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1.

OVERVIEW AND SIGNIFICANT ISSUES

INTRODUCTION

1.1  Iam pleased to submit my Annual Report to the House of Assembly. It outlines the results
of audit work and other activities carried out during 2002. It is my continuing objective to provide
information for use by members of the House of Assembly in carrying out their responsibility to
hold the government to account for the management of public funds.

1.2 In performing our work we adhere to the standards established and promulgated by the
Canadian Institute of Chartered Accountants. These are the professional standards adhered to by
public accountants and legislative auditors when performing assurance work.

1.3  For the first time I will also be presenting a separate report which will describe the role
of the Office, lay out our business plan for the year ended March 31, 2004 and report on our
performance for 2002. The business plan for 2002-03 was included in the 2001 Annual Report.
I will be presenting these in a separate report to highlight the importance I attach to planning and
performance reporting and encourage members of the House of Assembly to offer comments and
provide advice on our plans and activities.

1.4 I have also made a change in the content of this Annual Report. This year, in most of the
chapters, I have included specific recommendations to government that are intended to address
weaknesses, deficiencies or issues identified in the course of audits. It is my intention to follow
up on these 90 recommendations in three years to determine the extent of action taken.

1.5  The government continues to focus on achieving fiscal stability and appears to be making
progress. However, one of the key elements in doing so is sound decision making based on good
information. Throughout this Report, my audits identified weaknesses in information reporting
within departments and agencies, between organizations and externally to the House of Assembly.
I acknowledge that improvements have been made over the last number of years but deficiencies
still exist.

AUDIT MANDATE

1.6 In addition to my responsibility to table this Annual Report, the Auditor General Act
requires me to provide an opinion to the House of Assembly on the government’s financial
statements and to have that opinion included in the Public Accounts. My opinion was dated
October 18, 2002 and was included in the Public Accounts which are scheduled to be tabled by
the Minister of Finance before December 31, 2002.

1.7  Tamalso required by the Auditor General Act to review the estimates of revenue contained
in the Budget Address of the Minister of Finance and to report to the House of Assembly on the
reasonableness of the revenue estimates. That report was included in the April 4, 2002 Budget
Address.

1.8  The Auditor General Act also permits me to table two additional reports during a year.
I will be tabling my business plan and performance report under this provision.
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ACCOUNTABILITY INFORMATION AND REPORTING

1.9  Chapter 2 discusses the government’s first Annual Accountability Report issued in
December 2001, the results of our review of the government’s 2002-03 Revenue Estimates, the
results of our audit of the Province’s Summary Consolidated Financial Statements for the year
ended March 31, 2002, and comments on the government’s progress in implementing the
Corporate Financial Management System throughout the broader public sector. We note that
government has taken steps to improve the nature and quality of accountability reporting to the
House of Assembly and public.

1.10 The chapter includes recommendations in several areas where government needs to
improve controls or accountability. For example, central government needs to better
communicate statutory and policy requirements to the broader public sector and ensure these are
well understood by the entities involved. The accounting and control processes for the $65
million appropriation for restructuring costs need improvement.

1.11 We also note that government’s commitment to generally accepted accounting principles
(GAAP) may require other changes in accounting policies to comply with future recommendations

of the Canadian Institute of Chartered Accountants. We strongly support maintaining compliance

Evith GAAP but note that compliance will continue to challenge the government in achieving its
iscal plans.

EDUCATION - HIGHER EDUCATION AND ADULT LEARNING BRANCH

1.12 Chapter 3 includes the results of an audit of the Higher Education and Adult Learning
Branch of the Department of Education which has responsibility for a number of programs
including Student Assistance. There have been a number of changes in the Student Assistance
program since our last audit including the Province’s decision in 2000 to fully guarantee student
loans and accept the related liability for future defaults, rather than pay a risk premium to the bank
as in the previous arrangement. Since loan repayment depends on future income levels of loan
recipients and other factors, there is a need for the Department to gather and analyze historical
default rates, employment trends and related information to accurately estimate the liability
associated with the program.

1.13  Since we last audited the program, the Department also decided that Student Assistance
applicants no longer need to submit income tax returns or other income documentation for
themselves, parents or spouses. We believe this decision increased the risk associated with the
program and recommend that the Department consider approaches to mitigating the risk, including
developing a formalized audit approach or accessing electronic income information from the
Canada Customs and Revenue Agency.

EDUCATION - REGIONAL SCHOOL BOARDS’ PROPERTY SERVICES EXPENDITURES

1.14 The current system of funding property services expenditures and major capital
construction does not motivate Regional School Boards to invest in preventive maintenance of
school buildings as noted in Chapter 4. There is also a serious deferred maintenance problem in
the schools. Systems and controls in the property services area are generally informal and require
improvement to ensure the value from the Province’s investment in school buildings is
maximized.

ENVIRONMENT AND LABOUR - DRINKING WATER SAFETY SYSTEM

1.15  Chapter 5 indicates that the Department of Environment and Labour has good processes
for developing and promulgating standards for safe drinking water and ensuring individuals with
responsibilities related to drinking water have appropriate qualifications. The Department has
suitable plans for improving its monitoring and auditing of municipal water supplies, but needs
to put more effort into planning for the monitoring and auditing of registered water supplies.
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WORKERS’ COMPENSATION BOARD OF NOVA SCOTIA - GOVERNANCE STRUCTURE AND
PROCESSES

1.16 Chapter 6 includes the full text of our report on Governance Structure and Processes at the
Workers’” Compensation Board. This audit was requested by Treasury and Policy Board and the
report was provided to the Minister of Environment and Labour on June 14, 2002.

NOVA SCOTIA PUBLIC SERVICE LONG TERM DISABILITY PLAN TRUST FUND

1.17 Chapter 7 indicates that the unfunded liability for the Trust Fund is estimated to be $38.9
million at June 1, 2002. Recent changes to the Plan, aimed at developing a fully-funded position
in 15 years, are a significant step in maintaining a viable Fund but there are other actions which
should be taken. Leave management policies and procedures within the government and its
related entities relating to short-term illness need to be examined in an effort to control the rate
of claims incidence for the Plan.

HEALTH - ACCOUNTABILITY OF DISTRICT HEALTH AUTHORITIES

1.18 The Health Authorities Act includes provisions that establish a strong accountability
structure between the Department of Health and the District Health Authorities as indicated in
Chapter 8. Although some of these requirements are already in place, additional work is needed
to enforce all provisions of the Act. We believe that accountability would be improved if District
Health Authority Business Plans were submitted to Executive Council as provided in the Act.
Executive Council should formally approve, with documentation, Health Authorities’ planned
initiatives in addition to funding.

1.19 The Department is investing significant resources in the development of better information
systems. We support the Department’s efforts to improve information available for decision
making. The Nova Scotia Health Information System is a significant undertaking and is scheduled
for completion by the end of 2004. The most recent forecast of project costs 1s $57 million.

HEALTH - PROCUREMENT

1.20 Chapter 9 indicates that we found several instances where the Department of Health was
not compliant with the requirements of the Provincial Procurement Policy or the Department’s
internal policies. We recommend that the Department complete and implement its reorganization
of the procurement function and take measures to achieve compliance with the related policies.

HEALTH - HOME CARE NOVA SCOTIA

1.21 Home Care Nova Scotia’s costs have increased dramatically over the past five years as
indicated in Chapter 10. The majority of home care costs relate to payments made to third-party
service providers. Control over program expenditures and quality of care depends to a large
degree on the Department’s ability to ensure that the service providers are providing services
consistent with the Department’s requirements at a reasonable cost. We believe the Department
needs to make significant improvements in the management of service providers.

NOVA SCOTIA HEALTH RESEARCH FOUNDATION

1.22 Chapter 11 indicates that the Foundation has progressed in all areas since it became
operational in January 2000. We made a number of recommendations to assist the Foundation
in improving control over its operations.

1.23  We also noted that the government approved grants of $2.5 million to the Foundation in

the Estimates for both 2000-01 and 2001-02 but that the actual grant in each of the two years was
$5 million. We recommend that the government appropriately budget the grant to the Foundation.
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HEALTH - AUDIT OF PERFORMANCE INDICATORS

1.24 Chapter 12 is a discussion of our audit of the Department of Health’s September 30, 2002
publication Reporting to Nova Scotians on Comparable Health and Health System Indicators -
Technical Report which resulted from a September 2000 commitment made by the First Ministers.
The publication includes 67 health indicators in 14 areas, and was the first time that we audited
a non-financial report of a government department. We believe that the user of accountability
reports requires assurance on the quality of the document. Audits provide the needed assurance.
The role of audit is well understood in the provision of financial information, but is just beginning
to be recognized in the provision of non-financial information. We encourage government to look
at the 2002 health indicators report as an example of the added assurance that an audit can provide
on non-financial information in all sectors.

SERVICE NOVA SCOTIA AND MUNICIPAL RELATIONS - FUEL AND TOBACCO TAX

1.25 Chapter 13 indicates that systems for issuing and monitoring licenses and permits related
to fuel and tobacco taxes are adequate. However, the Department has inadequate systems for
processing fuel and tobacco tax returns, and for conducting taxation-related audits and inspections.
Also, improvements should be made to strengthen collection of past due taxes.

TRANSPORTATION AND PUBLIC WORKS - PROCUREMENT BRANCH

1.26 We observed instances of government organizations not complying with the Government
Procurement Policy as noted in Chapter 14. A significant number of government organizations
are not externally monitored to ensure they are in compliance with procurement policy and
interprovincial procurement agreements. Also, there is little challenge of government agencies
using alternative procurement practices, even when procurement practices do not meet the criteria
presented in the Government Procurement Policy.

HIGHWAY 104 WESTERN ALIGNMENT CORPORATION

1.27 Chapter 15 notes that the Corporation reports to the Department of Transportation and
Public Works on a timely basis, but the Department does not provide accountability information
on the Corporation to the House of Assembly. We believe that the Corporation should be
accountable to the House and that its accountability requirements should be included in legislation.

TRADE CENTRE LIMITED

1.28 Chapter 16 discusses the results of our review of Trade Centre Limited. We note that
Trade Centre was not aware of statutory requirements included in the Provincial Finance Act,
including the requirement for Executive Council to approve guarantees, and that there is a need
for central government to communicate policy and statutory requirements to such entities. We
also note that there is a need for the Board of Directors to formalize the process and criteria
relating to eligibility for management bonus payments.

REVIEW OF FINANCIAL STATEMENTS AND MANAGEMENT LETTERS

1.29 Section 17 of the Auditor General Act permits this Office to conduct additional reviews
of those crown corporations and agencies where the financial statements are reported on by private
sector auditors. Chapter 17 includes comments on our review of the results of private sector
audits, as well as comments on audits performed by this Office.

ADDITIONAL APPROPRIATIONS

1.30 Chapter 18 indicates that additional appropriations totaling $450.2 million and $183.4
million were approved by Order in Council in September 2002 for the years ended March 31,
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2001 and March 31, 2000 respectively. Additional appropriations required for the year ended
March 31, 2002 are yet to be approved by Order in Council.

1.31 Under Section 28(4) of the Provincial Finance Act, as amended May 30, 2002, Order in
Council approval now needs to be obtained “no later than ninety days after tabling of the Public
Accounts”. These statutory changes establish a deadline for obtaining additional appropriations
and resolve an administrative challenge of government regarding compliance. However,
parliamentary control of and accountability for government’s spending are at risk of being further
impaired because the statutory provisions do not require approval prior to spending.

CONCLUDING REMARKS

1.32 I believe that acting on the recommendations contained in this and prior Reports would
assist government in achieving its fiscal objectives. Better management and decision making is
critical and while I acknowledge the improvements that have been made over the last number of
years, better systems and better (not more) information at all levels is necessary.

1.33  Again this year [ would like to thank my staff for their efforts and support. It was a busy
year and they worked diligently, professionally and enthusiastically in carrying out their projects.
Those whom we audit are also professional, cooperative and courteous and I wish to thank them.
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2.

ACCOUNTABILITY INFORMATION AND REPORTING

BACKGROUND

2.1  Adequateinformation and reporting on government’s plans and performance (i.e., results or
outcomes) are required, so Members of the Legislative Assembly (MLAs) can hold government
accountable. In its simplest terms, accountability means the obligation to answer for an assigned
responsibility.

2.2 An accountability relationship involves at least two parties, one who allocates or assigns
responsibility, and one who accepts it, with an understanding to report upon results or outcomes.
Exhibit 2.1 on page 33 provides a relatively simple two-dimensional overview of the key elements
of an accountabllity relationship, including the role the audit function serves within it. This
overview or model can be used when considering accountability at various levels within Provincial
operations. For example:

- government’s accountability to the House of Assembly;

- departments’ and Provincial public sector entities’ accountability to government;
- deputy head’s or board’s accountability to a Minister; and

- management’s accountability to a deputy head.

2.3  Exhibit 2.2 on page 33 provides an overview of the accountability organization with respect
to the Provincial public sector. Itis not intended to present all parties or relationships involved, but
rather to emphasize the various levels that exist and that accountability to the public is relevant at
all levels.

24  The purpose of this Chapter is to provide summary comments on the quality of accountability
information and reporting to the MLAs, including the Province’s financial statements.

RESULTSIN BRIEF
2.5  The following are our principal observations this year.

u As a result of amendments to the Provincial Finance Act in June 2000, the provision
of accountability information and reporting to the House of Assembly on
government’s plans and performance is now required by law. The initial reporting
on outcomes under this requirement, titkahual Accountability Report, was
released December 20, 2001.

Performance information or reports provided by government to MLAs should be
relevant, reliable and understandable. The implementation and evolution of such
reporting, and the effective use of the information by government and MLAs for
accountability purposes, will require a significant sustained commitment. The
Annual Accountability Report represents an important step in the accountability
reporting process.
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TheAuditor General's Report, required under Section 9B of the Auditor General Act,
on the 2002-03 revenue estimates was dated March 28, 2002 and tabled in the House
on April 4, 2002 along with the Nova Scotia Budget for the fiscal year 2002-03.

In addition, summary comments and suggestions resulting from our review
procedures were communicated to the Department of Finance. We suggested that
policies and practices used during the budgeting and accounting processes for
recognition and measurement of Provincial taxes and other revenue transfers from
the Federal government be reviewed.

The Province’s March 31, 2002 summary consolidated financial statements were to
be released in December 2002 as part of Volume | oPtibic Accounts. The
Auditor’s Report, dated October 18, 2002, on the consolidated financial statements
was unqualified.

Opportunties to improve control andccounting for the government’s financial
affairs were identified, including the following.

- The level of awareness and understanding within and across the Provincial
public sector of statutory and policy requirements (and limits) related to the
financial management and control of the public purse need to be improved.

- The government’s financial and accounting policies should include
appropriate relevant extracts, references or linkages to external authoritative
sources (e.g., Acts, Regulations, accounting standards) in order to support
broader awareness and understanding of the policies.

- Responsibility for accounting for restructuring costs should be transferred to
the Department of Finance’s Government Accounting staff, in order to ensure
no significant errors or omissions occur, and an adequate management/audit
trail is maintained.

- Direction, guidance and, if necessary, support need to be provided so that
entities covered by the Provincial Finance Act meet the prescribed deadline
of June 31 for financial statement reporting on a timely and effective basis.

The deployment of the financial information system SAP R/3 across the Provincial
public sector is a major undertaking to be addressed through specific projects over
the next several years. It is very important that there be a requirement, in the
planning and approval process, for the benefits to be derived from each project to be
clearly defined and measureable. Also, a formal requirement should be established
for reporting on the realization of benefits. Such requirements would represent key
ingredients in the accountability and management processes of this undertaking by
government.

Among matters reported upon in previous years, yet to be dealt with by government,
are the following.

- The applicability of the Management Manuals to Provincial public sector
entities other than core departments and agencies should be clarified. The
starting point for such an initiative would be a clear and concise listing of the
basic or fundamental principles to be met when public funds or property are

involved.



16 ACCOUNTABILITY INFORMATION AND REPORTING

- Disclosure of compensation arrangements for executive and senior
management positions in all Provincia public sector entities should, as a
minimum, meet the requirements that publicly-traded corporations have had
to comply with for many years.

SCOPE OF REVIEW

2.6  Thisassignment represents an ongoing monitoring, identification, review and consideration

of various matters or issues relating to the status of action taken or planned by government to
improve the quality of accountability information and reporting to the House of Assembly.

2.7  In addition to considering the status of accountability-related initiatives undertaken by
government, we provide commentary on selected matters, including the Province’s summary
consolidated financial statements.

PRINCIPAL FINDINGS

2.8  Our principal findings and summary comments on general or specific matters relating to the
quality of accountability information and reporting are presented under the following headings.

u Accountability Report

u Government’s Revenue Estimates
u Province’s Summary Consolidated Financial Statements
n Corporate Financial Management Systems

u Other Matters
Accountability Report

2.9  For the House of Assembly to hold government to account, and for government to hold
departments and agencies accountable, there should be a standard framework in place. As a result
of June 2000 changes to the Provincial Finance Act, there is now a statutory requirement for
government to provide such information and reporting on outcomes to the House.

2.10 The effective implementation and continued evolution of such information and reporting
mechanisms represent a significant challenge, requiring a sustained commitment by government.
It is important MLAs be provided sufficient, appropriate information on the government’s progress
towards its targets for program service and delivery levels. How such information or reporting is
presented to MLAs, and used by them as part of the parliamentary process to hold government to
account, will have a significant impact on its effectiveness.

211 The government of Nova Scotia released its first report in response to a hew requirement
under Section 83 of the Provincial Finance Act. The report, Atbadal Accountability Report, was

issued on December 20, 2001 and reports performance against the spring 2000 planning document
The Course Ahead for the fiscal year 2000-01 - The Government Business Plan. Government
departments were also required to prepare individual accountability reports for 2000-01, and make
them available through the government’s website.
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212 In spring 2002, this Office undertook a review of the preparation of the Annual
Accountability Report aswell asthereports prepared by four departments. Theoverall objectivefor
thisassignment wasto assess the nature and extent of the supporting information behind the various
representations on results achieved madein the accountability reports. Inparticular, thereportswere
assessed against the following criteria.

u There should be alink between the goals noted in the accountability report and the
government (or departmental) business plan.

n The government (and departments) should report on the full range of priorities
outlined in the business plan.

n There should be support for the results reported in the accountability reports. The
support should be organized and available for review.

u The report should explain the degree to which the data supporting assertions is
reliable.

2.13 Thefollowing observations resulted from this assignment.

u All priorities established by the four departments in their 2000-01 business plans
were reported on in their respective accountability reports. Overal government
priorities were not as clearly defined in The Course Ahead and therefore the link
between that document and the Annual Accountability Report is not as clear. We
noted that the Annual Accountability Report included comments on many
government activities, not all of which were identified in The Course Ahead.

u Guidelines for the preparation of the accountability reports had been provided by
Treasury and Policy Board (TPB). These guidelines suggested content for the
reports, but did not address the nature and extent of documentation to support the
assertions madein the reports. Consequently, documentation to support the reports
varied in each of the four departments we selected. Departmental staff noted they
were unsure whether internal meeting notes related to the reports should be
documented and filed. They were also unclear as to whether statistics and data
obtained through departmental information systems should be copied and kept in a
file related to these accountability reports. Finally, some of the information in the
reports came from staff in each department who had knowledge of a particular
program or priority. Again, there was uncertainty asto how much of thisknowledge
should be documented, and supported.

We noted that documentation was provided by departments to support many of the
assertions in the Annual Accountability Report and that this documentation was
maintained in a centra file.

n The departmental accountability reports we reviewed include an Accountability
Statement signed by the respective Minister and Deputy Minister. This statement
notes “The reporting of[departmental] outcomes necessarily includes estimates,
judgements and opinions pyepartmental] management.”

The Annual Accountability Reporoes not include a statement describing the
reliability of the data, but does refer the reader to departmental reports for further

information.
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2.14 Weareawarethat accountability reporting in government is still in its early stages, and that
guidelines provided by TPB for the preparation of these reports are evolving aswell. Management
at TPB noted that these guidelines were not meant to be too prescriptive; departments should have
adegree of flexibility in describing accomplishments for their program areas.

2.15 Our concernwith the guidelinesfor preparation of the 2000-01 accountability reportsisthat

they did not address the need for an adequate management/audit trail to support assertions madein

the reports. We reviewed the guidelines issued by TPB for the preparation of the 2001-02

accountability reports and note that the above concerns raised by departmental staff have been

?(lidressed, and that the guidelines now include documentation standards including suggestions for
ile content.

2.16 Businessplanspreparedfor 2000-01 were not required to include performance measures and

targets related to each priority. Asaresult, accomplishments noted in the 2000-01 accountability

reports were often described in subjective terms such as “progress continues to be made....” We
understand that the business planning process is moving toward performance measures and targets
and it is expected that future accountability reports will include more objective measures of results.

2.17 We acknowledge the effort made and resources utilized to produce these accountability
reports. They represent an important step in the accountability reporting process.

Government’'s Revenue Estimates

2.18 Section 9B (1) of the Auditor General Act providesthe Auditor General with the following
mandate with regard to the government’s annual revenue estimates.

“The Auditor General shall annually review the estimates of revenue used in the preparation

of the annual budget address of the Minister of Finance to the House of Assembly and
provide the House of Assembly with an opinion on the reasonableness of the revenue
estimates.”

2.19 TheAuditor General’'s Report on the 2002-03 Revenue Estimates was dated March 28, 2002
and tabled in the House along with the supporting information fdxdkia Scotia Budget for the

fiscal year 2002-03 on April 4, 2002. Exhibit 2.3 on page 34 is a copy of the Auditor General’s
Report on the 2002-03 Revenue Estimates.

2.20 Atthe conclusion of our review of the 2002-03 revenue estimates, we also forwarded a letter
dated April 30, 2002 to the Minister of Finance providing the following summary observations on
matters regarding the 2002-03 revenue estimates.

2.21  Further tomyreport, | would liketo draw your attention to thefollowing summary comments
or observations:

u The additional qualification paragraph in my report on the 2002-2003 revenue
estimates resulted due to the fact that your staff were not able to determine what
adjustment, if any, to the personal income taxes (PIT) estimate should have been
considered for national and provincial economic circumstances.

In this regard, it should be noted that data from the federal government used in
estimating the PIT revenue was received in mid-February in advance of Statistics
Canada’s updated - significantly revised - economic performance information
released at the end of February 2002.



ACCOUNTABILITY INFORMATION AND REPORTING 19

As appropriate, your staff adjusted their views on the national and provincial
economic assumptions and indicators based on the updated information from
Satistics Canada. However the new model that had been implemented by your staff
for PIT had not yet been finalized. The part to deal with the impact of differences
between the federal and provincial economic assumptions had not been devel oped.
Asaresult, the PIT estimate is based on federal economic assumptions as opposed
to those formally approved by Executive Council for purposes of the 2002-2003
revenue estimates.

Essentially this means that the PIT estimate, which was developed using data
provided by the federal government using their own economic assumptions, has not
been adjusted to reflect the different economic assumptions that your 2002-2003
revenue estimates arebased on. The significance of thisadjustment had not yet been
guantified at the time of my reporting but will need to be taken into account in the
accounting for the 2002-2003 PIT revenue, as well as for 2001-2002.

As indicated in previous years, the estimating of provincial economic performance
and revenues is subject to a number of risk factors, not all of which are directl
controllable to any significant extent by Nova Scotia government. In suc
circumstances, it Is not unreasonable for a prudent degree of caution or
conservatism to be incorporated into the economic assumptions and revenue
estimates.

Further, despite detailed models and data available which are used to project
economic activities and revenue levels, ultimately a requirement remains for a
significant amount of professional judgement (economicor otherwise). Thisexercise

of professional judgement to deter minethe economi c assumptionsand revenuelevels

to beincluded in the estimatesis an integral, important and appropriate element of

your staff's process for estimating revenues. The commentary on key assumptions
published with your budget address is to provide summary information that will
assist readers in assessing the assumptions used and the revenue estimates.

The Province continues to receive significant prior year adjustments (i.e., PYAS)
through the various federal-provincial fiscal arrangements. Itis our understanding
that your staff used the most recent formal information from the Federal government
- adjusted in certain instances for more current local conditions or considerations -
in order to arrive at the estimates for 2002-2003 (as well as the forecast for 2001-
2002, which is not specificaII?/ covered during my review). However, it must still be
acknowledged that PYAs will most likely be identified during 2002-2003 for prior
years and, with respect to the current year, in future years, and that they could be
significant individually or collectively.

In this regard, further adjustments may be necessary to the PYAs (and the other
revenue forecasts) for 2001-2002 included in the budget documents as a result of
new updated information that becomes available prior to the finalization of the
Province’s March 31, 2002 summary consolidated financial statements.

Again this year, we acknowledge that the Province continues to experience
challenges as it relates to the timing and substance of some of the data provided by
the Federal government that is relevant to Finance’'s economic and revenue
modelling for forecast or estimate purposes. Government should continue its efforts
and deliberations with Federal Finance and the Canada Customs awenRe
Agency (CCRA) to satisfactorily resolve such matters.
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The processes and practices for the measurement, recognition and recording of
revenue (i.e., for estimate and for accounting pur poses) flowing to the Provincefrom
or through the various federal-provincial arrangementsor agreements are complex
and not well under stood outside of the responsible division of your department. This
isnot only dueto the nature of the arrangements or agreements themselves, but also
that information and support received from the Federal government is adjusted by
Nova Scotia Finance staff for more current or local considerations. It is our
understanding that these adjustments do not affect the total revenue ultimately
received fromthe Federal government, but do affect the timing of when the revenue
is recognized in the Province’s accounts.

Again this year it is suggested the processes and practices for recognition and
recording of tax and other revenue transfers from the Federal government be
reviewed, including consideration of the related accrual accounting practices in
other provinces. To the extent appropriate, my staff continue to be prepared to assist
or provide advice during such a review. Further, it is our understanding that
Federal Finance and CCRA will be implementing accrual accounting for financial
reporting of federal taxes.

Based on a review of the material provided by the Nova Scotia Gaming Corporation
(NSGC) and the Nova Scotia Liquor Corporation (NSLC) supporting the totals for

gaming and liquor net profits included in your 2002-2003 revenue estimates the
following comments are provided.

- Both entities used economic assumptions that were diffdrantthiose
developed and used by your departmental management staff for purposes of
estimating the larger federal and provincial source revenues. Inthis regard,
itis noted that the corporations’ 2002-2003 business planning and budgeting
processes were essentially completed well in advance of the formal setting of
economic assumptions for the 2002-2003 revenue estimates. Further, we had
no information that would indicate that if these entities used the
government’s assumptions that there would be a significant change in their
budgeted net profits.

- NSLC included in its budget a provision for a 2% increase in compensation
(i.e., in line with increases in other provincial entities), while NSGC and its
operators budgeted for increases more than twice that level.

- The NSLC'’s financial statements for the March 31, 2001 fiscal period had a
qualified audit opinion due to non-compliance with generally accepted
accounting principles (GAAP) as it relates to the accounting measurement
of certain employee benefit costs and obligations. It is our understanding
that this matter is to be resolved for NSLC’s March 31, 2002 and future
financial statement reporting. As such there will be a yet undetermined but
most likely relatively minor impact in relation to total ordinary revenue on
the actual results reported for 2001-2002 and 2002-2003, that had not been
incorporated into the forecast or estimate respectively.

In addition to the PIT model changes referred to earlier, certain other models used
to estimate, forecast and account for federal and provincial soavesue line items
were modified in the past year. In this regard, we provide the following comments
for consideration.
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- Although thereisa small and closely-knit professional staff within Fiscal &
Economic Policy, new models or changesto key models or other processes
should be appropriately documented and formally approved prior to
implementation.

- As a result of new models and other changes implemented in the past year,
certain of the line item 2001-2002 forecasts were arrived at on a basis
different than that used for the 2001-2002 revenue estimates or those used for
the 2000-2001 financial statements. Ifthe new approaches represent ‘change
in estimates’ for accounting purposes they may have to be taken into
consideration when preparing the financial statements for the year ending
March 31, 2002.

2.22 Inaresponseto the above matters dated July 29, 2002, the Minister of Finance advised that
without the benefit of historic experience, the federal assumptions were the best alternative to
provide as accurate a PIT review estimate as possible.

2.23 Theconcern relating to the accounting measurement for fiscal 2001-02, raised in the fourth
paragraph of the first bullet in paragraph 2.21, was ultimately resolved in November 2002, during
the audit of the Province’s financial statements.

Recommendation 2.1

Werecommend that policiesand practices, used during the budgeting and
accounting processesfor recognition and measurement of Provincial taxes
and other revenue transfers from the Federal government, be reviewed.

Province’s Summary Consolidated Financial Statements

2.24 TheMembersof the Legidative Assembly (and the public) requirefinancial informationand

reporting of the Province’s financial position and results - both plans and performance - on a
complete, understandable and timely basis. The adoption of generally accepted accounting principles
(GAAP) as a basis of accounting in 1999 aided in filling this requirement. The use of GAAP as a
basis of accounting provides an authoritative foundation or source upon which government can both
choose and defend its accounting policy decisions.

2.25 For provincial governments in Canada, GAAP is represented by recommendations of the
Public Sector Accounting Board (PSAB) of the Canadiatitirie of Chartered Accountants (CICA),
supplemented where appropriate by CICA’s other accounting standards, pronouncements, or
practices.

2.26 At the time this Report was written, the government’s summary consolidated financial
statements (SCFS) for the March 31, 2002 fiscal year were to be released in December 2002 along
with the Auditor’'s Report dated October 18, 2002, as part of Volume | 8uthiec Accounts. The
Auditor’s Report is reproduced in Exhibit 2.4 on page 35.

2.27 During the course of our audit of the government’s March 31, 2002 SCFS, various findings
and observations were noted. The following summary observations are provided at this time. A
more detailed management letter will be issued to the Department of Finance in early 2003.

2.28 Communicate statutory and policy requirements - The June 2000 changes to the Provincial

Finance Act provide for more oversight control by the Minister of Finance and Executive Council
of financial management systems and significant transactions of all entities included in the
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government’s reporting entity. Communication to all Provincial public sector entities of the above,
as well as other existing statutory or policy requirements significant to financial management and
control, is critical in order to optimize the coordination and exchange of information required to
achieve effective control of public money, property or debt.

2.29 A number of matters have come to our attention that indicate a lack of awareness and
understanding of statutory and policy requirements for financial management and control of the
public purse. For example,

n Trade Centre Limited guaranteed a net profit for the World Junior Hockey
Championship event without Executive Council approval (see Chapter 16 of this
Report).

u Federal funds for early childhood development programs were available in 2001-02.

The Department of Community Services created a privately incorporated society in
late March 2002 in order to set up an accrued liability to this new entity, with an
offsetting charge to the Department’s program expenses, for Federal funds which
were not going to be spent at March 31, 2002. We are not aware of any Executive
Council or Department of Finance approval for the establishment of this entity, but
the directors are all Department of Community Services employees.

n In February 20, 2002 correspondence to the Nova Scotia College of Art and Design
and a financial institution, the Department of Education stated:

“The Department of Education, subject to the Provincial Finance Act, hereby

commits to maintain its current leasehold funding arrangements with the Nova
Scotia College of Art and Design (NSCAD) to enable NSCAD to enter into a
mortgage agreement. Payments to NSCAD will be directed first to the obligation of
mortgage repayment. Payments under this funding arrangement amounted to
$1,827,342.00 for the year ending May 31, 2001.

This mortgage funding commitment to NSCAD shall continue for a term of twenty
years or until repayment of the mortgage obligation, wéne occurs first. This
funding commitment shall not exceed a total of twenty years from the date of the
original mortgage.”

Thisfunding commitment had not been reviewed and approved by Executive Council
as required under the Provincial Finance Act.

u There was communication (between the Department of Transportation and Public
Works and Transport Canada) relating to an undertaking to repay the Federal
government $27.5 million provided through the Strategic Highway Improvement
Program agreement to partially fund the Cobequid Pass section of Highway 104. We
are not aware of any approval by Executive Council for such a commitment or
undertaking.

2.30 Inmost of the above, it appearsthat entity management involved were not fully aware of or

did not understand the legislated and policy requirements, especially in regardsto the limits of their
authority.
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Recommendation 2.2

We recommend that government increase the level of awareness and
under standing within and across the Provincial public sector of statutory
and policy requirements (and limits) related to the financial management
and control of the public purse.

2.31 Release of updated management manuals - Treasury and Policy Board (TPB) has been
working on updating the government's management manuals. The Minister of Finance is
responsible for the establishment of financial and accounting policies for government. The
establishment of financial and accounting policies provides employees involved in those functions
with a clear understanding of what is expected to be done and thus reduces the chance of error.

2.32 Controls could be improved if all approved policies were available in a financial management
and accounting policy manual accessible by all staff involved in those functions. We understand that
a draft manual was compiled and given to TPB for review and approval over a year ago.

2.33 Using the internet for communication of the financial management policy manual of
government will also allow all entities in the government reporting entity (GRE) to be easily aware
of government’s policy statements, directives and other guidance, and to use them when establishing
or amending their policies and practices.

Recommendation 2.3

We recommend gover nment move forward with the rel ease of the updated

management manual sand that thegovernment’s financial and accounting
policies include appropriate relevant extracts, references or linkages to
external authoritative sources (e.g., Acts, Regulations, accounting
standards) in order to support broader awareness and understanding [of
the policies.

2.34 Informed central controllership function required The scope and mandate of the
Department of Finance’s controllership function, as it relates to implementation of accounting policy
decisions and reporting standards within the government’s reporting entity, need to be clearly defined
and communicated. Further, Finance’s Government Accounting Division needs to be made aware
of significant transactions or decisions, and be more directly involved, on a timely basis, in
determining the accounting consequences and other considerations.

2.35 Thisyear, as in the past, we noted that Finance’s Government Accounting Division often has
to deal with identified accounting matters on a reactive, after-the-fact, basis. The information flow
to Government Accounting on significant financial transactions or decisions by and across
government should be improved so accounting policy considerations can be effectively dealt with
on a more timely and proactive basis.

2.36 Inthisregard, the Government Accounting Division, through the government’s website, can
review Executive Council decisions that take the form of Orders in Council (OICs) to identify
potential accounting issues and begin to deal with them on a more timely basis. However, for other
decisions made by Executive Council or Treasury and Policy Board, not requiring an OIC, but
having unique or significant accounting consequences, Finance staff need to have more timely and
direct access to information. Mechanisms need to be established to ensure Finance’s Government
Accounting staff are made aware of and have ready access to supporting information to complete
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their job in an effective manner. For thisto happen, Finance hasindicated that senior financial and
other executives within government need to forward accounting issues or concerns to Government
Accounting on atimely basis.

2.37 Achieving and maintaining compliance with GAAP - Accounting standards are not static.
Standard setters in Canada and internationally are always working on developing new or revised
pronouncements in important areas. This is true for the CICA Public Sector Accounting Board
which is the primary body issuing recommendations on public sector accounting in Canada. The
following are the more significant matters in progress or on which PSAB has recently released
recommendations. New forma recommendations or guidance in these areas could require
accounting policy or statement presentation changesin the future:

- retirement and other post-employment benefits;
- foreign currency trandation;

- liabilities, commitments and contingencies,

- government transfers;

- reporting entity;

- reporting model; and

- financial statement discussion and analysis.

2.38 The government, with leadership from the Department of Finance, needs to continue and
possibly expand its efforts to monitor PSAB initiatives as well as relevant accounting
recommendations from CICA and internationally, in order to ensure adjustments necessary to
government’s financial planning, budgeting and reporting remain in accordance with generally
accepted accounting principles and are implemented on a timely and effective basis.

2.39 In September 2001, PSAB’s Section 3250 Retirement Benefits was updated to encompass
all retirement benefits as opposed to just pension benefits. The revised Section 3250 requires
charging costs of health-related retirement benefits over the working life of employees, rather than

as benefits are paid in the future.

240 The government had, in past years, already started to account for retirement or long-term
service awards which are now covered by the scope of the new PSAB section. Based on the
information available to us, accounting for health-related retirement benefits is the significant
element that will need to be addressed in order to comply with the new PSAB recommendations.

241 Itis our understanding that while earlier adoption is acceptable, in the absence of specific
transitional provisions;PSAB encourages the adoption of its Recommendations as soon as
practicable”.

242 If the necessary information is readily available, new or changes to existing PSAB
recommendations should be implemented retroactively. Finance had actuarial work completed to
determinethe magnitude of accounting for the obligationsand costsfor the heal th retirement benefits

as at March 31, 2002 and for the year then ended. A commitment of $484.5 million has been
disclosed in Note 12(c) of the Province’s March 31, 2002 financial statements. In addition, Exhibit

2.5 on page 36 provides a summary analysis of these obligations of $453.4 million as at March 31,
2002, as determined by various actuaries. The difference of $31.1 million between the commitment
and Exhibit represents interest related to these commitments.
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243 Some of the entities which are part of the government reporting entity have accounting
policies which are not in accordance with GAAP. Finance should direct all entities to move to
GAAP which is the appropriate basis of accounting.

2.44  Improve accounting control for restructuring - The government’s March 31, 2002 SCFS
reported $65.4 million as restructuring costs. Certain costs in this account are associated with
specific departments. Restructuring costs should be allocated to departmental expenses as much as
possible.

245 Again this year we found that a variety of expenses are being charged as restructuring costs
which should be reported against other appropriations. For example,

- salary negotiation costs;
- costs related to implementing pay for performance;

- costs for implementing new computerized financial systems in the Provincial public
sector;

- costs accrued for potential settlement of law suits; and
- costs related to the campaign for fairness.

246 The accounting control and processes for this account need to be examined. Due to
unnecessary complexity of the accounting during 2002 and an inadequate management/audit trail,
significant time was required by Department of Finance Government Accounting staff to analyze the
transactions posted by Treasury and Policy Board. This analysis resulted in significant adjustments
to the balance in the general ledger at year end, including correction of double counting of expenses
of approximately $84 million. Further, the audit of the final balance was delayed and required
significant additional efforts by this Office.

Recommendation 2.4

We recommend that, if there continues to be a separate restructuring
appropriation, accounting responsibility for it be transferred to Finance
Government Accounting staff, in order to ensure no significant errors or
omissions occur, and an adequate management/audit trail is maintained.

2.47 Improve accounting control for Federal-Provincial revenues - In prior Reports, we have
suggested that the accounting policies and practices for Federal-Provincial revenues be subject to
review. Our experiences on this year’s audit of the Province’s SCFS have provided more support
for the requirement for a thorough and comprehensive review.

248 The following highlights the more significant matters of concern identified in the area this
year.

n The management/audit trail for the accounting measurement and recording of
receivables and payables related to Federal-Provincial revenue payments is
inadequate. The significance of this situation is compounded by the magnitude of the
entries made to these balances. One receivable and one payable account are used for
all Federal-Provincial revenues. Staff were not able to provide us with an accurate
segregation of the receivable/payable balances related to each revenue line item. We
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were able to reconcile the overall balances to ensure the financial statements were
presented fairly. However, in order to properly manage the balances, there should
be separate receivable/payable accounts for each revenue line item.

The Federal-Provincial receivable and payabl e accounts are used to record year-end
accruals resulting from staff use of economic models and other assumptions to
estimate the revenue and receivabl e/payable for aparticular lineitem for accounting
purposes. Due to the substance or nature of the items being accounted for, there
should be a clear segregation in the accounting records between the known
receivable/payable amounts for each of the revenue line items and the amounts
booked for the estimated accruals.

PSAB alowsfor the estimation of self-assessed tax revenues and transfer payments
as long as reliable methods are developed to support the amounts. Historically,
Finance has used economic models to assist and support the budgeting and
accounting for these revenues. As reported earlier in this Chapter (see
Recommendation 2.1), we have recommended that the current accounting policies
and practicesinthisregard bereviewed. Finance management hasindicated that they
plan to conduct such areview during 2003.

2.49 Other observations- Asin the past, during thisyear’s audit a variety of accounting or other
related issues were identified for follow-up with the Department of Finance and others across
government.

Government Accounting staff assistance notwithstanding, we raised a number of
accounting issues and requests for additional supporting information fairly early in
this year’s audit process that were not responded to on a timely basis. As a result,
completion of required audit work was delayed at the expense of other audit work
normally completed by our staff involved. In our view, the quality and timing of
year-end accounting and reporting is not, but should be, a priority for all deputy head
and senior financial executives (i.e., not just those at Finance).

