgets to the targeted
expenditure level. If the targeted expenditure level cannot be met, then specific
pressures would be identified for further decision and approval.

Performance budgeting has an output orientation. It establishes a relationship
between inputs employed and outputs achieved. The budget is produced by
determining the unit cost of providing services and establishing the quantity of
services to be provided. This leads to an estimate of the cost of meeting specific
service levels. This approach provides the information required to establish new
services or to make changes to existing service levels.

Program budgeting involves the setting of specific government objectives,
devel oping budgetary proposalsintermsof programsfor meeting the objectives, and
multi-year planning. The process is longer range and focuses on programs rather
than inputs and outputs. This approach would provide information on the estimated
full future cost of programs.

3.11 There are many factors which could lead to selection of a particular method of budgeting.

For example:

Impact on human behaviour - Does the method motivate people to achieve the
organization’s goals?

Types of expenditures - Are the expenditures statutory or discretionary or the result
of agovernment commitment?

Government organization - |s the government’s basic management structure and
approach centralized or decentralized? |sthere strong control at the central level or
are important fiscal decisions and responsibilities delegated to the departments?

Fiscal situation - Is the government in a strong financial situation and are funds
being directed to new programs? If so, one would expect that the budget process
would focus on justification and approval of new programs and increased spending.
Isgovernment in aweak financia situation and isthe objectiveto meet only the most
critical needs at the least possible cost? If so, one would expect that the budget
processwouldfocusonensuring that all programsor servicelevelsare necessary and
delivered at the least possible cost.

Extent of required changein programs - |sgovernment satisfied with the status quo
or is extensive modification and reallocation required?

Economic outlook - Isthe economy of the Province expected to have amajor impact
on government services and costs during the next year?

Government’s goals and priorities - Are the priorities and goals well defined,
understood and fully supported within the government’ s reporting entity?

Performance measurement - Does the government have sophisticated performance
measurement systems which provide decision makers with information on the
outcomes of government policies and programs?
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3.12 The Nova Scotia government’s current budgeting process has elements of several of the
approaches to budgeting described in paragraph 3.10 above. Dueto the Province’ sfiscal situation,
and the importance placed on meeting the government’s fiscal plan, the 2001-02 process was
primarily target-driven. Many times during our audit, we weretold that “there is no more money”
and that basic premise appears to have been the major driving force towards selection of atarget-
driven approach. Central government setstargets, based on the second-year projectionincludedin
budgets approved in the prior year, and communicates these to the departments. However, in
drafting budgets to meet the targets, departments are directed to emphasize status quo service
delivery andto identify cost pressures and revenue opportunitiesfor review and approval by central
government. The directions received by the departments therefore al so include elements of status
quo and incremental budgeting processes.

3.13  Within departments, targets are set for various programs, cost centres and funded agencies.
Again, the process appears to be primarily target-driven. In the Fall of 1999, the government
undertook a detailed review of its program spending. This review included a Fiscal Task Force,
Program Analysis and Options Exercise, areview of programs by sub-committees of Cabinet and
the development of a two-year budget. Management indicated that the targets for 2001-02 were
based on the second year of the budgets devel oped as aresult of these processes.

3.14 Budgeting processes are, by nature, iterative and based on negotiation. The processes are
also complex. Many stakeholders including the House of Assembly, Executive Council, central
government, departments, agencies, transfer payment recipients, special interest groups and others
are involved. There are more than 70 departments and other Provincial public sector entities
involved in the process.

3.15 InNovaScotia, central government sets funding targets for the departments. Departments
compare funding targets with estimated requirements and identify cost pressures and opportunities
for discussion with central government and Executive Council. Over several months, the cost
pressures are discussed and negotiated and, ultimately, a final budget is accepted by Executive
Council. TheMinister of Financethen presentsthe Budget Addressal ong with theannual Estimates
and other supporting documents to the House of Assembly to commence the formal parliamentary
review and approval process. Although central government setsthe departmental targets, individual
departments are responsible for meeting the targets. Departments are responsible for assessment
of the impact of targets, preparation of operational plans and implementation.

3.16 The amount and type of documentation required to support such a process is decided by
central government. Policies, forms, templates and other guidance set out these decisions for the
participants. In the past, government’s budgeting policies were included in the government’s
Management Manual 200. The Manual has not been updated since 1994 and is not current.
Professional Guidance

3.17 Budgeting is essentially a planning and control tool for governing bodies and managers.
Sel ecting and implementing an appropriate budgeting system are critical for government. Thereis
no single professional standard to indicate how this should be done.

3.18 Related professional guidanceis, however, available from several sourcesincluding:

u CCAF-FCVI Inc.’s Governance Information - Strategies for Success and
Information: The Currency of Corporate Governance

u Canadian Institute of Chartered Accountants Handbook - Section 4250 - Future-

oriented Financial Information
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u Canadian Institute of Chartered Accountants Public Sector Accounting Board
Handbook

u Officeof the Auditor General of Canada’ sFinancial Management Capability Model
and Application Guide

u Auditor Genera of British Columbia’ s A Review of the Estimates Processin British
Columbia, February 1999

3.19 Wereviewedtheseand other professional reference sources and used the standardsincluded
therein as criteriato frame our audit of the budget process.

Government Organization

3.20 The Provincia Finance Act provides statutory requirements which were in effect for
government’ s 2001-02 planning and budgeting processes (see extracts in Exhibit 3.1 on page 64 of
this Chapter). That Act requiresthe Minister of Financeto prepare aconsolidated fiscal plan for the
government each year. The plan must include fiscal projections for the next four years, the major
economic assumptionsmadein preparing the plan and asummary of the government’ sbusinessplan
for the next year.

3.21 Restructuring initiatives implemented during 2001-02 transferred certain of Finance's
budget-related positions to Treasury and Policy Board along with responsibility for planning,
budgeting and monitoring expenses. Financestaff will continueto haveresponsibility for budgeting
activities associated with government’ s economic assumptions, revenues and treasury components.

RESULTSIN BRIEF
3.22 Thefollowing are the principal observations from this audit.

u Wefound that government had established areasonable approach for preparation of
the 2001-02 Estimates. The approach wasdriven by targetsestablished as part of the
government’ s four-year fiscal plan. We made recommendations for improvement
to certain aspects of the Estimates process.

u The March 29, 2001 Budget Address was the first time since March 23, 1984 (i.e,,
for the 1984-85 fiscal year) that a Nova Scotia government’ s budget was presented
to the House prior to the start of the fiscal year to which it applied. The
Appropriations Act passed Third Reading in the House on April 20, 2001. Further,
March 27, 1975 (i.e., for the 1975-76 fiscal year) was the last time an annual
Appropriations Act received Royal Assent prior to the start of the fiscal year to
which it applied. Government should strive to ensure annual plans and budgets are
finalized and approved prior to the start of the fiscal year to which they apply.

u Information on program performance is not integrated with the budget process.
Performance information should be amajor consideration during budget decisions.
The information provided to the House along with the Budget Address should
completely identify the nature and extent of significant program changes or
adjustments made as a result of decisions during the budget process. Financial
budget information should beclearly linked and cross-referenced to program service
or program delivery plans, including information provided on planned outcomes or
targets.
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u The budget targets for 2001-02 were communicated to the departments by the
Department of Finance and were generally based on the prior year’ sbudget adjusted
for certain “funded” cost pressures. In some cases, where funded amountswere less
thantheinitially identified cost pressures, departmentsdid not have operational plans
in place to meet the targets. The lack of an operational plan in certain programs
increases the risk of overspending the budget target, and we recommend that
government ensure annual operational plans, linked to the budget targets, are
prepared for all major government programs and entities.

u The roles and responsibilities of central government and departmental staff in the
2001-02 process appear to have been well-defined and understood by thoseinvol ved,
most of whom had previous business planning and budgeting experience in
government.

u Additional planning information and budget guidelines should be provided to
departments and agencies included in the government’s reporting entity. These
guidelines should include economic and other general overall assumptions or
operational parametersthat should be considered and, where appropriate, integrated
into the individual entity’ s planning and budgeting processes.

u Departments need to improve processes for communicating program-specific
assumptionsimplicit in departmental budget requests. Thisinformation isrequired
so that decision makers can assess the reasonableness of the budget requests
submitted. We expected that departments would provide written guidelines and
instructionsto agencies and transfer payment recipientsto usein preparing budgets,
including common assumptionsto be used. Thesewould help to ensure budgets are
consistently prepared and that potential funding issues are identified. This was
generaly not the case. Instructions from departments usually included very high
level directions such as produce a balanced budget or assume existing servicelevels.

u The Government’s estimated revenues and related economic assumptions are
supported by a variety of forma and less formal systems and models. The
gswmptiogg and risks used in determining the estimated revenues are well

ocumented.

u There are extensive supporting information and model sfor the budgeting of net debt
servicing costs. Intheformal budget documents released along with the Minister’s
Budget Address, the debt-related treasury aspects of government’ s plansand budget
arewell covered.