Unless final financial statements and requested supplementary supporting
information from Provincial public sector entities included in the Province’s SCFS

Is available when required, SCFS cannot be finalized for release on a timely basis.
For March 31, 2002 year end, a number of entities were not successful in meeting the
June 3 deadline prescribed in the Provincial Finance Act for provision of financial
statements to the Minister of Finance. While there may be reasonable explanations
for certain entities missing the reporting deadline in the past year, management of
each entity covered by the Provincial Finance Act is responsible for ensuring that its
statements are submitted to the Minister of Finance by Jihe 30

Recommendation 2.5

We recommend the Department of Finance senior management provide
necessary direction, guidance and, if necessary, support so that entities
covered by the Provincial Finance Act meet the prescribed deadline of
June 30" for financial statement reporting on a timely and effective basis.

The status of Workers’ Compensation Board as a trust, accounted for external to the
government reporting entity for SCFS purposes, needs to be reassessed in light of
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recent statutory and policy changeswhichimpact thelevel of control government can
exerciseover theBoard anditsoperations. Thismay be further compounded by new
recommendations pending from PSAB on the reporting entity for financial reporting
by governments.

u Asinprior years, government’s budget for 2001-02 was prepared on a basis that was
not consistent with that used for SCFS purposes. As aresultthe SCFS do notinclude
disclosure of the original budgeted amounts for the line items on the Statement of
Operations, which is required for full PSAB compliance. To compensate for this
omission, government has included in the discussion and analysis included in
Volume | of thePublic Accounts ‘unaudited’ supplementary information which
compares the accounting results to the original budget.

u We have reported previously that, in our view, the Government’s Tangible Capital
Assets (TCA) policy thresholds, for deciding which asset acquisitions are to be
capitalized for accounting purposes, are too high. In early 2002-03, Finance
Government Accounting initiated a review of the TCA policy.

u The Province’s SCFS indicate there were $38.9 million of miscellaneous trusts under
administration as at March 31, 2002 ($35.8 million - 2001). We noted that certain
of the items included in this total did not represent trusts, but rather were special
funds established by government for specific, defined purposes.

Only actual trusts should be reported in the trusts under administration total, with
special fund or other accounts being accounted for directly in the SCFS. The impact
on the SCFS of appropriate adjustments will depend to some degree on whether the
special funds and other accounts requiring adjustment are assessed as externally or
internally restricted assets and revenue.

Corporate Financial Management Systems

250 There are various financial systems and products being used within and across the Provincial
public sector. The following comments deal with a significant and continuing initiative to
Implement new financial information systems to support the management, control, accounting and
reporting of financial performance of government, and Provincial public sector entities.

251 SAP deployed to core government - In April 1996, the Department of Finance undertook a
major information technology project to implement a new Corporate Financial Management System
(CFMS). The primary application software, which was selected as the result of a Request for
Proposals in December 1995, was SAP R/3 (SAP).

2.52 The project ran for a period of one year and SAP was implemented on April 1, 1997 as
planned. The design of SAP is based on the use of modules which focus on specific business areas.
The modules and functions which were initially implemented included general ledger, budgeting,
funds management, cash management, accounts payable, project accounting, procurement, goods
receipt, inventory and accounts receivable.

253 Inour 1998 Annual Report, Chapter 9, we summarized the results of an audit of the CFMS
and SAP. The audit had been conducted by a national public accounting and consulting firm under
contract jointly to the Department of Finance and the Office of the Auditor General.

254 The scope of the audit included coverage of the business and control environment
surrounding CFMS as well as the management process surrounding the original CFMS
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implementation project. There were atotal of 223 recommendations to address identified control
weaknesses. Since the completion of that audit we have been monitoring, annually, the progress
made in addressing the recommendations. The most recent status report provided to us by the
Department of Finance reflected progress to June 2001. At that time the status showed:

Completed or Alternative Solution 177
Disagree 20
Work in Progress 10
Complete as Part of Upgrade 9
Budget or Resource 7

223

255 TheDepartment is presently in the process of reviewing and updating the status of all items
not completed. The corporate internal audit group has taken responsibility for the status update.

2.56 SAP deployed to broader public sector - Over the past two or more years there has been
significant effort focusing on the deployment of SAP acrossthe Nova Scotiapublic sector including
municipalities, universities, school boards, hospitals, etc. The Province, effective June 2000,
expanded its SAPlicenses under the mySAP.comprogram. The SAP licensing contract now entitles

the Province to run 125,000 public sector employees through SAP’s human resources and payroll
modules and the government owns the rights for a total of 86,100 SAP users for all of the modules
included in the contract.

2.57 Over the past year the Province has been upgrading its hardware infrastructure surrounding
SAP and as a result will soon be in a position to provide a centralized and fully supported SAP
infrastructure for any Provincial public sector entities wishing to use the service. The overall effect
of these initiatives is to make SAP available to public sector entities regardless of size, and to those
that otherwise may not have been able to do so. Also, as part of this initiative, the Province is
helping to build and deploy standard implementation templates that will focus on specific sectors
such as municipalities and school boards. This will provide a standardized structure and consistent
reporting format for these entities.

258 In order to strategically plan and manage these projects, the Province is planning the
establishment of a new accountability structure having the necessary authority and focus to fulfill
a defined mandate. The SAP Project Office (SAP PO) will be established under the Office of
Economic Development.

259 The draft mission of the SAP PO is

“...To provide a collaborative and integrated leadership framework, through developed
programmanagement standar ds, methodol ogies, processesand tool s, to achi evethe benefits
and value realization of the Province of “e” initiative and supporting the broader Nova
Scotia public sector in delivering efficient and effective programs and setvices.

2.60 The draft mandate of the SAP PO is

“...The SAP PO will establish programstrategiesand recommend standar ds, tool s, processes
and methodol ogies associated with theimpl ementati on of the mySAP Public Sector solution.
Further, the SAP PO will provide advice and guidance to Sector specific project teams and
communicate to the Executive Steering Committee and other stakeholder communities as
required, on Program progress.”
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2.61 The Province is planning to establish the SAP Executive Steering Committee to provide
advice, guidance and recommendations on SAP requested, planned and ongoing initiatives, to the
SAP PO and the Business Technology Advisory Committee (BTAC).

2.62 The stated draft mission of the SAP Executive Steering Committeeis
“...0On a broader provincial public sector, the SAP Executive Seering Committee plays an
advisory role and strategic direction setting body by analyzing, evaluating and
recommending SAP initiatives for consideration and approval by BTAC.”
2.63 The stated draft mandate of the SAP Executive Steering Committee is
“... The SAP Executive Steering Committee will approve the SAP PO Program Charter and
validate the Program’s critical success factors. The Committee approves the directions or
recommendations made by the SAP PO regarding SAP requested initiatives and priority
status including resourcing needs, funding and forecasted expenditures, reviews and
monitors SAP initiatives progress while mitigating identified risks, ensures effective
communication by promoting the benefits to the various public sector audiences and
supports the overall SAP initiative by effecting sound resource management précesses
2.64 This group would be focused at a high program level only. The individual implementation
projects would be accountable to their respective departments and sectors and would have their own
steering committees directing and managing progress. The Executive Steering Committee is focused
on the effectiveness of the overall program as well as priority setting, but the accountability for the
projects rests with the departments and sector leads.
2.65 In regards to the SAP PO and the SAP Executive Steering Committee, the Province is
presently in the process of establishing and assembling these bodies, both of which will fall under
the Office of Economic Development.
2.66 The implementation of SAP has now been completed or planned in the following areas:
- core provincial government;
- all 7 Regional School Boards;
- of the 55 municipal entities;

- 6 have already implemented, including the Regional Municipalities of
Halifax and Cape Breton

- 4 have begun the process

- 6 are ready to begin the process
- 12 have initially declined

- 27 have yet to decide

- all 7 Regional Housing Authorities;
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- University College of Cape Breton; and

- preliminary feasibility and planning are now underway to consider and assess SAP
for the District Health Authorities.

2.67 As indicated earlier, there are a variety of SAP functiona modules available for
implementation. There are differences across the Provincial public sector as to which specific
modules have been implemented. Certain of the entities which have implemented SAP are now
considering the deployment of additional modules beyond those originally implemented. For
example, the Nova Scotiagovernment and the Regional School Boards are now participating jointly
in aproject to implement the SAP human resources modul e including payroll.

2.68 Aswell, there has been a special e-businessrelated project underway through Service Nova
Scotiaand Municipal Relations. This is a “Proof of Concept” project related to providing a single

point of entry to Provincial services and real-time online transactions via the internet. This project
has been developed based upon the use of the SAP Portal. Testing is to be completed in fall 2002.

2.69 The deployment of SAP across the Provincial public sector is a major undertaking which will

be addressed through specific projects over the next several years. It is very important that there be
a requirement, in the planning and approval process, for the benefits to be derived in each and every
project to be clearly defined and measureable. Also, a formal requirement should be established for
reporting on the realization of benefits. Such requirements would represent key ingredients in the
management and accountability processes.

Recommendation 2.6

We recommend that BTAC establish a formal policy requiring
identification of benefitsas part of the planning and approval processfor
major IT projects, and requiring reporting of realization of benefits
subsequent to implementation. The specific benefits expected to be
derived from the deployment of SAP, as well as for any other business
solution products that may be implemented, should be appropriately
definedinamanner that isclear and measureableas part of the planning
and approval process. Further, there should beaformal requirement for
reporting the realization of the benefits to BTAC in accordance with the
realization time lines set out in the approved plans.

2.70 Audit coverage- We had planned to perform detailed audit work on the CFMS/SAP for core
government during 2002. However, due to significant changes and upgrades to the SAP
infrastructure which are currently underway, we decided to defer the audit until 2003. During 2002
the hardware infrastructure supporting SAP was changed from HP to SUN and a new operating
system was implemented (SOLARIS UNIX). As well an upgrade is currently underway to a new
release of SAP which will also result in significant changes to the security structure.

2.71 As the result of all these changes, which would have significantly affected the scope of our
audit, we performed only a preliminary survey of CFMS/SAP. This survey provided us the
opportunity to ask questions and gather certain key documents which will be used to assist us in the
detailed planning of our audit. It also provided us the opportunity to research and define our security
access requirements as auditors for future coverage of SAP.
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Other Matters

2.72 The commentsin this section relate to a variety of matters of an accountability or control
perspective that may be of interest to the House of Assembly.

2.73 Follow-up matters - In previous years, the Auditor General’s Report has included various
recommendations in Chapter 2. Action has been taken on many of these. The following is a
summary highlighting areas where we believe action is still warranted.

u Approvals for additional spending authority required (e.g., additional appropriations)
and write-offs should be In place on a timely basis.

u Accountability would be enhanced if procurement policy exceptions were reported
to the House.

u Government continues to work on finalizing necessary updates and amendments to
its Management Manuals relating to financial management. While we appreciate the
reasons for delays in completing this initiative, we urge government to finish this
matter as soon as possible.

u The applicability of the Management Manuals to Provincial public sector entities
other than core departments and agencies should be clarified. The starting point for
such an initiative would be a clear and concise listing of the basic or fundamental
principles to be met when public funds or property are involved.

u Disclosure of compensation arrangements for executive and senior management
positions in all Provincial public sector entities should, as a minimum, meet the
requirements that publicly-traded corporations have had to comply with for many
years.

2.74  As noted elsewhere in this Report, our Office is implementing certain changes to the Report
of the Auditor General and our follow-up processes. Significant recommendations will be
highlighted in each Chapter, and three years after the period to which a Report applies, the Office
will conduct a specific audit following up on recommendations.

2.75 Satutory reporting requirements - This Office supports timely reporting to the House.
However, statutory reporting requirements need to be reasonable, realistic and achievable. Statutory
provisions sometimes specify reporting requirements (e.g., deadlines) that for practical purposes
cannot be met. For example, the statutory provisions for the Public Service Superannuation Fund
and for the Sydney Steel Corporation Superannuation Fund require reporting by April 30, for fiscal
years ending March 31, which is not likely to be achieved.

CONCLUDING REMARKS

2.76  An effective accountability framework should provide or result in an appropriate balance of
information and reports to the House of Assembly on the plans and performance of government
overall and individual departments or agencies, both from a financial and a program delivery or
service perspective. The goal is better information and reports, not just more.

2.77 There have been a number of initiatives undertaken to improve the quality and timeliness of
information and reports available on the government's plans and priorities. The Department of
Finance and the Treasury and Policy Board have taken, and are still taking, steps to improve the

nature and quality of the information and reports available.



32 ACCOUNTABILITY INFORMATION AND REPORTING

2.78 The government’s implementation, in order to comply with generally accepted accounting
principles, of new and pending accounting recommendations from the Canadian Institute of
Chartered Accountants and its Public Sector Accounting Board will continue to put significant
pressure on the achievement of government’s fiscal plans.




ACCOUNTABILITY INFORMATION AND REPORTING 33

Exhibit 2.1
ACCOUNTABILITY RELATIONSHIPS
GOVERNING BODY
A A T
Agreement Granting Sanctions, Report on Independent
on Objectives of Rewards, Results Opinion
and Resources Authorities Corrective
Action
i AUDITOR
\4 \4
MANAGEMENT <« Examlnation
Exhibit 2.2

OVERVIEW OF ACCOUNTABILITY ORGANIZATION

PUBLIC

(PAC, etc.)

Executive Council

Other Government
Service Organizations

‘ House of Assembl)}

Ministers
Responsible

Government Business
Enterprises

Treasury &
Policy Board

Core Departments
and Agencies

Board
Board

Senior Management .
Program Management Senior Management

Trust Accounts

PUBLIC

Deputy Minister/Head
Senior Management
Program Management




34 ACCOUNTABILITY INFORMATION AND REPORTING

Exhibit 2.3

REPORT OF THE AUDITOR GENERAL TO THE HOUSE OF ASSEMBLY ON THE
ESTIMATES OF REVENUE
FOR THE FISCAL YEAR ENDING MARCH 31, 2003
USED IN THE PREPARATION OF THE APRIL 4, 2002 BUDGET ADDRESS

| am required by Section 9B of the Auditor General Act to provide an opinion on the reasonableness of the estimates of
revenue used in the preparation of the annual budget address of the Minister of Finance to the House of Assembly.

The estimates of revenue for the fiscal year ending March 31, 2003 (the 2002-03 revenue estimates) are the responsibility
of the Department of Finance and have been prepared by departmental management using assumptionswith an effective date
of March 6, 2002. | have examined the support provided by the department for the assumptions, and the preparation and
presentation of the 2002-2003 revenue estimates of $5,306,658,000 for total ordinary revenue. My opinion does not cover
the 2001-2002 forecast, the 2002-2003 expense estimates, sinking fund earnings, nor the recoveries, user feesor other income
netted against expenses for appropriation purposes. My examination was made in accordance with the applicable Auditing
Guidelineissued by the Canadian Institute of Chartered Accountants. | have no responsibility to update thisreport for events
and circumstances occurring after the date of my report.

Commencing with the fiscal year ending March 31, 1999, the Government implemented consolidated financial statements
reporting in accordance with Canadian generally accepted accounting principles for the public sector. Consistent with prior
years, the 2002-2003 revenue estimates have been presented including the total ordinary revenue of the Consolidated Fund
established under the provisions of the Provincial Finance Act. As aresult, sinking fund earnings and revenue of certain
government organizationsreported asrevenueinthe Province’s consolidated financial statements are excluded from thg
2003 revenue estimate for total ordinary revenue, but included elsewhere in the 2002-2003 estimates, and ha
included in my examination.

During 2001-2002, the Department of Finance used a new model to support the estimating of revenue from persd
taxes. The change in model was required due to the move in 2000 from calculating provincial income taxes bas
federal taxes to a tax on net income. The new model had not been fully implemented at the time of our review.

on the 2002-2003 revenue estimate of any further adjustments required to the model can not be determined at

Except for the effect of adjustments, if any, which might have been necessary as a result of the matters disct
preceding paragraphs, in my opinion,

. as at the date of this report, the assumptions used by the Department are suitably supported and consis
plans of the Government, as described to us by departmental management, and provide a reasonable
2002-2003 revenue estimates; and

. the 2002-2003 revenue estimates as presented reflect fairly such assumptions.

Since the 2002-2003 revenue estimates are based on assumptions regarding future events, actual results will
information presented and variations may be material. Accordingly, although | consider, except for the matters
above, the 2002-2003 revenue estimates to reasonable, | express no opinion as to whether they will be achieve

E.R. Salmon, FCA Halifax, Nova Scotia
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Auditor General March 28, 2002
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Exhibit 2.4

AUDITOR’S REPORT

To the Members of the Legidlative
Assembly of Nova Scotia

| have audited the consolidated statements of financial position and tangible capital assetsof the Province of Nova Scotia
asat March 31, 2002 and the consolidated statements of operations, net direct debt and cash flow for the year then ended.
These statements are the responsibility of the Government of Nova Scotia, represented by the Minister of Finance. My
responsibility isto express an opinion on these financial statements based on my audit.

I conducted my audit in accordance with Canadian generally accepted auditing standards. Those standards require that
| plan and perform an audit to obtain reasonable assurance whether the financial statements are free of material
misstatement. An audit includes examining, on a test basis, evidence supporting the amounts and disclosures in the
financial statements. An audit also includes assessing the accounting principles used and significant estimates made by
management, as well as evaluating the overall financial statement presentation.

In my opinion, these consolidatd financial statements present fairly, in all material respects, the financial position and
tangible capital assets of the Province of Nova Scotiaas at March 31, 2002 and the results of its operations, changesin
net direct debt and cash flow for the year then ended in accordance with Canadian generally accepted accounting
principles for the public sector.

E. Roy Salmon, FCA
Auditor General

Halifax, Nova Scotia
October 18, 2002
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Exhibit 2.5
ESTIMATED ADDITIONAL RETIREMENT BENEFIT®Y OBLIGATIONS
TO BE ACCOUNTED FOR UNDER REVISED ACCOUNTING STANDARD PS3250
Actuarial
Estimates of
Actuarial % Allocation of Current Actual
Obligation Premiums Service Cost Interest Cost
March 31/02  Employer Pensioner 2001-02 2001-02
Public Service
Superannuation Plan $ 150,302,000 65% 35% $ 4,247,000 $ 10,255,000
Members’ Retiring
Allowance Act 964,107 65% 35% 42,176 63,588
Teachers’ Pension Plan 284,788,788 100% 0% 7,905,562 18,721,804
Sydney Steel Corporation
Superannuation Plan
(Sysco) 17,329,165 100% 0% - 1,189,405
$ 453,384,060 $ 12,194,738 $ 30,229,797
(1) Includes health and dental benefits and, for certain Sysco pensioners, life insurance coverage as well.
(2) Sysco pensioners contribute a nominal amount each month toward their prescription drug plan. Coverage
under this plan ceases at age 65. Life insurance benefits are fully paid by the Province.




DEPARTMENTAL AUDITS
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3.

EDUCATION -
HIGHER EDUCATION AND ADULT LEARNING BRANCH

BACKGROUND

3.1  Theactivities, programsand services provided by the Higher Education and Adult Learning

Branch are diverse. This Branch of the Department of Education manages the adult learning
initiatives, private career colleges, rehabilitation training, student assistance program and
apprenticeship training. Higher Education and Adult Learning acts as the liaison between the
Department and Regional Library Boards and certifies teachers for the Nova Scotia public school

system. The Branch is aso responsible for liaison with the Nova Scotia Community College and

the College de I'Acadie. In addition, this Branch of the Department is also responsible for
administration of Community College grants and allocation of funds to degree-granting institutions
through the Universities Assistance vote.

3.2  During the last two years the Department of Education has been in the process of changing
its organizational structure. See the current organization chart in Exhibit 3.1. The Higher Education
and Adult Learning Branch was formed in 2001-02 from Divisions within the former Training and
Financial Assistance Branch, Policy Branch, Youth Secretariat, and the Council on Higher
Education. Branch expenditures for the past two fiscal periods are shown in Exhibit 3.2.

3.3  Our audit focused on the Student Assistance, Nova Scotia Provincial Library (NSPL) and
Private Career Colleges Divisions of the Branch.

RESULTSIN BRIEF
3.4  The following are the principal observations from this audit.

u The Department has not collected appropriate data or developed an appropriate
model to determine the Province’s likely exposure for fully guaranteed loans that
may default. At the present time, as was the case in 1997, our audit determined that
loan default information supplied from the bank was insufficient to fully meet the
Department’'s needs. We recommend that the Department assess and determine
or]!going information needs and establish systems and processes to collect this
information.

u Students are no longer required to submit copies of tax returns with their student loan
applications. The Department did not perform an adequate assessment of the risks
associated with moving to less stringent supporting documentation for loan
applications prior to making that decision. We recommend that the Student
Assistance Division thoroughly review the potential implications and risks, and
identify actions required by the Division to mitigate those risks. We also recommend
that the Student Assistance Division develop a formalized audit approach, and
consider the merits of accessing electronic information from the Canada Customs and
Revenue Agency to verify income.



EDUCATION - HIGHER EDUCATION AND ADULT LEARNING BRANCH 39

= We recommend that the Branch and individual Divisions prepare operational plans
that provide a clear link between the overall Departmental goals and priorities and
the more specific goals, priorities, and activities of the Branch and Divisions. These
Branch and Divisional priorities, goals and objectives should support and facilitate
achievement of those identified for the Department.

u The Department has not established internal processes for formally measuring and
reporting on Divisional performance and outcomesto the House of Assembly and the
public. Such information would help assess the effectiveness and efficiency of
Divisional operationsand fulfill theaccountability responsibilitiesof the Department.

u The Private Career Colleges Division is currently not meeting its target of annual
ingpections of all colleges and al so should improve its documentation relating to the
monitoring of college financia statements. These improvements would help to
protect the interests of students.

AUDIT SCOPE

3.5  Our audit focused on administration of Student Aid, the Nova Scotia Provincial Library and
regulation of Private Career Colleges. These programs are administered by the Higher Education
and Adult Learning Branch of the Department of Education.

3.6  The specific objectives of this assignment were to review and assess:
- the operational planning processes;

- the accountability relationships with service providers, funded agencies and within
the Department of Education;

- the adequacy of performance reporting on the operation of programs;

- whether systems and practices relating to the grant processes for the Provincia
Library and Student Aid programs providefor adequate controlsand compliancewith
legislation, Departmental policies and agreements, and

- the status of findings from previous Reports of the Auditor General in these areas.

3.7  Theaudit criteria were taken from recognized sources including the Office of the Auditor
General of Canada’s$~inancial Management Capability Model; the Office of the Auditor General

of Canada’#A Framework for Identifying Risk in Grant and Contribution Programs;, the Office of

the Auditor General of Canada and Treasury Board Secretaviatlernizing Accountability
Practicesin the Public Sector; the Canadian Institute of Chartered Accountants Criteria of Control
Board’sGuidance on Control; and the Canadian Institute of Chartered Account&tuidic Sector
Accounting Handbook.

3.8  The general criteria used in our review are summarized as follows.
u The Branch establishes and communicates its operational goals and objectives.

These should include measurable performance targets and indicators against which
performance is monitored.
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u When significant changes occur, management assesses, documentsand reviewsthem
to determine how they will affect resources, risk, the achievement of operational
objectives and the control framework.

n Theroles and responsibilities of the partiesin the accountability relationship should
be well understood and agreed upon.

u Credible and timely information should be reported to demonstrate the performance
achieved and should be used to monitor performance.

n For grant programs, program officers should understand the terms and conditions;
funding should be used for the purposes agreed; money owed to the government
should be collected; and grants provided should be in compliance with the
requirements of the applicable Acts and Regulations.

u Financial reporting of Student Aid grants, expenses and liabilities should be in
compliance with the Canadian Institute of Chartered Accountants’ Public Sector
Accounting Handbook requirements.

PRINCIPAL FINDINGS
Branch-wide Findings

3.9 Departmental Business Plan - The Department of Education prepares an annual Business
Plan using the format and template developed by an Interdepartmental Policy Advisory Council. The
Plan includes a mission statement, core business functions, goals, priorities and outcome measures.
It is written from the Departmental perspective and designed to meet the Department’s accountability
obligations to central government agencies.

3.10 The Department of Education has many significant responsibilities in addition to the
programs examined as part of our audit, including overall responsibility for the public school system,
assistance to universities, and the Nova Scotia Community College. The 2001-02 Departmental
Business Plan established six broad Departmental goals which appear to be consistent with the
activities of the Student Assistance, NSPL and Private Career Colleges Divisions.

3.11 The Departmental Business Plan is highly summarized. Individual Branches and Divisions
should prepare operational plans. Operational plans would provide detail of the more specific goals,
priorities, and activities of the Branch or Division and a linkage to the overall Departmental goals,
priorities and activities.

3.12 An operational plan typically includes goals, priorities and objectives for the Branch or
Division for the current year; expected results; activities to be performed in delivering the product
or service; a realistic time schedule for carrying out the activities; key milestones to be achieved;
resources needed; assignment of responsibilities; performance measures and targets; and
accountability reporting requirements to senior management. These plans should be approved by
senior management.

3.13 Performancereporting - In its simplest terms, accountability means the obligation to answer
for an assigned responsibility. An accountability relationship involves at least two parties, one who
allocates or assigns responsibility, and one who accepts it, with an understanding to report upon
results or outcomes. Accountability relationships exist at many levels at the Department of
Education - Department to central authorities and the House of Assembly, Branch management to
senior Department management, and Division management to Branch management.
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3.14 Thereporting of results or outcomes against a pre-established target level of activity isakey
element of the accountability relationship. Thereporting of performanceisvery important to ensure
that all parties are fulfilling their respective responsibilities.

3.15 The 2001-02 Business Plan of the Department of Education contains several performance
indicatorsand measuresfor the Department asawhole. 1n many cases baseline dataand targetshave

yet to be developed. The Department’s Business Plan includes two measures specific to Divisions
reviewed as part of this audit.

u To determine the success of providing a relevant and high quality training system by
measuring the number of schools (private career colleges) registered.

u To assess the improved access to education and training by comparing the debt level
of Nova Scotia students at the time of graduation to the debt level of students in the
other provinces in Atlantic Canada.

3.16 Aswith most Departmental measures, the baseline data and targets have yet to be developed.
Once set, the targets are to be achieved in fiscal 2004-05.

3.17 The Department has not established internal processes for formally measuring and reporting
on Divisional performance and outcomes to Department management. The presentation and
approval of Divisional operational plans, including performance indicators and targets, to senior
management would serve to provide both Branch and Department senior management with better
information to assess the effectiveness and efficiency of Divisional operations and fulfill the
accountability responsibilities of the reporting party.

Recommendation 3.1

We recommend that the Branch and individual Divisions prepare
operational plans to provide a clear link between the overall
Departmental goals and priorities and the more specific goals,
priorities, and activities of the Branch and Divisions. The plans
should include measurable performance indicators and targets. The
Divisions should each report performance in relation to the plan.

Student Assistance

3.18 Background - The purpose of the student assistance program is to provide financial
assistance to eligible students, thereby providing greater access to post-secondary education. The
Student Assistance Division administers Canada Student Loans (CSLs), Nova Scotia Student Loans
(NSSLs) and the Canada Millennium Scholarship. The Division also oversees disbursements of
Canada Study Grants for students. Significant legislation and agreements include the Student Aid
Act, Millennium Scholarship Foundation Agreement and the Agreement and Memorandums of
Understanding between the Royal Bank of Canada and Province of Nova Scotia.

3.19 The Nova Scotia Student Loan Program was established in 1993. For the first few years
loans were issued by the Canadian Imperial Bank of Commerce. Since 1997, the Royal Bank has
been the sole issuer of loans. The first agreement with the Royal Bank of Canada was signed in
1996. Since that time, there have been a number of amendments to that agreement and three
Memorandums of Understanding. The current Memorandum of Understanding extends the Royal
Bank’s financing and management of the N.S. Student Loan portfolio to July 31, 2003.
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3.20 TheProvince pays interest to the Bank while the student attends school and for six months

after the completion of studiesat an interest rate equal to the Bank’s prime rate plus .25%. Students

are required to commence loan repayment after that date at an interest rate of Bank prime plus 2.5%
or 5.0% depending on whether a variable or fixed interest rate is selected by the borrower. The
standard repayment period of a student loan can be as long as nine and one-half years depending on
the amount of the loan. For 2001-02, the Province paid $4.1 million to the Royal Bank excluding
interest relief of $2.6 million and risk premiums of $1.5 million.

3.21 The Bank bears the risk for loans negotiated up to July 31, 2000, but receives a one-time
fixed fee, or risk premium, of 10% of the loan balance at the time repayment by the student
commences. The Province bears the risk for loans negotiated subsequent to that date. As at July 31,
2002, guaranteed loans outstanding of $76.0 million represented 45.9% of the $165.6 million total
balance of loans outstanding.

3.22 Our last audit of the Student Assistance program was conducted and reported on in 1997 (see
Chapter 10 of the 1997 Report of the Auditor General). Since that time there have been several
significant changes to the program. Exhibit 3.7 provides a follow-up on some of the issues identified
in our 1997 audit.

3.23 Actual net expenditures in 2001-02 for the Student Assistance Division were $13.3 million
(2000-01 - $20.4 million) (see Exhibit 3.2). Included in the expenditures of the Student Assistance
program are amounts relating to the establishment of a reserve to provide for future NSSL defaults.
In 2000-01, $12 million was added to the reserve and in 2001-02, $4 million was added for a total
current reserve of $16 million. For the 2001-02 application year (Audust duly 3% ) the
Division processed 21,720 loan applications, disbursing $38.7 million for 10,233 NSSLs. Currently
the Division has a full-time staff complement of 34.

3.24 Divisonal plans - The Student Assistance Division prepares an annual work plan
highlighting key dates or time frames for important tasks and functions. This work plan is for
Divisional use. It includes some of the elements of the typical operational plan described in
paragraph 3.12.

3.25 Rolesand responsibilities- The Province has partnered with the Royal Bank in providing
NSSLs as the Province does not issue the loan directly to the student, but issues a Certificate of
Eligibility to the student for presentation to the Royal Bank (the sole lender of student loans). The
current legislation does not permit the Department to issue student loans directly. The Department
must use a third-party lender. The roles and responsibilities of both parties are detailed in the
Agreement and Memorandums of Understanding between the Royal Bank and the Department of
Education. These responsibilities seem to be well understood by the Department, students and those
in the educational field. Student responsibilities relative to the Certificate of Elibigility are
documented on the back of the Certificate.

3.26  Student Assistance also provides other financial assistance to students. Descriptions of other
assistance and the roles and responsibilities of students and the Department are clearly detailed on
the Department’s website, and made available at educational institutions.

3.27  Performancereporting and monitoring of operations - Student Assistance does not produce

its own annual report. It is included in the Annual Report of the Nova Scotia Council on Higher
Education (now the Nova Scotia Advisory Board on Colleges and Universities). The most recent
Report is dated 2000 and contains financial data from 1998-99 for Student Assistance. Results
achieved are not compared to targets or standards.
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3.28 Student Assistance monitors activities from applications received to Certificates issued.
Workload reassignment decisions are made on a daily basis to smooth workload responsibilities.
Status of Certificatesissued is monitored monthly to ensure management is aware of any variances
on atimely basis.

3.29 Current Memorandum of Under standing with Royal Bank - Amendments since the original
agreement in 1996 have extended the partnership arrangement with certain alterations (e.g.,
increasing the risk premium rate, Province fully guaranteeing loans). The current partnership
arrangement isin place until July 31, 2003.

3.30 A Memorandum of Understanding was signed in July 2001, and extended in January 2002,

setting out the parametersfor exploration of anew partnership arrangement. Both partiesagreed that

the Bank’s loan accounting system is inadequate to meet the Province’s NSSL information and
reporting requirements and a new system is required. The Province and Bank both have an interest
in finding an Atlantic region solution to the problem of administering student loans.

3.31 Provincial loanguarantees- The Province fully guarantees all student loans negotiated from
August 1, 2000 onward. This is a major change in the Student Assistance program that has had a
significant impact on the financial exposure of the Province relative to student loans. The Province
now bears the risk for those loans that default and therefore no longer pays a risk premium to the
Bank on loans negotiated since August 1, 2000. The responsibility for collection of defaulted loans
by the Province has been assigned to the Department of Service Nova Scotia and Municipal
Relations and has not been included in this audit. See Exhibits 3.4 through 3.6 for information on
the student loan portfolio.

3.32 The Royal Bank of Canada provides proof of due diligence related to collection procedures
for defaulted loans at the time payment is requested from the Province. Based on our review of a
sample of Student Assistance files supporting loan default payments, evidence of collection activity
has been provided and appears reasonable. We noted as a result of our review that several claims
for defaulted loans were paid to the Royal Bank prior to the 180-day period established in the
Memorandum of Understanding. We have been informed by management that this error was
subsequently corrected.

3.33 Due to the fact that the student loans disbursed by the Royal Bank of Canada are guaranteed
by the Province, generally accepted accounting principles require that the Province recognize any
potential liability and corresponding expenditure associated with the guarantees at the time of the
Issuance of the loan. As at March 31, 2001, the Province (in Schedule 6 to the Public Accounts) has
disclosed guarantees of $33.3 million and recognized a related liability of $12 million. To accurately
estimate the Province’s possible financial exposure from this program change and determine whether
the Province is appropriately providing for this liability, information on historical default rates over
the life of loans should be available. The Province currently does not have such information.
Division management has indicated that other provinces have also experienced difficulty in obtaining
such information from banks. The Department, when negotiating future agreements, should ensure
that all its information needs have been considered.

3.34 The default rates vary by type of institution as shown in Exhibit 3.6 and also for specific
institutions. The Student Assistance Division proposed a new Student Assistance Designation Policy
to help ensure the Student Assistance Program Is sustainable over time. The proposed policy states
“Sudent financial assistance is limited and therefore, designation criteria should allow for the

cessation or restriction of taxpayers investment when the likelihood of loan repayment is not
acceptable.” An institution’s default rate is proposed as one of the tools for measuring the likelihood

of loan repayment. A Designation Policy is needed to provide for the delivery of the NSSL program
with due regard for economy and efficiency. The proposed policy has not been approved by

Executive Council.
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Recommendation 3.2

We recommend that the Department of Education continue to pursue
a Designation Policy for the Student Assistance program.

3.35 The Department has not collected appropriate data or developed an appropriate model to
determinethe Province’s exposure for guaranteed loans that default. At the present time, as was the
case in 1997, our audit determined that loan default information supplied by the Royal Bank of
Canada was insufficient to fully meet the Department’s needs.

Recommendation 3.3

We recommend that the Department assess its information needs
related to historical default rates for student assistance and establish
systems and processes to collect this information.

3.36 Verification of interest billings - The Province of Nova Scotia pays the interest on student
loans while students are studying and for six months after completion of studies. Interest payments
to the Royal Bank for 2001-02 were $3.9 million. The Department performs an electronic edit check
on Bank interest billings. Inour 1997 Report we recommended that the Student Assistance Division
change the tolerance level accepted as ‘normal’ in the edit procedure. At that time only those Bank
interest charges on individual loans that varied by over 100% from the interest amount calculated
by the Province were followed up for explanation. We have been advised that the tolerance level
IS soon to be reduced to 25% variance.

Recommendation 3.4

We recommend that the Department improve its electronic edit
processes related to interest charges billed by the Bank to the
Province.

3.37 Interest relief accrual - The Province has an interest relief program which provides for an
additional 30-month interest-free period, at any time during the repayment period, should the
borrower be unemployed or underemployed. Loans on interest relief as at September 30, 2002 were
approximately $20.6 million or 37.2% of the total loans eligible. The Province recorded $2.6 million

in interest relief expenditures in 2001-02.

3.38 Asin 1997, we found that expenditures for interest relief continue to be recognized on a cash
basis as interest billings are received from the Bank. As student loans are issued, there is a potential
liability to the Province for interest relief claims associated with those loans that may become
eligible under the interest relief program during the repayment period.

Recommendation 3.5

We recommend that the Department accrue an estimate of future
interest relief claims, based on past experience, in the year in which
student loans are issued.

3.39 Sudent loan application verification - Since application year 1997, the Student Assistance
Division has not requested many of the documents that were once used in verifying the financial
status of an applicant and parents or spouse. Source documents such as income tax returns, divorce
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agreements, and childcare receipts are not required to be submitted to the Student Assistance
Division. The Student Assistance Divisionwould only require previousyear incometax detail if the
applicant was submitting a reduced income claim or was being audited. Instead, applicants self-
declareall pertinent financial information on theapplicationform. The Student Assistance Division

doesnot verify theapplicant’s or supporting person’s income with the Canada Customs and Revenue
Agency (CCRA) files. This income verification procedure is currently being performed by the
majority of other provinces. Department of Education management have indicated that they are
currently investigating the possibility of obtaining income information from CCRA.

340 To compensate for using self-declared financial information in the application process, the
Student Assistance Division planned to perform audits of applicants’ submitted information. All
applicants are notified that application information submitted to the Student Assistance Division is
subject to audit. In addition, all applicants 22 years or older are required to successfully pass a credit
check prior to being approved for a loan.

341 The Student Assistance Division’s audit planning is inadequate as there is no specific plan
or schedule of audits to be conducted. Furthermore, the Student Assistance Division does not
perform formal risk assessments in determining where audit effort should be focused. To date, only
applications submitted electronically have been subject to any audit procedures. Therefore, 31% of
loan applications (those not submitted electronically) have not been included in Student Assistance’s
audit initiatives. The Student Assistance Division’s total audit efforts to date have consisted of
requesting supporting receipts from 91 applicants claiming child care costs. No other information
has been audited. To obtain reasonable assurance with respect to applicant information, the Student
Assistance Division should develop a formalized audit approach.

3.42 As part of our audit procedures we interviewed Student Assistance Division management to
determine the rationale used in support of the decision to request significantly less supporting
documentation from applicants. Management indicated that this move was made to help speed up
the processing of applications consistent with the move toward the new web-based application
system. There is no documentation of risk analysis and expected benefits of this decision. The
average processing time for loan applications was 21.6 days for application year 1996-97 and 13.6
days for application year 2001-02.

343 We understand, through discussions with legislative auditors in other provinces, that most
provinces either request copies of tax returns from all student loan applicants and parents, or verify
reported income by matching with electronic tax records obtained from the Canada Customs and
Revenue Agency. Certain provinces also routinely search electronic databases to determine if the
applicant owns assets such as cars. In those few provinces where a sample of applicants is selected
for audit and income verification, the percentage of applicants audited is larger than in Nova Scotia.

3.44 Based on our discussions with Division management, it appears that an adequate assessment
of the risks associated with moving to less stringent supporting documentation for loan applications
has not been performed. The Student Assistance Division should thoroughly review the potential
implications and risks and identify actions required by the Division to mitigate those risks.

Recommendation 3.6

We recommend that the Department perform an analysis of risks
affecting the Student Assistance program, and implement appropriate
preventive and detective controls. The Department should consider
either verifying the income of Sudent Assistance applicants and
supporting persons through electronic comparisons with CCRA data
and/or establishing a formal, comprehensive audit regime.
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345 On-lineapplications- Studentsnow havetheability to apply for NSSLson-line. Application
year 2001-02 wasthefirst year for aweb-based application system. On-line applicants self-declare
financial information. The web application system performs various edit checks on data submitted
electronically by theapplicant. Thevalidity of social insurance numbersand sufficiency of academic
course load are edit checks automatically performed on all electronically submitted applications.
However, the Student A ssistance Division was unable to produce a complete list of automatic edit
checks. We suggest that the Student Assistance Division formalize and document on-line
application control procedures.

3.46 Atthetimeof writingthisReport al applicationsreceived on-line had to be manually entered

into Student Assistance’s electronic loan processing system. We understand, based on our
discussions with Division management, that they are currently in the process of acquiring an
electronic interface between the two applications to eliminate the need to re-enter the information.

3.47 Computer environment - We provided Student Assistance information technology staff
guestionnaires pertaining to the system of computer environment controls. Based on the responses
received to the questionnaires and subsequent discussions with management, we found the controls
as described to us to be adequate.

348 Testing of student assistance applications - We tested 25 loan applications for student
eligibility, accuracy of loan calculations, propepporting documentation in the student file and
timeliness of processing. Based on our analysis, 23 of the 25 student loans were processed
appropriately. We noted one instance where the Student Assistance Division failed to consider all
members of an applicant's family for the purpose of determining the applicant’'s parental
contribution. To ensure that up-to-date information is used in loan calculations, we believe that the
Student Assistance Division should improve its controls over updating of permanent data.

3.49 Ourtesting also revealed that the Student Assistance Division approved the disbursement of
financial aid to a student with a history of academic problems, prior to ensuring current eligibility.
We have been advised by the Division that the computer system does not flag the files of students
with academic deficiencies. Files must be manually identified by the assessor. This weakness in the
approval process for disbursements should be remedied.

Provincial Library

3.50 The Nova Scotia Provincial Library (NSPL) provides leadership in coordinating library
services throughout Nova Scotia. Providing leadership at Provincial and national levels on matters
affecting libraries, promoting resource sharing and enhanced document delivery among N.S.
libraries, providing funding support to regional public libraries through various grant programs and
developing and maintaining a high quality database of Nova Scotia regional library materials are all
responsibilities of this Division.

3.51 Our last audit of the Nova Scotia Provincial Library was conducted and reported on in the
1995 Report of the Auditor General - Chapter 6.

3.52 Actual net expenditures in 2001-02 for this Division were $1.5 million (see Exhibit 3.2).
Grants to Regional Library Boards (RLBs) for 2001-02 were $10.0 million (see Exhibit 3.3).
Currently the Division has a full-time staff complement of 22.

3.53 Divisonal plans- The Nova Scotia Provincial Library establishes annual goals and objectives

in conjunction with the Council of Regional Librarians, within the framework of the Department’s
priorities. Goals are communicated to the regional libraries as part of the annual reporting process
and to the Department via the Provincial Librarian’s performance management process. Our review
of the annual goals and objectives indicated that they support those of the Department.



EDUCATION - HIGHER EDUCATION AND ADULT LEARNING BRANCH 47

3.54 Rolesandresponsibilities- The Libraries Act establishes very broad responsibilitiesfor the
Nova Scotia Provincia Library. The Provincia Library is to coordinate the activities of
Provincialy-funded libraries, establish and provide for the orderly operation of Regional Public
Libraries and provide support services to libraries in the Province. It has been providing these
servicesfor over 50 years. NSPL management believe NSPL and Regional Library Boardsare clear
on their respective roles.

3.55 Performance reporting and monitoring of operations - The Nova Scotia Provincial Library
prepares an annual report which isusually published before the end of thefollowing fiscal year. The
report is available on the Provincial Library website, aswell asin print. Thisreporting within 12
months of the fiscal year-end is reasonably timely and the Nova Scotia Provincia Library should
continue to work towards producing the report as soon as possible after year end.

3.56 Thereport contains statistics of Provincial Library expenditures and services. It does not,
however, measure these against budget plans or expected levels of activity. The report includes
statistics on Regional Library Board outputs and funding which provide a basis for comparison
between Boards.

3.57 Disclosure of objectives and goals - In 1995 we recommended that the NSPL annual report

include information on goals and objectives for current and future periods, aswell asresultsfor the

current year. Our review of NSPL’s 2000-01 Annual Report indicates that although the Report does
disclose high-level initiatives, specific goals and objectives are still not being reported.

3.58 The Provincial Library monitors the workloads of its cataloguing and acquisition units on a
weekly basis. This is to allow for workflow adjustments if processing and turnaround times are not
being achieved. The monitoring is for Divisional use only.

3.59 Reporting from RLBs - NSPL requires annual reporting from Regional Library Boards on
achievement of standards. The statistics reported (e.g., size of collection, total staff FTEs, etc.) are
tracked over time and against established standards of service for Nova Scotia public libraries. In
addition, the Department requires that the RLBs provide audited financial statements.

3.60 Long-term planning - A three-year funding arrangement for Regional Library Boards was
implemented in 1995-96. Regional Public Library Funding Review Committees in 1994, 1998 and
2000 each prepared reports with three-year funding recommendations, all of which were accepted
by the government. During this period, Boards performed long-range planning activities. However,
in recent years previously agreed-upon three-year funding levels have not been approved during the
Estimates process. The Regional Library Boards indicated that government’s return to annual
funding allocations has reduced the focus on long-term planning.

3.61 Testing of grants - A small sample of 2001-02 grants to Regional Library Boards was
selected for testing. We recalculated the grants in accordance with the current funding formula. For
the sample tested, the Regional Library Board grants were determined in accordance with the
established funding formula.

Private Career Colleges

3.62 The Private Career Colleges Division of the Department of Education registers and monitors
private career colleges under the Private Career Colleges Act and Regulations enacted in 1999. We
last audited this Division in 1996 and concluded that the practice of registering non-trade schools
exceeded the regulatory authority defined in the Trade Schools Regulation Act. In 1998 Bill 38, An
Act to Regulate Private Career Colleges, remedied this deficiency.
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3.63 TheDivision’s actual net expenditures in 2001-02 were $0.4 million (see Exhibit 3.2) and
it has a full-time staff complement of five. Although the expenditures are not significant, the
Division’s responsibilities for licensing and regulating private career colleges are very important.

3.64 Divisional plans - The Private Career Colleges Division does not prepare annual priorities,
goals and objectives. Divisional management have indicated that the goals and mandate of the
Division are clearly documented in the Private Career Colleges Act and Operations Guide which
eliminates the requirement for formal annual Divisional plans. We believe that annual operational
plans would assist the Division in setting and achieving specific goals for the period.

3.65 Rolesand responsibilities - The Private Career Colleges Regulation Act sets out the role of
the Manager of Private Career Colleges. The primary role is to review applications for registration.
The Division has prepared an Operations Guide which reinforces the role and provides more detail
on responsibilities. The Guide also clearly documents the roles and responsibilities of the private
career colleges.

3.66 Performancereporting and monitoring of operations- The Private Career Colleges Division
does not issue an annual report, nor is it included in other annual reports of the Department. An
annual report would improve accountability for operations and results achieved.

Recommendation 3.7

We recommend that the Private Career Colleges Division prepare an
annual report onitsoperationsand resultsfor inclusion in the Annual
Report of the Department of Education.

3.67 Performance standards for private career colleges - Our 1996 audit revealed that the
Division was not monitoring performance and outcome measures for trade schools (i.e., graduation
rates or employment rates). The Private Career Colleges Division currently monitors graduation
rates, as all registered colleges must report on the academic success of students.

3.68 Industry reviews - All private career colleges are required to have an industry review of
program curriculum as part of the registration process. The Operations Guide provides clear
direction to private career colleges on who is qualified to perform the review. The Division does not
have a formal documented process for assessing the acceptability of the reviewer. However, the
Division performs this assessment and has challenged the acceptability of some industry reviewers.
To ensure that industry reviews are objective and accurate, we believe the Division should institute
formalized procedures to assess both the qualifications of the reviewer and relationship with the
school being reviewed.

3.69 Frequency of inspections and audits - Section 23 of the Private Career Colleges Regulation

Act allows for a Ministerial designate to inspect private career colleges to ensure compliance with
legislation. Since our 1996 audit, the Private Career Colleges Division developed a policy
establishing the frequency and scope of these inspections. The Private Career Colleges Operations
Guide states that&presentatives of the PCC Division will conduct an annual inspection at private

career colleges’ and describes what is involved. Based on our review of a sample of completed
inspections in 2001, the Division is conducting inspections which are consistent with the policy.
However, management has informed us that in 2001 the Division experienced a staff shortage, so
only 19 of the 51 registered career colleges were inspected. The Division has since hired two
additional inspectors and an operational plan for inspecting all career colleges by the end of 2002
IS in place.
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3.70  Sufficiency of bond documentation - Every private career college must provide asurety bond
or irrevocableletter of credit asacondition of registration. Surety bondsexpireyearly. Therequired
amount of the bond is determined by multiplying tuition cost by the number of students attending
the college, to amaximum amount of $75,000. Testing of asample of four collegefilesrevealed the
required bond was provided.

3.71 Training completion fund - Section 33 of the Private Career Colleges Regulation Act
establishes atraining completion fund. The purpose of the Fund isto provide for the completion of
training, as contracted by students, in the event of college closure dueto insolvency. Theregistered
private career colleges submit payments in the amount of 1% of all tuition collected. Asat March
31, 2002 the fund balance was $301,676.

3.72 Inadequate financial review - One mandate of the Division is to “ensure that students’

interests are being protected as recipients of training programg.registering only financially

stable career colleges, the Division attempts to ensure students can complete their training programs
without the worry of institutional insolvency. A detailed financial statement review of all registered
colleges is an important step in protecting students’ interests. However, our audit indicated that the
Division’s financial statement review and analysis procedures are not documented and are
insufficient. Furthermore, financial statements are not required to be audited. An audit would help
to ensure that financial information is accurate and reliable. Audited financial statements are not
currently required by the Regulations under the Act. Implementing such a requirement would require
a change in Regulations. The Department does not provide funding to the colleges. Because there
IS a cost associated with audits, the decision to require audited financial statements is more complex
than for other programs where the Province provides the funding.

Recommendation 3.8

Werecommend that the Private Career CollegesDivisionincreasethe
number of annual inspectionsto comply with itsinspection policy, and
improve its procedures for documenting reviews of College financial
statements.

CONCLUDING REMARKS

3.73 Since our last audit of the Student Assistance Program, two significant changes have taken
place. The first change is that the Province now guarantees student loans and assumes the risk of
default. The second change is that applicants are no longer required to submit documentation of
income on a routine basis. Both of these changes significantly increase the Province’s risk related
to this program. The absence of a long-term plan for the Program also increases the risk. To
effectively control and manage the program in the future, especially with the uncertain involvement
of the Royal Bank of Canada, the Department needs to improve management of this Program.
Required improvements include better planning, analysis of risks, and improved information systems
to provide timely, useful information.

3.74 Two of the most important elements in any accoutitglyelationship are planning, and
reporting on performance. Operational planning in all three Divisions audited needs to be improved,
as does reporting to the House of Assembly and public on the performance of the Student Assistance
and Private Career Colleges Divisions.
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Exhibit 3.1

DEPARTMENT OF EDUCATION

HIGHER EDUCATION AND ADULT LEARNING BRANCH

Advisory Board on
Minister Colleges and
Universities
Deputy Minister
Senior Executive
Director
. Executive Director, Registrar, Teacher Acting Director, . .
Director, . . ) . . Executive Director,
) Training & Financial Registrations/ Nova Scotia )
Programg/Policy . - L Y outh Secretariat
Assistance Certifications Provincial Library

Director, Student
Assistance

Manager, Private
Career Colleges

Director,
Apprenticeship

Administrator,
Provincial
Apprenticeship Board

Manager,
Rehabilitation
Services

Managers, Adult

Literacy

February, 2002

Note: Shaded boxes are those Divisions focused on during the audit
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Exhibit 3.2
HIGHER EDUCATION AND ADULT LEARNING BRANCH
EXPENDITURES
(In $000’s)

2001-02 2000-01
Administration $ 1560 $ --
Nova Scotia Advisory Board for Colleges and Universities 215.6 4211
Student Assistance 13,347.1 20,391.6
Rehabilitation Programs and Services 2,009.5 1,062.3
Private Career Colleges 391.1 544.7
Career and Transition Services 900.6
Teacher Certification 167.2 261.9
Nova Scotia Provincial Library 1,461.2 1,534.4
Branch Total $17,747.7 $25,116.6

Source: SAP

Note:  Theexpendituresabove are asreported in SAP for the Branch. The Branch isalso responsible for the grants
to Regional Library Boards (2001-02 - $10.0 million, 2000-01 - $9.9 million), Community Colleges (2001-02 -
$64.3 million, 2000-01 - $58.8 million) and Universities (2001-02 - $201.7 million, 2000-01 - $203.5 million).

Exhibit 3.3
GRANTS TO REGIONAL LIBRARY BOARDS
2001-02 2000-01 1999-2000
Annapolis Valley $1,211,000 $1,198,809 $1,164,184
Cape Breton 1,525,501 1,510,132 1,466,514
Colchester - East Hants 844,999 836,464 812,306
Cumberland 408,200 404,085 392,414
Eastern Counties 589,099 583,334 567,059
Halifax 2,974,701 2,944,884 2,859,823
Pictou-Antigonish 824,400 816,108 792,536
South Shore 724,200 716,964 696,257
Western Counties 860,900 852,223 827,607
Regional Library Boards $9,963,000 $9,863,003 $9,578,700

Source: SAP
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Exhibit 3.4
STUDENT ASSISTANCE DIVISION - SUMMARY OF KEY STATISTICS
ACADEMIC YEAR ENDED JULY 2002
NSSL CSL

Maximum Student Loan $ 5,100 $ 5,610
(34 week program)

Average Student Loan $ 3,783 $ 5,165
Number of Loans Approved 10,233 18,340
Value of Loans Approved $ 38,712,783 $ 94,719,430
nggtéolio Baance - Interest Free Status July 31, $ 82,811,824 N/A

Note: Unaudited amounts provided by Student Assistance Division.

Exhibit 3.5

NOVA SCOTIA STUDENT LOAN PROGRAM
COSTS BY MAJOR PROGRAM COMPONENT

$35
$30
$25
, 520
c
5515
= _S . *
0 ﬁ ﬁ
-$5 \ \ \ \
1998-99 1999-2000 2000-01 2001-02
| | Administration Costs B Risk Premiums | | Guarantees
[l LoanRemission | ] Interest Relief — Interest - Class A Loans
|| Total Program Costs
Source: SAP
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Exhibit 3.6

NOVA SCOTIA STUDENT LOANS ON REPAYMENT STATUS
LOAN PORTFOLIO BY INSTITUTIONAL CATEGORY - SEPTEMBER 2002

$100

$80 M

$60 -

Millions

$40 -

520 .

| — —

University Community College Private Total

|| Current B Delinquent [ | Defaulted

Source: Unaudited amounts provided by Sudent Assistance Division.

Note:  Defaulted loans are those loans written off by the Royal Bank of Canada in the last 18 months.
Delinquent loans are loans 60 days or morein arrears (and not written off).
Loanson interest relief of $20.6 million are excluded as they are not on repayment status
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Exhibit 3.7

STUDENT ASSISTANCE DIVISION
FOLLOW-UP OF ISSUESIDENTIFIED IN 1997 REPORT OF AUDITOR GENERAL

Program Component

Issue Reported in
1997 Annual Report

Current Status

Interest charged by bank

10.24 - Tolerances accepted as
“normal” in Department’s edit
checks on interest billings receive
from banks are too broad (twice th
estimated amount).

Currently the same, but soon to b
reduced to 25% variance.
)

1]

1%

Interest Relief Program which
provides an additional 30-month
interest-free period

10.33 - Student Assistance Office
could not tell us the actual value o
the loan portfolio on repayment
status at March 31, 1997 because
this information is not reported by
the banks. It is difficult to estimatg
the exposure of the Province to
interest relief claims.

Student Assistance now receives
f this information from the bank.

L oan Remission Program
whereby a portion of a student’s
loan will be repaid by the Province
upon successful completion of the
year's studies, to the extent that th
loan for the year exceeds a
predefined maximum debt level

10.31 - No disclosure in the

financial statements of the Proving
, of the exposure to additional

expense for loan remission claims

year claims are approved.

eLoan remissions are recorded in the

Program ended March 31, 2000.
e

A risk premium of 5% of the
amount of loans awarded, payablg
to the bank by the Province, to

compensate the bank for assumin
the risk of default by the borrower

10.29 - The Department is
recording the risk premium liability}
as it is billed by the bank when thg

recommended that the liability be
recognized when the loans are
issued.

jloan goes to repayment status. WeAugust 1,2000 and coming into

The Province still pays risk
premiums (now 10%) to the bank
for those loans issued prior to

repayment status subsequent to t
date. The Province recognizes th
risk premium liability for all loans
negotiated prior to August 2000.
As of August 12000, the Province
fully guarantees student loans. T
Department now estimates the
liability for defaulted student loang
based on loans issued after July J
2000.

hat

D

ne

11
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DEPARTMENT OF EDUCATION’'S RESPONSE

The Department acknowl edges the overall findings of the recent audit of Sudent Assistance, Nova
Scotia Provincial Library and Private Career Colleges Divisions of the Higher Education Branch
(formerly Higher Education and Adult Learning Branch).

TheReport identifiesa number of areasfor improvement including the implementation of a Branch
and individual divison operational plans, formal reporting of measures and outcomes, the
development of a model to determine the Province’s exposure for defaulted Nova Scotia Sfudent
Loans (NSSL), the development of a formal audit process in Student Assistance and increased
inspection of colleges by the Private Career College Division. The following observations afe made
and where appropriate actions will be undertaken:

—

3.1 Development of a model to determine exposure for defaulted student Rraorsto Augus
1, 2000, the Province paid a risk premium to lenders at the point that loans were consolidated.
Because of this limited risk exposure, the Province did not require detailed information| on the
portfolio in repayment. Because the Province is now responsible for the full cost of loan defaults,
the Department has recently contracted a consultant to extract and analyse NSSL data from Royal
Bank’s database. Once completed, this data will be available to input into a risk model. In addition,
approval has been given to re-engineer the Student Assistance computer system which will greatly
enhance the Department’s ability to extract and analyse data. The Department’s Corporate [Services
and Student Assistance staff will work toward developing a model during the second halfl of 2003
following the completion of the consultant reports.

3.2 Increased audit and verification of information on student loan applicatiBesause of the
changes in business processes that have been taking place in Student Assistance, the Division is also
restructuring. An assistant director for financial managementis being hired. This position wjll have
responsibility for auditing and will develop a formal audit plan during the first quarter of 2003.
Preliminary discussions have already taken place with Canada Customs and Revenue Agency with
the intention to have an agreement to allow the Province access to income tax information|in place
for the 2003-04 processing yeatr.

3.3 Branch operational planning and reportingrhe HEAL Branch has undergone signifigant
restructuring over the last two years and has recently been separated into two new brancheg, Higher
Education Branch and Skills and Learning Branch. The new Higher Education Bran¢h will
undertake a strategic planning process in the first quarter of 2003.

3.4 Private Career Colleges Division
A. Inspection of private career collegeg he Private Career College Division was
unable to meet its target of annual inspections in 2001-02 because of staff shortages. The
Division is now fully staffed and, by Dec. 13, 2002, every registered college will have been
inspected for the 2002-03 registration year.
B. The Department does not share the Auditor’'s observation on the current system of
industry reviews. The Department believes that the process set out in the Operations Guide
is satisfactory
C. The Department acknowledges the recommendation with respect to fihancial
reporting by private carearolleges and looks forward to receiving guidance on documenting
reviews of financial statements from private career colleges from the Auditor Genergal.
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4.

EDUCATION -
REGIONAL SCHOOL BOARDS’
PROPERTY SERVICES EXPENDITURES

BACKGROUND

4.1  The management of school facilitiesin Nova Scotiais a massive undertaking. In 2001-02
there were 466 public schools in operation with an estimated replacement cost of $1.7 billion.
Regional School Boards (RSBs) spent $82.1million ﬁsee Exhibit4.1) onthe22.8 million squarefeet
(see Exhibit 4.2) of school and administration buildings for which they are responsible. RSB
property services expenditures in 2001-02 ranged from $404 to $778 per student or $2.72 to $3.93
per square foot (see Exhibits 4.4 and 4.3).

4.2 Since June 2000 the Province has approved $298.8 million in capital funding for 20 new
schools and 198 existing schools. The level of capital spending for new school construction is
related to the condition of existi n% school facilities. The frequency of repair and replacement
depends on anumber of factors such as school usage, quality of original components, and exposure

to the environment. Furthermore, the rate of school replacement increases when inadequate
maintenanceregimesarein place. The useful life of atypical school isconsidered to be twenty-five
tothirty-fiveyears. However, with proper maintenance and timely refurbishing, a school’s expected
useful life can be extended.

4.3 Internal Department of Education reports indicate a serious deferred maintenance problem

in the Province’s public schools. The cost of this deferred maintenance is estimated by the

Department of Education to be $500 million. Deferred maintenance can lead to serious issues such

as air quality and other environmental problems, and may result in an inability to use the buildin%

Lor_lgducational purposes. Ultimately, deferred maintenance can lead to the need to replace the
uilding.

4.4  The following sections of the Education Act make it clear that Regional School Boards are

responsible for the day-to-day operations and maintenance of public school buildings. Major
renovations and construction of new schools are the responsibility of the Province. Section 64(2)
of the Education Act states

“A School Board shall, in accordance with this Act and regulations, ... (ac) supervise capital
expenditures; (ad) provide and pay for adequate equipment and furnishings for public
schools and for the maintenance and operation of equipment, furnishings and school
buildings; (ae) manage, maintain, repair and keep safe all real and personal property
owned, leased or used by the board.”

Section 88(1) states

“Where the Minister has received a report pursuant to the regulations and the Minister is
satisfied that it is necessary to acquire property or to construct, purchase, alter, add to,
improve, furnish or equip buildings or other work for public school purposes, the Minister
may, with the adpproval of the Governor in Council, (a) acquire property for such
consideration and on such conditions as the Minister may deem proper; (b) construct, alter
or add to buildings or other works for school purposes; or (c) furnish and equip such
buildings, and all expenditures for such purposes shall be paid by the Province.”

45  Inorder to understand the property services functions, the reader should be familiar with the
following terminology.
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u Property services costs are the costs to operate and maintain school facilities.

u Operating costs are the regular day-to-day expenditures (e.g., custodial salaries,
supplies and utilities).

L Maintenance expendituresrelate to the activities that keep the school operating at an
optimal level within the current life cycle of the building (e.g., electrical, carpentry,
mechanical and painting).

L Deferred maintenance is the backlog of major maintenance projects unfunded in
operating budgets and deferred to a future business cycle.

4.6  Paragraphs 5.30 to 5.37 in Chapter 5 of the 2000 Report of the Auditor General discussed

the Department of Education’s approach to_Re%lonaI School Board funding. The current approach
is generally the same as it was in 2000 with the majority of formula funding being unrestricted or
global in nature (i.e., the Boards can allocate total funding through budget processes to various
expenditure categories, including property services costs, without restriction).

4.7  The Department also provides restricted funding for the more significant major maintenance
projects, as well as new construction, additions and alterations - work which will be capitalized in
the Province’s accounts. The projects funded are suggested by the Regional School Boards and
approved by the Department. Usually, Boards manage the major maintenance projects and the
Province manages the new construction, addition and alteration projects.

RESULTSIN BRIEF
4.8  The following are our principal observations from this audit.
n The current system of funding property services expenditures and major capital

construction and renovation does not motivate Regional School Boards to invest in
preventive maintenance.

L The Department of Education does not currently have an adequate process in place
to monitor Regional School Boards’ performance in appropriately maintaining
schools.

L Regional School Boards are not currently receiving all the information required to
appropriately perform their governance functions in the property services area.

u A comprehensive planning process for property services does not currently exist.

u Systems and controls over property services operations are generally informal and

require improvement.

L There is a lack of information available to management to use in the planning,
monitoring and assessment of property services operations.

AUDIT SCOPE
4.9  The objectives of this assignment were to:
- assess the assumptions supporting the property services budget items;

- review the accountability relationship between the RSBs, RSB management, and the

Department of Education;
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- assess the sufficiency of information being received by the Dgr)artment from the
§§B§ supporting the maintenance of facilities with due regard for economy and
iciency;

- determine whether Regional School Boards’ management processes, operational
systems, and practices over property services operations and capital expenditures
help to achieve due regard for economy and efficiency;

- assess whether RSBs’ efforts are directed to improving efficiency of property
services operations;

- determine if the RSBs’ property services and capital expenditures are made in
compliance with the Government’s Procurement Policy (ASH sector);

- assess whether the information management systems and processes supporting RSB
property services operations and capital expenditures are adequate;

- document the process supporting the acquisition and implementation of the
MegaMation Directline Maintenance Software.

4.10 The audit criteria were taken from recognized sources including the Canadian Institute of
Chartered Accountant#iccounting Handbook andIT Guidelines, and the Office of the Auditor
General of Canada'®wuditing of Efficiency, Financial Management Capability Model and
Modernizing Accountability Practicesin the Public Sector.

4.11 Our audit included an initial survey document sent to all seven Regional School Boards,
followed up with field visits to the Annapolis Valley (AVRSB), Cape Breton-Victoria (fCB-VRSB)

and Halifax (HRSB) Regional School Boards. Our audit included examination of policies and
procedures; contracts and agreements; business and operational plans; 2002-03 budgets and a sample
of procurement files; as well as interviews with RSB management and staff, governing Board
Chairpersons and appropriate sub-committee Chairpersons at the Boards visited.

4.12 Examination of documents at the Cape Breton-Victoria Regional School Board was
somewhat limited due to a fire on September 13, 2002 that destroyed the Support Services building
and contents.

PRINCIPAL FINDINGS

I ntroduction

4.13 To fulfill its responsibilities for funding Regional School Boards’ property services

expenditures and major construction of school buildings, the Department of Education requires
certain performance information about Board operations:

m Information on the condition of school buildings, including requirements and plans
for minor and major repairs and construction

n Information on performance, and compliance with legislation and policies

u Information on whether RSBs’ property services operations have been managed with

due regard for economy and efficiency
4.14 In addition to information required by the Department of Education, there are certain key

elﬁments required in each Regional School Board to properly manage the property services function.
These are:
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u An effective governance function

n Long-range and operational planning

u Management systems to control and monitor operations
n Project management systems

u Information systems

Our principal findings are listed below under the above headings.
Overall Comments

4.15 The division of responsibilities between Regional School Boards and the Department of
Education for funding the day-to-day o;)erati ons and maintenance of public schools, as (apposed to
major renovations and construction of new schools, has the potential to make expenditures on
preventive mai ntenance and other discretionary maintenance items alow priority. The Provinceis
responsible to improve the building and possibly construct anew facility if the existing building is
beyond maintaining.

4.16 The responsibilities of the Department of Education and Regional School Boards are
contained in the Education Act and Regulations. The Minister of the Department has certain
responsibilities - primarily to finance capital construction and provide annual funding. This
responsi bility seemsto bewell understood by all parties- the Department, the governing Boards and
Regional School Board management and staff.

4.17 Inmany situations the Department acts as afacilitator or coordinator in bringing the RSBs
together to identify and share common needs and best practices. The Department supports across-
the-board initiativesbut allowsthe Boards autonomy in managing property servicesoperations. The
Department does not set standards or guidelines but makes Boards aware of possible standards and
guidelines and allows each Board to determine a workable approach.

. Information Required by Department of Education
Information on Building Condition
4.18 Section 7(3) of the Governor in Council Regulations to the Education Act states

“Each school board shall, at least annually, determine whether the buildings used for school
purposes, and the equipment in them, are adequate to provide for the students to be enrolled
In the ensuing school year or years.”

4.19 Although there is no annual report either to the governing Board or to the Department of
Education noting the adequacy of each school building, from our discussionswith Property Services
management and staff in the Boards we visited, there is continuous assessment of buildin
Inadequacies by teaching, custodial and maintenance staff. One Board manages the list 0
inadequacies by creating and scheduling work ordersfor afuture time. Building assessments were
also part of the process used by all three Boards in the devel opment of school capital construction
requests to the Department.

4.20 The Regiona School Boards do not regularly report building condition information to the

Department of Education. Section 7(4) of the Governor in Council Regul ationsunder the Education
Act states
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“Each school board shall report to the Minister a) the extent to which iecessary to
erect, acquire, purchase, alter, add to, improve, furnish or equip buildings for school
purposes or barrier-free access, or to acquire land therefor; b) the extent to which the cost
may be provided from the board’s annual budget for capital expenditure, repair and
renovation, including any accumulated surplus...”

4.21 Suchreportsareusually only prepared upon request by the Department as part of itsplanning
for apecﬁlc school capital construction. We believe that reporting information on service levels,
building condition and deferred maintenance would give the Department of Education better
information for decisionmaking. Subsequent to our fieldwork, HRSB management informed usthat
the Board made aformal request to the Department to assist in the funding of ajoint project for a
comprehensive evaluation of HRSB school buildings.

Recommendation 4.1

We recommend that the Department of Education work with Regiongl
School Boards to establish a protocol for reporting on the condition df
school buildings.

Information on Performance, and Compliance with Legislation and Policies

4.22 Thereisno formal system in place to monitor Regional School Boards’ compliance with
Department of Education legislation and policies regarding property services. No information on
RSB performance is submitted to the Department, and there are no established service standards.
Such standards would be useful in measuring and reporting on performance. Reports on whether
service standards are achieved with current funding would be useful information for the funding
process.

Recommendation 4.2

We recommend that the Department of Education work with Regional
School Boards to establish service standards for property services
operations and a process for reporting on achievement.

| nformation on Whether Property Services OperationsHave Been Managed with Due Regardfor
Economy and Efficiency

4.23 Expenditure reporting - Regional School Boards are required to provide annual audited
financial statements to the Department of Education. The Department collects and records this
information but does not routinely analyze property services expenditures in any detail. As noted
above in paragraph 4.6, formula funding is global and there is no requirement for the Department
to ensure that a certain portion of the funds provided have been spent on property services.

4.24 For the more significant major maintenance projects, Boards are required to provide an

accounting of costs to the Department prior to reimbursement. This process was improved for the

projects funded in 2002-03 to ensure timely reporting. There are no reporting requirements for

anr_ds for new construction, addition and alteration projects as these projects are managed by the
rovince.

Recommendation 4.3

We recommend that the Department of Education develop a process to
assess whether Regional School Boards are maintaining schools
appropriately. This process should consider comtpl iance with legislation
and policies, and due regard for economy and efficiency.
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II.  Reguirements at the Regional School Board L evel
Governance

4.25 Sructure - Survey responses from the Regiona School Boards indicate that of the seven
Boards in the Province, only two currently have Board sub-committees with a primary mandate
related to property services issues. The remaining Boards either assign this responsibility to
committeeswith several responsibility areasor to committee of thewhole. Our audit work indicated
that property services issues are given little attention by committees with broader mandates.

Recommendation 4.4

We recommend that Regional School Boards review committee structures
to determinewhether a separate committee dedicated to property services
would enhance governance of the function.

4.26 Roles and responsibilities - The roles and respongibilities of Regional School Boards are
detailed in the Education Act and in the terms of referencefor sub-committees. Based oninterviews
with Board members and review of sub-committee terms of reference, theroles and responsibilities
of the Boards in the property services area are documented and appear to be well understood.

4.27 Reporting and information requirements- Reporting to the sub-committees by management
tendsto include monthly budget variance explanations, general activity reportsfor the period, status
reportson capital projects, and updateson current issues. Board membersinterviewed indicated that
the current level and type of information reported by management was appropriate and sufficient for
their needs. If Board membersrequired additional information from management, they indicated it
was provided in areasonable amount of time.

4.28 None of the Boards we visited had formally documented information requirements from
management. Based on our Office’s review of reports provided to Boards, and through discussions
with Board members, it does not appear that Board members are currently receiving the type of
information that would allow them to adequately assess the effectiveness and efficiency of
management’s use of financial resources in the property services area. The following are examples
of information which Boards are not currently receiving but we believe members should receive:

- reports on status of projects including percentage completion, costs to date,
forecasted total costs and forecasted completion dates;

- formal explanations of variances between budgeted and actual costs; and

- reports of performance in achieving the annual operational plan.

Recommendation 4.5

We recommend that Regional School Boards review and document
information requirementsintheproperty servicesarea to hel p ensurethey
are receiving sufficient, appropriate information to properly fulfill their
roles and responsibilities under the Education Act.

4.29 Committee member expertise - The Education Act requires that Regional School Board
members be elected by the general public. Board sub-committees are formed from those elected
members who offer their services to the committee. As a result, Board members with specific
property services experience may not serve on the sub-committee. We noted through our interviews
with Board members and the examination of the employment and educational backgrounds of sub-
committee members that, in some cases, the sub-committee responsible for property services was

lacking specific expertise in the area.
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Long-range and Operational Planning

4.30 Businessplans- Under legislation, Regional School Boardsarerequired to develop regional
strategic and business plansfor submission to the Department of Education. Subsequent to our audit
of the Halifax and Chignecto-Central Regional School Boards, reported in Chapter 5 of the 2000
Report of the Auditor General, the Department prescribed the outline, format and timelinesfor the
business plan. It istoinclude goals, priorities, outcomes, measures and targets.

431 Wereviewed the 2001-02 and 2002-03 Business Plans of thethree Boardsvisited to identify
goals and priorities specific to property services. The Cape Breton-Victoria and Halifax RSBs
Included goals and priorities SEe(xfic to property services athough both require considerable
refinement and development. The Halifax Board even reported its accomplishments against these
priorities. The Annapolis Valley Board considers the focus of this document should be on
educational issues, and as such hastitled the document an Education Plan, not aBusinessPlan. The
Education Plan does not include any references specific to property services. Our discussionswith
Department of Education management indicate that the Department performsvery little analysis of
these plans with respect to property services expenditures.

4.32 Budgeting - Through the budget process Regional School Boards are responsible for
allocating global funding among various Board priorities. For the past few years, Regional School
Boards have generally devel (eDFed status quo budgets. Status quo budgets emphasize the future cost
of delivering the current level of service. This meansrelatively little change to the staffing levels
and programsfrom one year to thenext. Si r;ply stated, budget managersforecast changesin salary
figurestor known and anticipated contractual increases and adjust other figures based on prior year
actual expenditures. Thebudgetsfor property serviceswere developed in thismanner. See Exhibit
4.5 for the allocation of property services expenditures in 2001-02 for the Boards we visited.

4.33 We have been told by Board management and staff that the governing Boards have made
“putting the money into the classroona’priority. Property services expenditures are generally
given alower priority.

4.34  Thebudget document provided to us by the Halifax Board includes the assumptions used in
the development of the budget. The budget documents provided to us by the other two Boards do
not include such assumptions, although we have been advised that Board members would be aware
of underlying assumptions. To assist in understanding the budget, we believe assumptions should
be disclosed as part of the budget document.

4.35 Operational and preventive maintenance plaRsoperty services operational plans should

include expected levels of activity, milestones and target dates, resources required, and priorities.
Although the Boards we visited had documented plansfor the year to some extent, these documents

did not include all the elements of formal %|Ioerational plans. Without formal operational plansitis

very difficult to assess whether operational activities are consistent with the goals and priorities
established in the Regional School Boards’ business plans and long-term capital plans. A properly
developed operational plan, reviewed and approved by the governing Board, can also be a very
effective accountability tool to be used in assessment of management’s economic and efficient use
of Board resources.

4.36 None of the Boards we visited had developed formal preventive maintenance plans for the
schools and buildings for which they have responsibility. Management indicated that the lack of
funds for preventive maintenance has led to the lack of formal planning in this area. Interviews with
management indicated that all Boards had informal processes established for regular maintenance
of boilers, water treatment plants, fire and security alarms, and filters on ventilation systems and that
all regulatory requirements have been met.
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Recommendation 4.6

We recommend that a process be established at all Regional School
Boardsfor the devel opment, approval and reporting of annual oper ational
and preventive maintenance plans for property services operations.
Assumptions implicit in such plans should be clearly documented.

Management Systemsto Control and Monitor Operations

4.37 Reporting - None of the Boards we visited required regular formal reporting by staff and
middle management to senior management. Management at thevariouslevel sinterviewed indicated
that there was constant informal communication of the status of various projects and potential
problems. Both the Annapolis and the Halifax Boards have periodic staif meetings where
supervisorsand staff shareinformation on project status and staffing i ssueswith senior management.
We believe that formal reporting of performance in achieving objectives and plans is necessary to
achieve good accountability.

4.38 Asnotedin paragraphs4.22 and4.35, noneof the Boardswe visited had prepared operational
plans or devel oped performance measures to report against. At the present time the only formal
reporting of operational performance appears to be a comparison of actual expenditures to budget
including explanationsof themoresignificant variances. Management indicated that agood measure
of performance is the number of complaints received from the schools or the public at large.
Currently, such complaints are not being tracked and reported upon.

Recommendation 4.7

We recommend that Regional School Boards define performance
indicators for the property services function and report on achievement.

4.39 Controls over inventory - During our site visits, we reviewed and assessed controls over
mai ntenance materialsinventory. We noted that at the Halifax Board the controlsin placeto ensure
the safe guarding of inventory were inadequate. At the time of our visit all maintenance staff had
accessto the inventor?/, and although they were required to sign out materials, no inventory counts
were taken to reconcile purchases and usage to inventory on hand. Based on our discussions with
management at theBoard, the requirement to do periodicinventory reconciliationswas discontinued
when the decision was made to expense materials upon purchase rather than recording asinventory
and expensing at thetime of usage. The controlsover inventory should not be directly related to its
treatment for accounting purposes. Controls over material inventory at the other two Boards we
visited were adequate.

Recommendation 4.8

We recommend that the Halifax Regional School Board review existin
controls over maintenance materials inventory using sound ri
management practices, and implement changes as required.

4.40  Assessment of staff performance and quality of work - None of the Regional School Boards
we visited had formal policies and proceduresin place for the assessment of staff performance and
quality of work. The Boards currently do not conduct annual performance evaluations on staff
although all indicated plansto do so in the future. Boardsindicated that quality of work is assessed
on aninformal basisthrough visual inspectionsduring site visits. The Cape Breton - VictoriaBoard
has principals prepare quarterly reports providing comments regarding satisfaction with the general
custodial and maintenance work performed at the school. In cases where the performance of a
particular staff member warrants significant improvement, a formal letter will be issued by
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manaé;ement indicating the nature of the problem and atarget date for improvements. The Halifax
Boardindicateditiscurrently inthe process of devel oping aformal appraisal processand that formal
Berformance management has occurred where necessary. Generally, the systems currently in place

the Boardsto assessstaff performance and quality of work areinformal and need to beformalized
if they are to be used to help increase productivity.

Recommendation 4.9

Werecommend that the Regional School Boardsdevel op aformal process
for the evaluation of staff performance.

441 Management constraints - Maintenance and custodial staff in all seven Regional School
Boardsin the Province are unionized and as aresult the Boards are bound by the terms of respective
Collective Agreements. Typical clausesin the Collective Agreements include no contracting out
provisions, standard work days, requirementsfor full-time caretakersin certain sized schools, down
sizing provisions, and no formal performance evaluations.

4.42 Theamalgamation of the old District School Boards into the new Regional School Boards
In 1996-97 resulted in various staffing levels for maintenance staff being inherited from the old
District Boardswhich may not bethe optimum level for the new Regional Boards. Management has
recognized this as a problem but, because of Collective Agreement constraints and the lack of
resources available for new staff, has limited ability to make necessary changes.

4.43 Therehave been no significant increasesin property services expenditures over thelast four
?/ears as detailed in Exhibit 4.6. Management has indicated that increases in annual salary costs

eave very little in additional funding to be directed toward such areas as preventive maintenance,

planni n% and analysisof servicedelivery alternatives, and development of information systems. The

reality of day-to-day propergl services operationsisthat asignificant amount of aBoard’s available
resources are used to deal with emergency situations requiring immediate attention. These
emergencies require that management use resources originally planned for discretionary areas such
as preventive maintenance.

Project Management Systems

4.44 Maintenance project management - The operations departments of the three Boards we
visited, although varying in size and structure, have responsibility for the repair and maintenance of
school and administration buildings. Generafgch Board has maintenance trade staff (electricians,
carpenters, and plumbers) responsible for repairs, maintenance of buildings, inspections of fire
alarms and security systems, operating water treatment plants, etc. In addition to these ongoing
operational requirements, staff and management are required to supervise the work of contractors
hired for larger capital projects such as roof repairs, window replacements, and small scale
renovation projects.

445 Management at the Halifax Board indicated that, on average, 1,300 work order requests flow
through property services monthly. Both the Cape Breton - Victoria and Halifax Boards, which are
much larger in size than the Annapolis Valley Board, can have as many as 20 or more trades staff
reporting to one supervisor. Due to the sheer volume of work order requests, the number of schools
and buildings for which the Boards have responsibility, and the large number of trades staff requiring
supervision, it is essential that Board management have in place appropriate project management
techniques to help ensure that the resources available are being used in the most economic and
efficient manner possible.

4.46 Outstanding work orders and staff supervision - Trades staff are notified of assignment to

specific projects through the issuance of a work order request. All three Boards we visited use the
MegaMation software (see paragraph 4.49) to produce the initial work order based on the details in
the request. In the Annapolis Valley and Cape Breton - Victoria Boards, staff use the system to
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record completion of work orders. This alows management at these two Boards to review
outstanding work orders and easily accessthe work order assignments for specific staff at any given
pointintime. Atthe Halifax Board, due to limited staff resources, work orders are not recorded as
completed in MegaMation. Management indicated they use manual 1og books to record all work
ordersissued and completed by staff and to control work assignments and outstanding work orders.
The Io?_ books presented for our review were incomplete and do not appear to be useful in
controlling outstanding work orders or assisting staff in scheduling or monitoring staff.

Recommendation 4.10

We recommend that the Halifax Regional School Board review itscurrent
procedures for controlling work orders and staff assignments to ensure
they are appropriate and working as designed.

4.47 Maintenance staff work allocations - At the present time none of the Boardswe visited have
established policies or procedures to allocate staff to projects. The development of time standards
for typical reépair and maintenance jobs would be a useful tool for supervisors to use in alocating
resourcesan n? the efficiency of completed assignments. Time standards could al so be used
in the development of operational plans and provide useful information for management when
anayzing alternative service delivery mechanisms such aswhether itismore economic to do repairs
in house or contract out.