In order to improve control, borrowing authorities should have a defined life span
and carry-forward borrowing authority amounts should be included in the
informati %g provided to the House of Assembly when additional borrowing authority
is requested.

u The House does not have or receive sufficient, appropriate information on the
components of the restructuring costs appropriation in order to support effective
review, debate and approval by MLAs. Wedid not have full unencumbered access
to theinformation supporting the amounts budgeted for 2001-02 restructuring costs.
The information not available to us related to the government’s labor relations
strategy which supports the wage settlement allocation in the restructuring costs
appropriation. Finance had previously obtained alegal assessment on restricting
access to such budget supporting information. We recognize the difficulty of
bal ancing the need to protect the government’ s negotiating position, asan employer,

with the need for transparency.
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AUDIT SCOPE

The budget submission of the Department of Health included insufficient detail on
cost pressures. The Province hired consultants to complete a joint review of the
Department of Health's budget process with the goal of suggesting improvements
for futureyears. The consultantsindicated that Health had developed aclear vision
and direction for the health system. However, information systemsfor certain major
programs with a history of overexpenditure (such as home care and long-term care)
were deficient. The consultants also noted deficiencies in the information systems
for acute care, mental health and other programs delivered by District Health
Authorities. Dueto health system restructuring concurrent with the budget process,
we believe that the 2001-02 budget preparation process was not typical for the
Department of Health.

Department of Health management was aware of the problems with the 2001-02
budget processand isaddressing the deficiencies. Therewereinitiativesin progress
to improve available information in various health sectors.

3.23 The objective of this audit wasto determine if government is:

establishing mechanismsand making commitmentsto afford the House of Assembly
and public the opportunity of examining the government’ sfiscal plansand assessing
its fiscal and program performance;

developing the form and content of the Estimates to meet the needs of the public,
House of Assembly, government and management;

making a commitment to responsible stewardship;
ensuring the quality and integrity of information for decision making;
monitoring and evaluating the conduct of the Estimates process;

establishing an organizational and procedural environment that promotes
communication and respect for the roles of agencies and persons involved,

promoting public awareness and understanding of fiscal conditions, decisions and
risks; and

ensuring the capacity of the House of Assembly to carry out its oversight role.

3.24 The audit focused on systems and procedures to support the preparation of the 2001-02
Estimates and related information, and did not include the formation of an opinion on the
reasonableness of the amounts included in the Estimates document. Consequently, we express no
opinion on reasonableness of the Estimates, or whether all assumptions are suitably supported,
consistent with the plans of the government, provide a reasonable basis for the Estimates, and are
fairly reflected in the Estimates.

3.25 Our audit focussed on the Estimates-preparation processes present in central government,
andinthedepartmentswith themost significant expenditures. Thedepartmental aspectsof our audit
were focussed on the Departments of Community Services, Education and Health, as well as debt
servicing costs managed by the Department of Finance. We aso audited the Capital District Health
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Authority’s budgeting processes because the Department of Health's grant to the Authority
represents 23% of the Department’ s operating expenditures (see Chapter 5 of thisReport). Finally,
v;qe audited)the government’ s processes for prioritization of capital expenditures (see Chapter 4 of
this Report).

3.26 During the planning for the audit, we researched best practices and identified six key
elements of a sound planning and budgeting process:

u Comprehensive accountability discipline

u Sound fiscal management

u Open deliberative Estimates process

u Sound financial reporting standards

u Appropriate governance and management structure
u Sound monitoring process

3.27 Weestablished audit criteriato use as standards for assessment of government systems and
practices. Thesameaudit criteriawere used in al of the departmentsand entitiesaudited. Theaudit
criteriawere taken from recognized sourcesreferred to in paragraph 3.18 above. The criteriawere
organized under the six key elements of a sound planning and budgeting process referred to above
and r?i scussed with senior management at the departments audited and the Capital District Health
Authority.

3.28 Our audit approach consisted of interviews with management and budget staff, and
examination of reports, documents and correspondence.

3.29 Our audit plan indicated that we intended to engage the House of Assembly or the Public
Accounts Committee in asurvey or discussion processin order to identify their information needs.
However, due to scheduling and resource challenges, we were unabl e to complete that dialogue for
this Report. We will consider completion of that aspect of the audit in future years.

PRINCIPAL FINDINGS
3.30 Thefindings of our audit are presented in this Chapter under the following headings:

Statutory and Policy Framework
Accountability to MLAS

Approach to Annual Business Planning
Approach to Annual Budgeting

Quality of Information Relating to Expense Estimates
Central Challenge and Review

Role of Operational Plans

Timeliness

Estimate of Revenue

Debt Service Costs and Other Treasury Items
Restructuring Costs

Relationship with Funded Organizations
Additional Appropriations

Forecasting and Monitoring
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3.31 Theinformation and findings provided in this Chapter should be considered in conjunction
with the contents of Chapters 4 and 5 of this Report which deal with certain other aspects of
government’s planning and budgeting processes.

Statutory and Policy Framework

3.32  Annual businessplanning and budgeting by government providesafundamental cornerstone
for control over the use and stewardship of public money. Once debated and approved, the annual
Appropriations Act (supported by the Estimates and other planning and budget information)
provides the foundation upon which the government can be held to account.

3.33 TheProvincial Finance Act provides various statutory directions or requirements that were
in effect for the 2001-02 planning and budgeting processes. Exhibit 3.1 on page 64 of this Chapter
includes extracts from the Provincial Finance Act.

3.34 TheProvincia Finance Act requiresthe Minister of Financeto prepare aconsolidated fiscal
plan for the government each year. Thisplan must includefiscal projectionsfor the next four years,
the major economic assumptions made in preparing the plan and a summary of the government’s
business plan for the next year.

3.35 Under Section 83 of the Provincial Finance Act, the Minister must also provide the House
of Assembly with areport, by December 31, on outcomes against the government’ s business plans
for the prior fiscal year. Theinitial reporting under this requirement was released December 20,
2001 for the 2000-01 fiscal year. Unless appropriate outcome measures and targets are established,
it isdifficult to allocate resources and determine the adequacy of the allocation. We are aware that
outcome measures are being devel oped centrally and at the departmental level. Werecommend that
such performance information be fully integrated into the budget process, which we understand is
government’ s intention.

3.36 Wefound that the three departments audited had established outcome measures, but that, in
some cases, they were not fully developed yet and targets had not been established for many
programs. Weal sofound that performanceinformation had not been fully integrated into the budget
process. Better integration of budgets and performance information would assist decision makers
In assessing the adequacy of the resources allocated to departments and programs.

Accountability to MLAs

3.37 The House of Assembly has ultimate authority for the Province’s budget. In order to
exercise that authority with due diligence, the Members of the House need good information.
Accordingto CCAF-FCVI Inc. (Governancel nformation - Strategiesfor Success, CCAF-FCVI Inc.,
1996), good information for governance has the following characteristics.

u Explains options - Information should identify and explain the options considered
and the consequences of each.

u Compares intentions with results - Information should facilitate the comparison of
actual to intended performance and outcomes.

u Forward looking - Information should be forward looking and contribute to future
policy or strategic planning decisions. It should help determineif performance can
be sustained or improved in the future, not just explain past actions.
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u [Illuminates policy and administration - Relevant information will shed light on both
the established policy and how that policy is administered.

u Recogni ze appropriate time frames - Information needs to relate to what is actually
being done within the time frame it is being done.

u Facilitates comparisons - While recognizing the unique characteristics of each
organization, relevant information about organizations in similar lines of business
should be provided for comparison purposes.

u Promotes under standing without simplifying - Information should balance the need
for understanding and simplicity with the complexity of the programs, services or
organizationsinvolved.

3.38 Information presented with or supporting the Estimates should be verifiable and free from
material error or bias. Users of the information should be able to depend upon it to faithfully
represent what it purports to represent and the information should be linked to and consistent with
economic and program-related assumptions.

3.39 Government’s budget is not presented on the same basis as the government’s annual
summary consolidated financial statements included in Volume | of the Public Accounts. The
annual budget still has a primary or predominant focus on the Consolidated Fund and does not
include the budgets of all Government Service Organizations (GSOs) and Government Business
Enterprises (GBES) in the same manner as their results are reported in the government’ s financial
statements. Although we recommend achangein how government includes GSOsand GBEsinthe
budget, we acknowl edgethat the budgeted annual surplusor deficit, under the government’ scurrent
method, ultimately encompasses the government’s reporting entity. Aside from the method of
including GSOs and GBEs, the budget was prepared in accordance with generally accepted
accounting principles. Any other exceptions we encountered were insignificant.

3.40 AsnotedintheMarch 31, 2001 financial statements, the net deficit from GSOswas $278.6
million and the net income from GBEswas $297.0 million. The House of Assembly’ sinvolvement
in the budget process does not formally extend to the business plans or budgets of significant GSOs
(other than government departments) and GBEs. Some significant GSOs and GBEs entities are
reflected at “net” rather than gross revenues and expenditures. Accounting for these on anet basis
impairs the transparency of the presentation in the Estimates document. These entities collect and
spend significant amounts of public funds each year. Observations and recommendations with
respect to the planning and budgeting processes for GSOs and GBEs are noted in paragraphs 3.105
to 3.112.

341 The information provided to the House along with the Budget Address could more
completely identify the nature and extent of program changes or adjustments made as a result of
decisions in the budget process. Financial budget information should be clearly linked and cross-
referenced to program plans, including information provided on outcomes or targets.

342 Webdieveitisimperative for readers of the business plans and budget information to be
ableto clearly identify significant changes that result in the plans and budget being presented on a
basis different than prior years. Government has an obligation to ensure sufficient, appropriate
supporting information is available to MLAS, as a matter of course, to support the substance of
budget debate in the House.

3.43 However,itisnot possiblefor the Auditor General or government to anticipateall significant
information needs of MLAS. Inthisregard, one option to consider could be an all-party committee

of MLASsto identify basic requirements.
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Approach to Annual Business Planning

3.44 Business plans serve as the foundation for the budgeting process. The preparation, review
and publication of government’s business plan and budget involve significant resources centrally
from Finance and Treasury and Policy Board (TPB), aswell asfrom all departments and agencies.
Theformat and templates used to prepare the busi ness planswere devel oped by aninterdepartmental
Policy Advisory Council. Departments were required to prepare business plans for 2001-02 asin
prior fiscal years. Key information included in each department’ sbusiness planincludesa mission
statement, core businessfunctions, goals, priorities, and outcome measures. Information contained
in these business plans was incorporated 1nto the Government Business Plan.

3.45 In the three departments audited, we found that senior management was appropriately
involved in the business planning process. In certain cases, we recommended that the linkage
between government priorities and the departmental business plansbe more clearly stated. Weaso
were interested in whether the priorities and strategies developed in the departmental business
planning processes would be clearly identified in the annual budget documents. 1n some cases, we
recommended that the linkage between the business plans and the budget be clarified.

Approach to Annual Budgeting

346 Government's 2001-02 planning and budgeting processes began in summer 2000 and
culminated in the tabling of the Minister of Finance’'s Budget Address and related supporting
information on March 29, 2001. The Estimates were subsequently approved on April 20, 2001 by
the House of Assembly.

3.47 In August 2000, senior management of the Premier’s Office, Finance, and Treasury and
Policy Board met to discuss the time line and organization of the process. Three key dates were
identified - before the end of December 2000 a meeting with Cabinet to discuss policy directives,
consultations with Cabinet in January to February 2001 and budget by the end of March 2001.

3.48 Central government developed and maintained a detailed project management and task
schedul e throughout the process leading up to the release of the Government’ s business plans and
budget for 2001-02. The schedule explicitly noted the roles and responsibilities of central
government staff, most of whom had previous business planning and budgeting experience in
government. There were over 200 tasks identified on the plan, including presentations to or
consultations with Cabinet during the ongoing process. Thetaskswere categorized on the schedule
under the following headings:

- Cabinet review process;

- budget alignment (finance);

- departmental planning process;

- communications strategy; and

- budget logistics.
3.49 For purposes of the 2001-02 expense budgeting process, the departments were basically
viewed as three groups:. Education, Health, and all other departments. This facilitated the
centralized review process. Due dates for completing certain tasks were communicated to
departments in various memos as the budget process continued. We suggest that a complete

timetable for preparation of the business plans and budget be communicated at the outset of the
process.
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3.50 Economic assumptions and the estimates of revenue were the responsibility of Finance's
Fiscal and Economic Policy Branch. The debt service costsand other treasury-related planning and
budgeting consri] derations were prepared through Finance's Investment, Pension and Treasury
Services Branch.

3.51 Finance publishes certain statistical projections (e.g., economic indicators and interest rate
assumptions) intheBudget Address. Financedid not devel op and communicate overall assumptions
to be used by departments in preparing budgets.

3.52 Instructions and general guidelines for the 2001-02 business planning and budgeting
processes were sent to departments and public service agenciesin October 2000. The preliminary
budget targets were also communicated to the departments at that time. For other GSOs (e.g.,
Regional School Boards, District Health Authorities) and GBEs, the responsible Ministers were to
provide instructions to these entities.

3.53 Some departmental targets, published in the previous year’ s budget documents as part of a
two-year budgeting exercise, were adjusted as a result of government restructuring, program
changes, and results to date during fiscal 2000-01.

3.54 In November 2000, all departments participated in aday long environmental scan session.
During this session each department made a short presentation on its 2001-02 preliminary budget
target, cost pressures that would impact achievement of the target, internal and externa
opportunities for cost savings, and any issues or cost pressures not specifically related to one
department. Because of time constraints, each department’ s presentation waslimited to 15 minutes.

3.55 InDecember, the Department of Financerequired departmentsto submit a 2000-01 Budget-
Variance Report, and a Pressures, Opportunities and Proposed Actions to Meet the Fiscal Targets
document. Throughout December 2000 and January 2001, these documents, aswell asinformation
presented at the environmental scan session, were used by the Department of Finance to perform
apreliminary review of the budget targets of departments and the cost pressures experienced.

3.56 Asthe Departments of Education and Health were experiencing the more significant cost
pressures, they were required to make formal presentations to Executive Council.

3.57 Theresponsibility for devel oping plansto deal with unfunded pressuresand risksrested with
the individual departments. As part of the central government’ s departmental review process, the
risksrelated to unfunded pressures were discussed. The departments were to plan how they would
deal with pressures that remained unfunded.

3.58 Our audit of central government’s role and the three departments indicated that budget-
related responsibilities were generally well understood, although there was a need to improve the
written documentation of policiesand responsibilities. Departments had processesin placeto meet
the time lines set out by the Department of Finance. Generally, the processes involved program
managers and financial staff throughout the Departments, as well as communication at regularly
scheduled meetings of deputy ministers and senior financial executives.