4.48 Theadllocation of staff to work ordersin all the Boards we visited isthe responsibility of the

trades staff person’s direct supervisor. Management indicated that, although not formalized, staff
are allocated to projects in a manner that provides a wide range of exgerience for staff, while limiting
downtime, such as travel. Management also indicated that much of the work performed results from
emergencies and is allocated to the first available trades person. Ultimately, the allocation of staff
to projects is based on the supervisors’ professional judgement.

Information Systems

4.49 Maintenance management system - In 1997, with the phasing out of the Halifax Regional
School Board’'s work order system, the Board, along with the Department of Education and the other
Regional School Boards in the Province, worked coIIaborativeI?/ to select a replacement system to
be used in all Boards. A committee with representation from all Boards was formed to manage the
process. The committee evaluated the bids submitted and chose MegaMation Directline
Maintenance software.

450 The committee prepared a common contract to be used by each Board when negotiating a
contract with the supplier. From this point on, the Boards each negotiated with the supplier and

developed an implementation schedule to bring MegaMation into each Board. MegaMation has been
in use In some Regional School Boards since shortly after the vendor selection while other Boards
have implemented MegaMation more recently.

451 Regional School Boards could also decide on which modules of MegaMation to implement.
Each Board was to bring in MegaMation with no additional funding from the Province. The Halifax
Board uses only the Work Request module to input and print a paper work order. The Annapolis
Valley and Cape Breton-Victoria Boards use the Work Request and other modules to input, assign
and track the work order until completion. These two Boards also enter labour and material costs
for the work order. This allows them to plan and report the status and costs of work orders entered.
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Recommendation 4.11

We recommend that the Halifax Regional School Board use its available
mai ntenance management softwar e to track the full costs associated with
completion of work orders.

4.52  Subsequent to the introduction of MegaMation, the Department of Education and Regional
School Boards agreed to implement anew financial information system (SAP).

453 Thefinancial and procurement modulesof SAPwereimplemented on April 2, 2002. Access
to the system waslimited to those persons who had access to the system being replaced and tended
to include only the staff directly involved in the financial accounting and procurement processes.
Generally, property services management and staff were not provided access in the initial
implementation, although we understand Boards plan to extend access. Property services managers
arenot ableto query the system to determine how they are doing in relation to budget, but must wait
for the reports to be generated by their respective finance groups. At the time of our visits to the
Regional School Boards in late summer and early fall, not al Property Services managers were
receiving accurate budget-to-actual reportson atimely basis. It isunclear whether MegaMation will
be replaced by the relevant SAP module.

[11.  Achieving Economy and Efficiency

4.54 Operational best practices- Thefollowingisalist of some of the operational best practices
observed during our site visits. We believe they should be explored by all Regional School Boards
in an effort to use limited resources in the most efficient and economic way possible.

n Energy management systems - At the present time, energy management systems at
the three Boards we visited are in various stages of implementation. Many schools
in the Annapolis Valley RSB have building control systems. Energy management
systems are also in place within schools of the former Halifax City District School
Board. The Cape Breton-Victoria RSB appears to have the most advanced systems
in place in the mgority of its schools, and indicated that the Board has realized
considerable cost savings as a result of increases in operational efficiency. We
believe all Boards should continue to explore the potential benefits of energy
management systems.

L Joint procurement opportunities - All Regional School Boards in the Province
purchase similar types of custodial and maintenance supplies. Other than the

Annapolis Valey RSB’s joint procurement of certain paper products with the
Southwest Board, and the Halifax Board’s use of the Provincial tender for certain
products, there has been no analysis of cost savings from joint procurement
opportunities. We believe joint procurement provides an opportunity for cost savings
and suggest these opportunities be explored. We recognize that joint procurement
could require more standardization of systems and components in certain areas.

Annual maintenance conference - Representatives from all Regional School Boards

in the Province meet at an annual maintenance conference. Topics covered durin
the 2002 conference included legislation and technical updates, implementation an
use of custodial time standards, andavative ideas implemented by Boards over
the year. We see this conference as an effective means by which information
between Boards can be shared and encourage its continued existence.

Custodial staff allocation and schedules - Custodial staffing and scheduling
efficiencies are achieved when Regional School Boards can accurately determine
custodial staffing needs. The use of staffing formulas facilitates this. The Boards we
visited use staffing formulas, however, regular use and monitoring is not occurring.
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Because Boards vary in size, comparison of Board custodial staffing levels requires
calculation of aratio of areato be cleaned with the number of custodi ans_&ful I-time
equivalents). Exhibit 4.7 shows this ratio by Board and that there are differences
among Boards. Suchdifferencesmi ght be explained by differencesinageof schools,
staffing formulas, economies of scale, service levels, etc. We believe that regular
review of staffing formulas and comparison among Regl onal School Boards could
lead to more consistency and potentially to cost savingsfor some RSBs. Webelieve
that Province-wide service standards in this area should be explored.

Recommendation 4.12

We recommend that the Department of Education and Regional School
Boards investigate implementation of best practices incl udln? energy
management systems, joint procurement and custodial staffing and
scheduling standards.

455 Most Boardsuse employeesto perform thevast majority of property servicesfunctions. One
exceptionisthe AnnapolisVal I%/ Board which uses contracted custodial servicesat several schools.
The Cape Breton-VictoriaBoard hasapractice of us n%empl oyeesto performthe m?' oritl)q/ of m?i or
mai ntenance proj ects, rather than contracting out, and hiring casual replacement staff. The Halitax
Board contracts out larger projects when in-house resources are not available. At the time of our
visit to these Boards, none could provide an analysis showing whether the current manner of
providing the service was the most cost effective. Analysis of alternatives should be performed,
savings tracked and information shared among Boards.

CONCLUDING REMARKS

456 TheDepartment of Education’s move toward global funding, as well as the current division

of responsibility for major capitalmevations and construction and ongoing maintenance and upkeep

of schools, does not provide Regional School Boards with the motivation to spend limited resources
on preventive maintenance and other discretionary property services expenditures. In addition to a
system that provides little intrinsic motivation, the Department does not receive information from
Boards to allow it to make an adequate assessment of Board performance in managing property
services.

4.57 The current systems and controls in the property services operations at the Boards we visited
were characterized by informality. There appears to be a fundamental lack of management
information available to appropriately plan, monitor and assess the performance of property services
operations.

4.58 The Department needs to monitor property services expenditures by Regional School Boards.
Poorly maintained schools can lead to health problems, school closures resulting in disruptions to
the public school system, and the eventual replacement of schools. The Province has recognized the
need to make a significant investment in new schools and renovations to address current poor
condition. To ensure the best long-term value for its investment, the Province must also ensure that
all schools in the public school system are being appropriately operated and maintained.
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Exhibit 4.1
REGIONAL SCHOOL BOARDS
PROPERTY SERVICES EXPENDITURES
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Exhibit 4.2
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Exhibit 4.3
REGIONAL SCHOOL BOARDS
PROPERTY SERVICES EXPENDITURES PER SQUARE FOOT
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Exhibit 4.4
REGIONAL SCHOOL BOARDS
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Exhibit 4.5

REGIONAL SCHOOL BOARDS
PROPERTY SERVICES EXPENDITURE ALLOCATIONS AT BOARDS AUDITED 2001-02
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Exhibit 4.6

REGIONAL SCHOOL BOARDS
PROPERTY SERVICES ACTUAL EXPENDITURES 1998-99 to 2001-02
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Exhibit 4.7
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S.

ENVIRONMENT AND LABOUR -
DRINKING WATER SAFETY SYSTEM

BACKGROUND

5.1  There are approximately 1,880 public drinking water supplies in Nova Scotia. Municipal
governments operate 82 of these, while the rest are smaller public supplies owned and operated
by private or non-profit concerns such as restaurants, camp grounds, schools and nursing homes.
Approximately 54 % of the Nova Scotia public is served by municipal drinking water supplies.
The remainder obtain drinking water from small public supplies or privately-owned supplies, such
as wells.

5.2 Responsibility for public drinking water safety is shared. Owners of drinking water
supplies are responsible for maintaining the safety of their supplies. The Department of
Environment and Labour is responsible for enforcing compliance with water safety laws and
regulations. It derives its authority from the Environment Act. However, the Province’s
responsibility for private drinking water supplies (e.g., wells) does not extend beyond regulatmg
well construction and investigating contamination originating from outside the supply owner’s

property.

5.3  Historically, public drinking water safety was regulated under the Health Act. Municipal
water sampling and monitoring were conducted by Provincial inspectors on a weekly basis. Non-
municipal public drinking water supplies were not monitored. In 1995, under the new
Environment Act, the Department of the Environment was designated as “the lead agency of
Government” for water resource management. At the same time, new Regulations came into
effect for water treatment and distribution facilities. In 1998 the Department implemented an
initiative which required municipal water system operators to monitor their own systems and
collect water samples for testing on a daily or weekly basis. The Department discontinued its
routine testing of municipal drinking water supplies in 1999 and now, by way of inspection or
audit, ensures the required testing is carried out by the supply owner. This change puts the onus
on drinking water supply owners to fulfill due diligence requirements and enables the Department
of Environment and Labour to focus on its regulatory responsibilities.

5.4  The Department’s water supply monitoring Regulations were expanded to include public
drinking water supplies not operated by municipalities. The Department defines a public drinking
water supply as a water works system for the provision of water to the public for human
consumption where the system has at least 15 service connections or serves 25 or more individuals
per day at least 60 days of the year. Effective October 1, 2000, public drinking water supply
owners — both municipal and non-municipal - are required to have a water quality monitoring
program and meet the health-based Guidelines for Canadian Drinking Water Quality published
by Health Canada.

5.5  The Department of Environment and Labour was created on October 1, 2000 through an
amalgamation of the former Departments of Environment and Labour, along with some other
government entities. Within the Department, the Environmental Monitoring and Compliance
Division is responsible for field operations relating to environmental matters. Activities of the
Division include processing applications, inspecting and monitoring approved water supplies,
enforcement activities, and responding to public issues and complaints. For operational purposes,
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the Province is divided into four regions. The Department has a staff of 73 assigned to carry out
inspections and other duties related to a variety of environmental matters, of which drinking water
safety is one component.

RESULTS IN BRIEF

5.6  The following are our principal observations from this audit.

The Department released its new drinking water strategy in October 2002. The
strategy is based on the principles of sustainability and integrated management, and
the premise that everyone has a responsibility to maintain and protect the
environment. The accompanying multi-year action plan includes activities that
address some of the main components in each of the stages of the multiple-barrier
approach.

Standards exist for the construction and operation of public water supplies, the
qualifications of public water supply operators, accreditation of laboratories which
test water samples, and the construction of wells. There are no standards for the
safe collection, transport and discharge of water by tank trucks for domestic
consumption, but draft guidelines have been developed and await approval.

The Department has adopted Health Canada’s health-based Guidelines for
Canadian Drinking Water Quality as the standard for Nova Scotia public drinking
water supplies. Provincial Regulations require public water supply owners to
regularly monitor and test their supplies. Municipal water supplies are audited by
the Department on a regular basis.

The Department estimates there are approximately 1,800 public drinking water
supplies - other than municipal supplies - that require registration and
implementation of a water quality monitoring program. The Department originally
estimated that it would have all of the public water supplies registered by October
1, 2002. As of November 5, 2002, approximately two years after the regulatory
requirement for registration was approved, there were 1,512 supplies registered.

The Department has inspected a number of registered water supplies because of the
presence of contamination and the release of a boil water advisory. However,
there have not yet been any audits of registered water supplies because registration
is still in progress. We noted insufficient planning relating to the compliance
monitoring process for registered water supplies. The Department has not yet
determined how it will carry out the audits, including the procedures and forms to
be used. It has not prepared an analysis of how audits of registered supplies will
be allocated among various government departments and whether there are
sufficient resources available to do the work. The Department has not adequately
considered how it will ensure other departments’ inspectors are providing sufficient
compliance monitoring coverage.

Departmental requirements for the documentation and follow-up of boil water
advisories need to be more closely complied with.

Responsibility for the enforcement of drinking water safety is clearly set out in

legislation and regulations, as well as in policy directives and guidelines issued by
the Department to staff. Documented roles and responsibilities are consistent with

relevant legislation.
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AUDIT SCOPE

5.7 In early 2002, with follow-up in October, we performed a broad scope audit of the
Department of Environment and Labour under the mandate established by Section 8 of the Auditor
General Act. Our audit was performed in accordance with auditing standards established by the
Canadian Institute of Chartered Accountants, and accordingly included such tests and other
procedures as we considered necessary in the circumstances.

5.8  Our audit focused on the Provincial drinking water safety system in the areas of standards
and qualifications, compliance and enforcement. Specifically, the objectives of this assignment
were to assess:

- the Department’s process for developing and promulgating standards to ensure
safe, clean drinking water;

- the process used to ensure the appropriate qualification of individuals involved in
drinking water quality and safety activities;

- the Department’s monitoring, inspection and other activities as they relate to
drinking water quality and safety requirements of legislation, regulations and/or
policy; and

- the adequacy of systems for the enforcement of Provincial legislation and
regulations related to drinking water quality and safety.

5.9  The audit did not address water bottled and sold for human consumption. Bottled water
quality is a Federal responsibility regulated through the Canada Food and Drug Act. Monitoring
and inspection is conducted by the Canadian Food Inspection Agency.

5.10 Audit criteria were developed to assist in our assessment of the systems and practices of
the Department. The audit criteria were discussed with and accepted as appropriate by senior
management of the Department, and are outlined in Exhibit 5.1. Our audit procedures included
interviews with management and staff, testing of inspection files, as well as examination of other
documents.
PRINCIPAL FINDINGS
Standards and Qualifications
5.11 Background - A multiple-barrier approach is advocated as the best means of assuring safe
drinking water. This involves a series of safeguards or barriers at different points in the water
supply to minimize the possibility of contaminants entering the water and being consumed. The
Department of Environment and Labour groups the safeguards into three categories:

- source water protection;

- proper treatment and system operation; and

- monitoring and testing.
5.12 The safeguards can be applied to different systems, from large public water supplies to

private wells. There are Regulations and programs in place to facilitate each component of
multiple-barrier protection.
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5.13 The primary requirements related to drinking water safety are outlined in the Environment
Act and its related Regulations. The Act provides for designated source water protection areas
(i.e., watershed lands) for public supplies. The Well Construction Regulations provide protection
for private wells. Various Regulations address water treatment and other system operations, as
well as monitoring and testing requirements. The Environmental Assessment Regulations and
some contaminant-specific Regulations also have water protection as an objective (Exhibit 5.2).

5.14 Drinking water strategy - The Department released its new drinking water strategy in
October 2002. The strategy is based on the principles of sustainability and integrated
management, and the premise that everyone has a responsibility to maintain and protect the
environment. It builds on current legislation and incorporates the multiple-barrier approach to
ensuring drinking water safety.

5.15 The key elements identified in the strategy are the clarification of the roles and
responsibilities of all stakeholders, strengthening the multiple-barrier approach to water
management, and the creation of an interdepartmental drinking water management committee to
implement and manage the strategy. The strategy also identifies four main challenges in managing
water resources:

- continuing to protect drinking water sources;
- ensuring adequate treatment;

- ensuring the safety of small systems; and

- balancing social and economic interests.

5.16 The accompanying multi-year action plan includes activities to address some of the main
components in each of the three stages of the multiple-barrier approach.

5.17 Standards development - There are drinking water guidelines for a number of
microbiological, chemical, physical and radiological parameters. The guidelines were developed
and are updated periodically by the Federal-Provincial-Territorial Committee on Drinking Water
and are outlined in the publication Guidelines for Canadian Drinking Water Quality produced by
Health Canada. The Committee meets twice each year and has been involved in the development
of drinking water guidelines since its inception in 1983. It is composed of representatives of each
provincial and territorial government, as well as representatives of Health Canada and
Environment Canada. Officials from Health Canada act as scientific advisors to the Committee.
A Department of Environment and Labour staff member sits on the Committee as the Nova Scotia
representative.

5.18 The process used to develop Canadian drinking water guidelines is well established and
generally follows approaches used in many other countries. The Committee revises the guidelines
on a regular basis to reflect current scientific research.

5.19 Provincial Regulations require the monitoring and testing of public drinking water supplies
by their owners. They establish a regime and frequency for microbiological testing and list 30
chemical and physical parameters that must also be monitored on a regular basis. Health
Canada’s health-based Guidelines for Canadian Drinking Water Quality are stated as the standard
for evaluating water tests. Additional parameters for testing may be specified by the Department
of Environment and Labour for a public water supply where circumstances warrant (e.g.,

proximity to certain industries).
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5.20 InJanuary 2001, the Sierra Legal Defense Fund published Waterproof: Canada’s Drinking
Water Report Card. The report is a survey of drinking water protection in Canada and provides
an analysis of how each province fares in a number of key areas. The report was critical of the
Guidelines for Canadian Drinking Water Quality because the guidelines do not include all of the
substances included in the American Safe Drinking Water Act administered by the United States
Environmental Protection Agency. The United States is considered to have some of the most
stringent drinking water standards in the world. (Exhibit 5.3) The report also notes that some of
the allowable concentration limits in Canada are higher than in the United States. In addition, the
report states that no province requires that all parameters in the Canadian drinking water
guidelines be monitored as part of the regulation of public drinking water supplies.

5.21 However, officials of the Department of Environment and Labour believe the Canadian
guidelines are adequate and the process for determining standards is rigorous and diligent. The
difference in the number of substances included in the guidelines may be due, in part, to
differences in hazardous products that are allowed to be used in each country. As for requiring
analysis of all parameters in the guidelines, the Department considers this to be an impractical and
unnecessary measure. Many microbiological and chemical parameters would not be a risk factor
for certain water supplies due to the nature of the supply, such as groundwater not under the direct
influence of surface water, or the absence of certain types of industry near the watershed area.

5.22 Water treatment facilities are assigned a classification based on a point-rating scale that
considers water supply source, population served and treatment methods employed, among other
factors. The classification is used in determining the qualifications needed by individuals
operating the systems. The Association of Boards of Certification — located in Ames, lowa and
governed by individuals from various countries — is the organization recognized by the Province
for setting classification standards. The Association’s activities, carried out by volunteer
committees and professional staff, seek to define and maintain internationally-recognized
qualifications for certification, and promote uniformity of standards and practice.

5.23 Standards for well construction, as well as certification requirements for well drillers, well
diggers and pump installers, are specified in Provincial Regulations. The standards are based on
input from the Well Construction Advisory Board, a Provincial body that provides advice on
standards and guidelines based on practices advocated by other provinces, the well construction
industry and groundwater associations. The standards for well construction materials are based
on guidelines of the American Society for Testing Materials, the American Water Works
Association and the National Sanitation Foundation.

5.24 Standards and guidelines set out in Provincial Regulations are reviewed periodically. The
Water and Wastewater Facility Regulations were last amended in 2000. The Well Construction
Regulations were last revised in 1995.

5.25 There are no Regulations or guidelines concerning the safe collection, transport and
discharge of water by tank trucks to wells or storage tanks for domestic consumption. Draft
guidelines were developed in 2001, but they have not yet been approved and issued. We were
informed that the risks associated with bulk transportation of drinking water are borne mainly by
private well owners, who are responsible for their own water quality and can mitigate the risk
through testing of delivered water.

5.26 The January 2001 Sierra Legal Defense Fund report also made specific recommendations
to improve water protection in Canada, including:
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- filtration for all surface water supplies;

- binding standards for the design, construction and operation of water treatment and
distribution facilities; and

- public reporting on water testing results and the state of water supplies.

5.27 The Department recognizes there is a need for proper treatment, such as filtration, for
surface water supplies, but believes that making it a requirement without sufficient lead-time
would place an undue financial burden on municipalities. The Department’s approach has been
to encourage and work with municipalities to bring about the needed upgrades to their systems
(see paragraph 5.44). The Department considers the engineering standards specified in Nova
Scotia Regulations to be sufficient for designing and building safe water treatment facilities and
systems. However, it has committed, in collaboration with the other Atlantic provinces, to the
development of a standards and guidelines manual for all of Atlantic Canada. Public reporting
by public water supply owners is not a requirement, but the information is generally available to
members of the public upon request. The Halifax Regional Water Commission and the Town of
New Glasgow have produced and distributed informative water quality reports even though they
are not required to do so.

5.28 Public education - The Department provides ongoing public education and promotion
relating to drinking water quality and safety standards through its internet website; with a specific
section - Clean Water Watch - dedicated to water issues. The Department also initiated a clean
water week in 2000 and was involved in the promotion of National Drinking Water Week in 1999.
The Department has produced brochures and booklets on drinking water safety issues, and has
used the print media to deliver messages on the need for regular testing of well water.
Department staff are available for consultation and attend community fairs and school events.

5.29 Qualifications - The Department has a staff of 73 inspectors to address its environmental
monitoring and compliance responsibilities, including drinking water safety. Inspectors must have
an educational background sufficient to be eligible for certification as an environmental
technologist or public health inspector, but need not seek the actual certification. Approximately
half of the Department’s inspection staff are Certified Public Health Inspectors certified through
the Canadian Institute of Public Health Inspectors. Most of the other staff are Certified
Environmental Technologists belonging to the Society of Certified Engineering Technicians and
Technologists of Nova Scotia, or are eligible to write exams for attaining the designation.

5.30 The Department also has five hydrogeologists on staff and expects to have two more by
the end of 2002. The hydrogeologists act as resource persons and provide expertise on
groundwater and wells, and assistance in investigating water contamination. The Department
recently hired two watershed planners, a drinking water supervisor, a water monitoring
technician, a water treatment facilities specialist, a facilities engineer, and a GIS/database
management specialist.

5.31 As discussed in paragraph 5.22, water treatment and distribution systems are classified
based on criteria such as water treatment methods and population served. Persons responsible for
operating such systems must be certified for the classification level of the system. The higher the
classification, the more education and/or experience required by the operator. Qualification and
certification standards for operators are determined by the Association of Boards of Certification
and incorporated into Provincial Regulations. The Association provides certification exams and
marks the results. The Department administers the exams on the Association’s behalf for

individuals seeking certification in Nova Scotia.
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5.32 Well drilling and digging practices and qualifications are administered by the Well
Construction Advisory Board and monitored by the Department through periodic inspection. To
carry out well construction, well drillers and diggers must be licensed through the Department and
comply with the Well Construction Regulations. They must meet certain requirements to be
licensed and must renew their licences annually. The Department encourages the public, through
publications and other public pronouncements, to ensure well drillers and diggers are licensed
before hiring them to construct a well.

5.33 In 2001 the Department developed a policy on the use of accredited laboratories for water
testing. Effective January 1, 2002, all analytical testing for chemical contamination required for
public water supplies is to be conducted by accredited laboratory facilities or facilities maintaining
an acceptable standard in a proficiency testing program. Laboratories have until January 1, 2003
to achieve accreditation for testing for microbiological contamination.

5.34 Certification and proficiency testing of laboratories is carried out by the Canadian
Association for Environmental Analytical Laboratories, under agreement with the Standards
Council of Canada. The Association certifies that laboratories meet specified standards and it
conducts periodic audits to ensure continued compliance.

5.35 We were informed that Nova Scotia laboratories, where applicable, have achieved the
required certification for chemical analysis and all laboratories are working toward completion
of requirements for certification for microbiological analysis. However, completion of the
certification process for most of the public laboratories (hospitals) has been delayed and is not
likely to be completed within the time frame specified in the policy. The Department and hospital
laboratories have been exploring other options to ensure testing standards are met during the time
it takes to have the laboratories certified.

5.36 The Department prepared Memorandums of Understanding outlining the respective
responsibilities of laboratories and the Department with respect to water testing. All of the
laboratories have signed a Memorandum.

5.37 Training - Newly hired inspection staff at the Department of Environment and Labour
receive training in their job responsibilities by accompanying an experienced inspector on a
variety of inspections. This ‘on-the-job’ training generally takes several weeks. Other training
is provided to inspection staff, as required, through in-house and external facilities. The annual
performance appraisal process also provides an opportunity for staff and management to establish
training needs as individual goals for the year.

5.38 Currently, there is no requirement for continuing training for certified water system
operators, although such training is encouraged. However, the Department has drafted revisions
to the certification requirements that would have operator certificates expire three years from the
date of issue. Operators would be eligible for recertification by accumulating acceptable training
and experience during the three years, or be required to rewrite the certification exam. The
revised standards are in draft form and await finalization of plans for the implementation process.

5.39 There is no mandatory ongoing training for well drillers and diggers, but opportunities are
available through the Nova Scotia Groundwater Association and the Canadian Ground Water
Association. The Department has been working with the Nova Scotia Groundwater Association
to develop a mechanism to provide funding for training, education and upgrading of operators in
the industry.
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Compliance

5.40 Background - The Department has a broad mandate under the Environment Act and
associated Regulations, which includes the protection of drinking water supplies. As well,
sections of other legislation (Health Act and Municipal Government Act) govern matters relating
to drinking water. Although the Department of Environment and Labour is the lead agency in
ensuring compliance with legislation pertaining to drinking water safety, there are roles and
responsibilities defined for other Provincial departments and the Federal government, as well as
public and private water supply owners.

5.41 Municipal water supplies - There are 82 municipal water systems in the Province. The
operation of a municipal water treatment or distribution facility requires the approval of the
Minister of Environment and Labour. An application for approval must be supported by
documentation describing the facility. Department engineers classify the facility according to the
rating system set out in Regulations and perform a technical review to ensure the proposed system
adheres to the Department’s standards, policies and guidelines. If all criteria are met an approval
is issued, generally for a ten-year term, renewable upon application by the owner.

5.42 The approval for a new municipal water system lists any terms and conditions the applicant
must satisfy, such as specific monitoring requirements and preparation of a contingency plan.
Monitoring requirements may be more stringent than the minimum level of testing provided for
in Provincial guidelines. Each facility has its own particular set of circumstances, such as
geographic location and nearby industries, and testing requirements may be adjusted to reflect
these. Municipal water supply operators must do microbiological testing weekly, if not more
frequently, and many have a chemical analysis performed every six months. Operators are
required to submit a monthly report to the Department outlining the results of testing.

5.43 Itis the responsibility of each municipality to have a contingency plan in place to respond
to emergencies such as chlorination failure and power outages. As well, there must be a strategy
to communicate disruptions to the public and the Department.

5.44 As part of its new water strategy, the Department has identified the need for a review of
municipal water system approvals. It has developed an implementation plan which will result in
a new or updated ‘Approval to Operate’ issued to all municipal water systems to verify that they
provide the best quality water product. The plan includes advising the municipalities of the
requirement to complete a source water assessment report from which a comprehensive treatment
and operational strategy is to be developed. It is anticipated that it will take six years before all
construction is completed and operational systems are in place. The review process will also
result in minimum levels of treatment for source water. The minimum level of treatment for
surface water, and groundwater under the influence of surface water, will be filtration and
disinfection. The minimum level of treatment for groundwater will be disinfection.

5.45 We obtained a listing of municipal water supplies including facility and operator
classifications. We noted 13 facilities where the operator classification was at a level lower than
the facility classification. We were informed that a number of the municipalities have had recent
upgrades to systems, but there has been insufficient time for operators to achieve the higher
certification level. In February 2002, the Department contacted each municipality where there
was such a discrepancy, requesting an action plan to address the deficiency. The Department will
be following up during its review of municipal water system approvals.

5.46 Registered water supplies - Effective October 2000, public drinking water supplies other

than municipal systems must be registered with the Department. Regulations stipulate criteria for
determining which supplies must be registered. Public water supply owners must complete a
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registration form and provide details about the water system, such as the number of connections
and the population served. The information is entered into the Department’s registered water
supply database and a letter is sent to the owner noting the assigned registration number and
summarizing the owner’s responsibilities as a provider of drinking water to the public. Owners
are also provided with an information package including the Province’s Guidelines for Monitoring
Public Drinking Water Supplies.

5.47 The Department estimates there are approximately 1,800 public drinking water supplies
requiring registration and implementation of a water quality monitoring program. To handle the
volume and ensure all required supplies are registered, the Department employed a phased
approach based on risk. Public water supplies were classified into four groups, with group one
including supplies deemed to be of higher risk (e.g., schools, day care centres, hospitals, nursing
homes) and group four for lower risk supplies, such as campgrounds. The Department focused
on registering the higher risk supplies before moving on to the other groups. The Department
originally estimated that it would have all public water supplies registered by October 1, 2002.
As of November 5, 2002, approximately two years after the regulatory requirement for
registration was approved, there were 1,512 supplies registered.

5.48 Registered water supply owners are required to take a water sample every three months
for microbiological testing. Chemical analysis of water is required every one or two years,
depending on the water’s source. Water supplies in each registration group were assigned a
different monitoring period in order to smooth the workload of laboratories and Department staff.

5.49 To ensure all public drinking water supply owners complete the registration process, the
Department, in cooperation with other government departments such as Health and Community
Services, and industry organizations such as the Retail Gasoline Dealers Association, sent letters
to owners informing them of the change in the Regulations and the requirement to register water
supplies. The Department also provided information sessions for various affected groups and used
the print media to inform the public of the new Regulations and registration requirements.

5.50 Monitoring and inspections - The Department has committed to auditing each of the 82
municipal water systems in the Province at least twice a year. Audits are unannounced and the
length of the audit will vary depending on the complexity of the system and type of review
conducted. Audits may involve water testing only or include an extensive review of the entire
waterworks system.

5.51 We examined a sample of files to determine if the Department’s monitoring and audit
systems were operating effectively to provide for compliance with water safety requirements
outlined in legislation, regulations and policies. We were able to examine audits of municipal
water supplies, but not audits of registered water supplies. The Department has performed over
360 inspections of registered water supplies because of the presence of contamination and the
issuance of boil water advisories, but there have not yet been any audits because registration is
still in progress.

5.52 We have a number of observations to report from our testing of municipal supply audits.
We selected 60 municipal water supplies and reviewed the related audit files for the 2001 calendar
year. We noted that semi-annual audits were carried out at 56 of the facilities. Only one audit
was carried out during the year at the other 4 facilities. This was explained to us as the result of
misinterpretation of Departmental policy. At all 60 facilities there was evidence of weekly
microbiological testing and at least annual chemical analysis.

5.53 We observed that most of the audits involved water sampling only. When a more detailed
audit was carried out and an audit report prepared, we could not determine the extent of the audit



ENVIRONMENT AND LABOUR - DRINKING WATER SAFETY SYSTEM 81

work performed. The audit form used by the Department did not provide details on how an audit
should be performed.

5.54 When we returned in October 2002 to follow up on some of our audit findings, we found
that the Department had developed an audit checklist for waterworks systems and used it for
audits carried out in the summer of 2002. We were told that inspection staff were to complete
only certain sections of the checklist because of the type of review being carried out in 2002 (i.e.,
water sampling). We remained concerned that audits of municipal water supplies were not very
comprehensive. However, we found that the Department had introduced guidelines for scheduling
and determining the extent of audits based on a risk assessment evaluation process. Also, there
are plans for complete reassessments of all municipal water supplies starting in the fall of 2002,
as described in paragraph 5.44.

5.55 We also noted that documentation such as laboratory reports was missing from some of
the files, and inconsistency among the regional offices in the manner in which files were organized
and maintained. Also, there was minimal review of the quality of audit documentation by
management. During our follow-up visit, we noted that the Department was finalizing a policy
on preparing and tracking files, and that periodic reviews by management of the quality of audit
documentation will be required.

5.56 As noted in paragraph 5.51, the Department is still in the process of registering non-
municipal public drinking water supplies and no audits have yet been performed for these
supplies. However, owners are still required to perform quarterly sampling as set out in
Provincial guidelines. Department officials indicated they could rely on being notified by a
laboratory if a registered water supplier was not submitting quarterly samples or if a sample came
from a supplier that was not registered.

5.57 The Department expects to begin auditing registered supplies early in 2003. It is planning
to coordinate its efforts with other government inspection programs to maximize efficiency. For
example, food safety inspectors with the Department of Agriculture and Fisheries, as part of their
existing mandate, check that a food service establishment with its own water supply has registered
and is testing its supply. Inspectors can also take a water sample for analysis.

5.58 We believe, however, that there has been insufficient planning relating to the compliance
monitoring process for registered water supplies. The Department has not yet formally
determined and documented how it will carry out the audits, including the procedures and forms
to be used. It has not prepared an analysis of how audits of registered supplies will be allocated
among the various departments and whether there are sufficient resources available to do the
work. The Department has not adequately considered how it will ensure other departments’
inspectors are providing adequate compliance monitoring coverage.

Recommendation 5.1

We recommend that the Department develop audit procedures and forms,
study resource issues, establish coordination mechanisms and implement
quality control standards for the audit of registered water supplies.

5.59 Boil water advisories - Since October 2000, public water supply owners have been fully
accountable for the safety of their waterworks systems. Public water supply owners and operators
have been informed of their responsibilities, which include a quick response to any deficiency in
the water system. The Department has developed a coordinated approach to ensure boil water
advisories are initiated in an appropriate and timely manner. The Province’s Guidelines for
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Monitoring Public Drinking Water Supplies include a list of deficiencies that would require a boil
water advisory (Exhibit 5.4), an advisory protocol, a suggested communication plan, and
information on when an advisory can be removed. The Department must be notified of any cases
of drinking water contamination on boil water advisories issued. Only the Department can
remove an advisory once it has been initiated.

5.60 Ifanemergency occurs outside of regular business hours, the Department can be contacted
through a 1-800 number. Inspectors are ‘on call’ 24 hours a day, on a rotational basis, to respond
to emergency calls. Laboratories are required to notify the Department, in addition to the water
supply owner, when a water sample analysis indicates the presence of microbiological
contamination - a positive test result. The Department is to notify and coordinate with medical
officers of the Department of Health in such situations.

5.61 When a laboratory or supply owner notifies the Department of a positive test result, the
information is recorded and an investigation commences. Depending on the results of the test,
a boil water advisory may or may not be issued immediately. For example, if a water sample test
shows positive results for fecal coliform bacteria, a boil water advisory is issued immediately.
However, if the test shows positive results for total coliform bacteria only, a second water sample
is taken because the positive test result may have been due to improper sampling. If the second
test is also positive, a boil water advisory is issued. An advisory is not removed by the
Department until remedial action is taken, such as flushing the system with chlorine, and there
have been two consecutive days with negative test results.

5.62 During our examination of municipal water system audit files, we noted where positive
test results had occurred and determined whether follow-up water testing was performed as
required by Provincial guidelines. We noted 55 cases where positive results for total coliform
bacteria were found, of which 50 were followed up with a second water sample. There was no
documentation in the files describing why follow-up samples were not taken for the other five
positive test results. Of the 50 that were followed up, we could not find the laboratory results for
eight of the follow-up samples. Among the 55 cases we examined, there were 11 where boil
water advisories were issued. We noted that required procedures were followed in each situation
where a boil water advisory was issued.

5.63 The Department has implemented a system to record boil water advisories issued (Exhibit
5.5) and removed. We reviewed files for registered (non-municipal) water supplies where boil
water advisories had occurred during calendar year 2001. We found that the boil water advisory
procedures were followed, although in some cases copies of laboratory test results or other
supporting documentation were not in the file. We also noted two cases where the removal of the
boil water advisory was not documented in the file. Documentation was subsequently obtained
for one of the cases. In the other case, we were informed that the lifting of the advisory had been
communicated verbally and Department records were not updated.

Recommendation 5.2

We recommend that Departmental requirements for the documentation
and follow up of boil water advisories be complied with.

5.64 Private drinking water supplies - Responsibility for ensuring safe drinking water from
private supplies, mostly wells, rests with the supply owners. Well drillers and diggers are
required to submit a report to the Department on each well constructed. Details from the reports
are entered into a database of all wells constructed in the Province. Department inspectors may
inspect a well on private property in the course of inspection of an on-site sewage system, upon
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complaint of inadequate well construction, or in response to a report of contamination from a
source outside of the owner’s property.

5.65 Complaints - The Department has a process to record and investigate environmental
complaints, including those relating to drinking water. A file is set up for each complaint unless
the complaint relates to a matter where a file already exists. The type and extent of follow up by
an inspector is dependent on the nature of the complaint. The Department is developing a file
tracking system which will permit monitoring of the follow up of complaints.

Enforcement

5.66 Roles and responsibilities - Responsibility for the enforcement of drinking water safety is
clearly set out in legislation and regulations, as well as in policy directives and guidelines issued
by the Department to staff. Documented roles and responsibilities are consistent with relevant
legislation and appropriately referenced to the Environment Act and Regulations. Policies and
guidelines are issued to staff as developed, and the Department is finalizing an investigation
reference manual for inspectors.

5.67 Enforcement procedures - The Department’s operational bulletin on law enforcement sets
out the parameters for enforcement actions. Although primary authority for enforcement is
derived from the Environment Act, inspectors are also appointed as special constables under the
Police Act. Where there has been a breach of legislation or regulations concerning drinking water
safety, a warning or summary offence ticket can be issued; a Ministerial order can be issued to
stop, prevent or require certain actions; or prosecution can be pursued.

5.68 The decision to take enforcement action begins with the inspector. The inspector considers
a number of factors, such as the seriousness of the violation, the compliance history of the
operator and the type of enforcement which will be most effective. The decision to pursue a
Ministerial order or prosecute requires involvement of Department management. If a decision
is made to prosecute, sufficient evidence must be gathered and discussed with a Crown
prosecutor.

5.69 The Department recently acquired the ability to issue summary offence tickets for offences
relating to public drinking water. It already had this ability for certain other violations of the
Environment Act and Regulations. Fines for non-compliance are generally $675 per infraction.

5.70 At the time of our audit, the Department was changing the role and emphasis of its
inspectors with regard to enforcement. Previously, inspectors performed a number of roles
including consultation, education, inspection, sampling and enforcement. With such varied
responsibilities, there was less emphasis on enforcement. This approach was not always
appropriate when enforcement action was required. Prior inspector assistance in the form of
consultation could later lead to difficulties obtaining sufficient evidence for prosecution.

5.71 The new approach emphasizes monitoring and compliance. Site visits are carried out only
in the course of an inspection or audit. If the inspection or audit indicates there are no compliance
violations, the assignment is complete. The inspector is not there for consultation or other
services. If a compliance violation is noted, the inspector documents the violation and obtains
evidence.

5.72 Managing workloads - The Department has initiated a formal status reporting process.

Inspectors complete a weekly status report in cases where an enforcement action has occurred or
there are other significant issues. The reports are reviewed by managers, compiled and forwarded

monthly to head office for information purposes.
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5.73 The Department maintains a database including a module for environmental registration
and approvals information. The database also records enforcement information such as the name
of the offender, location, type of violation, status, case outcome and fines levied. We concluded
that appropriate data is being captured by the system, but the system does not have the ability to
generate complete, comprehensive status reports on enforcement activities by year, by region or
by type of action.

Recommendation 5.3

We recommend that the Department upgrade the reporting function of its
environmental registration and approvals system so that it can provide
all of the types of information helpful for monitoring enforcement
activities.

5.74 Appeals - Specific appeal procedures are provided in the Environment Act. A decision or
order from Department staff can be appealed to the Minister of Environment and Labour by notice
in writing. Other appeals are made directly to the Supreme Court of Nova Scotia.

CONCLUDING REMARKS

5.75 The Department has good processes for developing and promulgating standards for safe
drinking water and ensuring appropriate qualifications for individuals with responsibilities relating
to safe drinking water.

5.76 There have been no audits of registered water supplies to date and audits of municipal
water supplies have not been comprehensive during the last two years. The Department has
suitable plans for improving its monitoring and audit of municipal water supplies, but needs to
put more effort into planning for the monitoring and auditing of registered water supplies.

5.77 The Department has satisfactory systems for pursuing infractions of Provincial legislation
and regulations relating to drinking water safety.
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Exhibit 5.1

AUDIT CRITERIA

Audit criteria are reasonable and attainable standards of performance and control, against which the adequacy of
systems and practices can be assessed. They relate to the audit objectives developed for an assignment and are used
to design detailed tests and procedures.

The following criteria were used in our audit of the Nova Scotia drinking water safety system.

Standards and qualifications - There should be sufficient knowledge to determine where drinking water
safety standards are in need of development or change. There should be systems and procedures in place
to develop appropriate safety standards on a timely basis. There should be ongoing public education and
promotion of safety standards. Personnel should have appropriate education and qualifications to administer
the laws for which they are responsible. Changes to legislation, regulations and policies should be
communicated to personnel on a timely basis. There should be a process to ensure personnel receive
ongoing training in drinking water safety standards and technologies and other relevant areas.