Quality of Information Relating to Expense Estimates

3.59 Weaudited the quality of information relating to the expense estimates in the Departments
of Community Services, Education and Health. Our findings are presented below.

3.60 Documentation and support - We selected asample of program areas in the Estimates from
each Department and examined the supporting documentation, verified cal culations and assessed

the adequacy of supporting analysis for the items.
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3.61 In a good budgeting system, all items included in the budget would be reviewed for
reasonableness to ensure they were properly supported. Reasonableness checks, including
comparisons against historical data, would be performed and formally documented. Anomalies, if
any, would be followed up.

3.62 Our findings at the individual departments are summarized as follows.
Department of Community Services

u Regional office budgetswerewell supported, but head office budgetswerelesswell
documented, particularly in the area of underlying assumptions.

u Senior management and planning staff were involved in the budget process and
performed quality reviews.

u The expense budget did not include cost increases for certain programs with
expected caseload increases.

u There was no documented plan to address $14 million of unfunded cost pressures.
To some extent, this was offset by the fact that the Income A ssistance budget may
have been greater than required because the impact of declining caseloads was not
recognized.

Department of Education

u Budgetsfor Regional School Boards and the Nova Scotia Community Collegewere
based on the prior year’s budget, adjusted for funded cost pressures. There were
some instances where the assumptions supporting the calculations of the cost
pressures were not documented.

u Thereisno requirement for Regional School Boards or the Nova Scotia Community
College to provide the Department with operational plans to meet funding targets.

Department of Health

u Wewere unableto verify cal culations and supporting documentation for some of the
items tested, primarily because of deficiencies in health information systems.

u The Department exceeded its budget appropriation for 2000-01 by $61.2 million or
approximately 4%. This related mainly to deficits of District Health Authorities,
Home Care and Long-term Care. There are deficienciesin the information systems
in those sectors.

u Changes from the original budget to the final approved version were not well
documented.

u There was no requirement to prepare revised operating plans to support the final
Estimates figures in those cases where the funded amount was | ess than the original
request.

3.63 TheDepartment of Finance required departments to prepare a Pressures, Opportunities and

Proposed Actionsto Meet the Fiscal Targets document asdescribed in paragraph 3.55 above. These
were completed by the departments we audited.
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3.64 TheDepartment of Health (DOH) completed the required documentsin amuch more highly
summarized manner than the other departments. Pressureswere classified by major program with
only a description of a few words each. For example, the Department’s submission identified
Revenue Opportunities of $32.8 million. Of this amount, $15.5 million was described only as
“Volume/Price/Revenue Initiatives’ with no further detail. Department management indicated this
estimate was submitted by the District Health Authorities and that the Department had accessto the
detailed calculations. The amount of detail submitted to central government was insufficient for
government and the House of Assembly to use in making important resource allocation decisions.

3.65 During the period when the 2001-02 Estimates were being prepared, the health care system
in Nova Scotiawas being restructured. Nine District Health Authorities (DHAS) were established
effective January 1, 2001 while the prior system of Regional Health Boards and Non-designated
Organizationswas being disbanded. Thismajor change introduced new compl exitiesto the budget
preparation process at the Department of Health. For example, not al information systems,
including financial systems, reflected the new structure. Concurrently with their budgeting
responsibilities, financial staff were dealing with important issues related to restructuring and
allocation of assets, liabilities and budgets among the new entities. These changes suggest that the
2001-02 budget preparation process was not typical for the Department of Health.

3.66 Central government recognized the shortcomings in the information DOH submitted and
believed that the Department of Health’s human resources needed to be supplemented in order to
obtain the necessary information in the required time frame. The Province hired three consultants,
all of whom had previous experience with DOH, to complete ajoint review of the Department’s
budget process with the goal of suggesting improvementsfor futureyears. The consultants major
comments and recommendations are summarized below.

u DOH demonstrated to the consultants that the department had developed a clear
vision and direction for the health system.

u The consultants believed that information systemsfor certain major programs, such
as services provided under the home care program and financial and operational
performance of long-term care facilities, were deficient.

u The consultants al so noted deficiencies relating to information about the acute care,
mental health and other programs offered by the DHAs and attribute thisto amove
away from line-by-line budgeting to ‘global funding’ in the early 1990’s.

u The Department of Health should expand its planning and forecasting processes to
include multi-year projections to coincide with the time frame for many of its
strategic initiatives.

u Centra government should provide the Department of Health with more
opportunities to explain its budget, fiscal options, and policy implications.

3.67 Department of Health management was aware of these deficiencies and has been working
to correct them. There were initiatives in progress to improve available information in various
health sectors.

3.68 Assumptions - The key assumptions underlying a budget should be known to the users of
budget information. Departments should define certain basic assumptions regarding expectations
for theupcoming year. The assumptions should be reasonable and supportable - obtained from past
performance or from predictions of future economic conditions. The quality of the budget of
government and itsdepartmentsislargely dependent on the compl eteness and reasonabl eness of the
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assumptions. These assumptions should be communicated to decision makers so that they can
understand the reasonabl eness of the amounts presented to them.

3.69 To be reasonable, assumptions need to be consistent with the business plans of the
departments and reflect the expected economic effects of anticipated strategies, programs and
actions, including those being planned in response to expected economic conditions. To be
supportable, assumptions need to be based on the past performance of the departments, studies or
other sources that provide objective corroboration of the assumptions used. The process used to
devel op assumptions should be based onrel evant information that isreasonably available at thetime
the budget is prepared.

3.70 There are two types of assumptions which are relevant to the Estimates process. The first
are assumptionsrel ated to government-widefactors such as popul ation growth, incomelevels, Gross
Domestic Product, and costs of mgjor inputs such as fuel and wages. The second are department
and program-specific assumptions related to costs of inputs and service levels. For example, a
relevant assumption in the provision of public education would be pupil/teacher ratios.

3.71 Departments were not required to document program or other assumptions in budget
submissions to the Department of Finance. Based on the initial review of departmental budget
submissions, Finance requested additional information or investigation of certainlarge expenditure
items.

3.72 Wefound, through our work in the departments, that assumptions were generally not well
documented. Department management indicated, in several cases, that assumptionswerediscussed
internally, and discussed with the Department of Finance as part of the central review process.

3.73 Theassumptions accepted and approved by central government were not alwaysclear. For
example, the amount of funding approved for the Department of Health’s Home Care program was
apparently based on the assumption that light housekeeping would be eliminated for the 2001-02
fiscal year - a cost reduction of $3.5 million. Asat November 2001, light housekeeping had not
been eliminated and Health seemed unclear about whether the Department had actually been
directed by government to eliminate the program. Central government should be providing formal,
written direction to the departments regarding assumptions which underlie the approved funding,
and specific approvalsto undertake certain initiatives. Formal approval would also enable central
government to better monitor whether approved initiatives had been undertaken by the departments.

3.74 There may be options available to reduce costs, such as changes to the level of services
provided. These options are often raised during the year when aforecast shows that expenditures
are likely to exceed budget. A preferable approach would be to raise these options for discussion
and decision during the budget preparation process.

Central Challenge and Review

3.75 Finance and Treasury and Policy Board staff were assigned as lead for the centra
government review and challenge of departmental budget submissions. Those invited from
departments included financial, operations, policy and communications staff. The process was
iterative. Decisions regarding departmental budget pressures and risks were made as part of the
individual departmental review process. Discussions with departmental and central government
staff resulted in agreed upon pressures going forward for consideration by Executive Council.

3.76  Thereis documentation to support certain processes and decisions by central government.

However, thereisroom for improvement in the documentation related to the decisions made as part
of thereview of individual departmental targets and challengesidentified. We understand many of
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these decisions result from a consultative process with departments. We have aso been told that
adjustments to initial targets may have resulted from discussions between and among senior
management of various departments.

3.77 We acknowledge that documentation requirements or standards for business planning and
budgeting are not aswell defined or generally accepted asthosefor financial statement accounting.
That notwithstanding, webelieveitisimperativethat government - centrally and for specific entities
- has sufficient, appropriate support for the due process and due diligence associated with the annual
planning and budgeting activities and resource all ocation decisions. Consideration should begiven
to establishing adocumentation standard with appropriate guidancefor theannual businessplanning
and budgeting activities. This will become increasingly relevant once the required reporting on
outcomes becomes an integral consideration in government’ s accountability to the House. That is,
there needs to be sufficient, appropriate evidence to support the contents of reports and
representations, and for the control processes used to prepare them.

3.78 Central government did not initially request or aways receive supporting information
documenting the nature or extent of the changes to existing programs and levels of services which
werefactored into budget submissionsby departmentsin order to meet thetargets provided to them.
Central government needs to ensure that departments and agencies prepare and retain information
or support for their plans and budget submissionsto satisfy the needs of central government and the
House as those entities discharge responsibilities related to resource alocation.

3.79 Budget-related presentations were made to Executive Council at various times by Finance
and selected other departments during the 2001-02 budget process. Therearediffering viewsacross
government as to how much of Executive Council’s time should be devoted to receiving
presentations on the budgets of line departments. The allotted time should be representative of the
program complexities and relationship of departmental funding to total government funding.

3.80 Presentations to Executive Council included key pressures and risks identified by each
department, and communications considerations resulting from decisions or recommendations of
central government staff. Asthe Departments of Education and Health were experiencing themore
significant cost pressures, they were required to make separate formal presentations to Executive
Council. Executive Council decisions resulting from presentations were then conveyed back to
departments through revised target | etters.

3.81 Wereviewed the documentation provided to central government by departments to support
budget submissions. For the most part, the information provided met the requirementslaid out by
Financeand TPB. Central government management staff indicated they wereinregular contact with
the management of those departments where additional information or explanations were required.
Requests for additional information and the related issues were not always documented.

3.82 Wewereinformed that the central review and challenge process focused on the bottom line
target for most departments. Finance and TPB management and staff indicated that this approach
encourages departments to assume ownership of their respective budgets. Central government
believes this also places the onus on departments to explain variances as the budget year unfolds.
Thereview and challenge of pressures presented by the Departments of Health and Education were
more detailed, including reviews of certain specific programs.

Role of Operational Plans
3.83 When cost pressures are not funded, it isimportant for management to have an operational

planin placeincluding approved strategiesfor meeting thebudget target. Wefound that, throughout
government, managerswith budgetary responsibilitiesare expected to ensurethey meet thefinancial
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targets contained in the Estimates. Management indicated that there are not aways specific
operational plans to address situations where the target is less than the required amount, therefore
thereisapotential for ‘gaps between existing expenditure levelsand budgetary targets. If thereare
no operational plans to address such gaps, then there is more risk that expenditures will exceed
approved budgets.

3.84 We recommend that government require and approve operational plans to meet budget
targets. Thiswould help to ensurethat astrategy to meet thetarget isdevel oped, and that initiatives
to achieve targets are specifically reviewed by Department and/or central government senior
management. Without approved operational plans, there is greater risk that budgetary targets will
not be met for certain programs.

3.85 Thepreparation and approval of operational plansisespecially important in atarget-driven
budgeting system like the Nova Scotia one. Although Nova Scotia has a comprehensive business
planning process in place, the plans relate to the overall department and often include little detall
on speciflic %rlograms. The need for enhanced, annual operational plans is especialy acute at the
program level.

3.86 Department management should ensure operational planning is linked to the budget.
Operationa plans should be revisited during the year, based on forecasts prepared during the
monthly monitoring process.

Timeliness

3.87 TheMinister of Finance’ sMarch 29, 2001 Budget Addresswasthefirst timein recent years
that a Nova Scotia government’ s budget was presented to the House prior to the start of the fiscal
year towhichit applied. Thelast timethisoccurred was March 23, 1984. The Appropriations Act,
2001 passed Third Reading in the House on April 20, 2001. Further, March 27, 1975 was the last
time an annual Appropriations Act (which establishes the spending authority limits for the
expenditure/expense budget) received Royal Assent prior to the start of the fiscal year to which it
applied. See Exhibit 3.2 on page 68 for historical information on the timing of the Province's
budgets.

3.88 Government should strive to ensure annual plans and budgets are finalized and approved
prior to the start of the fiscal year to which they apply. The same goal should apply to all
government GSOsand GBEs. However, many GSOs(e.g., Regional School Boards, District Health
Authorities) cannot complete annual plans or budgets until government funding levels are
confirmed. Accordingly, government’s plans and budget need to be available to the House for
debate earlier than has been the norm.

3.89 We acknowledge that one of the significant considerations in finalizing the government’s
annual budget isthe impact of the Federal government’ s budget, which is often not available until
February. Further, Finance usually receives updates of economic and other relevant information
from Federal government agencies (e.g., Statistics Canada) in January or February.

Estimate of Revenue

390 Under the mandate of Section 9 of the Auditor General Act, the Office of the Auditor
Genera annually reviews for reasonableness the government’ s economic assumptions used in the
preparation of itsrevenue estimates. Thismandate (initially included in the Provincial Finance Act)
was put in place in the fall of 1993, and first exercised in the spring of 1994 on the government’s
1994-95 revenue estimates. It is unique in Canada.
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391 TheAuditor Genera’sreview and report on the revenue estimates does not encompass the
estimates of expenditures, sinking fund earnings or recoveries, user fees or other income netted
against expenditures for appropriation purposes. See Exhibit 2.4 on page 27 of this Report for the
report onthe 2001-02 revenueestimates. Inaddition, paragraphs2.16 through 2.19, starting on page
17 of Chapter 2 of this Report, provide additional information on the mandate and reporting.

3.92 Thegovernment’s estimated revenues and related economic assumptions are supported by
avariety of formal and lessformal systemsand models. The assumptions and risksin determining
the estimated revenues are well documented. There is a specific review and challenge process
within Finance prior to review by Executive Council. Supporting information on the assumptions
and revenue estimates is presented in the Budget Address documents.

3.93 Exhibit 3.3 on page 69 shows a multi-year comparison of total estimated versus actual
revenue. Based on this analysis, one should not conclude that government has tended to be too
cautious in setting economic assumptions or revenue estimates in recent years. The supporting
information and rationale provided to us during the annual review have supported our conclusions
on the reasonableness of the assumptions used and the revenue estimates. In this regard, the
uncertainties associated with larger revenue streams over which the government has limited direct
influence must be acknowledged.

Debt Service Costs and Other Treasury Items

3.94 Debt servicing costs (DSC) were estimated at $1.043 billion, or 19.9%, of the 2002 budget.
The most significant portion of DSC isinterest on outstanding long-term debt. Thiswas estimated
to be $966.0 million. Other components of the DSC include non-cash amounts such as interest
calculated on the net outstanding pension and other post-retirement obligations. The estimate
included in the 2001-02 budget for this amount was $26.0 million. An analysis of total debt
servicing costsis provided on pages A27 and A54 of the Budget Address. Debt servicing costsare
offset by certain amounts, the most significant of which are earningson public debt retirement funds
and sinking funds.

3.95 TheProvince sborrowing programwasauthorized at $1.5 billionfor the2001-02 fiscal year.
Thisappropriation anticipates borrowing to replace debt maturing during the year, or which may be
called or redeemed.

3.96 The borrowing program aso provides for new borrowing. New borrowing is required to
finance the budgeted deficit, to purchase capital assets, and to provide for capital advances made
through the government’ s lending agencies.

3.97 Weareawarethat any unused portion of the borrowing authority may be carried forward to
subsequent years until utilized. In order to improve control, borrowing authorities should have a
defined term and any unused portion of the borrowing authority should be included in the
information provided to the House of Assembly when additional borrowing authority is requested.