Compliance with legislation - There should be compliance with applicable provisions of Provincial drinking
water safety legislation and regulations. Policies should be consistent with legislation and regulations.
There should be a process which enables management to know whether or not key provisions of legislation
and regulations are being complied with. There should be a system to ensure that monitoring, inspections
and other activities are carried out on a regular and timely basis. There should be a system to follow up on
the implementation of inspection recommendations.

Enforcement of the Act and Regulations - There should be a system to ensure Provincial legislation and
regulations are appropriately enforced. Authorities, roles and responsibility for enforcement of legislation
and regulations should be clear.
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Exhibit 5.2

LEGISLATION AND REGULATIONS IMPACTING ON

DRINKING WATER SAFETY

Environment Act

- Activities Designation Regulations

- Water and Wastewater Facility Regulations

- Well Construction Regulations

- Emergency Spill Regulations

- Environmental Assessment Regulations

- On-site Sewage Disposal Systems Regulations

- Pesticide Regulations

- Petroleum Management Regulations

- Sulphide Bearing Material Disposal Regulations

- Dangerous Goods Management Regulations

- Solid Waste Resource Management Regulations

Water Resources Protection Act

Health Act

Municipal Government Act

- Statements of Provincial Interest
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Exhibit 5.3

COMPARISON OF STANDARDS FOR SELECTED PARAMETERS

Parameter Standards
Canada US EPA EU WHO ¢ UK
Bacteria
E. Coli 0 per 100 ml 0 per 100 ml 0 per 100 ml (1) 0 per 100 ml
Fecal Coliforms 0 per 100 ml not detected 0 per 100 ml (1) 0 per 100 ml
Total Coliforms 0 per 100 ml (2) 3) 0 per 100 ml (1) 0 per 100 ml
Chemicals
Antimony 0.006 mg/l 0.006 mg/1 0.005 mg/l 0.005 mg/l 0.01 mg/1
Arsenic 0.025 mg/1 0.010 mg/l 0.01 mg/1 0.01 mg/1 0.05 mg/1
Boron 5 mg/l - 1 mg/l 0.5 mg/1 2 mg/l
Fluoride 1.5 mg/l 4.0 mg/1 1.5 mg/l 1.5 mg/l 1.5 mg/l
Nitrate 10 mg/1 10 mg/1 50 mg/1 50 mg/1 50 mg/l
Selenium 0.01 mg/1 0.05 mg/1 0.01 mg/1 0.01 mg/1 0.01 mg/1
Metals
Aluminum 0.1 to 0.2 mg/1 0.05t0 0.2 0.2 mg/1 <0.2 mg/l 0.2 mg/l
(7) mg/l b

Barium 1 mg/l 2 mg/l - 0.7 mg/1 1 mg/l
Cadmium 0.005 mg/l 0.005 mg/l 0.005 mg/l 0.003 mg/l 0.005 mg/1
Chromium 0.05 mg/1 0.1 mg/1 0.05 mg/1 0.05 mg/1 0.05 mg/1
Copper <1.0 mg/l TT (6) 2 mg/l 2 mg/l 3 mg/l
Iron <0.3mg/la 0.3 mg/1 b 0.2 mg/1 0.3 mg/1 0.2 mg/l
Lead 0.01 mg/1 TT (6) 0.01 mg/1 0.01 mg/1 0.05 mg/1
Manganese <0.05mg/la 0.05 mg/l b 0.05 mg/1 0.05 mg/1 0.05 mg/1
Uranium 0.02 mg/1 30 ug/l - 0.002 mg/1 -
Zinc <5mg/la 5 mg/l b - 3 mg/l 5 mg/l
Appearance and Taste
Color 15 TCU a 15 color units 4) 15 TCU 20 mg/

b 1Pt/Co scale
pH 6.5-85a 6.5-85b - 5) 55-95
Turbidity 1 NTU TT 4) 5NTU 4 FTU
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Notes:

(1)
2)

3)
“)
4)
(6)

(7)

mg/l =
FTU =
NTU =
TCU =
TT =

Exhibit 5.3 (Cont’d)

Must not be detectable in any 100 ml sample

No sample should contain more than 10 total coliform organisms per 100 ml. Not more than 10% of the
samples based on a minimum of 10 samples should show the presence of coliform organisms

No more than 5% samples total coliform-positive in a month

Acceptable to consumers and no abnormal change

No health-based guidelines set, preferably < 8.0 for effective disinfection with chlorine

Lead and copper are regulated by a treatment technique that requires systems to control the corrosiveness
of their water. If more than 10% of tap water samples exceed the action level, water systems must take
additional steps. For copper, the action level is 1.3 mg/l, and for lead is 0.015 mg/I

No health-based guidelines set, operational guidance values only

Aesthetic objective

US secondary drinking water regulation that is a non-enforceable federal guideline regarding cosmetic or
aesthetic effects

WHO standards are guidelines and not enforced

milligrams per litre

Formazin Turbidity Units

Nephelometric Turbidity Unit

True Color Unit

Treatment Technique (a required process intended to reduce the level of a contaminant in drinking water)

The table compares the drinking water quality standards set out in:

Guidelines for Canadian Drinking Water Quality - April 2002

United States Environment Protection Agency (US EPA) Drinking Water Standards and Health Advisories -
July 2002

European Union (EU) Council Directive on the Quality of Water Intended for Human Consumption
(98/83/EC) - 1998

World Health Organization (WHO) Guidelines for Drinking Water Quality 1998

United Kingdom (UK) The Water Supply (Water Quality) Regulations 1989 (as amended to 1999)
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Exhibit 5.4

DEPARTMENTAL GUIDELINES FOR MONITORING
PUBLIC DRINKING WATER SUPPLIES

Deficiencies That Require a Boil Water Advisory

D

2)

3)

4)

)

6)

7)

8)

Water that does not meet the Guidelines for Canadian Drinking Water Quality requirements for
bacteriological quality;

Lack of disinfection (equipment breakdown, emergency water supply from unchlorinated source
etc.), failure of key water treatment process, or loss of pressure;

Fecal contamination of drinking water evidenced by fecal coliform positive samples;
Suspected cross connection or negative pressure;

Ineffective disinfection due to high turbidity, temporary equipment malfunctions, high chlorine
demand, etc. evidenced by coliform positive water leaving the treatment plant and generally poor
bacteriological water quality;

Other circumstances which in the opinion of the Department or the medical officer constitutes a risk
to public health (e.g. Giardia, Cryptosporidium contamination, etc.);

Evidence of outbreak of waterborne illness (the risk to young children, elderly and immuno-
compromised people should be considered in a decision); or

A serious incidence of raw water contamination.
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25

BOIL WATER ADVISORIES IN NOVA SCOTIA
MUNICIPAL WATERWORKS SYSTEMS

20

15

10

2000 2001

| Boil Water Advisories

B communities affected

2002 (1)

(1) Data for January to September 2002

Exhibit 5.5
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DEPARTMENT OF ENVIRONMENT AND LABOUR’S RESPONSE
General Comments

TheDepartment recognizestheaudit findingsthat show therearegood provincial processesin place
for drinking water systemsincluding: devel oping and promul gating standards; certifying operators,
ingpecting and monitoring activities; and enforcing compliance with the legislative framework.

Nova Scotia’s record of continuous improvement in water quality protection is reflected i

findings.

The Department acknowledges the three recommendations of the auditor’s report for in

drinking water safety even further:

We recommend that the Department develop audit procedures and forms, study resour(
establish coordination mechanisms, and implement quality control standards for the @

registered water supplies. (Recommendation 5.1)

We recommend that Departmental requirements for the documentation and follow up of b
advisories be complied with. (Recommendation 5.2)

We recommend that the Department upgrade the reporting function of its environmental reg

and approvals system so it can provide all of the types of information helpful for mor

enforcement activities. (Recommendation 5.3)

Initiatives are already underway to address the issues reflected in the recommendatio
inspection checklists to auditing systems to documentation procedures. We provide the
information and updates on the issues raised as a result of the broad scope audit.

Standards and Qualifications

5.20

The Sierra Legal Defense Fund publication Waterproof: Canada’s Drinking Water Report Cz

| these

proving

Ce issues,
udit of

bil water

Istration
itoring

ns, fr(_)m
following

hird was

critical of the Guidelines for Canadian Drinking Water Quality not including all of the substances

in the American Safe Drinking Water Act. However, as the auditor indicates in 5.21, the C

Anadian

standards are appropriately rigorous without the inclusion of substances that are an issue in the

United States, but not found or used to the same extent in this country.

Canada and the United States basically work with the same data set of health-related info
but develop guidelines or standards that are slightly different. The Guidelines for C
Drinking Water Quality (GCDWQ) provide limits for twenty-one substances that th
Environmental Protection Agency and the World Health Organization do not include. The G
also have a much more extensive list of parameters than most other countries for rac
parameters.

5.6 (second bullet) and 5.25

Draft guidelines for trucks collecting, transporting and discharging water for domestic consu
have been developed, but are not yet approved and issued. Guidelines are a priority item

mation,
nadian
e US
CDWQ
ioactive

mption
, and are
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on the agenda for the first meeting of the Inter-Departmental Drinking Water Management
Committee (established under the new Drinking Water Strategy for Nova Scotia).

5.27

Public reporting by public water supply ownersisnot mandatory, asin Ontario or the United Sates,
but is generally available to members of the public. In addition, the Department sent a letter in
August of 2001 urging municipal utilities to adopt policies on sharing water quality related data.
A policy and position statement from the Canadian Water and Wastewater Association was
provided, which advocated the sharing of water quality related data through annual reports.
Several utilities are providing this information to their customers, thereby showing themselves to
be open and accountable for their actions.

5.30

Saffing level s have been increased to address the requirements of the departmental drinking water
program. The Department hasfive hydrogeol ogists, and expectsto hiretwo moreby the end of 2002.
Also, asindicated in A Drinking Water Strategy for Nova Scotia, the Department hasrecently hired
two watershed planners, a drinking water supervisor, a water monitoring technician, a water
treatment facilities specialist, a facilities engineer, a Gl SDatabase Management Specialist. Four
inspectors were also hired in the fall of 2001.

5.35

Thecertification processfor most of the publiclaboratoriesat hospital sthat conduct bacteriol ogical
analyses of water samples has been delayed. However, the Department is committed to working
with the hospital laboratories to achieve certification, as they provide good public access, have
years of experience, and are still responsible to notify the Department of any positive test results.
The Department and hospital laboratories will work cooperatively to complete the certification
process in 2003.

5.38

Continued training for water systemoperatorsisnot mandatory at thistime. However, asindicated
by the auditor, revised Department standards have been drafted which will requirere-certification
of operators every three years. Municipalities are cooperating to achieve operator training
standards. Implementation of the new standardswill be coordinated with the establishment of new
or updated approvals for municipal water systems (as described by the auditor in 5.44).

Compliance

5.45

Municipal water supply operator classifications must match their facility classifications. As
indicated by the auditor, municipalities have been asked to address known deficiencies in operator
certification levels. As new or updated approvals for municipal water systems are established
(describedin5.44), the Department will confirmappropriate operator classificationsrequirements
are met.

5.6 (bullet 4) and 5.47

The target date for registration of all non-municipal public drinking water supplies was October
2002. This target date was a reasonable estimate as the total number of supplies was unknown.
During the past two years, department staff have worked with groupsto identify and register public
drinking water supplies. As of 5 November 2002, 1512 public drinking water supplies have been
registered, representing eighty-four percent of the estimated 1800 public supplies.
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As most public drinking water supplies have now been identified and registered, regional staff are
moving from a voluntary compliance phase into the mandatory compliance phase. Enforcement
tools such as Summary Offence Tickets, Long Form Informations, or Ministerial Orders will be
Issued to enforce registration requirements of the Water and Wastewater Facility Regulations.

5.6 (bullet 5), 5.51 and 5.56

An audit is a comprehensive evaluation of a regulated facility to determine if the entire operation
isin compliance over an extended period of time with terms, conditions and regulatory standards
prescribed in an approval or departmental legislation. The Department consciously allocated
resources to the registration of public drinking water supplies, and the immediate inspections
generated with the initiation of the registration process. The auditing function of the department
beginsafter theinitial phases of registration and inspection. The details of that process, which will
include risk assessment evaluations, are under development and will be implemented in 2003.

5.6 (bullet 6), 5.52, 5.62 and 5.63

Of sixty municipal water supplies reviewed by the auditor, fifty-six were audited twice in 2001. A
misinter pretation by staff of the new procedure led to four facilities receiving one audit. 1n 2002,
all municipal water systems were audited twice.

Continuousimprovementsto filetracking, boil water advisory procedures, and periodic auditswill
occur. The Department has established a file tracking policy. Saff are currently evaluating file
tracking systems in three of four regions within the province to track complaints, inquiries and
investigations. The most suitable tracking systemwill be chosen and used in all regions as per the
monitoring commitment in the Drinking Water Srategy. Inaddition, four positionsfor compliance
staff will be established by June 2003. These inspectors will be assigned to each of the regional
offices to coordinate the tracking of files.

Inaddition, supporting infor mation technol ogy will enhance compliancetracking. Thedepartmental
Environmental Information Management Access System (EIMAS) is used to record and track
approvals for activities and facilities such as municipal water treatment plants. As this
computerized systembecomesfully operational inall regions, auditing and enforcement actionsare
easier to schedule and monitor.

5.53and 5.54

Forms and procedures used for municipal water system audits have been revised as indicated by
the auditor in 5.54. In addition, a departmental risk assessment process is underway which
eval uates systems based on categories such as watershed protection levels, discharges, treatment
levels, monitoring frequencies, and compliancerecords. Risk assessmentsare used to determinethe
appropriate comprehensiveness of audits.

5.55

Consistency of file organization and maintenance will improve under the new file tracking policy
and system(see5.52). Areview of documentation quality isbuilt into thefiletracking systemsunder
evaluation. Files assigned to each inspector will be reviewed by supervisors on a short-term
periodic basisto facilitate handling in a timely manner.
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5.6 (bullet 5), 5.57 and 5.58

The Department is investigating options for auditing a sample of all registered supplies annually
in coordination with other government departments.

Provincial food safety inspectors do, and will continue to, check that a food service establishment
with its own water supply has registered and is testing its supply each year. We are piloting an
oper ational agreement to ensurethat the Department isinformed of annual water tests. Inaddition,
the Department has wor ked with tourism department staff regarding public drinking water supplies
associated with tourism establishments. In the course of their duties, tourism staff will identify any
establishments which have not completed water tests and inform environmental inspectors.

With the release of the Drinking Water Strategy in October 2002, an interdepartmental committee
on drinking water has been established. This committee has the mandate to coordinate
governmental activities on drinking water. The issues identified by the auditor will be addressed
in 2003.

Enforcement

5.73

Thedepartmental Environmental | nformation Management Access System (EIMAS) isusedtorecord
and track approvals for activities and facilities such as municipal water treatment plants. As all
regional staff becomefully versedinthiscomputerized system, auditing and enfor cement actionsare
easier to schedule and monitor. The system has the capability to provide comprehensive summary
reports. Once enhanced staff training is completed over the coming months, staff will be able to
produce reports consistent with the auditor’'s recommendations.
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6.

ENVIRONMENT AND LABOUR -
WORKERS’ COMPENSATION BOARD OF NOVA SCOTIA -
GOVERNANCE STRUCTURE AND PROCESSES

6.1  Section 15 of the Auditor General Act permits Executive Council or Management Board
(now Treasury and Policy Board) to direct the Auditor General to audit a government organization
or an organization receiving financial assistance from government. The Auditor General will
conduct the audit if he is provided the funding necessary to undertake the project and if, in the
opinion of the Auditor General, the assignment will not unduly interfere with other duties of his
Office.

6.2  On November 20, 2001 Treasury and Policy Board requested the Auditor General to
conduct an audit of the Workers’” Compensation Board. The Auditor General was asked to consult
with the Minister of Environment and Labour on the scope and timing of the audit and to provide
the results of the audit to the Minister. The Auditor General concluded that the assignment would
not unduly interfere with other work of the Office, and was authorized to collect the cost of the
audit from the Workers’ Compensation Board.

6.3  Upon consulting with the Minister of Environment and Labour, the Office of the Auditor
General undertook an examination of the governance structure and processes of the Workers’
Compensation Board. The audit was concluded in June 2002 and reported to the Minister. A
copy of the report was provided to the Deputy Chair of the Workers’ Compensation Board.

6.4  Upon accepting the assignment, the Auditor General informed the Minister that he would,
at his discretion, include the report from the assignment in his Annual Report. The following
pages of this Chapter are the full report provided to the Minister of Environment and Labour on
June 14, 2002. Appendix 2 to the report contains the Workers’ Compensation Board’s detailed
response to the observations made in the report.
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June 14, 2002

Honourable David Morse, MBA
Minister of Environment and Labour
Province of Nova Scotia

Halifax, Nova Scotia

Dear Mr. Morse:

On November 20, 2001, Treasury and Policy Board directed me to conduct an audit of the
Workers’ Compensation Board of Nova Scotia. Based on consultation with you, an
examination of the governance structure and processes of the Workers” Compensation

Board was performed.

I have the honour of providing you with this report on my observations and conclusions as
a result of this assignment.

Yours truly,

E. Roy Salmon, FCA
Auditor General
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I. SUMMARY

1.1 Upon the request of Treasury and Policy Board, and consultation with the Minister of
Environment and Labour, the Office of the Auditor General undertook to examine the
governance of the Workers’” Compensation Board (WCB) of Nova Scotia.

1.2 The audit was planned and conducted in accordance with the assurance standards of the
Canadian Institute of Chartered Accountants. Audit criteria were derived from research
published by CCAF-FCVI Inc. The audit focused on governance structures and processes, and
did not undertake to evaluate the effectiveness of the Board or individual members’
performance of their governance responsibilities.

1.3  Governance can be defined as the process of directing the actions, affairs, policies
and/or functions of an organization. It is a fundamental method of control practiced in a wide
range of entities; from public corporations to charitable organizations to all manner of public
service providers (e.g., governments and government agencies).

1.4  The Workers’ Compensation Act stipulates that the Board of Directors of the WCB
consist of not more than 11 members. All members are appointed by the Executive Council
of government. Due to the organization’s mandate to serve both workers and employers,
efforts are made to ensure equal representation from the two groups. At the time of our audit,
the Board of Directors was comprised of a deputy chair, three representatives of employers,
three representatives of workers, as well as two non-voting representatives of the ‘public-at-
large.” The Chief Executive Officer and the full-time secretary of the Board attend meetings
on a non-voting basis. The Board of Directors maintains standing committees on audit and
finance, investment and governance.

1.5  We found that the Workers’ Compensation Board has a formal governance function
which plays an active role in directing the organization’s operations.

1.6  The Board has a number of processes to provide members with an opportunity to
develop and maintain the knowledge and skills necessary to fulfil their responsibilities.
Attendance at meetings is good. Legislative measures exist to protect directors from legal
liability. However, problems exist with respect to filling Board positions. The length of time
in filling the vacancy in the position of Board chair is excessive. The lengths and timing of
directors’ terms need attention, and per diem payments and expense reimbursements to
directors need re-examination. There should be written position descriptions for the various
Board positions, as well as a formal process for evaluating the performance of the Board of
Directors.

1.7  There are reasonable processes for maintaining independence between the governance
and management functions of the WCB. Board members express a clear understanding of their
responsibilities and have opportunities to receive education in governance theory. The Board
has developed formal beliefs, principles and policies to guide its deliberations, and committees
with terms of reference address important areas of Board business. However, we observed
inadequate attention to the development of formal governance practices, as well as a lack of

cohesiveness among Board members.
-
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1.8  We found appropriate attention by the Board to both short and long-term planning.
Directors receive regular reporting from management on organizational performance in relation
to plans. However, we noted uncertainty about the WCB’s role with respect to the entire
workers’ compensation system, which comprises many other groups, and a lack of system-wide
planning.

1.9  Board members receive a great deal of information on the control and performance of
the WCB in the form of written reports and presentations. Directors can ask questions and
request additional information. The WCB has an internal auditor and external auditors, both
of which report to a committee of the Board. External auditors are evaluated and selected by
the Board. We believe there is a need for the Board to develop formal guidelines on the types,
extent and form of information that should be presented by management at Board meetings.
We also see an opportunity for the Board to take a greater role in monitoring the internal audit
function.

1.10 The Board is comprised of a reasonable number of directors, each of which expresses
a clear understanding of the interests served. Reasonable amounts of time are committed to
Board business and there is a formal agenda setting process. The Board addresses its planning,
policy and monitoring responsibilities without taking on responsibilities which would normally
be considered to be those of management. The Board sets performance expectations for the
Chief Executive Officer and evaluates his performance on an annual basis. We concluded that
more attention should be given to the Chief Executive Officer position, primarily with respect
to the formalization of Board-related roles and responsibilities, employment terms and
succession planning. We also believe more information should be provided in the minutes of
Board and committee meetings.

1.11 The Board provides appropriate attention to its accountability responsibilities. It has
formal communications policies, produces and approves a comprehensive annual report, and
provides extensive information through the Internet. The annual financial statements of the
WCB are audited. We made recommendations for strengthening of the annual report through
provision of additional information on the WCB’s governance structure and practices, and
through reporting of performance targets and the discussion of performance trends and success
in meeting targets. We also observed some uncertainty with respect to the Board’s
accountability to the Nova Scotia government after legislative changes in 2001.
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II. BACKGROUND

Governance

2.1  Governance can be defined as the process of directing the actions, affairs, policies
and/or functions of an organization. It is a fundamental method of control practiced in a wide
range of entities; from public corporations to charitable organizations to all manner of public
service providers (e.g., governments and government agencies).

2.2 The nature of the organization will have an impact on how it is governed. For example,
corporate boards of directors seek to maximize shareholder value. Non-profit boards focus on
achieving mandates and maximizing client service. Governments often focus on stakeholder
and/or public needs.

2.3 However, there are many elements of governance which are similar, despite the nature
of the organization. Governing bodies are normally comprised of part-time, often independent
persons who fulfil a leadership position between the owners or resource providers of an
organization and its full-time, employed management. Boards have stewardship and
accountability responsibilities to the organization’s owners or resource providers. Governing
bodies direct and oversee the management of an organization, but do not assume day-to-day
managerial responsibilities. In all cases, effective governance is key to an organization’s ability
to perform well over the longer term. It provides leadership and can set a tone that will
permeate the whole organization.

2.4  Whereas concentrated research into management techniques and methodologies go back
to the early parts of the twentieth century, research and attention toward governance structures
and practices (other than political structures) is comparatively recent. Significant corporate
insolvencies and nonprofit agency failures, both in Canada and abroad, have called attention
to the importance of good governance. A number of academic, research and other bodies have
studied the subject of governance and made recommendations which, if heeded, should go a
long way towards strengthening the oversight and control of business, not-for-profit and public
organizations.

Workers’ Compensation Board

2.5 The mission of the Workers” Compensation Board of Nova Scotia (WCB) is:
to coordinate the workers’ compensation system to assist injured workers
and their employers by providing timely medical and rehabilitative

support to facilitate the efforts of injured workers to return to work, and
by providing appropriate compensation for work-related disabilities.

H




ENVIRONMENT AND LABOUR -
102 WORKERS’ COMPENSATION BOARD OF NOVA SCOTIA

2.6  The WCB is one participant in the workers’ compensation system, which also includes:
workers and their representatives, employers, the medical community, WCB service providers,
Workers’ Advisers, the Workers’ Compensation Appeals Tribunal, government (e.g.,
occupational health and safety program) and those involved in injury and disease prevention.
The WCB’s stated strategy is to provide an effective administration in order to co-ordinate all
the partners in the system to focus their efforts on building a healthy, working Nova Scotia.

2.7  The WCB derives its mandate and responsibilities from the Workers’ Compensation
Act. The organization provides coverage to approximately 67 % of employed workers in Nova
Scotia. During the year ended December 31, 2001 34,701 claims were registered with the
WCB, of which 9,200 involved compensable time-loss. Revenues exceeded expenses by $18.4
million during the period. At December 31, 2001 the organization had total assets of $730.9
million, total liabilities of $1,020.2 million, and an unfunded liability of $289.3 million.

2.8  The Workers’ Compensation Act stipulates that the Board of Directors of the WCB
consist of not more than 11 members. All members are appointed by the Executive Council
of government. Due to the organization’s mandate to serve both workers and employers,
efforts are made to ensure equal representation from the two groups. As of the time of our
audit, the Board of Directors was comprised of a deputy chair, three representatives of
employers, three representatives of workers, as well as two non-voting representatives of the
‘public-at-large.’

2.9  All directors are independent of the management of the organization. The Chief
Executive Officer and the full-time secretary of the Board attend meetings on a non-voting
basis. Other members of management report to the Board of Directors when requested. The
Board of Directors maintains standing committees on audit and finance, investment and
governance.
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III. DESCRIPTION OF AUDIT

3.1  This audit was conducted under the authority of Section 15 of the Auditor General Act.
The Act indicates that the Governor in Council or Management Board (currently Treasury and
Policy Board) can direct the Auditor General to make an examination or audit of the accounts
of an agency of government or an organization receiving financial assistance from government.
The Auditor General will undertake the audit where, in his opinion, it does not unduly interfere
with the other duties of his Office and where he has been provided with the funding he
considers necessary to conduct the assignment.

3.2 Upon the request of Treasury and Policy Board, and consultation with the Minister of
Environment and Labour, the Office of the Auditor General undertook to examine the
governance structure and processes of the Workers” Compensation Board of Nova Scotia.

3.3 The audit was planned and conducted in accordance with the assurance standards of the
Canadian Institute of Chartered Accountants. These standards require audits to use generally
accepted standards of performance in the assessment of systems and processes where such
standards exist. Whereas there is no single widely-accepted source of standards for governance
in Canada or abroad, there have been recent studies which have recommended ways in which
governance can be assessed and improved. One authoritative source of research in this area
is CCAF-FCVI Inc., a Canadian research and educational foundation dedicated to building
knowledge for meaningful accountability and effective governance, management and audit. In
1997, the foundation published six characteristics of effective governance. These
characteristics suggest that members of boards of governance should:

u have the necessary knowledge, ability and commitment to fulfill their
responsibilities;

u understand their purpose and whose interests they represent;

u understand the objectives and strategies of the organization;

u understand what constitutes appropriate information for good governance and
obtain it;

u be prepared to act to ensure that the organization’s objectives are met and that

performance is satisfactory; and

u fulfill their accountability obligations to those whose interests they represent by
reporting on the performance of the organization.

H
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3.4  These six characteristics were used as criteria for planning the audit and assessing the
governance structure and processes of the WCB. Other governance research and publications
were also considered in forming our assessments, including those of the Canadian Institute of
Chartered Accountants, CCAF-FCVIInc., and Toronto Stock Exchange sponsored committees
on corporate governance.

3.5  The audit focused on governance structures and processes. We did not undertake to
evaluate the effectiveness of the Board or individual members’ performance of their governance
responsibilities. Audit procedures included a comprehensive survey and follow-up interview
of each Board member, the Chief Executive Officer and the Executive Corporate Secretary.
We also examined governance-related items such as Board policies and guidelines, committee
structures, agendas, minutes, management reports, and formal reporting by the Board to its
stakeholders.

3.6  Wereceived very good cooperation from the directors and staff of the WCB during our
audit. A response by the Board of Directors of the WCB to this report is provided in Appendix
2 on page 25.

3.7  Previous audits of the WCB by the Office of the Auditor General are reported in
Chapter 16 of the 1998 Report of the Auditor General, and in Chapter 16 of the 1996 Report.

B Cl
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IV. AUDIT OBSERVATIONS

Knowledge, Ability and Commitment

4.1  Effective governance requires a board of directors comprised of people with the
necessary knowledge, ability and commitment to fulfil their responsibilities. Factors that
would foster this characteristic include appropriate criteria for the selection and remuneration
of directors, ongoing educational programs for directors, and the provision of timely and
relevant information about the nature and operations of the organization.

Observations

4.2  During our audit of the Workers’ Compensation Board, we observed the following
instances of good governance structure or practice.

u The Board approved a statement on skill categories that should be considered in the
selection of directors (e.g., medical, legal, financial) and provided a copy of the
statement to the Minister responsible for the Workers’ Compensation Act.

u The directors are protected from liability under section 167(b) of the Workers’
Compensation Act which states “no person may bring an action or other proceeding
Jfor damages in any court of law against any member of the Board of Directors.” Such
protection should assist in the appointment of qualified individuals who may otherwise
have had concerns about personal liability. However, care must be taken to ensure the
absence of legal liability does not result in complacency toward the fulfilment of Board

responsibilities.
u Board of Directors meetings are regularly attended by all directors.
u New members of the Board receive an orientation to help them understand the WCB

and its operations, as well as to clarify their role and responsibilities as directors. They
are also encouraged to attend the Association of Workers’ Compensation Boards of
Canada College during their first year on the Board.

u Directors are encouraged to attend additional training sessions at the annual congress
of the Association of Workers’ Compensation Boards of Canada. Individual directors
have attended other seminars addressing matters of importance to the WCB.

u There are regular and timely updates provided by WCB staff on the financial,
investment and program operations of the WCB, and directors can ask questions to
further their understanding of WCB-related issues.

u Board meetings are held in locations outside of Halifax twice a year. These meetings
enable directors to meet with local stakeholder groups (e.g., Chambers of Commerce,
injured workers groups) and to tour facilities related to the work of the WCB (e.g., a
factory or physiotherapy centre). These occasions provide directors with an
understanding of issues and concerns as perceived by the individuals directly affected.

-
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Recommendations for Improvement

4.3

In conducting our examination of the governance structure and processes of the WCB

we observed areas where governance could be strengthened.

The position of chair of the Board has been vacant since May 2001. The deputy chair
has led Board and committee meetings since that time. The position of chair is
important to the Board’s functioning and should be filled by Executive Council as soon
as possible after a vacancy occurs.

Members of the Board of Directors are appointed by Order in Council. A goal in
selecting new members would be to ensure individuals have the necessary knowledge,
skill and abilities to fulfill their responsibilities as Board members. The Board of
Directors could assist in this process by preparing a description of the requirements and
responsibilities of each Board position (chair, deputy chair and director) and providing
the descriptions to the Minister responsible for the Workers’ Compensation Act. These
descriptions should also be provided to prospective members to help them understand
the role, responsibility and time commitment of the position.

The Workers’” Compensation Act stipulates that director terms are not to exceed four
years, and that the term of chair and deputy chair not exceed five years. Directors,
including the chair and deputy chair, may be reappointed. However, directors are
currently being appointed to serve three-year terms. This term may be reasonable when
a director is being reappointed, but a new director has a considerable learning curve to
overcome before becoming totally familiar with and effective in his/her oversight role.
When a new director is being appointed, consideration should be given to the maximum
terms permitted by legislation if this is acceptable to the person being asked to join the
Board.

Seven of the Board’s nine members will have their term expire during the period
December 31, 2002 to December 31, 2003. Director terms should be staggered to the
extent possible to enable continuity of knowledge when Board turnover occurs. As
well, when new members are appointed, it is advantageous to give sufficient advance
notice to enable them to receive an orientation to the WCB and its issues before their
terms officially begin.

There is regular monitoring of the performance of the administration of the WCB, but
there has been no formal evaluation of the effectiveness of its governance function. The
performance of the Board, and/or individual directors, should be evaluated on a regular
basis. Specific criteria should be developed against which performance can be assessed
and a policy should be developed on how the evaluation will be administered (e.g., self-
evaluation, use of consultants).

The per diems paid to directors are authorized by Orders in Council, which generally
indicate that payments are to be made for time spent attending Board or committee
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meetings. The amounts paid have not changed in many years and Board members are
not aware of any review of the appropriateness of the amounts. Also, we observed that
Board policy provides for payment of per diems for time spent on Board business other
than attending meetings (e.g., preparing for meetings, attending seminars, travel). The
policy for remunerating WCB directors should be researched, updated if necessary, and
formally approved by the Board and government. Any inconsistencies between policy
and Orders in Council should be rectified.

The directives governing the reimbursement of director expenses are contained in
several policies and guidelines. We found several minor discrepancies in our review
of a sample of expense claims, both in terms of mathematical correctness and
compliance with policy. We recommend that director expense policy be consolidated
into a single comprehensive document, and that expense claims be given greater
scrutiny before payment to ensure mathematical correctness and compliance with Board
policy.

To ensure openness and fair treatment within the Board, a summary of all payments to
or on behalf of the Chief Executive Officer, Executive Corporate Secretary and
individual Board members should be reported to the Board on at least an annual basis.
The summary should itemize payments according to logical types, such as salary, per
diem, expenses, travel advances, charges made directly to the WCB, workers’
compensation benefits, and pay in lieu of vacation.

B L
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Purpose and Interests Served

4.4  Effective governance requires directors who understand their purpose and whose
interests they represent. Factors that would foster this characteristic include an appropriate
method of appointing directors, good understanding by directors of the role and responsibilities
of governance, and specific policies on the duties and expectations of the Board, committees,
and individual directors.

Observations

4.5  During our audit of the Workers’ Compensation Board, we observed the following
instances of good governance structure or practice.

u Board members are appointed by Order in Council. Board members and management
are not involved in selecting other Board members.

u Board members expressed to us an understanding and acceptance of their responsibility
for meeting the needs of WCB clients while ensuring effective functioning of the WCB.

u No member of WCB management is a Governor in Council appointed member of the
Board of Directors or a voting member of one of its committees.

u Directors have received training on governance through the Association of Workers’
Compensation Boards of Canada and the Conference Board of Canada, as well as
publications dedicated to governance issues.

u Board policies are reviewed on a regular basis and directors have ready access to all
policies.

u Decisions of Board committees must be recommended to and ratified by the full Board.

u Terms of reference for two of the three standing committees have been developed and
approved by the Board.

u The Board has crafted organizational beliefs and operational principles to provide

direction for members of the Board and staff of the WCB.

u A conflict of interest policy was approved by the Board in 1992.
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Recommendations for Improvement

4.6
we observed areas where governance could be strengthened.

In conducting our examination of the governance structure and processes of the WCB

Based on our survey and interview of Board members, and our review of Board-related
documentation, we observed that there is significant divergence on many important
issues before the Board. Many, if not most, issues pertain to the manner in which the
Board performs its governance role. Whereas it is expected that not all directors on the
Board will agree on all issues, we believe major disagreements have negatively
impacted the productivity of the Board. We recommend that the Board address the
issue of Board cohesiveness.

In the 1996 Annual Report of the Auditor General we reported that the Board was in
the initial stages of developing a process to examine its governance structure and
processes. Some efforts have been made in recent years, but there has not been
significant progress. Comments were made to us about the appropriateness of waiting
for the appointment of the new chair. The Board should formalize, in the near future,
its governance structure and processes and prepare Board-level policies on the
respective responsibilities of the Board, chair, deputy chair, directors, as well as the
various committees. Since there is no indication of when a new chair will be
appointed, we see no reason to further delay this important project.

After the Board formally establishes its governance structure and processes, it should
implement a process to ensure they are reviewed and updated on a regular basis.

The Governance Committee is the only committee of the Board which has not had its
terms of reference approved by the Board. We recommend this be done as soon as
possible.

At the time of our audit the Board was comprised of a deputy chair, an equal number
of members representing labour and employers, as well as two members who represent
the public-at-large. The representatives of labour and employers have voting rights but
the members ‘at-large’ do not. The chair, or deputy chair if sitting as chair of a
meeting, may vote in the case of a tie vote. At full complement, the Board has ten
members, of which only six have regular voting rights. We recommend that the Board
examine voting rights with the purpose of maximizing equality among members in
authority and responsibility. Because voting rights and Board membership are outside
of the control of the Board, recommendations should be forwarded to the Minister
responsible for the Workers’ Compensation Act.
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Currently, the deputy chair of the Board sits as chair of each of the three standing
committees, as did the past chair before his term expired. In order to promote greater
participation of directors in the governance process, we recommend consideration be
given to appointing other Board members as committee chairs.

The Board’s conflict of interest policy was prepared in 1992. We noted that a number
of directors were unfamiliar with the existence or form of the policy. The Board should
review the policy and ensure it is provided to all new members as soon as they join the
Board. Further, consideration should be given to having directors state in writing each
year whether or not they have any conflicts impacting their role and responsibilities as
a director of the WCB.
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Objectives and Strategies

4.7  Effective governance requires directors who understand the objectives and strategies of
the organization they govern. Factors that would foster this characteristic include appropriate
discussion and approval of organizational mission, objectives and strategies, as well as regular
reporting by management on organizational performance with respect to its strategic plan.

Observations

4.8  During our audit of the Workers’ Compensation Board, we observed the following
instances of good governance structure or practice.

u The Board has given appropriate attention to and formally approved the mission
statement and strategic/long-term business plan of the WCB.

u Each year, the long-term business plan is updated by management and reviewed and
approved by the Board, along with the annual budget.

u The Audit and Finance Committee and the full Board of Directors receive regular
updates from management on the implementation and achievement of the business plan
and budget.

u The Investment Committee and the full Board of Directors receive regular updates from

management on the WCB’s investment activities.

u Directors have an opportunity to develop a good understanding of the WCB and its
issues through their initial orientation, management presentations, briefing materials,
and attendance at industry-related seminars and conferences.

Recommendations for Improvement

4.9  In conducting our examination of the governance structure and processes of the WCB
we observed areas where governance could be strengthened.

u The WCB mission statement, in part, states “The mission of the WCB is to co-ordinate
the workers’ compensation system...” Some directors expressed concern about the
statement because they do not see the WCB as being responsible for co-ordinating the
whole system and other participants (see paragraph 2.6 on page 4) have not expressed
agreement with this role. We recommend the Board examine this issue, in conjunction
with the following recommendation.
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The 1998 Report of the Auditor General (Chapter 16) includes a report on an audit of
the WCB conducted by Grant Thornton Management Consultants on behalf of the
Auditor General. One recommendation of the audit (number 28, page 16) was that
strategic planning encompass the whole workers’ compensation system, and not just its
individual components. System-wide planning of this nature could address the issue of
the WCB’s mission statement discussed above. Further, the Workers’ Compensation
Review Committee 2002 final report (page 258) recommends, in part:

Amend the act to reconstitute the board of directors of the Workers’
Compensation Board to have all the responsibilities of the current board of
directors plus governing oversight of the Occupational Health and Safety
Division, Workers’ Advisers Program and Workers Compensation Appeals
Tribunal. The deputy minister of Environment and Labour and the chief appeals
commissioner are to be added as non-voting members of the board.

We recommend the Board, in consultation with government and other system
participants, explore ways of better coordinating and planning for (i.e., governing) the
whole workers’ health, safety and compensation system.
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Appropriate Information

4.10 Effective governance requires directors who know and obtain the information they
require to exercise their responsibilities. Factors that would foster this characteristic include
a good understanding of the mandate and objectives of the organization, an understanding of
how management can best report on the achievement of objectives, setting specific
requirements for the information that management is to provide to directors to report on
organizational performance, and obtaining independent assurance on the veracity of certain of
the information provided.

Observations

4.11 During our audit of the Workers’ Compensation Board, we observed the following
instances of good governance structure or practice.

u The WCB has formal objectives which are monitored by the Board using corporate
performance measures approved by the Board. These objectives and performance
measures are included in the annual report of the WCB.

u The Board receives updates from management on the achievement of the business plan,
budget and investment plan, as well as on current issues, management of organizational
risks and effectiveness of internal control.

u The Board has a full-time Executive Corporate Secretary who is responsible for
ensuring timely communication between the organization and the Board. Most
directors indicated that their information requirements are met being met.

u Directors discuss and challenge information being presented by management at Board
meetings.
u Standing committees regularly report to the Board on the results of deliberations and

seek Board approval of decisions made.

u The internal auditor of the WCB attends meetings of the Audit and Finance Committee.
Audit plans are reviewed and approved by the committee, and all reports of the internal
auditor are reviewed by the committee.

u The Board meets with the external auditors to discuss the results of the annual financial
statement audit. The Audit and Finance Committee meets with the external auditors
earlier in the year to discuss audit plans. The external auditor reports to the Audit and
Finance Committee on auditor independence issues and the scope of any non-audit work
to be performed.
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4.12
we observed areas where governance could be strengthened.

The Audit and Finance Committee periodically conducts a competition to select a firm
to audit the WCB’s annual financial statements. The committee recommends a firm to
the Board for final approval.

The Board has investment policies and objectives and the Investment Committee meets
periodically with investment advisors and fund managers to review their performance
in relation to objectives.

Recommendations for Improvement

In conducting our examination of the governance structure and processes of the WCB

We noted some dissatisfaction among Board members with the significant amount of
time spent and detail provided by management in their presentations to the Board.
There were also concerns expressed about management staff other than the CEO being
present for significant portions of meetings. The Board should formally establish the
types and extent of information required at its meetings and provide specific guidelines
to management. In addition, the Board should identify when management staff should
be present during Board meetings.

It is important to maintain the independence of the internal audit function from the
persons who are responsible for the operations audited. The internal auditor of the
WCB reports to the Chief Executive Officer. One means of ensuring independence of
the function from management would be to have the internal auditor managed directly
by the Audit and Finance Committee. An alternative would be for the committee to
routinely review the internal auditor’s job responsibilities, reporting relationships,
performance evaluations and remuneration structure to ensure the internal audit function
is primarily accountable to the committee and functions in as objective manner as
possible.
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Act to Ensure Effectiveness

4.13 Effective governance requires directors who, once informed, are prepared to act to
ensure the organization’s objectives are met and that performance is satisfactory. Factors that
would foster this characteristic include directors asking questions to understand issues being
discussed, making decisions based on the information reported and the welfare of the
organization and its stakeholders, and evaluating the performance of the Chief Executive
Officer on a regular basis.

Observations

4.14 During our audit of the Workers’ Compensation Board, we observed the following
instances of good governance structure or practice.

u The number of directors appointed to govern the WCB appears reasonable.
u Directors express a clear understanding of the interests they serve.
u The Board gives a reasonable amount of time to its governance responsibilities.

Meetings spanned 24 days in calendar year 2001.

u Directors are able to request an item be put on future Board agendas by contacting the
chair, CEO or Executive Corporate Secretary. The Board sets an annual agenda (i.e.,
a schedule of significant topics and the dates of the meetings in which they will be
discussed) and monitors progress against it. Items not completed are carried forward
on the agenda.

u The Board deals with issues such as strategic planning, policy development and
performance monitoring, but does not become involved in day-to-day management-level
decisions.

u The Board sets annual performance objectives for the Chief Executive Officer and there
is a formal process for the evaluation of the CEQO’s performance by the Board each
year.

Recommendations for Improvement

4.15 In conducting our examination of the governance structure and processes of the WCB
we observed areas where governance could be strengthened.

u The Board’s philosophy is to attempt to arrive at consensus on issues, and as a
consequence, it conducts formal votes on a limited number of issues. However, we
believe the minutes of Board and committee meetings do not adequately document all
of the significant deliberations and decisions of the Board. We recommend that minutes
be enhanced to provide a record of all important deliberations, whether or not a vote
occurs or a consensus decision is made.
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The Board and committees regularly hold in-camera sessions to discuss sensitive
matters. No minutes or other records are maintained for these sessions. We believe
there is a need for the Board and its committees to demonstrate due diligence at all
meetings, and that privacy does not preclude record keeping. Minutes should be
produced for in-camera meetings.

The setting and approval of the Board’s agenda is generally done outside of Board
meetings. Many, if not most, governance bodies seek acceptance of an agenda from
the whole body so that there is wide participation in deciding which issues come before
the group. In our opinion, the Board should formally approve its agenda at the
beginning of each meeting and, as a routine practice, enable directors to request that
the Board consider items for addition to the agenda, either for the current or future
meetings. We believe the same process should be used for committee meetings.

Although there are documented performance expectations for the Chief Executive
Officer, there is nothing describing the position’s roles and responsibilities with respect
to the Board and the governance function. These roles and responsibilities should be
determined, documented and agreed to by both the CEO and the Board. This should
include a clear understanding of the role of the CEO with respect to discussing issues
with individual directors, during and/or outside of Board meetings, while the issues are
under deliberation by the Board.

We found that all Board members had a general understanding of the remuneration
package for the current Chief Executive Officer, but many had not seen the contract or
were not aware of all of the details at the time of our audit. The terms and conditions
of the CEO’s employment are currently under review by the Governance Committee.
Once finalized and agreed to by both the CEO and the Board, all directors, including
new members in the future, should be made aware of the terms and conditions of the
CEO’s employment.

We did not observe a formal approach to succession planning for the position of Chief
Executive Officer. We recommend that the Board develop a description of the
qualifications required for the CEO position, and establish procedures for the
recruitment and selection of a new CEO which can be implemented if a vacancy occurs.
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Accountability Obligations

4.16 Effective governance requires directors who fulfil their accountability obligations to
those whose interests they represent by reporting on their organization’s performance. Factors
that would foster this characteristic include directors deliberating about the most effective
means of reporting on the performance of the organization, understanding whose interests they
serve and to whom they are accountable, and providing timely, relevant and accurate reporting
to these individuals and groups.

Observations

4.17 During our audit of the Workers’ Compensation Board, we observed the following
instances of good governance structure or practice.

u The Board has a formal policy for communicating to stakeholders.

u The Board provides appropriate challenge to the information being included in the
annual report and provides final approval before release.

u The annual report of the WCB is produced approximately three months after year end
and is available to anyone who requests a copy or visits the WCB’s web site. The
report is comprehensive and includes financial and non-financial performance measures.

u The annual financial statements of the WCB are audited and included in the annual
report.
u Senior management compensation and per diem payments to directors are disclosed in

the WCB’s 2001 annual report, in a note to the financial statements.

u A significant amount of planning, performance and other information can be accessed
through the WCB’s web site.

u There are regular meetings of the chair and CEO of the WCB with the Minister
responsible for the Workers” Compensation Act.

Recommendations for Improvement

4.18 In conducting our examination of the governance structure and processes of the WCB
we observed areas where governance could be strengthened.

u Generally, Board members cited the same stakeholders when asked about the Board’s
accountability, and government was always cited. However, new legislation in 2001
complicated the WCB’s accountability to government by classifying the WCB as a
government agency which must present its business plan and budget to government’s
Treasury and Policy Board for approval. The Board’s accountability relationship is
now split between the Minister responsible for the Workers” Compensation Act and a
committee of the Executive Council (i.e., Treasury and Policy Board). We recommend
the Board meet with senior government officials to clarify its reporting relationship with

government.
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The 2000 annual report of the WCB included a number of graphs portraying
performance in various areas of WCB operations. Many of the graphs contained an
indication of the organization’s performance target. The 2001 annual report contains
performance information in the form of graphs, but does not include performance
targets. In addition, there is little discussion in the 2001 annual report of the reasons
for changes in non-financial performance. We recommend that the practice of
presenting performance targets in annual reports be resumed, and that there be more
discussion of performance trends and the success of the Board in meeting targets.

The annual report of the WCB contains a section on governance in which the mandate,
structure and composition of the Board of Directors are described. We recommend the
information presented in the annual report be expanded to disclose more of the
governance practices of the WCB. Consideration should be given to summarizing the
major approvals required of the Board (e.g., approval of annual business plan and
budget), terms of reference and membership of committees, practices for assessing
Board of Directors’ performance, and measures for receiving stakeholder feedback.
Also, there should be a cross-reference to where information on remuneration of Board
members is presented in the annual report.
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V. CONCLUDING REMARKS

5.1 We found that the Workers’ Compensation Board of Nova Scotia has a formal
governance function which plays an active role in directing the organization’s operations.

5.2 There is appropriate attention to the development of knowledge and skills among Board
members and there appears to be good commitment by members to the work of the Board.
More attention needs to be given to appointment and remuneration of Board members and
evaluation of the effectiveness of the Board in fulfilling its governance responsibilities.

5.3  Board members have a good understanding of their purpose and the interests they serve.
However, there needs to be more attention given to defining the governance practices the Board
wishes to follow.

5.4  The Board is involved in developing objectives and strategies for the WCB. However,
there are several groups involved in the workers’ compensation system in addition to the WCB
and we see a need for planning and coordination for the whole system.

5.5 Board members receive a large amount of performance and other information to help
them in their deliberations, and there are audit functions to provide assurance on information
received. However, there is a need to better define the exact types, extent and form of
information directors receive from management, and to improve monitoring of the internal
audit function.

5.6  The Board of Directors has practices to promote effectiveness in directing the business
of the WCB, and commits reasonable amounts of time to this responsibility. There is room
for improvement in the documenting of Board and committee meetings and the formalizing of
the role, responsibilities and employment terms of the CEO.

5.7 The Board fulfils its accountability responsibilities through the provision of
comprehensive reports to its stakeholders. We recommended more attention be given to
governance matters and performance targets and accomplishments in the WCB’s annual report.
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Appendix 1

Summary of Recommendations

Knowledge, Ability and Commitment

1. The position of chair should be filled by Executive Council as soon as possible after a
vacancy occurs.

2. The Board should prepare a description of the requirements and responsibilities of each
Board position (chair, deputy chair and director) and provide the descriptions to the Minister
responsible for the Workers” Compensation Act. The Board should provide descriptions to
prospective members to help them understand the role, responsibilities and time commitment
of the position.

3. When a new director is being appointed, government should give consideration to the
maximum terms permitted by legislation if this is acceptable to the person being asked to join
the Board.

4. Director terms should be staggered to the extent possible to enable continuity of
knowledge when Board turnover occurs. When new members are appointed, sufficient advance
notice should be provided to enable them to receive an orientation to the WCB and its issues
before their terms officially begin.

5. Performance of the Board, and/or individual directors, should be evaluated on a regular
basis. Specific criteria should be developed against which performance can be assessed and
a policy should be developed on how the evaluation will be administered (e.g., self-evaluation,
use of consultants).

6. The policy for remunerating WCB directors should be researched, updated if necessary,
and formally approved by the Board and government. Any inconsistencies between policy and
Orders in Council should be rectified.

7. Director expense policy should be consolidated into a single comprehensive document,
and expense claims should be given greater scrutiny before payment to ensure mathematical
correctness and compliance with Board policy.

8. A summary of all payments to or on behalf of the Chief Executive Officer, Executive
Corporate Secretary and individual Board members should be reported to the Board on at least
an annual basis. The summary should itemize payments according to logical types, such as
salary, per diem, expenses, travel advances, charges made directly to the WCB, workers’
compensation benefits, and pay in lieu of vacation.
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Purpose and Interests Served
9. The Board should address the issue of Board cohesiveness.

10. The Board should formalize, in the near future, its governance structure and processes
and prepare Board-level policies on the respective responsibilities of the Board, chair, deputy
chair, directors, as well as the various committees.

11.  The Board should implement a process to ensure governance structure and processes
are reviewed and updated on a regular basis.

12. The Board should approve terms of reference for the Governance Committee as soon
as possible.

13.  The Board should examine voting rights with the purpose of maximizing equality among
members in authority and responsibility. Because voting rights and Board membership are
outside of the control of the Board, recommendations should be forwarded to the Minister
responsible for the Workers’ Compensation Act.

14. The Board should consider appointing Board members other than the chair as committee
chairs.
15.  The Board should review its conflict of interest policy and ensure it is provided to all

new members as soon as they join the Board. Further, consideration should be given to having
directors state in writing each year whether or not they have any conflicts impacting their role
and responsibilities as a director of the WCB.

Objectives and Strategies

16. The Board should re-examine the WCB’s Mission Statement, in conjunction with the
following recommendation.

17.  Inconsultation with government and other system participants, the Board should explore
ways of better coordinating and planning for (i.e., governing) the whole workers’ health, safety
and compensation system.

Appropriate Information
18.  The Board should formally establish the types and extent of information required at

meetings and provide specific guidelines to management. In addition, it should identify when
management staff should be present during Board meetings.
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19.  The Finance and Audit Committee should take additional steps to ensure the internal
audit function is primarily accountable to the committee and functions in as objective manner
as possible.

Act to Ensure Effectiveness

20. Minutes should be enhanced to provide a record of all important deliberations, whether
or not a vote occurs or a consensus decision is made.

21. Minutes should be produced for in-camera meetings.

22.  The Board should formally approve its agenda at the beginning of each meeting and,
as a routine practice, enable directors to request that the Board consider items for addition to
the agenda, either for the current or future meetings. The same process should be used for
committee meetings.

23.  Roles and responsibilities of the Chief Executive Officer with respect to the Board and
the governance function should be determined, documented and agreed to by both the CEO and
the Board. This should include a clear understanding of the role of the CEO with respect to
discussing issues with individual directors, during and/or outside of Board meetings, while the
issues are under deliberation by the Board.

24. All directors, including new members in the future, should be made aware of the terms
and conditions of the CEO’s employment.

25.  The Board should develop a description of the qualifications required for the CEO
position, and establish procedures for the recruitment and selection of a new CEO which can
be implemented if a vacancy occurs.

Accountability Obligations

26.  The Board should meet with senior government officials to clarify its reporting
relationship with government.

27.  The practice of presenting performance targets in annual reports should be resumed,
and there should be more discussion of performance trends and the success of the Board in
meeting targets.

28. Information presented in the annual report should be expanded to disclose more of the
governance practices of the WCB. Consideration should be given to summarizing the major
approvals required of the Board, terms of reference and membership of committees, practices
for assessing Board of Directors performance, and measures for receiving stakeholder
feedback. Also, there should be a cross-reference to where information on remuneration of
Board members is presented in the annual report.




ENVIRONMENT AND LABOUR -
WORKERS’ COMPENSATION BOARD OF NOVA SCOTIA 123

Appendix 2

Workers’ Compensation Board of Director Response to Auditor General
Governance Audit

The Board of Directors thanks the Office of the Auditor General for the Audit of Governance

Structure and Processes of the Workers’ Compensation Board of Nova Scotia. Governance is a
subject that the Board of Directors recognizes as important not only to the WCB but to the entire

Workers’ Compensation system and the Board welcomes the insights of the Auditor Ge

neral.

There are many aspects of the Board of Directors’ governance model that are working well. This

is noted in the audit report as areas where the auditors observed instances of good go

ernance.

However, the Board of Directors does recognize that, as with any model, improvemepts and

further development can be made.

The Board of Directors commenced a review of its governance model in the fall of 200L. The

Board of Directors identified several aspects of governance that require further develq
Many of the recommendations of the Auditor General’s governance audit correspond {
issues. The Board of Directors will consider the audit recommendations that are directe
Board of Directors as part of the review process.

Since June 1, 2001 the position of Board Chair has been vacant. The Board of Directors
that this position has a crucial role in the governance process and that the person appoint
position will have vital input into the development of the governance model. The review
Board of Directors’ governance model will resume when a new Chair is appointed. Theg
notes that the Auditor General encourages the Government to move ahead with the app
as soon as possible.

The audit team noted to the Board of Directors that the recommendations are considg
practices, however an organization should consider them within their environment and §
context as one model does not fit or meet the needs of every situation. The Board of O
agrees and will consider the recommendations within the specific context of a bi-partite
of Directors of a Workers’ Compensation Board.

A table of Board of Directors comments to the specific recommendations is attached.
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Board of Directors Response

Subject

Recommendation
(Paraphrased from report)

Agency to
Respond

WCB Board of Director Response and
Comments

Knowledge, Ability and
Commitment
Section 4.3, Page 8

Position of Chair of the Board be filled as soon as
possible

Gov't

Section 4.3, Page 8

Current Board of Directors should establish
written description of their requirements and
responsibilities as (Chair, Deputy Chair and
Director) and provide these descriptions to the

Minister so that he/she has a point of referenc¢

to share with prospective members in helping
them to understand the role, responsibility and
time commitment of the respective positions.

h BoD of
WCB

Currently have skill set in place for all
members that was developed in 1999.
This part of the governance model review,
Once the process is complete these types|
next steps are to be considered as part of
process.

—t
=
(]

Section 4.3, Page 8

When a new director is being appointed
consideration should be given to maximum ter
permitted by legislation if this is acceptable to
the individual being asked to join the board.
(This is recommended due to the amount of tin
it takes for new members to become totally
familiar and effective in their oversight role.)

Gov't
ms

Provide government with chart showing
term periods for members.

In past there have been staggered terms,
recognizing that in the private sector the
average term on a Board is around 7 year|
(Conf. Brd. Of Can. data). In the past initi
terms and reappointments have varied to
facilitate the staggered replacement of
members.

=2

Section 4.3, Page 8

Expiration of Director’s terms should be
staggered to avoid any possibility of having md
than one term ending within the same period 0
time. This will ensure continuity of knowledge
when Board turnover occurs. It is also sugges
that new members be given the advantage to
receive an orientation to the WCB and its issug
in sufficient advance to the commencement of
their official term as Director.

Gov't
e

- =

ted

bS

Province government with chart showing
term periods for members.
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Recommendation Agency to WCB Board of Director Response and

Subject (Paraphrased from report) Respond Comments

Section 4.3, Page 8 The performance of the Board, and/or individual | BoD of Thisis part of the governance model review.
directors, should be evaluated on a regular WCB Once the process is compl ete these types of
basis. Specific criteria should be devel oped next steps are to be considered as part of the
against which performance can be assessed and process.

a policy should be devel oped on how the Governance Committee will review models
evaluation will be administered (e.g., self- and make recommendation to the Board of
evaluation, use of consultants). Directors.

Section 4.3, Page 9 The policy for remunerating WCB Directors Gov't This is part of the governance model revie
should be researched, updated if necessary, and Once the process is complete these types
formally approved by the Board and government. | BoD of next steps are to be considered as part of
Any inconsistencies between policy and Orders- | WCB process.
in-Council should be rectified.

Section 4.3, Page 9 It is recommended that the director expense| BoD of This is part of the governance model revie
policy be consolidated into a single wCB Once the process is complete these types
comprehensive document, and that expense next steps are to be considered as part of
claims be given greater scrutiny before being process.
paid to ensure they are mathematically correct Review with internal auditor to ensure
and expenses being claimed are in full consistency.
compliance with Board policy. Current director expense policy to be

updated (Governance Comm.)

Section 4.3, Page 9 To ensure openness and fair treatment withih Bod of 2001 Annual report include a schedule of
Board, it is recommended that a summary of ajl WCB BoD and Senior executive salary.

payments to or on behalf of the Chief Executiv,
Officer, Executive Corporate Secretary and

D

-

individual Board member should be reported t
the Board on at least an annual basis. The
summary should itemize payments according

logical types such as salary, per diem, expensges,

travel advances, charges made directly to the

WCB, Workers’ Compensation Benefits and pay

in lieu of vacation.

The Board agrees as the External Auditors
currently review disbursements to the CEQ
& CFO; will now add Corporate Secretary
to this audit.
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Recommendation Agency to WCB Board of Director Response and

Subject (Paraphrased from report) Respond Comments

Purpose and I nterests It was observed that there is significant BoD of BoD had an external consultant to work on

Served divergence on many important issues beforethe | WCB governance issues; awaiting input of new

Section 4.6, Page 11 Board, including the manner in which the Board Chair to continue given the importance of
performsits governancerole. It isrecommended that role.
that the Board address the issue of Board Will continue with governance devel opment
cohesiveness. sessions with new Chair.

Section 4.6, Page 11 It isrecommended that the Board formalize, in BoD of Thisis part of the governance model review.
the near future, its governance structure and WCB Once the process is complete these types of
processes and prepare Board-level policieson next steps are to be considered as part of the
the respective responsibilities of the Board, process.
chair, deputy chair, directors, aswell asthe
various committees.

Section 4.6, Page 11 Once the Board has formally established its BoD of Regular cycle of Governance documentation
governance structure and processes, it should WCB review could be established with the
implement a process to ensure they are reviewed Governance Comm.
and updated on a regular basis.

Section 4.6, Page 11 It is recommended that the Governance BoD of Draft terms currently in use. Thisis part of
Committee have its terms of reference approved WCB the governance model review. Oncethe
by the Board as soon as possible. process is complete these types of next steps

are to be considered as part of the process.

Section 4.6, Page 11 It isrecommended that the Board examine voting | Gov't The Board of Directors disagrees. The no
rights with the purpose of maximizing equality voting status of the Public at Large membars
among members in authority and responsibility. BoD of is important for the consensus building
Because voting rights and Board member ship WCB model. By maintaining the neutrality of the

are outside of the control of the Board,
recommendations should be forwarded to the
Minister.

non-voting members, they do not have a
perception of bias to either employers or

workers. As the non-voting members may

future candidates for the position of Chair,
this perception of non-bias is important. N
possessing a vote has not reduced the
participation of the non-voting member, bu
in fact it has strengthened it as their input i
fully considered in Board of Director
deliberations.

-
A
f
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Recommendation Agency to WCB Board of Director Response and
Subject (Paraphrased from report) Respond Comments
Section 4.6, Page 12 It isrecommended that consideration be givento | BoD of At the June 7"" meeting, the Board of Directors
appointing other Board members as committee WCB approved the chairing of committees by the
chairsin order to promote greater participation of non-voting member (public at large members
directorsin the governance process. and the Deputy Chair) appointed to the
Committees by the Chair.
Section 4.6, Page 12 It isrecommended that the Conflict of Interest BoD of Conflict of interest guidelines has been given
policy be reviewed by the Board and providedto | WCB to all Board members as part of their
all new members as soon as they join the Board. orientation.
Consideration should also be given to having Thisis part of the governance model review.
directors state in writing each year whether or not Once the process is complete these types of
they have any conflicts impacting their role and next steps are to be considered as part of the
responsibilities as a director of the WCB. process.
Could be signed by members each year.
Objectives and Strategies It is recommended that the Board of Directors BoD of The BoD, as part of the financial planning
Section 4.9, Page 13 examine the WCB Mission Satement regarding WCB cycle has reviewed this statement originally

“The mission of the WCB is to co-ordinate the

workers’ compensation system...” as other system

participants have not expressed agreement wit
this role.

h

approved by the BoD in 1995 (published in
1994 Annual Report).

This is part of the governance model reviey
Once the process is complete these types

next steps are to be considered as part of the

process; particularly in light of the W.C.
Review Report.

Section 4.9, Pages 13 & 14

Paraphrased from the report: It is felt that sy
wide strategic planning (previously recommend
in the 1998 Auditor General’s report - no. 28 pg
16) could address the issue of the WCB’s miss
statement. It is recommended to have the Boa
in consultation with government and other syst
participants, explore ways of better coordinatin
and planning for (i.e., governing) the whole
workers’ health, safety and compensation syste
Reference the recommendation of the WC Re\

sSiBoWv't
ed

.BoD of
oWCB
rd,

Em

M.
iew

Committee Report (pg. 258).

This is part of the governance model review.

Once the process is complete these types
next steps are to be considered as part of t
process; particularly in light of the W.C.
Review Report.

ne
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Recommendation Agency to WCB Board of Director Response and
Subject (Paraphrased from report) Respond Comments
Appropriate I nformation It is recommended that the Board formally BoD of Thisis part of the governance model review.
Section 4.12, Page 16 establish the types and extent of information it WCB Once the processis complete these types of
requires at its meetings and provide specific next steps are to be considered as part of the
guidelines to management. |n addition, the process.
Board should identify when management staff
should be present during Board meetings.
Section 4.12, Page 16 It isimportant to maintain the independence of BoD of The Audit & Finance Comm. does review
the internal audit function fromthe personswho | WCB and approve annual audit plan.

are responsible for the operations audited. The
internal auditor of the WCB reports to the Chief
Executive Officer. One means of separating the
function from WCB management would be to
reorganize the function so that it reports directly
to the Audit & Finance Committee. An
alternative would be for the committee to
routinely review the internal auditor’s job
responsibilities, reporting relationships,
performance evaluations and remuneration

structure to ensure the internal audit function i$

primarily accountable to the committee and ca
function in as objective manner as possible.

p

=)

Internal Auditor attends Audit & Finance
Committee meetings (may not attend speq
items if not relating to duties) and has
private meetings with A&F with no other
staff present.

Audit reports have been given to A&F as
presentations, now ensuring full report
provided to A&F as well.

8¢l
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Recommendation Agency to WCB Board of Director Response and

Subject (Paraphrased from report) Respond Comments

Act to Ensure Effectiveness | It isrecommended that the minutes of all Board BoD of All decisions of the BoD are recorded in the

Section 4.15, Pages 17 & 18 | and Committee meetings be enhanced to provide | WCB minutes.
arecord of all the important deliberations, Thisis part of the governance model review.
whether or not a vote occurs or a consensus Once the process is complete these types of
decision is made. next steps are to be considered as part of the

process.

Section 4.15, Page 18 It is recommended that minutes be produced for BoD of Chair instructs Corp. Sec. to record any
in-camera meetings in order for the Board and WCB actions or decisionsresulting fromin camera
its committees to demonstrate its due diligence at session.
all of its meetings. Thisis part of the governance model review.

Once the process is compl ete these types of
next steps are to be considered as part of the
process.

Section 4.15, Page 18 It isrecommended that the Board formally BoD of Board of Directors approves yearly agenda.
approve its agenda at the beginning of each WCB Each CEO report the next three months
meeting and, as a routine practice, enable agenda islisted.
directorsto request that the Board consider BoD members may add items by providing
items for addition to the agenda, either for notice to Chair and Corp Sec. before one
addressing at the current or future meeting. Itis week prior to meeting; Chair has discretion
recommended that the same process be used for to add urgent items at request of members.
committee meetings. The Board of Directors has added formal

agenda approval to regular business of each
meeting.

Section 4.15, Page 18 The roles and responsibilities of the CEO with BoD of Act and Board of Directors defines therole
respect to the Board and the governance function | WCB of the CEO; the annual performance plan

should be determined, documented and agreed to
by both the CEO and the Board. This should
include a clear understanding of the role of the
CEO with respect to discussing issues with
individual directors, during and/or outside of
Board meetings, while the issues are under
deliberation by the Board.

identifies the current deliverables for the
CEO.

Thisis part of the governance model review.
Once the process is complete these types of
next steps are to be considered as part of the
process.

Governance Committee could develop
written documentation as part of overall
governance documentation.
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Subject Recommendation Agency to WCB Board of Director Response and
(Paraphrased from report) Respond Comments

Section 4.15, Page 18 It is suggested that once the terms and conditions | BoD of Will be included in orientation package and
of the CEO’s employment are finalized and WCB review during yearly CEO evaluation.
agreed to by both the CEO and the Board, all The contracts has been discussed and
directors, including new members in the future, recorded in the minutes of the Board over {He
should be made aware of the terms and conditions years. Currently the BoD, through the
of the CEO’s employment. Governance Committee is seeking to clarify

some points of the contract.

Section 4.15, Page 18 It is recommended that the Board develop a| BoD of The Board of Directors has had discussions
description of the qualifications required for thef WCB on the issue of CEO succession and will bg
CEO position, and establish procedures for the developing a succession plan in the near
search for and selection of a new CEO, which ¢an future.
be implemented if a vacancy occurs in the
position.

Accountability Obligations | It is recommended that the Board meet with sehiGov’t

Section 4.18, Pages 19 & 2( government officials to clarify its reporting BoD of
relationship with government. WCB

Section 4.18, Page 20 It is recommended that the practice of presentiaD of This has been the case in the past. It was|g
performance targets in annual reports be WCB drafting oversight that the Corporate
resumed, and that there be more discussion of Performance Measures targets (for those
performance trends and the success of the Board measures that targets are set) were excluded
in meeting targets. in the 2001 Annual Report.

Will be included again in the next annual
report.

Section 4.18, Page 20 It is recommended that the information presgnBaD of This is part of the governance model reviey
in the annual report be expanded to disclose moW#WCB Once the process is complete these types [of
of the governance practices of the WCB. next steps are to be considered as part of {he
Consideration should be given to discussing major process.
approvals required of the Board (e.g., approval|of Revised Governance section could includg the
annual business plan and budget), terms of material suggested in the 2002 annual reppit
reference and membership of the committees, (for release in April 2003).
practices for assessing Board of Directors
performance, measures for receiving stakeholder
feedback, and a cross-reference to where in the
annual report information is presented on
remuneration of Board Members.

0¢l
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7.

FINANCE -
NOVA SCOTIA PUBLIC SERVICE
LONG TERM DISABILITY PLAN TRUST FUND

BACKGROUND

6.5 TheNova Scotia Public Service Long Term Disability (LTD) Plan Trust Fund (the ‘Plan’)

was established by Order in Council 85-1219 in 1985. The Plan was initially funded by a transfer
of $13,126,860 from what was known as the Group Life Assurance Plan Premium Fund. Amounts
had accumulated in that Fund from several sources including group life assurance experience rebates
and Unemployment Insurance (now Employment Insurance) premium reductions.

6.6 The terms and conditions under which the Plan is administered are detailed in a Trust
Agreement between the Nova Scotia Government and General Employees’ Union (NSGEU), the
Province, and the Trustees. Four Trustees are appointed from each of the Union and the Province
and have joint responsibility for the operation and administration of the Plan. The Chair of the Board
of Trustees alternates between representatives of the Union and the Province. The Union and the
Province are known collectively as the Plan sponsors.

6.7  Participation in the Planis defined in Schedules A and B to the Trust Agreement. The largest
participating group is civil servants as defined in Section 2(g) of the Civil Service Collective
Bargaining Act as well as non-bargaining civil servants. These represent 6,907 of the 12,297
participants in the Plan, or 56.2%, as of September 30, 2002. Other groups include certain staff at
the Queen Elizabeth 1l Health Sciences Centre, members of the Canadian Union of Public
Employees (CUPE) and employees of various crown entities such as Nova Bagotiatibn
Corporation and Municipal Finance Corporation.

6.8 The employer (primarily defined as the Province of Nova Scotia) and employees each
contribute 50% of the premiums for the Plan. Total premiums range from 3% to 4.5% of bi-weekly
salary, with the majority contributing at a rate of 3.32%. Benefits are now set at 65% of salary to
a maximum of $3,000 bi-weekly. Participation in the Plan is mandatory for Provincial employees,
including staff and management of the Office of the Auditor General, except for certain part-time
positions.

6.9 The LTD Office employs four full-time personnel. A private sector company administers
claims eligible for benefits under the LTD Plan. This company has been the claims administrator
since the Plan was established. Other service providers include an investment manager, an
investment trustee and an actuary. The Plan’s annual financial statements are audited by an external
auditor.

6.10 This was our first audit of the N.S. LTD Plan Trust Fund.
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RESULTSIN BRIEF
7.7  Thefollowing are the principal observations from our audit.

u After changes to the Plan implemented in May 2002, the unfunded liability for the
N.S. Long Term Disability Plan Trust Fund is estimated to be $38.9 million at June
1,2002. Theimpact of recent Plan changes designed to reducethisdeficit over a15-
year period needsto be managed and closely monitored to ensure effectiveness. The
Board of Trustees needsto develop a plan to accomplish this.

n We recommend that the impact of government and other employers’ short-term
illness (STI) policies and procedures on LTD claims be examined by the Public
Service Commission (PSC). There is a need to integrate and coordinate aspects of
these benefit programs to better facilitate back-to-work objectives. This may reduce
claims incidence in LTD as well.

u A review of the Plan’s governance function is required. This review should include
a discussion of alternatives to the present arrangements to ensure the resulting Board
structure addresses the concerns regarding fiduciary responsibility to current
contributors and beneficiaries expressed by the Trustees.

u We commend the Board in its efforts to include performance evaluation in its
proposed service contract for claims administration. This contract is currently under
negotiation. In addition, we recommend that the Board develop a schedule for the
periodic review of files (likely on a sample basis) as part of the overall evaluation of
the claims administration function.

u An annual report is prepared for the Plan as required by the Trust Agreement. Future
annual reports should clearly indicate the impact the recent changes have had in
addressing the unfunded liability of the Plan.

u We recommend that the Trustees perform an analysis to determine whether services
procured from external service providers result in due regard for economy and
efficiency. If it is determined that these arrangements continue to be sole-sourced,
this decision should be documented in the Board minutes.

AUDIT SCOPE
7.8 In 2001 we began an audit of the Nova Scotia Long Term Disability Plan Trust Fund. The
summary objectives for this assignment were to assess the overall governance, accountability, and
performance management of the Plan, and to conclude whether there is adequate:

- compliance with statutory and other enabling authorities or requirements;

- control systems, procedures and practices; and

- due regard for economy and efficiency.
7.9  General criteria were used to facilitate our review. These criteria were discussed with
management at the LTD Office, the Board of Trustees and the Plan spdrisocsiteria are noted
in Exhibit 7.1, along with our assessment of the extent to which each one was met. The Exhibit also

includes our key suggestions for change. In order to implement the key suggestions noted in this
Exhibit, the Board of Trustees needs to ensure the LTD Office is adequately staffed.
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7.10  Our approach to thisassignment consisted of interviewswith management at the LTD Office,
the current Board Chair, past Board Chairs and other Trustees. Weinterviewed the President of the
NSGEU, and the current and past Commissioner of the Public Service Commission (formerly the
Department of Human Resources) in their capacity as Plan sponsors. We also met with
representatives from certain of the service providersto the Plan, and with selected staff at both the
Department of Finance and the Public Service Commission. Finally, we conducted an extensive
review of documentation on the Plan including a review of Board minutes from January 1990 to
September 2002.

PRINCIPAL FINDINGS
Financial Condition and Funding Strategy

7.11 Anactuarid liability update prepared for the Plan at June 1, 2002 indicatesaliability of $63.8

million, subsequent to the May 2002 changesto the Plan. The market value of the Plan’s assets at
that date was $24.9 million. This yields an unfunded liability of $38.9 million. An actuarial
valuation of the Plan was performed as at March 31, 2001, prior to the May 2002 changes. At that
time, the unfunded liability was estimated to be $46.3 million.

7.12 A history of the actuarially-determined unfunded liability can be found in Exhibit 7.2. As
can be seen from the information provided, the Plan had an unfunded liability at March 31, 1988,
about two years after its inception. A full actuarial valuation of the Plan’s assets and liabilities is
performed periodically. The results of these valuations are reflected in this Exhibit.

7.13 Growthinthe unfunded liability was offset by strong performance in the investment portfolio

of the Plan in 1998. Recent changes to the Plan have reduced the unfunded liability to $38.9 million,
as noted above. Prior to implementation of these changes in May 2002, the unfunded liability had
risento )$52.1 million as at March 31, 2002. (See further details of these changes in paragraphs 7.19
to 7.23.

7.14 Several factors have contributed to the Plan’s current financial difficulties, including the
following.

n We were informed that the Plan was intended to accommodate about 250
beneficiaries although we could not find documentation to support this statement.
A chart describing the number of beneficiaries since 1986 is included as Exhibit 7.3.
At September 30, 2002, there were 757 active claims (i.e., individuals receiving
disability claim payments).

n LTD benefits do not commence until after short-term illness benefits expire. These
benefits are available for 100 consecutive work days and are referred to as the
elimination period for purposes of LTD. They are available to civil servants and
certain other employees specified in Schedules A and B to the Trust Agreement.
Further discussion of the possible impact of the STI period on LTD applicants is
noted in paragraphs 7.28 to 7.31.

u A group with a high incidence rate joined the Plan in 1988. No provision was made
for the costs associated with the members of this group who were on disability leave
when they joined the LTD Plan. The Plan did not receive any payments directly
associated with offsetting the value of the claim obligation assumed.

n In addition, the Plan’s actuary suggested a premium rate for this group to reflect their
disability incidence rate. It was ultimately decided by the Plan sponsors not to use
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this suggested rate due to the high monthly premiums. Instead premium rates for
NSGEU contributorswereincreased to reflect the increased cost and risk associated
with this group. These increased rates became effective March 1995.

u Recommendations of the Board of Trustees to deal with the declining financia
position of the Plan have not been dealt with on atimely basis by the Plan sponsors.
Thisis discussed further in paragraph 7.32.

7.15 TheBoard of Trusteesand the Plan sponsors have undertaken initiativesin an attempt to deal

with the unfunded liability. 1n 1996 a Joint Review Committee (JRC) wasformed. The Committee
consisted of members from the NSGEU and the Province and was established to review the overall
operations and administration of the LTD Fund. The Committee issued a report to the Board of
Trustees in 1999 which included recommendations on rehabilitation and other issues. The
Committee noted that “In general, a combination of short-term savings, and long-term operational,
philosophical changes, is required for long-term survival. Most of all, there is a need for a
fundamental shift in focus toward facilitating return to work, rather than protecting the status quo.”

7.16 Inaddition to making recommendations on the Plan, the JRC also requested a comparison
study of LTD programs across Canada. The study was conducted by an independent consultant and
indicated the following:

u By category of employment, the Nova Scotia LTD Plan experience ranged from
150% to over 500% of the claimsincidence rates seen in other jurisdictions.

u There was no indication that comparable plans are having more success than the
Nova Scotia LTD Plan in returning claimants to work and off LTD benefits.

u Benefits payable under the Nova Scotia LTD Plan did not appear to be significantly
above those payable under other public sector programs.

7.17 Funding strategy The most significant response to the financial condition of the Plan was
the development of afunding strategy. The funding strategy was prepared by the (then) Executive
Director and approved by the Board of Trusteesin December 2000. The strategy was prepared based
on areview of reports from the actuary and other consultants, and the recommendations of the JRC.

7.18 Recommendations related to eight areas were identified in the funding strategy. These are
noted below:

- claims administration and management;
- integration with public service superannuation plans;
- prevention services (to prevent injury or illness before it occurs);

- coordination and communication (to assist al stakeholdersin developing effective
and efficient means of service delivery);

- evauation of claimsincidence (through statistical anaysisand the development and
implementation of disability management programs in the workplace);

- development of incentive programs (for example, penalizing higher incidence
employers through higher premiums);
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- modifications to benefit levels; and
- evaluation of claims administration process.

7.19 Plan changes - Effective May 2002, significant changes were made to the Plan in an effort
to improve itsfinancial condition and long-term viability. These amendments are noted in Exhibit
7.4.

7.20 Thechangeswere proposed and analyzed through thefall and winter of 2001-02. Therewas
collaboration between the Plan sponsors and the Board, although the sponsors ultimately approved

the changes. As part of the discussion of alternatives, the Plan’s actuary performed analyses using
various costing factors. These analyses were used in determining the Plan chahges.
implementation of the Plan changes included meetings with certain employers and a notification to
employees of the changes.

7.21 We did not perform an independent review of the impact of the amendments on the Plan’s
unfunded liability. We have relied on the analysis provided by the Plan’s actuary throughout the
process.

7.22 We understand the Plan changes are expected to result in full funding of the N.S. LTD Plan
in 15 years. Based on an unaudited statement of cash flows prepared by the LTD Office for the nine
months ended September 30, 2002, monthly premiums are now sufficient to cover monthly claims.
Further, management indicated that advances from the operating account to the investment account
will take place in December 2002. It is evident the May 2002 changes to the Plan have already had
a positive impact on the financial position of the Plan.

7.23 We were informed that the Plan sponsors have recently requested a review of the impact of
one of the Plan change€oncerns have been raised about the lack of coverage for employees after

age 60. The actuary has provided a costing analysis to identify the impact of changes to this
provision, including the impact on the 15-year amortization period. The analysis indicates the

amortization period would increase. Given the current financial position of the Plan, any decision

that would lengthen the time before the Plan is fully funded needs to be carefully considered.

7.24 Benchmarks - Trustees have agreed to develop funding strategy benchmarks in an effort to
monitor the impact of the May 2002 Plan changes on the unfunded liability. These benchmarks
would also provide the starting point for the analysis of any further changes to the Plan. We stress
that these benchmarks should be developed in the near future and recommend that a suitable time
frame (e.g., annual, semi-annual) be established for monitoring the impact of these changes. We
note that the decision to establish benchmarks was based on a recommendation from the Plan’s
actuary.

Recommendation 7.1

We recommend that benchmarks to be established by the Trustees be
included in a plan to monitor the impact of the recent Plan changes.

7.25 Reviewof permanent claims- The LTD Office has undertaken a review of approximately 460
claims on permanent disability status. The purpose of the review was to assess rehabilitation
potential for these individualsAlthough the review did not yield any change in status for these
Individuals, it did result in several recommendations. These include a review of all protocols,
practices and decision-making criteria used by the claims administrator to ensure effectiveness and
consistency with Plan guidelines related to adjudication, case management and rehabilitation.
Recommendations from the LTD Office review related to recoveries (primarily from third parties)

are discussed in more detailparagraph 7.46 below.
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L eave Management

7.26 As can be seen from Exhibit 7.4, the recent Plan changes are strictly financia in nature.
None of the leave management proposals noted in the funding strategy were implemented. The
actuary had also noted the need for leave management measures in the following excerpt from a
letter summarizing the Plan changes:

“.... it is imperative for the sponsors to put in place an effective disability prevention and
management strategy. The recent history of the plan demonstrated an increase in claiming
activity in recent years. It will therefore be necessary to put in an action plan to attempt to
minimize new claims and to ensure the intervention and effective return to work strategies
are put in place with respect to future claimants. This, if successful, will contribute in a
meaningful way to resolving the financial difficulties currently faced by the LTD plan.”

7.27 Thisconcernisaso shared by several membersof the Board. During the course of the audit,
we interviewed Trustees to obtain their views on governance and other matters (see further
discussion of thisin paragraph 7.32). Several expressed concern that the approved changes to the
Plan did not deal with claims administration issues such as rehabilitation. In addition, many noted
that changes to the STI policies and practices of the Province, including intervention prior to
application for LTD, are critical to the future viability of the Plan.