3.98 We noted the following with respect to the planning and budgeting of debt servicing costs.

u Extensive supporting information and models are used to determine borrowing
requirementsand debt servicing costs. These modelsare maintained at the staff level
but are subject to review by senior management during the year. The models are
reconciled to the accounting records on an annual basisat year end. Reasonableness
tests are performed during the year to ensure variations between months are

explained.
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u The Province' s accounting policiesrelated to debt are incorporated into the models.
For example, foreign exchange trandation gains and losses are amortized over the
remaining term of therelated debt. This calculation has been built into the models.

u Economic assumptions used to prepare the estimate for debt servicing costs are
consistent with those used in other areas of the budget process.

u There is considerable information on debt management, including debt servicing
costs, in the Budget Address or released with it. This information is clearly
presented, and includes a sensitivity analysis indicating the impact of changes in
certain assumptions on total debt servicing costs. We suggest that the date of these
assumptions be noted in the sensitivity analysis.

In addition, we noted that formal documentsrel eased along with the Budget Address
include information on the government’s plans and budget with respect to debt-
related treasury functions. The information and analysis provided appear adequate
to assess these functions and to serve as the basis for relevant enquiries.

u The Minister of Finance is responsible for all non-debt related treasury elements
such as investment income, pension costs, and long-term financial obligations or
commitments. Executive Council does not receive specific information on these
elements during the budget process. We recommend that summary information
supporting these amounts be provided to Executive Council and included in
information provided to the House.

Restructuring Costs

3.99 Total budgeted net program expenses for 2001-02 were allocated to departments except for
$53.6 million which was described as restructuring costs. According to budget documents, this
amount includes estimates for contract negotiations, workforce adjustment and re-engineering or
business p;oc ng costs (e.g., costs associated with creating new departments, such as office
renovation).

3.100 The budget for restructuring costs is determined by senior management at the Department
of Finance and Treasury and Policy Board. Although the appropriation includes the three
components noted above, criteriafor determining what may be considered restructuring costs have
not been developed and we recommend this be done. In addition, the process for determining the
restructuring costs budget should be documented.

3.101 Restructuring costs in total are larger than the appropriation for many departments. The
House of Assembly does not receive sufficient, appropriate information on the components of
restructuring coststo support effectivereview, debate and approval by MLAS. Further, certain costs
included in the restructuring costs appropriation (e.g., compensation adjustments) represent
expenses of individual departments. As a result, the budgeted costs presented for certain
departments may be understated.

3.102 Finding an effective and practical solution to this issue, that also provides appropriate
protection to the public purse, is a significant challenge.

3.103 Duringthecourse of thisaudit, wedid not havefull unencumbered accessto theinformation
supporting the public service contract negotiation portion of the 2001-02 restructuring costs budget.
Management was not willing to disclose thisinformation to us as these negotiations were ongoing.
In this regard, Finance previously obtained alegal assessment from the Department of Justice on
the issue of restricting access to such budget-supporting information (see Exhibit 3.4 on page 70).
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3.104 Insuch circumstances, thedifficulty of balancing the need to “ protect” thegovernment’s(as
an employer’ s) negotiating position with the need for transparency becomes apparent.

Relationship with Funded Organizations

3.105 The accountability for Government Business Enterprises and Government Service
Organizations lies with the Ministers responsible.

3.106 There are various ways of funding GSOs (other than the departments) and other entities
which receive funding from government. For example, universities are funded by a formula
developed in 1998 based on the audited average enrollments from 1994-95 to 1996-97. School
Boards are allocated funds based on a number of different formulas. School Boards participatein
the determination of the allocation through the Education Funding Committee, and the approved
funding is not targeted or restricted to particular line items but can be allocated by the Boards.
Funding to the District Health Authorities is not based on aformula, but rather on DHA business
plans, targeted funding, efficiency information in the Clinical Services Master Plan, and historical
negotiations. DHA funding isgenerally portable (i.e., transferable) between programs and capital,
but there are some non-portable program budgets.

3.107 The Department of Community Services funds family and children’s services agencies
(children’s aid societies) which provide child welfare services in various areas of the Province.
Grants provided to these agencies consist of two components - an operating grant to fund the
administrative costs of agencies, and reimbursement of actual costs incurred in providing child
welfare services. Salary and administrative costs are funded based upon budgets submitted by the
agencies, and child welfare services are funded based upon the actual costs incurred.

3.108 Weexpected that departmentswould providewritten guidelinesand instructionsto agencies
and transfer payment recipients to use in preparing budgets, including common assumptions to be
used. Thesewould help to ensure budgetsare consistently prepared and that potential funding issues
areidentified. Thiswasgenerally notthecase. Instructionsfrom departmentsusually included very
high level directions such as produce a balanced budget or assume existing service levels. All of
these entities have their own planning and budgeting processes and may use their own assumptions
and parameters in developing budgets. Government departments provide these entities with
deadlines for submitting final business plans and budgets, but no other information is provided
concerning the assumptions or parameters that should be integrated into budget submissions to be
consistent with core government and we recommend that this be done.

3.109 The Minister responsible included revenue and expenditure for the GSOs for which he/she
is responsible through the particular department’ s business planning and budget processes. Other
than departments, Executive Council did not allocatetimetoindividual GSOsor GBES. For GBES,
Finance reviewed revenue assumptions and budgets, which were reflected in revenue estimates
provided to and approved by Executive Council.

3.110 Finance and TPB received budget and business plan submissions via the Ministers
responsible for government business enterprises and government service organizations. This
information was accepted without detailed review by Finance and TPB. The assumptions used by
GBEs and GSOs were not submitted to central government or centrally reviewed.

3.111 Throughother audit or review work over the past year we have noted instanceswhereentities
had budgeted for compensation increases which were inconsistent with the plans of government.

3.112 Agenciesandtransfer payment recipientswere generally notified of tentative budget targets
prior to the beginning of thefiscal year, but final notification of approved funding was not received,

In some cases, until June 2001 - part way through the fiscal year.
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Additional Appropriations

3.113 Whenregular overspending occurs, thereliability of the amounts budgeted in the Estimates
should be questioned. In the Nova Scotia government, overexpenditure of appropriations requires
Executive Council approval in the form of an additional appropriation under Section 28 of the
Provincial Finance Act.

3.114 In December 1996, the Public Accounts Committee (PAC) submitted areport to the House
of Assembly whichincluded anumber of recommendations flowing from the efforts of aPAC Sub-
committee on the Public Accounts. Chapter 2 of this Report includes Exhibit 2.8 (see page 31)
which provides alist of all of the PAC Sub-committee recommendations as well as a summary of
the Office of the Auditor General’ s understanding of the status of action taken or planned. Not all
of the recommendations have been fully implemented.

3.115 That report, under the heading ‘Estimates and Budgeting’, included the following
recommendeation.

Additional appropriations and special warrants need to be reviewed by the House of
Assembly on a more timely and effective basis. Where a department or agency has been
allocated an additional appropriation the appropriation should be tabled in the House of
Assembly or if the Houseis not sitting it shall be deemed tabled with the clerk of the House.
The amount of the appropriation must also be included.

3.116 Additiona appropriations have been required every year in recent times, and additional
spending authority has not been put in place on atimely basis, as statutory requirements appear to
require. See Chapter 15 of this Report for more information on additional appropriationsfor fiscal
2000-01. Exhibit 3.6 on page 71 providesinformation onthetotal additional appropriationsrequired
by departments in the past five fiscal years. However, it should be noted that the totals for the last
three fiscal years include the impact of accounting policy changes associated with moving to
generally accepted accounting principles for financial statement reporting purposes.

Forecasting and Monitoring

3.117 Quarterly financial reporting is required as per Section 8B of the Provincial Finance Act.
Staff, centrally and at departments, prepare monthly financia reports and forecasts, and provide
explanations for significant variances. We are not aware of the existence of formal criteria to
identify when avarianceisto be considered significant. Some departmentshave developed internal
procedures concerning monthly financial reporting.

3.118 Treasury and Policy Board now requires departments to provide detailed explanations for
expense variances, but it had not identified the criteria to be used to identify the variances to be
explained nor had it specified the action departments are to takeif their overall budget isforecasted
to be overspent. We suggest that expanded and enhanced guidance on monthly and quarterly
forecasting requirements be considered.