7.28 Short-term illness A detailed review of STI policies and practices of the Province or other
employers was beyond the scope of this audit. However, because of the potential impact of these
policies and procedures on LTD claims, we discussed STI benefits with staff at the Public Service
Commission (PSC - formerly the Department of Human Resources).

7.29 Itisgenerally recognized in disability management that return-to-work initiatives are more
successful in the early stages of disability. In most cases, neither the claims administrator nor the
LTD Office are aware of possible LTD claims until the application for LTD benefits takes place.
Thisisusually twoto four weeks prior to the expiration of STI benefitswhich runfor 100 work days.
The{(efore, intervention may not take place until amost five months after the individual has left
work.

7.30 PSCindicated it hascertaininitiatives planned with respect to leave management, including
STI. A draft policy entitled Disability Management Policyvas prepared in 1995 but was not
finalized, approved or implemented. In 2001, the PSC prepared a Proposal for Strategic
Manaegement of Short-term lllness and Long-term Disab#ityding for the proposal could not be
secured.

Recommendation 7.2

We strongly recommend that the effectiveness of current short-termilingss
policies and practices, and their impact on LTD claims, be examined by

the Public Service Commission. Further, there is a need to integrate and

coordinate aspects of these benefit programs to better facilitate back-to-

work objectives.
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Governance, Accountability and Performance Management

7.31 Weinterviewed seven of theeight Board Trusteesin early 2002. Our objectivewasto solicit
responses from each of these Trustees on questions related to governance, accountability, and
performance management. Unfortunately, wewere unableto interview the remaining Trustee prior
to her removal as Trustee (and Board Chair) by a Plan sponsor in May 2002.

7.32 Governance - We make the following observations about Plan governance.

u The Trust Agreement outlinesrolesand responsibilitiesfor both the Trusteesand the
Plan sponsors. Each Trustee we interviewed felt clear about his or her role and
responsibilities as a Board member, although none had received any training for the
position. They all recognized that changesto the Plan were the responsibility of the
Plan sponsors and that Trustee involvement with these changes was in
recommending and implementing them.

n Each Trustee was concerned about individual ability to discharge fiduciary
responsi bility with respect tothe Plan. Althoughthe Trust Agreement establishesthe
powersof the Trusteesto do what is necessary “...to accomplish the objectives of the
Plan and enable the empl oyeesto obtain benefitsunder the Plan in the most efficient
and economical manner”, the Plan sponsors determine the nature and extent of
benefitsprovided under the Plan and the contribution rates. Thismay limit the ability
of the Trustees to effectively meet their responsibility in this regard.

u All Trustees expressed frustration with the time it has taken to make changes to the
Plan. Asnoted previously, the Plan hasbeeninfinancial difficulty since shortly after
itsinceptionin 1985. A review of correspondence maintained by aformer Chair of
the Board indicates that the Plan sponsors were informed of the financial situation
of the Plan in 1993, and documentation supports that they were reminded of thisin
several of the following years.

u Thereisadifference of opinion between the Union and Management Trustees with
respect to tendering for the services of the claims administrator. The matter had to
be referred to the Plan sponsors for resolution in accordance with the Trust
Agreement.

7.33 Theissue of governance has been raised at the Board level, and it has been suggested that
expertise be sought regarding the roles and responsibilities of a Trustee. We strongly support this
initiative.

Recommendation 7.3

We recommend that an overall review of the governance structure apd
arrangements for the Plan be undertaken. This review should includg a
discussion of alternatives to the present arrangements to ensure the
resulting Board structure addresses the concerns expressed by the
Trustees surrounding fiduciary responsibility to the beneficiaries of th
Plan, i.e., current contributors and claimants.

7.34 Accountability and performance managemeQur audit plan included severa criteria
related to accountability and performance management, and our assessment of these is noted in
Exhibit 7.1. Ingenera, the Trusteesfelt they received adequate information to assess the financial
condition and performance of the Plan, and that information provided to them by the LTD Office
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prior to Board meetingswas adequate and timely. We noted that reportsfrom service providerswere
giventotheBoard asrequired. Thereports provided by theinvestment manager, investment trustee,
claimsadministrator and actuary appear to provide adequatefinancia and other informationto assess

the Plan’s performance. An exception is the need for more detailed information on rehabilitation,
as further described in paragraph 7.43 below.

7.35 The Trustees are required to prepare an annual report pursuant to Section 4.7(c) of the Trust
Agreement. We noted that this has been prepared for the Plan sponsors on a regular basis. An
annual report was prepared for the year ended December 31, 2000 and made available to various
Plan participants through departments’ human resource functions. This distribution was part of an
overall communication strategy being implemented for the Plan. The annual report provided
information to stakeholders - employees and employers - on the financial condition of the Plan and
the planning and operational strategies being pursued to ensure its viability. An annual report has
recently been prepared for the year ended December 31, 2001.

Recommendation 7.4

We recommend that future annual reports be prepared on atimely basis
and clearly indicate theimpact the recent changes have had in addressing
the unfunded liability of the Plan.

Claims Administration, Appeals and Rehabilitation

7.36 Claimsincidence - Exhibit 7.5 provides background information on the 757 active claims

as at September 30, 2002. We note that the incidence of the two most significant types of claims
increased marginally from 49.0% of total claims in 1990 to the present level of 51.8%. In addition,
Exhibit 7.6 provides an analysis of claims activity during the nine months ended September 30,
2002.

7.37 Service standards- Claims administration service standards were approved by the Board of
Trustees in April 2001. The standards address the following areas of service delivery: client
contact/assistance; claims and case management; vocational rehabilitation; contact with employers
and service providers; and appeal process.

7.38 Several of the standards include a specific time frame for completion of related tasks. These
time frames provide a framework against which to measure performance and have been incorporated
into a document accompanying the service standards Beégdrmance Evaluation of Service
Sandards. It is the Board’s intention to ensure the service standards and related performance
evaluation are integrated into any contract negotiations with the current (or subsequent) claims
administrator. We commend the Board in its efforts to increase accountability in the claims
administration function. This evaluation process will also serve to establish whether value-for-
money is being obtained for these services.

7.39 Audit of beneficiaryfiles- We did not examine individual benefit recipients’ files during the
course of this audit. However, we did enquire as to whether the Board undertook regular reviews
of beneficiary files. This had only been done in 1996.

7.40 The new service contract includes a provision for the inspection of documents related to the
provision of claims administration services.
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Recommendation 7.5

We recommend that the Board develop a schedul e for the periodic review
of files (likely on a sample basis) as part of the overall evaluation of the
claims administration function .

7.41 Rehabilitation guidelines - Rehabilitation guidelines were approved by the Board in 1998.
We note that these guidelines provide a framework for rehabilitation efforts, and are referred to in
the service standards. The standards note that participation in prescribed rehabilitation initiatives
ismandatory. We are not sure of the extent to which these guidelines have been implemented aswe
did not review individual claim files.

7.42 Information provided by the claims administrator indicates 110 claimants were referred for
rehabilitation during the nine months ended September 30, 2002. This comparesto 123 referralsto
September 30, 2001. The claims administrator could not provide information to indicate the
percentage of active claims(excluding those defined as permanent claims) involvedinrehabilitation
activities at September 30, 2002. This information is important in order to ascertain whether the
service standards relating to rehabilitation are being met. We understand staff of the LTD Officeis
working with the claims administrator to obtain this information.

Other |ssues

7.43 Procurement - The N.S. LTD Plan uses externa service providers for the following
functions:

- actuarial;

- legdl;

- investment management;

- Investment trustee; and

- claims administration.
7.44 Wereviewed the arrangements with each of the service providersto the Plan. Asnoted in
our assessment of the audit criteria related to procurement in Exhibit 7.1, none of the current

arrangements with the service providers we examined during the course of thisaudit were procured
through tender. These services totaled about $.965 million for the year ended December 31, 2001.

Recommendation 7.6

Werecommend that the Trusteesperforman analysisto deter minewhether
services procured fromexternal service providersresultin dueregard for
economy and efficiency. If it is determined that these arrangements
continueto be sole-sour ced, written documentation justifying thisdecision
should be noted in the Board minutes.
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7.45 Recoveries- The Planis entitled to recoveries from several sources:
- Canada Pension Plan (CPP);
- Employment Insurance (El);
- Workers’ Compensation Board;
- subrogation; and
- offset of benefits by income earned during rehabilitation.

7.46 We discussed the systems and controls in place to ensure the Plan is receiving the recoveries
to which it is entitled. An analysis had been undertaken by LTD Office staff during the review of
permanent claims as noted in paragraph 7.26 above. Recommendations resulting from this review
Include obtaining signed disclaimers from benefit recipients asserting that they are not in receipt of
any other income which should be offset against LTD benefits. In addition, there should be a process
in place to ensure re-application for CPP benefits if there is a change onthiean of the LTD
recipient.

CONCLUDING REMARKS

747 The N.S. LTD Plan Trust Fund has, and will continue to face, significant challenges
including reducing its unfunded liability. For too long, the declining financial position of the Plan
was not addressed, and one can only conclude that the overall governance and accountability
functions in the past failed to protect the interest of the beneficiaries on a timely basis.

7.48 The existing governance arrangements for the Plan include, by design, conflicting interests.
The members of the Board of Trustees share the fiduciary responsibilities for the Plan with the
sponsors. However, only the Plan sponsors have the authority for decisions most relevant to the
finances and funding of the Plan. Historically, it has taken the Trustees and sponsors too long to
make decisions and take action on matters with significant financial or funding consequences. As
a result, current contributors to the Plan, including the public purse, are now - and will be for some
time - paying increased premiums to offset the poor performance of the Fund in the past.

7.49 Recent changes to the Plan, which are aimed toward a fully-funded position in 15 years, are
a significant step in maintaining a viable Fund. However, leave management policies and procedures
within the government and its related entities require review in an effort to control the rate of claims
incidence for the Plan.

750 In order to attract and retain qualified employees at all levels, an organization like the
government of Nova Scotia needs to offer a reasonably comprehensive suite of benefits in addition
to basic salaries and wages. Access to a reasonably priced and reliable disability benefit is one
element of a comprehensive benefits program. The government’s existing program offered through
the N.S. LTD Plan Trust Fund has been and is still at significant risk and must be monitored closely.
The Board of Trustees noted in its response to this Chapter that they have taken, or are planning to
take, action toward implementing the recommendations we have made.
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Exhibit 7.1

NOVA SCOTIA LONG TERM DISABILITY PLAN TRUST FUND
AUDIT CRITERIA ASSESSMENT

Criteria

Assessment

Key Controls and Other
Considerations

Key Suggestions

SECTION A - GOVERNANCE, ACCOUNTABILITY AND PERFORMANCE MANAGEMENT

Objectives- To assess the framework for governance, accountability, and performance management of the N.S. LTD Plan Trust Fund.
To assess the N.S. LTD Plan Trust Fund’s accountability relationships, including those between:

- the Board of Trustees and Plan sponsors;
- the Board of Trustees and Plan participants; and
- the Plan management and the Board of Trustees.

To determine how the performance of service providers to the Plan is monitored.

There should be regular reportin
of the Plan’s financial position
and operating results betwes
and among the Board of Trusteg
the Plan’s sponsors an
participants, and servic
providers to the Plan.

g Partially Met

n
s
o
]

There is regular reporting tot
Board of Trustees, and reports to t
Plan sponsors are made periodical

Service providers are provided wit

relevant information as needed.

eAn annual report, including the financi
heposition of the Plan, should be ma
yavailable to Plan participants.

h

fle

There should be a systemiin pla
to ensure reporting requiremen
specified in contracts o
agreements are met.

ceMet

S

Reports from service providers a
included on the agenda of each Bog

meeting.

(0]

Information provided should bg¢ Met Information on the Plan’s financigl
sufficient to allow for informed situation is available on a monthl
decision making with respect tp basis and allows for regulay
the Plan’s future, and should al4o monitoring of its performance.
provide adequate detail tp
monitor the Plan’s performance|.
There should be Terms df Met No specific Terms of Reference, byt
Reference for Trustees and Chair roles and responsibilities arp
of the Board which detail role documented in the Trust Agreemert.
and responsibilities.
Objectives for the Plan should be Met The Plan was established as pn
established and communicatef, income replacement benefits program
and plans should be developgd for eligible participants with
and targets identified to meqt disabilities.
these objectives. Objectives for the continue
operation of the Plan have begn
established through targets related|to
its financial and claims performancg.
Performance against establishedNot met A system for monitoring financial arld
targets should be measured aphd claims performance needs to be
reported. established.
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Exhibit 7.1 (Cont'd)

Criteria

Assessment

Key Controls and Other
Considerations

Key Suggestions

SECTION B - FUNDING STRA

Objectives- To gather information on the performance of the Plan since its inception, including information with respect to additional

participants entering

TEGY

the Plan.

To review the Board’s plans for addressing the unfunded liability.

There should be documentatignMet

to support decisions made with

respect to the direction of th
Plan, including the admission g
new participants to the Plan
premium and benefit rates, an
investment policies.

=~ (D

o <

Recent Plan changes have bgen
supported with extensive analysis by

the Plan’s actuary.

Appropriate actuarial valuation
should be performed when ne

groups are to be admitted to the

Plan.

5 Partially Met

Several groups

mid-1990s.

joined the PI
without actuarial valuations in th

nThe Board of Trustees determined t
e valuations are now required for ne
entrants.

There should be an approvddMet

funding strategy to address th
deficiencies of the Plan.

)

The funding strategy was approved
the Board of Trustees in Decemb

2000.

by

Er

The implementation of thd
funding strategy should bg¢
monitored and its progres
compared with an approve
schedule.

Not met

U

evaluate the effectiveness of the appro
changes. Other aspects of the strat
need to be re-evaluated.

Not all aspects of the funding stratdgy
were implemented. The Board of Trustges
is developing a plan to monitor and

Fay

SECTION C - CLAIMSADMINISTRATION AND APPEALS

Objectives - To assess the control processes for monitoring the claims administration and appeal functions.
To determine how the economy and efficiency of the claims administration and appeal services are assessed.

There should be approve

standards for the provision gf

claims administration and appe.
services.

f Partially Met

1

The Board of Trustees has appro
claim

service standards for

service provider for

have been developed over time.

eS&tandards for these services should

dadministration services which is current
heunder negotiation.

BS

be

5 implemented. The Board of Trustees tjas
administration and appeals, althoughincluded these in the contract for clair
these have not been implementsg
Standards presently used by t
claimg
administration and appeal servic

ns
ly

There should be a process f
monitoring and reporting

brNot met

A system for
evaluating these services is not

monitoring an

i The proposed contract now includ
nbenchmarks for evaluating claim

Bs
s

ct
for

0]

performance against servide place. administration services. Once contrg

standards. negotiations are completed, a system
monitoring and evaluating should K
established.

The contract for claimg Not met The current contract for claimsThere should be documentation to supp

administration and apped
services should be awarded
accordance with procureme
policies and procedures.

- 5 —

administration services was n
awarded as a result of a tenderi

process.

tthe decision not to tender, and to indic
nghat these services provide due regard
economy and efficiency.

ort
hte
for
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Exhibit 7.1 (Cont'd)

Criteria

Assessment

Key Controls and Other
Considerations

Key Suggestions

SECTION D - REHABILITATION SERVICES

Objectives- To assess the control process for monitoring rehabilitation services.
To determine how the economy and efficiency of rehabilitation services are assessed.

Standards for rehabilitation
services should be established
and approved and include time
frames for intervention.

Partially met

Rehabilitation guidelines were
approved by the Board in 1998.
Thereisno formal agreement withthe
service provider specifying the use of
these in rehabilitation services, and
consequently, not all aspects of these
guidelines have been implemented.

Approved guidelines should be
implemented fully. TheBoard of Trustees
has included these guidelines as part of
the proposed contract for claims
administration services. (These services
are currently under negotiation.)

There should be a system for
monitoring and reporting
performance against approved
standards for rehabilitation
Services.

Not met

The approved guidelinesinclude
some benchmarks for performance
evaluation, but asthe guidelineshave
not been implemented fully, there is
no system for monitoring and
reporting performance in the area of
rehabilitation.

The Board of Trustees has approved
service standards.  These standards
include benchmarks against which
rehabilitation services are to be evaluated
on aregular basis. The standards form
part of the contract for claims
administration services.

The contract for rehabilitation
services should be awarded in
accordance with procurement
policies and procedures.

Not met

Claims administration services are
not tendered.

Thereshould bedocumentation to support
the decision not to tender, and to indicate
that these services provide due regard for
economy and efficiency.

SECTION E - INVESTMENT MANAGEMENT

Objectives- To assess the control processes over the performance of investment management functions.
To determineif investment management services are provided with due regard for economy and efficiency.

There should be an investment | Met Thereis an investment policy for the | Ananalysisof therate of return should be
strategy for the Plan which is LTD Plan Trust Fund. performed to ensuretheunfunded liability
based on analysis and Therate of return established for the | of the Plan has been considered fully.
consideration of an appropriate Plan is comparable to the rate used
level of risk. for other Provincial benefits plans.
Investment results should be | Met The investment manager provides
compared with selected information to compare the Plan
benchmarks on a periodic basis. results with those of selected indices

on aregular basis.
The contract for investment [ Not met The services provided by the | Thereshould bedocumentationto support

services should be awarded in
accordance with procurement
policies and procedures.

investment manager are not tendered.

the decision not to tender, and to indicate
that these services provide due regard for
economy and efficiency.

SECTION F - RECOVERIES

Objective -

To assess the system for ensuring the LTD Plan is recovering all amountsto which it is entitled.

There should be a system to
ensure amounts to be received
from third parties are complete
and recovered on atimely basis.

Met

CPPand other possiblerecoveriesare
identified during the application
process.

Beneficiaries should be asked to update
information related to recoveries on a
periodic basis. Theneed for thishasbeen
identified by the LTD Office.
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Exhibit 7.2
N.S. LTD PLAN TRUST FUND
ACTUARIAL VALUATION OF CLAIMS LIABILITY, ASSETS, AND UNFUNDED LIABILITY
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Exhibit 7.3
N.S. LTD PLAN TRUST FUND
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Exhibit 7.4

N.S.LTD PLAN TRUST FUND
SUMMARY OF APPROVED PLAN CHANGES

The following changes were effective May 1, 2002:

»  The definition of disability, which affects the own occupation time-frame, was changed from 30 months to 24
months.

e Eligibility criteria for continued coverage after 24 months was reduced from 80% to 75% of pre-disability garnings.
e Premiums increased with employers and employees continuing to cost share on a 50/50 basis.

e The cap on benefits was raised. Therefore, full premiums must be paid for employees earning up to $120,000 per
year.

«  New LTD claimants will receive benefits equal to 65% of their salary, to a maximum benefit of $3,000 bijweekly.

e Premium contributions and coverage will end 100 days prior to an employee reaching age 60, or after ac¢umulating
35 years of pensionable service, whichever comes first.

*  Annual indexing of benefits will be determined based on the financial viability of the Plan.
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Exhibit 7.5
N.S. LTD PLAN
ACTIVE CLAIMS AS AT SEPTEMBER 30, 2002
S/

|| cardiovascular (12.5%) I Cancers (4.8%)

Eﬂ Mental/nervous (26.8%) . Musculoskeletal (25.0%)

% Other (12.9%) || Accidents (5.5%)

|:| Respiratory (2.9%) E Brain/nervous system (9.6%)
Exhibit 7.6

N.S. LTD PLAN
ANALYSIS OF CLAIMS ACTIVITY FOR THE NINE MONTHS ENDED SEPTEMBER 30, 2002
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8.

HEALTH -
ACCOUNTABILITY OF DISTRICT HEALTH AUTHORITIES

BACKGROUND

8.1 Inrecent years, the health care system in Nova Scotia has undergone considerabl e changes.
The prior structure of four Regional Health Boards and four Non-Designated Organizations was
replaced by nine District Health Authorities (DHAS) and two Provincial Health Care Centres
(PHCCs). Thebasisfor the moveto DHAswasthe 1999 Report of the Task Force on Regionalized
Health Care. TheHealth Authorities Act received Royal Assent on June 8, 2000. The Act provides
for the creation of District Health Authorities, Provincial Health Care Centres and Community
Health Boards (CHBs). Certain sections took effect January 1, 2001 and other sections became
effective April 1, 2001.

8.2  TheDHAswere established effective January 1, 2001 under the District Health Authorities
General Regulations. One of the two PHCCs, the Queen Elizabeth Il Health Sciences Centre, is
governed by the Board of the Capital District Health Authority. ThelWK Health Centre (IWK), the
second PHCC, isthe only organization that does not come under the authority of aDHA. However,
the accountability relationship established by the Health Authorities Act appliesto the IWK aswell.
For purposes of this audit, when we refer to DHAS, the term includes the IWK Health Centre.

8.3  The Act and Regulations include provisions that establish the accountability relationship
between the DHAs and the Department of Health (DOH). The legidation includes required
documents and deadlines for receipt of information by DOH or DHAS.

8.4  DOH'’s budget for grants to DHAs for 2002-03 was $987 million (see Exhibit 8.1 for a three-
year summary of DOH budgeted grants to DHAS). This is divided into four major categories: acute
care; addiction services; public health; and mental health services. The breakdown by DHA is
shown in Exhibit 8.2. For the majority of DHAS, actual expenditures exceeded budget in each of
the last two years. DOH provided deficit funding (2002 - $15.7 oniJIR001 - $41.8 million) to

cover these amounts. For the 2002-03 fiscal year, DOH increased DHA base funding over the prior
year’'s amount by $22.5 million plus $65 million for salary increases.

RESULTSIN BRIEF
85  The following are the principal observations from this audit.

u The Health Authorities Act includes provisions that establish a strong accountability
structure between DOH and the DHAs. Although some of these requirements are
already in place, additional work is needed to enforce all provisions of the Act and
ensure the DHAs comply with legislation and are accountable to DOH.

n The Health Authorities Act requires Executive Council approval of DHA Business
Plans. The Department of Health submits detailed information on DHAS’ planned
initiatives to Treasury and Policy Board for discussion as part of the budget approval
process. DHA funding is approved and documented. We believe that accountability
would be improved if DHA Business Plans were submitted to Executive Council as
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8.6

provided inthe Act, and Executive Council formally approved, with documentation,
DHAS’ planned initiatives in addition to the funding approval. This would help to
clarify the government’s performance expectations for the DHAs.

n The Health Authorities Act requires DHAs to prepare annual reports including
financial statements and reports on performance in achieving objectives. DOH
recognizes the need for a performance reporting framework for DHAs. The
Department has begun to address this issue through the development of potential
performance indicators.

u There is a need for further guidance by DOH with respect to DHAutg
policies. The current policies are not consistentamong DHAs. Comparability would
be enhanced if the Department established accounting policy requirements for DHAs.

u The new Database Management Information System has been a significant
improvement in the Department’s ability to obtain and use relevant information from
the DHAs. Future plans include developing comparative reports.

u The Nova Scotia Health Information System (NShIS) will provide timely health
service information through a centralized computer system database. This project is
a very significant undertaking by the Province and is scheduled for completion by the
end of 2004. The most recent forecast of project costs for NShiS is $57 million. The
steering committee has directed the project manager to reconsider the cost forecast.

u There have been preliminary discussions on the development of a formula for
funding DHAs. DOH management believes that more time and effort is required to
develop the methodology and a formula could not be established in the current year
without more resources. We believe this initiative is worth pursuing as it would
rationalize funding for DHAs.

ScoPe
The objectives for this assignment were to:

- review and assess the accountability structure and performance reporting for the
DHAs; and determine whether there is compliance with related provisions of
legislation and policies;

- review the new Database Management Information System to determine whether
DOH is obtaining relevant, timely information from DHAsS to use in resource
allocation and other decisions;

- review the accounting policies followed by DHAs and related guidance given by
DOH and National MIS Guidelines and determine whether there is a need for further
guidance to achieve compliance with generally accepted accounting principles and
consistency among DHAs; and

- determine status (and planned completion) of the following planned changes
identified in DOH business planning documents: new information systems; funding
formula; and development of policy framework for revenue generation by DHAS in
connection with their provision of non-insured services.
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8.7  Our approach was based on interviews, review of legislation and other documents or
correspondence. The audit criteria were taken from recognized sources such as CICA Criteria of
Control Board’sGuidance on Control, CCAF-FCVI Inc’sSx Principles of Effective Governance,
Health Authorities Act, CICA’$nfor mation Technol ogy Control Guidelinesand Canadian Institute
of Health Information’sGuidelines for Management Information Systems in Canadian Health
Services Organizations.

PRINCIPAL FINDINGS
Accountability, Performance Reporting and Compliance with Legislation

8.8  The Health Authorities Act is a key document that establishes the accountability relationship
between DOH and the DHAs. DHAs are requir€tjtivern, plan, manage, monitor, evaluate and
deliver health services in a health district in accordance with this Act... having regard to policies,
directives and standards established pursuant to this A8éctions 19(a) and (b)) Districts must

submit businessplans, audited financia statements, management | etters, annual reportsand any other
information required by the Minister to the Department.

8.9 Roles, responsibilities and objective®When DHAs were first established, DOH held
education sessions with DHA Boards, management and CHBs and produced a document called

User’s Guide to Health Authorities Attt assist DHAS in becoming familiar with the Act and its
requirements. The development of Health Services Business Plans is a key accountability
requirement for DHAs. Each year since DHAs were established DOH has produced a document -

Health Services Business Plan Requirementhich details the roles and responsibilities of the

parties involved for that year’s business planning process. This document sets deadlines for the
receipt of DHASs’ Health Services Business Plans by DOH, subsequent responses to the plans from
DOH, and the receipt of the final plan by the Department. The deadline establidtealtm
Services Business Plan Requirements for receipt of the 2002-03 business plans by DOH was
originally December 31, 2001, but it was extended to January 11, 2002. DOH granted an extension
to allow DHA Board approval of the plans prior to submission to the Department. This revised
deadline was met by all DHAs.

8.10 Health Services Business Plan Requirements also includes templates for the narrative and
budget portions of the plans. For 2002-03, the templates provided by DOH were used sporadically
throughout the various DHA business plans. Where the templates were not used, the required
information was forwarded to DOH in a different format. Since the DHAs had not been in operation

a full year at the time these plans were prepared, the Department did not strictly enforce its
requirement for completion of templates. In reviewiwglth Services Business Plan Requirements

for 2003-04 we noted that the Department has made the use of templates mandatory. DHAs have
been advised that, if their submission does not comply with template requirements or if supporting
information is not adequate, the submission will be returned to the DHA for correction.

8.11 Once draft Health Services Business Plans have been received by DOH, the plans are
reviewed by the Senior Leadership Team and an evaluation tool is completed. This evaluation tool
is based on criteria such as whether the plan meets operating budget targets established by DOH; the
initiatives identified to achieve these targets are acceptable to the Department; there is evidence of
consideration of CHB plans; the plan includes an outcome measures section; and other criteria. The
evaluation tool is used to assist in the review process and as a reference during the senior group’s
discussions of the business plans. Program directors at the Department also review the Districts’
plans to determine any potential impact on their areas.

8.12 DOH Finance staff prepare a summary sheet for each District that includes budget
information and cost pressures identified in the business plan. A comparative summary of all DHAs
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is also prepared alowing the Department to see the Districts’ initiatives at a glance. These
summaries are updated as budget targets change.

8.13 DOH followed an established process for the review of DHA health services business plans
but in some cases it was difficult to determine if all relevant information had been received from the
DHAs. Submissions for various aspects of the business plan were retained by the staff responsible
for that section. For example, different staff had files relating to budget information, new or
expanded programs, capital plans and so on. One central file for all aspects of the business planning
process for each DHA would ensure all documents have been received from each District and make
It easier to locate documentation when required.

Recommendation 8.1

We recommend that DOH establish a central file for each DHA. Thisfile
should contain all correspondence between the Department and the DHA
aswell as any documents required by legidlation.

8.14 Monthly forecast and variance analysis - An important aspect of accountability is the
preparation of monthly forecasts and related variance explanations by DHAs. The Department
requested that DHAs provide this information 40 days after month end starting with July 31 data.
DOH has not specified dollar or percentage variances but has informed DHAs thejafl “
variances’ should be accompanied by an explanation. A status report on initiatives implemented
is also required. This helps ensure the Department’'s and DHAS’ objectives are met within the
budget targets and initiatives set out in the DHA business plans. Financial advisors at DOH use a
checklist to ensure all DHAs submit the required information on a monthly basis. DOH also reviews
the forecast report and related variance explanations for completeness. If the Department is not
satisfied with a variance explanation, staff follow up with the DHAs to obtain additional information.

8.15 The monthly forecast reports are at a very high level with line items such as acute care
portable, addiction services, public health and mental health services. DOH staff noted that the
DHAs are free to spend their portable budgets as they wish. 89% of DHA budgeted funding for 2003
IS in acute care portable with the remaining 11% in non-portable (i.e., non-transferable) line items.
If necessary, the Department can obtain additional information from the MIS data (see paragraph
8.28) provided by the Districts on a quarterly basis.

8.16 There have been instances where some DHAs have had difficulties providing adequate
variance explanations to the Department. We suggest that DOH and DHAs continue to work
together to improve the monthly variance analysis process.

8.17 Performance reporting - Section 21 of the Health Authorities Act states that a District’s
annual report should includa report on the results achieved by the authority with respect to
performance objectives established for the authority, including those established in an approved
health services business plan for the yeafive of theten DHAsincluded indicatorsin their 2001-

02 annual reports. Theseindicatorsdiffered from DHA to DHA and most did not include established

targets for comparison with the resulting indicator.

8.18 The Canadian Institute for Health Information (CIHI) has 15 financial indicators which are
being tracked nationally and will eventually be reported. DOH participatesin this process. These
indicators are calculated by the Department from the MIS data received from the Districts on a
quarterly basis (see paragraphs 8.28 to 8.36 below for further information on M1Sdata). Currently
these indicators are for informational purposes only and benchmarks have not been established.
DOH informed us it intends to compare Districts, within the Province and nationally, using these
indicatorsin the future.
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8.19 Thereis no consistent performance reporting by the DHASs to DOH beyond the statistical
information to compilethe 15 financial CIHI indicators. Some DHASsdiscussindicatorsin business
plansor provide outcome measuresin annual reportswhile othersdo not. AlthoughHealth Services
Business Plan Requirements and the Health Authorities Act refer to the need for DHAS to report
performanceinformation, DOH hasnot followed up in caseswhere DHA s have been non-compliant
because DOH management believes there is a need to work on aframework for all Districts.

8.20 A draft document has been prepared in an effort toidentify key DHA performanceindicators
useful in the DOH business planning process. This document identifies 36 possible indicators and
discusses potential sources of data. DOH already has the information for some of these indicators.
Thisdocument is still in adraft stage and isintended to form part of the discussion for the 2003-04
business planning process.

Recommendation 8.2

We recommend that DOH continue to develop a framework for
performancereporting by DHAs. Thisshould include measuring common
performance indicators against pre-established benchmarks.

8.21 Compliance with legislation - The Health Authorities Act is akey piece of legidation that

establishesanumber of requirements DHAs or the Department must comply with. Correspondence

from the Department to the Districts throughout the year often refers to relevant sections of the

Lebgi dation. Some of the requirements under the Act have been discussed in paragraphs 8.9 to 8.19
ove.

8.22 TheAct requiresthe Minister to respond to DHA business plan submissions within 30 days
of receiving the plans. For the 2002-03 planning process, the reply to the original submission was
verbal rather than aformal written response. Throughout the process, budget targets changed and
the Districts submitted revised plans based on the new targets. Each timetargets changed and plans
were revised, the Senior Leadership Team met to discuss the revisions. After the final Health
Services Business Plans were submitted by the Districts, DOH complied with the legislated
requirement by responding to these final plans within 30 days.

8.23 Both the Health Authorities Act and Health Services Business Plan Requirements call for
DHAsto incorporate CHB plansin business plans and provide explanationsfor any suggestions not
included in the District plan. With two exceptions, DHAs either noted consideration of CHB plans
in developing the District plan or indicated that CHBs in the area did not have plans ready for
consideration at that time. Although the business plans may not address CHBs specifically, DHAsS
informed the Department that there was collaboration with the community in developing DHA
business plans.

8.24 Section 56(2) of the Health Authorities Act states “The health-services business plan
prepared by each district health authority is subject to the approval of the Governor in Council and
shall not be implemented until the Governor in Council has approvedi®H informed us that
individual District business plans are not approved by the Executive Council. Currently, the
Department of Health submits detailed information on DHAS’ planned initiatives to Treasury and
Policy Board for discussion as part of the budget approval process. DHA funding is approved and
documented. The Department of Health believes that this process satisfies the requirements of
Section 56(2) of the Act. However, we believe that accountability would be improved if DHA
business plans were submitted to Executive Council as provided in the Act, and Executive Council
formally approved, with documentation, DHA planned initiatives intamoto the funding approval.

This would help to clarify the government’s performance expectations for the DHASs.
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Recommendation 8.3

We recommend that the Department submit DHA business plans to
Executive Council for approval asrequired by the Health Authorities Act.

8.25 Section21(2) of the Act requiresDHAsto submit annual reportsto DOH that includeaudited

financia statements and areport on any performance objectives that have been established. The
Department does not have a process for ensuring receipt and review of the DHAS’ annual reports.

As a result, it was sometimes difficult to determine when a DHA had submitted its report. By mid-
October, DOH had received six of the ten DHA annual reports. Over the remainder of our audit,
DOH staff followed up with the remaining four DHAs and received three more annual reports. DOH
staff informed us that one of the annual reports has been delayed due to the opening of a new facility
in that District. A draft of the report is in progress. Although the deadline established by the Act
was not met, nine of the DHAS have fulfilled their accountability requirements by submitting annual
reports. At the time our audit commenced (October 7, 2002), DOH had not followed up with DHAs
regarding the legislated requirement for annual reports by September 1.

Recommendation 8.4

We recommend that DHAs submit annual reports to DOH by September
1 asrequired by the Act. We also recommend that DOH follow up on a
timely basis in those cases where the annual report and other required
items are not received by due dates.

Accounting Policies

8.26 In order to allocate resources to DHAs equitably, the Department of Health requires
comparable financial information from DHAs. This financial information should be prepared in
accordance with generally accepted accounting principles (GAAP) and comply with the CIHI
Guidelinesfor Management Information Systemsin Canadian Health Services Organizations. The

MIS Guidelines include a chart of accounts and guidance on choice of accounting principles. The
Guidelines state that they have been prepared in accordance with GAAP. In some areas where the
CICA Handbook allows a choice of accounting treatments, the MIS Guidelines may make specific
recommendations.

8.27  Need for accounting policy manual - DOH does not have an accounting policy manual for
the DHAs. We reviewed selected accounting policies of the DHAs and noted inconsistencies in the
following areas which could be reduced through consistent application of accounting policies.

n Comparability - DOH staff informed us that the DHAs are aware of the need to be
compliant with GAAP and the MIS Guidelines. Compliance with GAAP is assured
through unqualified audit opinions on the DHAS’ audited financial statements. The
Department does not know if the Districts are compliant with accounting policy
recommendations in the MIS Guidelines. There are situations where GAAP allows
choices among accounting alternatives and the MIS Guidelines may make specific
recommendations. DHAs may not choose the same policies. An accounting policy
manual would enhance comparability.

u Capitalizationthreshold - DOH requires DHAs to have a capital assets policy but has
not specified capitalization thresholds for the Districts. The MIS Guidelines
recommend a capitalization threshold of $1000. Currently, thresholds vary among
Districts.
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n Comparable accounting treatment of specific items- Nine of theten DHAsreceived
deficit funding from DOH for the 2001-02 fiscal year. Through discussionswith the
DHAs, DOH requested that deficit funding bedisclosed in amanner that would show
the deficit prior to thereceipt of such funding. Only two of the nine DHASsreceiving
deficit funding complied with the Department’s request. This leads to a lack of
comparability of the audited financial results for the Districts.

u Summarization of expenses by function - Typical expense presentation on financial
statements includes object categories such as salaries, operating expenses and others.
DOH would like to see all Districts move to the MIS structure of presenting expenses
by function such as nursing, diagnostic and therapeutic. Department staff informed
us of plans to establish a format for DHA financial statements that will address this
iIssue and enhance comparability.

Recommendation 8.5

We recommend that the Department of Health establish accounting
policies and give more direction to the District Health Authoritiesin this
area.

District Health Authority Database Management | nformation System

8.28 As a result of the accountability framework established in Section 21 of the Health
Authorities Act, the Financial Services Division of the Department of Health embarked upon a
review of the financial and statistical information requirements necessary to support the allocation
of health care resources, monitor service delivery and promote fiscal responsibility. This review
culminated in a revised financial and statistical information model termed the Nova Scotia MIS
Database. The standards adopted for this database are frdBuoitleénes for Management
Information Systems in Canadian Health Services Organizations issued by the Canadian Institute

for Health Information. DHAs were consulted throughout the development of this database. We
reviewed the new system to determine whether DOH is obtaining relevant, timely information from
DHAs to use in resource allocation and other decisions.

8.29 Description of system - A third-party vendor was identified to supply a mapping function
utility for all health services within the DHAs in Nova Scotia. This provides for computer
conversion of the DHA customized MIS chart of accounts, both financial and statistical, to a
standard Provincial chart of MIS Accounts without requiring the DHAS to change account structures.

8.30 The financial and statistical month-end actual and budget balances, as recorded in each
DHA'’s general ledger, are transmitted electronically over the world wide web on a scheduled
guarterly basis via the third-party software supplier's website to the Department of Health. At year
end, the DHAs are required to complete a final fifth submission to DOH balancing to the audited
financial results for the year.

8.31 The system performs edit checks at the supplier’s location before submitting the data to
DOH. The DHAs are responsible to submitt error-free data. Any errors must be resolved prior to
acceptance of the submission by DOH. Security considerations such as controlled user access at the
DHA and Department level, controlled vendor access, computerized medical records security and
information transfer security were addressed in the planning stages by the Department. Once the
data is received by the Department, these quarterly files are subject to the security, backup, and

disaster recovery policies of the Department.
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8.32 Thequarterly files are maintained as read-only files and a separate software analytical tool
IS used to analyze and manipulate the information. The software has been used to produce various
ad hoc reports, comparative analyses and information to challenge or support program and funding
requests. Independent review of these reports is completed within the Department.

8.33 Useof information - Conversion of the DHAS’ financial and Statistical chart of accounts
beganin 2001. On April 1, 2002 there were significant changes to the CIHI MIS Guidelines account
structure. This caused a delay in the first quarter data submission for 2002-03 until November 1,
2002. The second quarter submission followed two weeks later. Future data submissions are
planned to meet the expected time lines.

8.34 Satistical data - Statistical data from the DHAs forms part of the quarterly submissions to
DOH. The DHA general ledgers include statistical information collected from other applications
such as payroll, materials management and admissions and discharges. This statistical collection
system is less formalized than that for gathering financial data. While there are some reasonableness
tests and edit checks, the statistical information is not audited to ensure the accuracy of data.

Recommendation 8.6

We recommend that DOH review the systems and controls over the
collection of statistical data and consider whether additional guidanceand
controls are necessary to ensure the data is accurate and comparable.

8.35 Future plans - Future plans include development of standardized comparative reports on
health facility operations to be shared with the DHAs. These reports will include performance
indicators related to services provided, productivity and efficiency, to be used by the DHAs in annual
business planning activities. The Department also has plans to expand the edit checks to ensure
additional information required by CIHI is included in the database submissions.

8.36 The MIS Database has been a significant improvement in the Department’s ability to obtain
and use relevant information from the DHAs. We encourage the Department to proceed with its
future plans to expand the use of the database.

Status of DOH Projects and Planning

8.37 The DOH Business Plan for 2002-03 included the following selected priorities.

u “Develop a policy framework and consistent provincial approach to revenue
generation by DHAs in connection with their provision of non-insured serviges.”
108)

n “Develop a funding methodology for DHAs that ensures equity and consistgmcy.”
29)

n “Continue implementation of the Hospital Information System (hIS) project to satisfy

the need for timely and relevant clinical and management information for evidence-
based decision making.{p. 29)

8.38 Wefollowed up to determine status and planned completion of these initiatives.

8.39 Summary Two of thethree priorities, arevenue generation policy framework and afunding
formula for the DHAS, have been deferred with no completion date. The hIS project remains
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scheduled for completion by the end of 2004. Project costs are expected to be higher than orginally
budgeted with operating costs to remain the same.

8.40 Revenuegeneration policy framework - Thereisapolicy framework for revenue generation
for non-insured services within the DHAs. This framework requires compliance with the Canada
Health Act and consistency across the Province and should be considered in the business planning
process. However, DOH senior management recognize that the policy framework isat avery high
level. Management does not see the development of amore detailed policy framework asapriority
at this time and the project has been deferred with no planned completion date.