3.119 Departmentsinform Treasury and Policy Board of the status of their budget targets through
the submission of monthly forecasts. Departmental staff were informed that aformal request for
an additional appropriation should only be made at the end of the fiscal year, when the fina
expenditures of the Department have been determined. In our view, incurring expenditures before
the necessary additional spending authority isin place is contrary to the Provincial Finance Act.
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CONCLUDING REMARKS

3.120 Annual businessplanning and budgeting by government providesafundamental cornerstone
for control over the use or stewardship of public money and property. Once debated and approved,
the annual Appropriations Act (supported by the Estimates and other planning and budget
information tabled) provides the foundation upon which the government can be held to account.

3.121 Preparation of the annual Estimates is arguably one of the most important functions of
government administration, and approval of the Estimates isakey governance responsibility of the
House of Assembly. The approved Estimates or annual fiscal plan provide a framework for
government to set out itsfinancial and program prioritiesfor theupcoming year. The Estimatesalso
serve asatool for the House to hold the government and managers accountabl e for achievement of
planned results. Appropriate fiscal planning ensures that services funded and/or provided by
government are sustainable for the future.

3.122 Government’ s business planning and budgeting processes need effective central leadership,
with aclear definition of roles, responsibilities and authorities. Central government requires strong
support, commitment and participation by the management of all departments, agencies and other
organizations within the Provincial public sector.

3.123 We found that government had established a reasonable approach for preparation of the
2001-02 Estimates. We made recommendationsfor improvementsto certain aspects of the process.

3.124 The House of Assembly, to fulfill its responsibility for governance of the Province, needs
good information on which to base its decisions. This information should include appropriate
disclosure of the assumptions underlying budget requests, and we have recommended additional
disclosures in this area. There is also a need to better incorporate operational planning and
performance information into the budget process.

3.125 Achievement of fiscal targets depends on appropriate monitoring of planned and actual
results which should begin early in theyear. The ability to achievethisgoal dependson timeliness
of the House of Assembly’s approval of the Estimates which took place earlier in 2001 than in
previous years. Although there are practical difficulties associated with finalizing approval of the
Estimates prior to the beginning of the fiscal year, we believe that this should be a goal for
government.

3.126 Itisimperative that readers of the business plans and budget information be ableto clearly
identify significant changes or adjustments that result in the plans and budget being presented or
prepared on a basis different than prior years. Government has an obligation to ensure sufficient
appropriate supporting information is available to MLAS, as a matter of course, to support the
substance of budget debate in the House.
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Exhibit 3.1

7A

7B

8B

EXTRACTSFROM PROVINCIAL FINANCE ACT

(1) The Minister shall examine, advise upon and compile the annual estimates of prospective revenues and
expenditures.

(2) The estimates referred to in subsection (1) shall contain
(a) the proposed supply votes that are to be voted on by the House of Assembly; and

(b) any other amounts permitted or required to be paid out of the Consolidated Fund pursuant to this or
any other Act that are not required to be voted on by the House of Assembly.

(3) The estimates referred to in subsection (1) shall be prepared under the direction of the Deputy Minister.
1994, c.29, s.3.

(1) The Minister has responsibility for the financial management of the Consolidated Fund and related
activitiesincluding

(a) establishment of expenditure targets and borrowing requirements as deemed necessary for the
Province' sfinancial planning;

(b) monitoring of departmental appropriations, expenditures, commitments and prospective expenditures
and revenues of departments throughout the fiscal year to ascertain whether departments are properly
managing and accounting for Consolidated Fund transactions;

(c) establishment of financial plans, procedures and policies for use in financial administration by
departments;

(d) monitoring of financial management systems of departments to ensure they are consistent with
government financial-management processes;

(e) development and implementation of financial management systems for departments, where necessary;
and

(f) investigation of any matter relating to the receipt and disbursement of public money by departments.

(4) The Minister shall determine accountability rules and establish financial performance measurements that
shall be reported upon by the departments as deemed necessary by the Minister and used to assess the on-
going financial management of departments. 1994, c. 29, s. 3.

(1) The Minister shall submit to the House of Assembly
(a) quarterly financial reports on the state of the public finances before the end of the next quarter; and

(b) such other financial or economic reports as the Minister determines.




FINANCIAL PLANNING AND BUDGETING - CENTRAL GOVERNMENT AND DEPARTMENTS 65

59D

73

74

(5) Within twenty days after the commencement of every session of the House of Assembly, the Minister shall
lay before the House a report setting out particulars of all acts done by him under the authority of this Section
since the date of hislast report under this subsection. R.S,, C. 365, s. 54; 1994, c.29, s. 18.

(1) Subject to subsection (2), where a department proposes to implement a program or service that the
department has not provided in a previous year or for which no appropriation has been madein a previous
year, the department shall not implement the program or service unless the department is able to implement
the program or service fromthe total of the funds appropriated for the department for the fiscal year in which
the program or serviceis to be implemented.

(2) The Governor in Council may approve the implementation of the program or service referred toin
subsection (1) where

(a) the program or service can be provided within the limits of the total appropriations for the
Government for the fiscal year in which the program or serviceisto be implemented; or

(b) the program or serviceisrequired asa result of a natural disaster or other disaster as provided by
this Act.

Commencing April 1, 1997, a crown corporation shall annually

(a) submit to the House of Assembly for approval during consideration of the Estimates its business plan
and any proposed public financing; and

(b) table in the House of Assembly audited financial statements for the preceding fiscal year. 1996, c.5, s.
23.

In this Act,
(a) “ deficit” means the amount in a fiscal year by which the total of

(i) net program expenses and net debt servicing costs for the fiscal year as defined in the budgetary
summary of the annual Estimates of the Province for that fiscal year,

(ii) consolidation adjustments for government service organizations in that fiscal year, and

(iii) net income or losses for government business enterprises in that fiscal year, exceed ordinary
revenue for the fiscal year as defined in the budgetary summary of the annual Estimates of the
Province for that fiscal year;

(b) “ fiscal period” means a period of four consecutive fiscal years, with the first four-year fiscal period
commencing on April 1, 2000, and each successive four-year fiscal period commencing on April 1% next
following the first year of the previous fiscal period;

(c) “ government business enterprise” and “ government service organization” means those entities listed
in the Schedule to this Act and any additional entities designated pursuant to Section 80;

(d) “ Minister” means the Minister of Finance;

(e) “ surplus’ means the amount by which revenuesin a fiscal year exceed the total of
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(i) net program expenses and net debt servicing costs for the fiscal year,
(if) consolidation adjustments for government services organizationsin that fiscal year, and
(iii) net income or losses for government business enterprises in that fiscal year.

Where an amount is expended in excess of an appropriation referred to in the Appropriations Act, the
Minister responsible for expenditures made pursuant to the appropriation shall table in the House of
Assembly or, if the House is not sitting, file with the Clerk of the House of Assembly a report setting out the
amount of the over-spending and the reasons the expenses were required to be made.

In each fiscal year of the Province, commencing with the 2002-2003 fiscal year, the Minister shall not table a
budget in the House of Assembly that estimates a deficit for the Province for the fiscal year to which the
budget relates.

Where the Minister determines that a deficit has occurred, the Minister shall

(a) table, in the House of Assembly or, if the House is not sitting, file with the Clerk of the House of
Assembly a report setting out the amount of the deficit and the reasons why it occurred; and

(b) introduce a resolution in the House of Assembly respecting the deficit.

(1) Subject to subsection (2), a deficit in a fiscal year shall be recovered no later than the end of the fiscal
year next following the year in which the deficit occurred.

(2) Where a deficit occursin a fiscal year as a result of

(a) an expenditure required in the fiscal year because of a natural or other disaster in the Province that
could not have been anticipated and that affects the Province or a region of the Province in a manner
that is of urgent public concern;

(b) losses associated with a sale, dissolution, closure or other restructuring of a government service
organization or government business enterprise that are not anticipated to have a similar financial
impact on future fiscal years; or

(c) an expense incurred with respect to debt servicing costs that exceeds the amount budgeted for debt
servicing costs for the fiscal year, the deficit is not required to be recovered.

Notwithstanding any enactment, power or authority, a government service organization or a gover nment
business enterprise shall not exceed the net results as set out in its budget without first obtaining the written
authorization of the Minister responsible for the government service organization or government business
enterprise.

(1) The Government shall pursue its policy objectivesin accordance with the principles of responsible fiscal
management specified in subsection (2).

(2) The principles of responsible fiscal management include
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(a) achieving and maintaining Crown debt at prudent levels so as to provide a buffer against factors that

may impact adversely on the level of total Crown debt in the future;

(b) achieving and maintaining levels of Crown net worth that provide a buffer against factors that may
impact adversely on the Crown’s net worth in the future;

(c) managing prudently the fiscal risks facing the Crown;

(d) pursuing policies that are consistent with achieving a reasonable degree of predictability about the
level and stability of tax rates, programs and services for future years; and

(e) adopting and implementing a fiscal decision-making systemthat isrational, fair, efficient, credible,
transparent and accountable.

(2) The Minister shall prepare a consolidated fiscal plan for the Government for each fiscal period.

(2) The Minister shall table a consolidated fiscal plan at the time the Minister tables the estimates for a fiscal

year in the House of Assembly.
(3) A consolidated fiscal plan shall include
(a) fiscal projections for the four-year period referred to in the consolidated fiscal plan;

(b) the major economic assumptions the Minister made in preparing the plan, including the effect

changes in the assumptions may have on the finances of the Government in the fiscal period to which the

plan relates;

(c) a summary of the Government’ s business plan for the first year of the fiscal period, as well as such

portions of the business plans for the first year of the fiscal period of a department, government business

enterprise or government service organization as the Minister considers appropriate; and
(d) such other information as the Minister considers appropriate.

(1) The Minister shall prepare areport for each fiscal year in a formand at the time determined by the
Minister.

(2) A report prepared pursuant to subsection (1) shall include
(a) information that shows outcomes against the business plan information for that fiscal year; and
(b) any other information the Minister considers appropriate.

(3) Reports prepared pursuant to subsection (1) shall be submitted to the House of Assembly not later than
December 31% next following the end of the fiscal year reported on and, if the House is not sitting, the
Minister shall file the report with the Clerk of the House.
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Exhibit 3.2

PROVINCE OF NOVA SCOTIA
CHRONOLOGY OF BUDGET DATES
Date of Budget Date of Royal Date of General

Fiscal Period Fiscal Year End Address Assent Election
2001-2002 (Note1) March 31, 2002 March 29, 2001 June 1, 2001
2000-2001 March 31, 2001 April 11, 2000 June 8, 2000
1999-2000 March 31, 2000 Octaber 14, 1999 November 23, 1999
1999-2000 (Note2)  March 31, 2000 June 1, 1999 N/A July 27, 1999
1998-1999 March 31, 1999 June 4, 1998 June 29, 1998 March 24, 1998
1997-1998 March 31, 1998 April 17, 1997 May 9, 1997
1996-1997 March 31, 1997 April 25, 1996 May 17, 1996
1995-1996 March 31, 1996 April 11, 1995 May 19, 1995
1994-1995 March 31, 1995 May 2, 1994 June 30, 1994
1993-1994 March 31, 1994 September 30, 1993  November 25,1993  May 25, 1993
1992-1993 March 31, 1993 April 24, 1992 June 30, 1992
1991-1992 March 31, 1992 May 14, 1991 June 13, 1991
1990-1991 March 31, 1991 April 27, 1990 June 19, 1990
1989-1990 March 31, 1990 May 5, 1989 June 15, 1989
1988-1989 March 31, 1989 April 15, 1988 May 25, 1988 September 6, 1988
1987-1988 March 31, 1988 April 10, 1987 May 29, 1987
1986-1987 March 31, 1987 April 18, 1986 May 26, 1986
1985-1986 March 31, 1986 April 19, 1985 May 17, 1985
1984-1985 March 31, 1985 March 23, 1984 June 11, 1984 November 6, 1984
1983-1984 March 31, 1984 April 18, 1983 June 1, 1983
1982-1983 March 31, 1983 April 30, 1982 June 26, 1982
1981-1982 March 31, 1982 April 10, 1981 June 24, 1981 Octaber 6, 1981
1980-1981 March 31, 1981 April 2,1980 June 5, 1980
1979-1980 March 31, 1980 April 6,1979 May 15, 1979
1978-1979 March 31, 1979 March 3, 1978 May 5, 1978 September 19, 1978
1977-1978 March 31, 1978 March 29, 1977 May 19, 1977
1976-1977 March 31, 1977 March 19, 1976 May 20, 1976
1975-1976 March 31, 1976 March 4, 1975 March 27, 1975
1974-1975 March 31, 1975 June 14, 1974 June 28, 1974 April 2, 1974

Note 1 - Appropriations Act, 2001 - House voted on and passed April 20, 2001
Note 2 - Budget defeated June 17, 1999



FINANCIAL PLANNING AND BUDGETING - CENTRAL GOVERNMENT AND DEPARTMENTS 69

Exhibit 3.3

COMPARISON OF REVENUE ESTIMATES TO ACTUALS

($ MILLIONS)
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*Federal CHST program implemented
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Exhibit 3.4

FREEDOM OF INFORMATION AND PROTECTION OF PRIVACY ACT
Do Satutory Provisions Justify Withholding Budget Information?
(Extracted from April 15, 1997 M emorandum - Justice Deputy to Finance Deputy)

You have asked me whether statutory provisions justify withholding budget information such as information which
could benefit unions during collective bargaining (to the detriment of the Province).

Subsection 17(1) of the Freedom of Information and Protection of Privacy Act provides, in part,:

“ The head of a public body may refuse to disclose ... information the disclosure of which could be
reasonably expected to harmthe financial ... interests of ... the Government of Nova Scotia ...” .

Clause 17(1) (e) contains a specific right to refuse “ information about negotiations carried on by or for a public
body or the Government of Nova Scotia” . | believe information respecting money allocated for the purpose of
salary increases is covered by both the general prohibition and the specific one.

The Government may deter mine whether the rel ease of the information could or would not reasonably be expected
to harmthe financial interests of the Government. That will depend upon the collective bargaining strategy.

It follows that, if asked about details respecting the estimates which would disclose money available for salary
increases yet to be negotiated, the Minister of Finance may respond:

“ Release of thisinformation could reasonably be expected to harm the financial interests of the
Government of Nova Scotia during the collective bargaining process and ther efore the information will not
be disclosed.”
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Exhibit 3.5
DEPARTMENTAL BUDGET REQUESTSAND FINAL ESTIMATES
2001-02
($ thousands)
Education
(Including
Community University
Departments Services Assistance) Health
Base Budget, 2001-02 $ 575,989 $ 1,060,064 $ 1,686,140
Funding for Program Pressures 21,600
Other Adjustments 23,636 11,165 13,860
Revised Base Budget 621,225 1,071,229 1,700,000
Funding for Program Pressures 1,500 6,400 126,884
Other Adjustments 3,783 12,040 (7,853)
Estimate, 2001-02 $ 626,508 $ 1,089,669 $ 1,819,031
Department Initial Request $ 635,225 $1,117,855 $ 1,988,013
Exhibit 3.6

ADDITIONAL APPROPRIATIONS BY DEPARTMENT
1995-96 TO 2000-01

$ Millions

1995-96 1996-97

. Other Departments
D Department of Education

1997-98

1998-99 1999-00

. Department of Health
D Department of Community Services

2000-01
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Exhibit 3.7
DEPARTMENTAL EXPENDITURES FROM CONSOLIDATED FUND
ESTIMATED AND ACTUAL
1996-97 TO 2001-02
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Note - These figures represent expenditures from the Consolidated Fund only and may not be the same as those in the Consolidated Summary

Financial Satements.