8.41 Funding formula - Currently, funding to the DHASs s not based on aformula, but rather on
DHA business plans, targeted funding, efficiency information in the Clinical Services Master Plan,
and historical negotiations. Thisfundingisgenerally portable (i.e., transferable) between programs
and capital, although there are some non-portable areas. The Department and the CEOs had
preliminary discussions on the development of aformulafor DHA funding. A consensus on the
definition of goals and objectives for a funding methodology was not finalized. The project was
reassessed in mid-summer. Management believes that more time and effort isrequired to develop
the methodology. Since this could not be achieved in the current year without more resources the
project was deferred indefinitely.

8.42 Theadequacy of funding for DHAS has been amajor topic of discussion in the Nova Scotia
health sector. For the past several years, the DHAs have incurred significant deficits and DOH has
funded the deficits at year end. We believe afunding formulato rationalize funding allocations to
the DHAs would be beneficial. We acknowledge it would be a mgor undertaking for the
Department and the DHASs but it would assist in ensuring equity within the system.

Recommendation 8.7

We recommend that management establish a project plan and proceed
with development of a funding formula to rationalize funding allocations
to DHAs.

8.43 NShIS- TheNovaScotiaHealth Information System (NShiIS) wasinitiated to providetimely
health service information to healthcare providers, health service administrators, researchers and
others through a centralized computer system database. This system will capture patient
administration and clinical information from facilitiesin DHAs 1 to 8 and provide linkagesto other
systems in use by DHA 9 and the IWK. The records will be available at any of the 34 health
facilities within the Province where the patient may require medical service.

8.44 In June 1999, the Province established a $30 million fund for the implementation of the
NShIS. By March 31, 2001, the Department budgeted $41.6 million capital costs and $32.2 million
operating costs over a seven-year life cycle with an implementation schedule of 36 months.

8.45 The Department contracted a private sector project manager for thisinitiative. A steering
committeeis responsible for monitoring progress, issues and risks as well as the approval of scope
changes, budget and schedule. The project plan includes requirements for meetings and status
reporting which have been generally followed to date.

8.46 Formal statusreportsareprovided by the project manager to communicate accomplishments,
issues, plansfor resolution and next steps. These reportsare circulated to the project owner and the
executive sponsors, who form part of the steering committee for the project. Both the project
manager and the project owner meet every two months with the steering committee and present a
status report dealing with scope, time line, budget, risk management and other items.
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8.47 A finance working group has recently been established to provide year-to-date actual
expenditure information. The project manager, who is a member of this group, provides annual
financial expenditure forecast reports. The finance working group reviews the actual expenditures
and uses that information in assessing the reasonability of the forecast information.

8.48  TheJuly report to the project steering committee indicated the implementation date for the

first DHA had been extended due to concerns surrounding sufficiency of testing days, large number

of staff to be trained and change management activities at the site. The remaining DHAs are to be
implemented concurrently in order to achieve the original completion date. These concerns have

also led to an increase in the project manager’s forecast project costs to $57 million. The steering
committee has directed the project manager to reconsider the forecast project costs. Annual
operating costs are expected to stay the same.

CONCLUDING REMARKS

8.49 The Department realizes that there is work to be done with respect to acdayntab
performance reporting and compliance with legislation and have begun to address these issues.
DOH and the DHAs have accomplished a significant amount since the DHAs were established in
2001. Efforts are now needed to strengthen the accountability structure set out in the Health
Authorities Act by enforcing all requirements of the legislation and ensuring that all information
received from DHAs is comparable.

8.50 The Department is investing significant resources in the development of better information
systems. We support the Department’s efforts to improve information available for decision making.

8.51 Allocation of funds to the DHAs is a complex task as there are many factors to be considered
such as health status of the population, services available in the region, and services obtained from
other regions. We believe that the establishment of a funding formula would help rationalize the
funding allocations and we encourage the Department to proceed with this initiative.
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Exhibit 8.1
DOH'S BUDGETED GRANTS TO DHAs
2000-01 to 2002-03
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DOH'S 2002-03 BUDGETED GRANTS TO DHAs
BY DISTRICT HEALTH AUTHORITY ($ MILLIONS)
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DEPARTMENT OF HEALTH'S RESPONSE

The Department feel sthis chapter isafair representation of the accountability framework between
the District Health Authorities and ourselves. We are pleased for the recognition of our progress
to date, and acknowledge the work still ahead of us. | do note, however, that our original
inter pretation of Section 56 (2pf the Health Authorities Act was somewhat different than the Office
of the Auditor General. We are seeking various opinions on this section which will dictate our
response to Recommendation 8.3.

Thank you for the opportunity to comment on the chapter.
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0.

HEALTH -
PROCUREMENT

BACKGROUND

9.1 Government’s procurement activities are governed by Nova Scotia’s Policy on Government
Procurement (Procurement Policy) and the Government Purchases Act. The policy applies to all
departments, agencies, boards and commissions. The Minister of Transportation and Public Works
Is responsible for promoting and implementing the policy through the Procurement Branch of the
Department.

9.2 The Procurement Policy was issued January 1, 1996 and revised January 26, 2001. It
provides guidelines for procurement in various situations including tendering, sole sourcing and
alternative procurement practices. The objective of the policy statement is to establish and maintain
a high level of confidence in the procurement process by ensuring that all public sector procurement
Is carried out in an open, fair, consistent, efficient and competitive manner. Under certain
conditions, exemptions from the policy’s requirements are permitted. Situations where exemptions
have been approved by a department’s Deputy Minister are required to be reported by the respective
department to the Department of Transportation and Public Works (DT&PW) (see Exhibit9.2). The
policy also requires a report listing alternative procurement transactions to be prepared by the
Procurement Branch and provided to the Minister of Transportation and Public Works.

9.3  During the current year, we performed an audit of the Department of Transportation and
Public Works Procurement Branch (see Chapter 14 of this Report). During that audit, we found
cases where the Alternative Procurement Reports prepared by the Procurement Branch for the
Minister of Transportation and Public Works were incomplete and inaccurate. We also found errors
in recording of procurement transactions in the accounts payable cycle of the Province’s Corporate
Financial Management System (CFMS). The Department of Health (DOH) is the largest
government department and we decided to audit that Department to allow us to gain a better
understanding of procurement practices at the department level. This Chapter presents the results
of our work at the Department of Health.

9.4  During 2002, the Department of Health’'s senior management requested the Corporate
Internal Audit Division of the Department of Finance to review and document the current
Procurement and Accounts Payable processes, to note opportunities for improvement and to provide
recommendations to enhance the efficiency and effectiveness of these processes. We reviewed the
r%port from that review (dated March 27, 2002) and found that it confirmed many of our findings and
observations.

9.5  The termprocurement applies to the purchase of final consumer goods or services and not
such costs as service fees, salaries, grants and assistance. During the period covered by our audit
(approximately 22 months - April 2000 to February 2002), DOH’s procurement of goods and
services amounted to approximately $56 million.
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RESULTSIN BRIEF
9.6  Thefollowing are our principal observations from this audit.

u Wefound severa instances where the Department of Health was not compliant with
the requirements of the Provincial Procurement Policy or itsinterna policies. We
recommend that the Department complete and implement its reorganization of the
procurement function and take measures to achieve compliance with the related
policies.

u In our detailed testing of procurement transactions, we found that 14 of 37 itemsin
our sample were neither tendered nor appropriately exempted under the alternative
procurement practices section of the Procurement Policy.

u Policies require that purchase orders be approved at the time of procurement to
provide proper approval of the transaction and the vendor’s price. We found that
purchase orders are being initiated after the date of purchase rather than before. We
recommend that the Department of Health prepare, approve and issue purchase
orders at the time when the order is placed.

n The Department has not established processes to ensure all alternative procurement
transactions are properly approved by the Deputy Minister, documented and recorded
in the Province’s Corporate Financial Management System, and reported to the
Minister of Transportation and Public Works on a timely basis. We found that the
report to the Minister of Transportation and Public Works was incomplete and
excluded 16 of 26 items we examined which followed alternative procurement
practices at the Department of Health. We recommend that the Department of Health
develop an adequate process to approve, document and report alternative
procurement transactions.

AUDIT SCOPE

9.7  The objectives for this audit were to determine whether:

- the Department of Health complies with the Government Procurement Policy,
particularly alternative procurement practices;

- the Department of Health has a system for approving and reporting alternative
procurement transactions; and

- the reports produced by the Department of Transportation and Public Works
Procurement Branch, on the Department of Health’s alternative procurement
transactions, are complete and accurate.

9.8  The criteria used to evaluate the alternative procurement practices of the Department were
taken directly from the Provincial Procurement Policy and are set out in Exhibit 9.1.

9.9 Wetested a sample of procurement transactions for compliance with procurement policies.
We reviewed invoices, purchase orders, Alternative Procurement Practices Report recommendation
forms and reports. We also interviewed senior management and supervisory staff responsible for
procurement at the Department of Health.
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PRINCIPAL FINDINGS
Organization of Procurement Function

9.10 The Chief Financial Officer has responsibility for procurement within the Department of

Health. The procurement section consists of the Director of Office Services, aprocurement officer

and two others. A recent review by the Department of Finance’s Corporate Internal Audit Division
(see paragraph 9.4) determined that there are problems with the work flow and efficiency during
processing of transactions, and recommended changes to the organizational structure and physical
layout, aligning responsibilities more directly under the accounts payable divisional management.
We support these changes and encourage management to complete the implementation.

Recommendation 9.1

Werecommend that the Department of Health compl eteitsreorganization
of the procurement function.

Lack of Purchase Orders and Purchase Requisitions

9.11 The intention of issuing an authorized purchase order is to provide the supplier with a
description of goods or services to be delivered and terms of payment. The purchase order is an
effective control over the ordering function only if it is prepared during the ordering process. When
goods are received, reference to the purchase order ensures the quantity, quality and price of the
goods being delivered meet the agreed upon criteria. Without a purchase order, there is no
documented record of the agreement between the government and supplier, and no related approval.

9.12 We examined a sample of 37 purchase orders and compared the invoice dates with the dates
of the corresponding purchase orders. We concluded that 30 of 37 of our sample purchase orders
were produced after the date of the invoice. It appears the goods or services in these cases were
procured by telephone or e-mail without a purchase order. The purchase order was prepared after
the goods were received and invoiced to meet a technical requirement in the CFMS system which
enables payment of a supplier only where there is a purchase order. This process does not result in
effective control over the procurement function.

9.13 The Corporate Internal Audit Division at the Department of Finance noted a similar finding

in their report (see paragraph 9.4) which stateid the Department of Health most P(Qmirchase

orders] are generated after the goods/services have been received and the invoice has been
received”. (p. 15)

Recommendation 9.2

We recommend that the Department of Health issue appropriate purchgse
orders at the time goods and services are ordered. The purchase orders
should be properly approved and issued at the time the order is placed.

9.14 In many procurement systems, a purchase requisition must be completed by the individual
reguesting the goods or services. Therequisition isthen forwarded to the procurement officer who
uses it to complete the purchase order. Our tests indicated that the Department of Health does not
complete a purchase requisition in most cases. We believe that such requisitions would help to

ensure that purchase orders are appropriately prepared and used.
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9.15 Completion of purchase orders subsequent to the delivery and invoicing of goods defeatsthe
efficienciesand controls offered through the CFM S procurement module. The moduleincludesthe
ability to record commitments under one contract. The system will automatically track individual
invoices against the purchase order and commitment. If a purchase order is not created at the
appropriate time, the system loses its ability to track the related items.

Extensive Use of Alternative Procurement Exemptions

9.16 Thealternative procurement process beginswhen adepartment and the Procurement Branch
jointly decide there is only one suitable supplier or it is not practical to invite tendersfor that good
or service. Situations deemed unpractical for tendering are listed in Section 8 of the Provincial
Procurement Policy. In all, there are 19 circumstances listed in the Section where aternative
procurement practices could be used for procurement transactions (see Exhibit 9.2). Examples
Include emergencies, compromising confidentiality, goods and services only supplied by one
supplier and exceptionally advantageous circumstances.

9.17 TheProcurement Policy requirestherequesting Deputy Minister or equival ent to recommend
alternative procurement practices in specific cases. The 1996 Procurement Policy required the

Deputy Minister to seek approval fromthe Prioritiesand Planning Committee. TheJanuary 26, 2001
Procurement Policy eliminated the previous requirement and requires the Procurement Branch and

the requesting department to jointly identify the best means of satisfying the need. Once agreed, the
reguesting department and Procurement together must seek approval to proceed from the requesting
department’s Deputy Minister. Latitude also exists in cases of non-agreement for the Deputy
Minister to approve the alternative procurement. The approval is to be documented by completing
an Alternative Procurement Practices Report form which requires the signature of the Deputy
Minister, and forwarding a copy to the Procurement Branch.

9.18 Our audit found that the Department of Health is not compliant with the requirements of the
Province’s Procurement Policy dealing with alternative procurement practices. We tested a sample
of 37 procurement transactions totaling $26.2 million. Of the 37 items, 11 ($2.9 m) were tendered
through the Department of Transportation and Public Works, 12 ($22.2m) were supported by
properly authorized Alternative Procurement Practices Report forms and 14 ($1.1m) were neither
tendered nor supported by such Report forms.

9.19 The Alternative Procurement Practices Report form should be completed prior to purchase
to ensure proper approval by the Deputy Minister of a deviation from the Procurement Policy. We
found that 5 of 12 forms were not completed until after the purchase was made and the invoice was
received.

9.20 The most commonly cited reason for following alternative procurement practicétowas
ensure compatibility with existing technologySuch an exemption is sometimes required in an
Information Technology environment where the continued use of certain software or hardware is
essential to the continued operation of adepartment. However, aternative procurement should not

be used to increase the amount purchased from a supplier who originally won the proprietary
position through atender. This may be an indication that the tender did not adequately cover the
requirements of the project. Further, this practice means subsequent purchasesfrom the proprietary
vengor Weitljl not be subject to a competitive process and there is no assurance that value for money

is obtained.
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Recommendation 9.3

We recommend that the Department of Health ensure that exemptions
under Section 8 of the Procurement Policy (i.e., Alter native Procurements)
are appropriately approved and documented on an Alternative
Procurement Practices Report form prior to placement of the order for
goods or services. The completed forms should be submitted to the
Department of Transportation and Public Works.

I nadequate Reporting from DOH to DT&PW

9.21 The Procurement Policy states that the Deputy Minister is responsible to ensure that all
Departmental procurements are properly documented and recorded in the Province’s Corporate
Financial Management System. All alternative procurement transactions are required to be reported
to the Minister of T&PW on a regular basis.

9.22 As noted in paragraph 9.18 above, we found that only 12 ($22.2 million) of 26 ($23.3
million) alternative procurement transactions tested were supported at the Department of Health by
properly authorized Alternative Procurement Practices forms.

I nadequate Reporting to the Minister of T& PW

9.23 The Department of Transportation and Public Works is charged with the responsibility of
reporting all of the Province’s alternative procurement transactions to the Minister of T&PW.
According to the Government Purchases Act, the Minister of T&PW is responsible for all purchases,
but certain duties are delegated to the Departmental Deputy Ministers. The reporting is a key
accountability mechanism.

9.24 Ourauditincluded a comparison of alternative procurement transactions recorded within the
Department of Health with those reported by DT&PW. We found the report produced by DT&PW
to be incomplete and inaccurate. Only 10 ($1.1 million) of 26 alternative procurement practices
transactions tested were included on a report completed by DT&PW.

9.25 DOH Procurement and DT&PW Procurement Branch personnel are in regular contact as the
Procurement Policy requires considerable collaboration on procurement activities and sharing of
documents. However, we found that the Department of Health does not receive a copy of the
Alternative Procurement Practices Report prepared by the Procurement Branch for the Minister of
DT&PW. We believe the Department of Health should receive this report and review it for
completeness and accuracy.

Recommendation 9.4

We recommend that the Department of Health regularly receive a copy of
the report prepared by the Procurement Branch of the Department of
Transportation and Public Works for the Minister. The Department of
Health should review the report for completeness and accuracy.

9.26 Under Section 13 of the Provincial Procurement Policy, Procurement Branch staff, the
Department of Transportation and Public Works, through Corporate Internal Audit of the
Department of Finance, and the Auditor General all have authority to complete an audit on all
procurement activities. Procurement Branch staff do not have a formal audit program and presently
only perform reviews on some procurement transactions. Internal audit have completed an audit of
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the current procurement/accounts payable processes versus the processes recommended under
CFMS. Neither the Procurement Branch nor Internal Audit have audited alternative procurement
practices and the completeness and accuracy of the Alternative Procurement Practices Report
produced by DT&PW.

Recommendation 9.5

We recommend that the Procurement Branch and/or Corporate Internal
Audit perform periodic audits of exemptions under Section 8 of the
Procurement Policy (Alternative Procurement transactions) at the
Department of Health to assist the Department in achieving compliance
with the Procurement Policy and to assist DT&PWin preparing complete
and accurate reports.

CONCLUDING REMARKS

9.27 The Procurement Policy clearly states that the “Government of Nova Scotia is committed
to...being accountable for procurement decisionS§bod accountability requires proper approval

of exemptionsunder Section 8 - Alternative Procurement Practices, and reporting to the Minister of
Transportation and Public Works according to the Policy. The Department of Health needs to
Improve its practicesin this area

9.28 The Province has extensive policies in the procurement area, and the Corporate Financia
Management System incorporates many good control features. These controls are only effectiveif

they are applied properly. We found instances where the Department of Health was not compliant

with either the Department’s own internal procurement policies or the Provincial Procurement
Policy. Similarly, purchase orders were not properly used to control all purchase transactions.

9.29 During the year, the Department of Health requested the Corporate Internal Audit Division
of the Department of Finance to perform a review of its purchasing practices. This is evidence of
the Department’s desire to improve practices in this area. The Department has indicated that it plans
to address all of these issues and we encourage management to do so expeditiously.
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Exhibit 9.1

1
2)

3)

4)

5)

6)

7

8)

9)

AUDIT CRITERIA

Departmental procurement polices should be consistent with the Provincial Procurement Palicy.
Applicable provisions of the Government Procurement Policies should be complied with by departments.

There should be a process to enable management to monitor and ensure that al procurements made by the
Department are properly documented and recorded inthe Province’s Corporate Financial Management Syg

There should be a system to ensure that reviews of procurement transactions are carried out on a
timely basis by the Department.

All alternative procurements should be reported to the Procurement Branch.

For alternative procurements, there should be an approved recommendation from the Deputy Minig
requesting Department (post January 26, 2001), or an approved recommendation from Priorities ang
Committee (post January 1, 1996).

tem.

regular and

ter of the
Planning

Alternative procurement processes should meet the circumstances described in Sections 8.1 to 8.19 of the

Government Procurement Policy (see Exhibit 9.2).

An alternative procurement practices report should be completed by the Procurement Branch on are
and forwarded to the Minister of T&PW.

The Procurement Branch alternative procurement report should be complete and accurate.

gular basis
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Exhibit 9.2

EXTRACT FROM PROVINCE OF NOVA SCOTIA POLICY
ON GOVERNMENT PROCUREMENT
JANUARY 26, 2001

8. Alternative Procur ement Practices

Departmentswishing to make use of an Alternative Procurement Practice, with the exception of an emergency situation,
are to consult with the Procurement Branch to identify the most appropriate means by which to proceed with the
satisfaction of the requirement. If in agreement, the Department and Procurement Branch will make ajoint request to
the Deputy Minister of the requesting Department who will then approve or reject the recommendation. In caseor cases
of a disagreement between the Department and the Procurement Branch the Department may present the proposed
Alternative Procurement to their Deputy Minister for consideration and decision.

It is the Deputy Minister’s responsibility to ensure that all procurements made by their Department are
documented and recorded in the Province’s Corporate Financial Management System.

Procurement processes other than those described in this policy statement may be used in circumstances s
described below. Such processes are not to be used for the purpose of avoiding competition or to discrimir]
specific suppliers. Each instance requires the prior approval of the appropriate Deputy Minister. These circ
are:

properly

uch as those
ate against
Limstances

8.1 an unforeseeable situation of urgency or emergency where the good, service, or construction requirenjent cannot

be obtained by means of open procurement procedures

8.2 a situation where tendering could reasonably be expected to compromise government confidentia
economic disruption, or otherwise be contrary to the public interest

8.3 to ensure compatibility with existing products; to recognize exclusive rights, such as exclusive
copyright, and patent rights; or to maintain specialized products that must be maintained by the ma
or its representative

8.4 where, for technical reasons, there is an absence of competition, and the goods or services can be s
by a particular supplier and no alternative or substitute exists

8.5 the procurement of goods or services for which there is a statutory monopoly that is controlled by g

8.6 the purchase of goods on a commodity market

8.7 work to be performed on or about a leased building, or portions thereof, that may be performed o
lessor

8.8 work to be performed according to the provisions of a warranty or guarantee

8.9 the procurement of a good or service to be developed in the course of and for a particular contract fo

lity, cause

licenses,
nufacturer

upplied only

supplier

hly by the

r research,

experiment, study, or original development, but not for any subsequent purchases
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Exhibit 9.2 (Cont'd)

8.10

8.11

8.12

8.13

8.14

8.15

8.16

8.17

8.18

8.19

the purchase of goods under exceptionally advantageous circumstances such as bankruptcy or receivership, but
not for routine purchases

the procurement of original works of art

the procurement of subscriptions to newspapers, magazines, or other periodicals

processes that foster the devel opment of minority businesses
processes that foster the development of sheltered workshop programs
goods intended for resale to the public

goods and services from persons with disabilities, philanthropic ingtitutions, or through employment equity
programs

services of expert witnesses, specifically in anticipation of litigation or for the purpose of conducting litigation
medical services for personsin the care and custody of the Province

procurement of goods or services from another level of Government
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DEPARTMENT OF HEALTH'S RESPONSE

While the Department generally agrees with the findings of this chapter, | would like to comment
on progress the Department has achieved in this area.

First of all, it is apparent to the management of the Department that the findings from our
procurement process wer e the result of lack of under standing of provincial procurement policy as
opposed to disregard to the policy. To eiminate this situation the Department is developing a
Procurement Training Modulewith staff of the Department of Transportation and Public Wor ksthat
clearly identifies the roles and responsibilities for line staff with the Department of Health, the
Procurement Section of the Department of Health, and the Procurement Section of the Department
of ngmsportation and Public Works. Staff training sessionswill begin prior to the last quarter of
2002/03.

The Department would also like to note that we have completed Recommendation 9.1; the re-
organization of the procurement functions. Aswell, it isour belief that as a result of our progress
to date, and the above introduction of the training module, we will be fully compliant with the
Provincial Procurement Policy.

Thank you for the opportunity of commenting on this chapter of your report.
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10.

HEALTH -
HOME CARE NOVA SCOTIA

BACKGROUND

10.1 The Department of Health has a concept of continuing care based on an integrated system
of health, social and personal servicesintended to support the health and well-being of individuals
with an identified need. Home care services are part of thisintegrated system.

10.2 Home Care Nova Scotia (HCNS) has been in operation since June 1, 1995. Itsmissionisto
“deliver an array of servicesto assist Nova Scotians of all ages who have assessed unmet needsin
order that they can achieve and maintain maximum independence while living in their own homes

and communities.” This array of services is planned to include chronic, acute, palliative,
rehabilitative, self-managed, pediatric and extraordinary assistance home care.

10.3 At the present time, only chronic and acute home care services are provided to all Nova
Scotians. Chronic home care is for clients who are convalescing, chronically ill or disabled. The
program has stated maximum limits for services to be provided. Chronic home care clients are
generally entitled to a maximum $2,200 per month for combined cost of services and medical
supplies. Acute home care is for individuals with acute episodic illnesses who may be treated safely
and effectively within the home. Clients are generally entitled to a maximum combined cost of
$4,000 per month, or $2,000 for the first 15 days for services and medical supplies. A palliative care
pilot project is currently operating in northern areas of the Province.

10.4 The majority of all the nursing, home support and home oxygen services for Home Care
Nova Scotia’s programs are delivered by service provider agencies. In certain parts of the Province
where third-party service providers are not available, services are provided directly by HCNS staff.
The Victorian Order of Nurses (VON) is the major supplier of third-party nursing services in the
Province, while home support services are provided by a variety of home support agencies, including
the VON. With the exception of home oxygen service providers, all of these service provider
agencies are not-for-profit organizations.

10.5 There are various agreements between the Department and third-party service providers. The
VON contract requires the Province to pay for nursing services on a fee-for-service basis. Home

support agencies are funded by the Department on the basis of a line-by-line budget. User fees
collected by agencies for home support services provided to HCNS are netted against agency
budgets. Clients are not charged for nursing services.

10.6 The integrated system of health, social and personal services includes programs other than
home care. These programs - residential care facilities, community residences, small options homes,
adult protection services, administration of the in-home support program and the Senior Citizens’
Secretariat - were transferred from the Department of Community Services to the Department of
Health to facilitate the delivery of this integrated continuing care system.

10.7  With this shift in delivery of programs, the Department of Health has undergone numerous
organizational changes since our last audit in 1996. Staff are no longer dedicated solely to Home
Care. Home Care operations are provided by Continuing Care staff who are also responsible for
other programs which form part of the integrated system of health, social and personal services.
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10.8 The government committed to introduce a process of Single-Entry Coordinated Access
(SEA) to home care and long-term care services. Thisinvolves the development of a single entry
process which includes intake, assessment, placement and case management. The process is
Intended to ensure appropriate and timely access and placement for Nova Scotians who need these
services, matching assessed needs to the most appropriate service. The Department of Health
established SEA test sitesin October 2000 intwo District Health Authorities (DHAS) and rolled out
SEA Province-wide in the first quarter of 2002-03.

10.9 Home care program expenditures relating to client services have almost doubled in the past
five years (see Exhibit 10.1). During the same time period, caseloads continued to grow at a
significant rateaswell (see Exhibit 10.2). Inaddition to theincreasein overall patient numbers, the
percentage of acute care patients has aso been increasing, from 7% in 1996-97 to 19% in 2000-01
(see Exhibit 10.2). Y ear-end statistics for 2000-01 show costs of over $81 million for a casel oad of
over 25,000 clients. The primary costsinclude servicesfor nursing care, home support services and
home oxygen supply (see Exhibit 10.3).

10.10 Thereis no single piece of legidation covering home care or continuing care. The Co-

ordinated Home Care Act and Homemakers’ Services Act are over 12 years old and are no longer
relevant because of program changes. New legislation, a Continuing Care Act, is being planned.

10.11 Our audit was conducted during the period from September 2001 to May 2002. Home Care
Nova Scotia was last audited by our Office in 1996. A number of recommendations flowed from
that audit and an update on the status has been included in the scope of our current audit (see
paragraph 10.51).

RESULTSIN BRIEF

10.12 The following are the principal observations from this audit.

Home Care Nova Scotia’s costs have increased dramatically over the past five years.
To understand these cost increases, it is important for DOH to monitor costs and
develop formal explanations for statistical and financial variances from prior year and
current year expectations. We recommend improvements to this process.

To enhance the accounil#tly relationship with contracted service providers, specific
performance targets should be documented in service provider contracts and an
assessment of performance against these targets should be made prior to contract
renewal.

The Department is conducting some audits of agencies but the target of auditing each
agency annually is not being met. We have suggested that the scope of audits be
enhanced to include the user fee collection process.

The contract rates currently being paid to the VON for nursing services are based on
1996 levels and have been recognized by Department management to be insufficient.
Year-end reconciliations to adjust funding to the VON'’s actual costs add a level of
complexity to the funding arrangement that could be avoided. The Department
should establish an updated rate for nursing services which would facilitate the
budgeting and forecasting of these costs.

The Department of Health has not used a competitive procurement process to acquire
nursing and home support services for this program. Although the Deputy Minister
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hastheauthority to approvealternative procurement processes under the Government
Procurement Policy, an exemption has not been documented and reported as
required. We recommend that the Department comply with the Policy.

u The Department attempted to rationalize home support agency funding with the
development of new funding guidelinesfor 2001-02. These new funding guidelines
areasignificant step forward in attempting to provide funding on a consistent basis
for al agencies. We recommend that, in conjunction with implementation of the
guidelines, the Department review and assess exi sting control sto ensurethat services
paid for arevalid and authorized by HCNS, and that deficits funded are attributable
only to HCNSwork, and not aresult of poor management practices by the agencies.

u We recommend the Department prepare strategic and operational plans for Home
Care Nova Scotia to ensure a common understanding of the program’s future
direction, and serve as a guide for program management.

AUDIT SCOPE
10.13 The objectives of this assignment were to:
- review and assess the:

- external accountability relationship between the Department of Health/Home
Care Nova Scotia and contracted service providers; and

- internal relationships within the Department of Health and Home Care Nova
Scotia,;

- determine whether controls, systems, policies and practices in the areas of
procurement of services and products, service delivery and user fees provide for
compliance with policies, and due regard for economy and efficiency; and

- review the status and applicability of the recommendations from our 1996 audit of
the program.

10.14 The audit criteria were taken from recognized sources including the Canadian Council on
Health Services Accreditation@andards for Comprehensive Health Services; the Office of the
Auditor General of CanadaFnancial Management Capability Model; the Canadian Institute of
Chartered Accountants Criteria of Control Boar@sidance on Control; the Organization of
Economic and Cultural DevelopmenBsst Practice for Charging for Government Services; and

Home Care Nova ScotiaSandards for Quality Service Edition 3 and Policy and Procedure
Manual.

10.15 The general criteria used in our review are summarized as follows.

n There should be formal contracts with service provider agencies and a protocol for
reviewing and signing contracts.

u Service provider arrangements should be in accordance with government
procurement policies.
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u The contracted agency should provide client services as set out in the Policy and
Procedure Manual.
| There should be a clear, documented rationale for the client fee rates chosen and the

full cost of the program should be determined. Fees should be collected in an
economic and efficient manner.

PRINCIPAL FINDINGS
Planning

10.16 TheDepartment rolled out the Single Entry Coordinated A ccess(SEA) system Province-wide
in 2002-03. Both the clinical performance indicators captured through SEA, and cost and service
level information recently introduced for annual financial planning and monitoring are expected to
provide input to future strategic planning. Current Branch management recognize the need for
adequate strategic planning to better manage the program and comply with the Federal-Provincial
initiative on reporting of health performanceindicators. According to HCNS management, factors
contributing to thelack of strategic planning include Departmental reorganizations, restructuring of
Branch npanggement, explosive program growth, information systems and administrative staff
resource levels.

10.17 Theprogram doesnot have documented strategic or operational plans. Anadequate planning
framework wouldincludelonger-range strategi ¢ planning and annual operational planswhichwould
set out the actions required in the short term to achieve the long-term plan.

10.18 Thedeficiency in planning for Home Care Nova Scotia was discussed in paragraph 3.73 of
the 2001 Report of the Auditor General. The 2001 Report indicated that, when devel oping the 2001-
02 budget for home care, a proposal was put forth to eliminate light housekeeping with aresulting
cost reduction of $3.5 million. The budget was approved by government based on the assumption
of light housekeeping being eliminated. As of November 2001, light housekeeping had not been
eliminated and the Department seemed unclear about whether there had been direction from
government to eliminate this program component.

Recommendation 10.1

We recommend that the Department of Health prepare strategic and
operational plans for Home Care Nova Scotia to ensure a common
understanding of future direction, and to serve as a guide for HCNS
management.

Arrangements with Service Providers

10.19 VON funding arrangements - The contract under which VON Nova Scotiaprovides nursing
services dates back to 1994 and expired on April 1, 1996. The per visit rates used to cal cul ate semi-
monthly paymentsto the VON are still the same asthe contract which expiredin 1996 (RN - $41.47,
LPN - $30.66). Each month the VON provides a summary of the number of actual RN and LPN
visits made for that particular month. These actual visits multiplied by the old contract rates, plus
alump sum top-up amount of $80,000, comprise the amount of the semi-monthly payment.

10.20 The Department recognizes that the contract rates used to calculate the semi-monthly
payments do not reflect the actual costs incurred by the VON to provide the services. Increasesin
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nursing wages, acuity levelsof patients, and larger territoriesrequiring VON coverage, have caused
the contract rates to be insufficient. Department management has advised us that, due to these
increased costs, the decision was made to fund 80% of the VON deficits after adjustments for the
cost driversindicated above. Theredoesnot appear to beany formal documentation defining exactly
how this deficit isto be calculated. Department management indicated that by not funding 20% of
the VON deficits, the VON should be motivated to maintain its cost efficiency.

10.21 Attheend of each fiscal year, the Department reviewsfinancial information provided by the
VON to determine the dollar value of the VON deficit to be funded. For the 1999-2000 fiscal year
the difference between the original contract rates and the actual costs for the VON to provide the
services was calculated to be $2.9 million. This$2.9 million included $1.4 million for wage parity
costs, $.7 million for new territory costsin excess of the contract rates, and $.8 million for the VON
deficit, of whichthe Department funds 80%. Some of thisamount was advanced during theyear and
the final settlement paid to the VON after netting previous payments was $240,222. At thetime of
writing this Report, the calculation of additional funding requirements for 2000-01 had not been
finalized by the Department asit had not yet received all therequired financial information fromthe
VON.

10.22 We reviewed the process used to calculate additional VON funding. Based on our review
of relevant documentation and discussions with Department management, the cal culation appears
to be consistent with the Department’s intentions as described to us.

10.23 Although HCNS is the VON'’s primary client in Nova Scotia, the various branches provide
services to clients other than HCNS. Included in the calculation of additional funding to be provided
to the VON is an allocation of the administrative costs of the various branches between HCNS and
other clients. The Department reviews this allocation for reasonableness using the the VON'’s
audited financial statements. Although this allocation is reviewed by the Department, funding
provided based on such an allocation introduces a level of subjectivity to the process and increases
the risk that the Department may be paying for expenditures unrelated to HCNS clients. In addition,
extra payments to assist VON cash flow problems and adjustments to reflect negotiated settlements
make the accurate monitoring and forecasting of program expenditures more difficult. Up-to-date
contract rates for RN and LPN visits would eliminate the need for such subjective allocations and
possibly eliminate the need for extensive reconciliations at year end.

10.24 At the time of our 1996 audit of Home Care Nova Scotia, we understood the Department’s
plan for the Home Care Program was to devolve it to the Regional Health Boards. At the time, the
Department was reluctant to negotiate a new contract with VON Nova Scotia which might not meet
the needs of the various Boards. It was expected that the Home Care Program would be devolved
to the RHBs in 1999. The explanation provided by HCNS for the current expired contract with VON
Nova Scotia is similar to the one provided in 1996. Department management is currently working
toward devolution of the Home Care Program to the District Health Authorities, but no time line has
been established.

10.25 The monthly VON nursing visit summaries are supported by detailed invoices for each client
which include all of the procedures performed on that client for that month. These invoices are
supplied to the Regional HCNS offices where Care Coordinators currently review every invoice to
ensure that the visits made have been authorized by HCNS. These invoices, which number in excess
of 300,000 annually, are then sent to the Department where the number of authorized visits are
compared to the actual visits paid for the same time period to ensure that the Department is only
paying for visits that have been authorized.

10.26 We reviewed the Department’s comparison between actual visits paid and visits authorized
for the 2000-01 year. Although the comparison indicated that there was an insignificant difference,
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the comparison did not include visits for the Halifax region for a seven-month period between
September 2000 and March 2001 (the VON claimed 31,109 RN and 34,449 LPN visits during that

time period.) In the fall of 2001, these invoices had still not yet been received by the Department’s
Finance section. Management has indicated that they are aware of the delays in receiving invoices
and are currently taking corrective action.

Recommendation 10.2

We recommend that the Department of Health review the current process
for approving payment of invoices for nursing services. The approval
process should ensure that all services paid were authorized by Care
Coordinators, and all information necessary to complete the verification
should be available on a timely basis.

10.27 When reviewing the analysis of paid visits to approved visits, our Office requested
information from HCNS staff to explain why the ratio of RN visits to LPN visits was not consistent
among the various regions. Northern Region information provided by HCNS managementindicated
that there were 10,000 more RN visits than LPN for 2000-01 (see Exhibit 10.4). All other regions
for the same time period had more LPN visits than RN. HCNS management provided plausible
explanations for the differences but could not provide any details supporting the explanations.
Explanations of variances are especially important because of the escalating costs of the Home Care
program.

Recommendation 10.3

We recommend that the Department of Health prepare comparisons of
Home Care Nova Scotia financial resultsand performance information to
expectations, standards, and prior year figures for the program as a
whole, and also among regions. Any resulting variances should be
investigated and explained to ensure that program costs are properly
under stood and managed.

10.28 Home support agency funding - Home support agencies are provided annual funding. The
basis for funding is the prior year's approved budget. The prior year’'s budget is adjusted for
estimated increases in service utilization (12% for 2001-02), expected user fees and an additional
adjustment to fund the prior year’s deficit or claw back any surplus funding. As indicated in the new
home support funding guidelines (see paragraph 10.30 below) the Department intends to no longer
fund agency deficits starting in the 2002-03 year.

10.29 Payments are made to agencies on a semi-monthly basis. Department management has
indicated that agency deficits are funded because the Department controls the flow of new patients
into the program and the home support agencies are required to provide the volume of service at
whatever level is required.

10.30 The actual annual approved level of funding is calculated by HCNS regional staff and
approved by the Department through its budget process. Department management has indicated that
there is very little documentation supporting the deficit calculations for the various agencies in the
past. Due to this lack of documentation, it is difficult to determine if the deficits funded have been
calculated consistently. Department management has indicated that it is aware of this situation and
has developed new guidelines to be used for the regions when determining funding levels. These
new funding guidelines are designed to make funding more consistent and improve financial
information to be used in the budgeting and forecasting of program expenditures in the future. The
Department has indicated that deficits will no longer be funded.
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10.31 Department management indicated that most of the funded home support agencies provide

services primarily to HCNS clients but there are exceptions. Some of the agencies do provide

similar services to non-HCNS clients as well. The risk of funding these organization’s deficits,
similar to the VON, is that a portion of the defiainfled may relate to services provided to non-
HCNS clients. In the past the Department has required these agencies to provide financial statements
in an attempt to identify the portion of expenditures unrelated to HCNS. Department management
has indicated that these statements were not always received on a timely basis and in some cases did
not provide adequate information regarding other sources of income and expenditures to determine
the proper allocation. In these cases there is a real risk that some portion of the funding provided
by HCNS was not related to HCNS clients. The new funding guidelines require that audited
financial statements be provided by July 31 of the following year.

10.32 Traditionally the Department has required home support agencies to provide monthly reports
on operations. This information included budget to actual comparisons for revenues and certain
expenditure categories. The monthly reports also included operational statistics including the actual
direct hours of service for the month, year-to-date, and forecasted to year-end. Home support
agencies are not required to provide invoices showing the actual services provided to each client to
HCNS staff for review and approval.

10.33 The Department has attempted to rationalize home support agency funding with the
development of the new funding guidelines for 2001-02. These new funding guidelines are a
significant step in attempting to provide funding on a consistent basis for all agencies.

Recommendation 10.4

We recommend that the Department of Health, in conjunction with
implementation of itsnew home support agency funding guidelines, review
controls over funding to home support agencies. The controls should be
sufficient to ensure that payments are made only for authorized services,
and that any deficits funded are not the result of poor management
practices or services unrelated to HCNS

10.34 Service provider performance measurement - We examined a sample of service provider
contracts with the VON, home support agencies (including the funding guidelines), and home
oxygen suppliers. All clearly indicated the responsibilities of each of the contractual partners
including the requirement to provide specific reporting of certain financial and operational
information. Contracts also included a requirement to comply with HCNS policies, procedures and
standards of care.

10.35 Specific performance and quality improvement expectations in respect to efficiency and
effectiveness of operations have not been established for each service provider. We believe that the
Department, in conjunction with service providers, should establish quality and performance
expectations and that the service providers’ results against these expectations should be assessed
prior to contract renewal. Clearly-defined performance expectations along with agency audits as
discussed in paragraph 10.41 should provide for a more complete assessment of service provider
performance.

10.36  Compliancewith Government Procurement Policy - The Department of Health has not used

a competitive process to acquire nursing and home support services for HCNS. VON Nova Scotia
has been providing nursing services for this program since HCNS came into operation. The contract
expired on April 1, 1996. VON Nova Scotia continues to provide the nursing services under the
terms of the expired contract. HCNS routinely issues renewal contracts with home support agencies

for the provision of HCNS home support services.
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10.37 Althoughthe Deputy Minister hastheauthority to approvealternative procurement processes
under t_h%éSovernment Procurement Policy, the exemption has not been documented and reported
asrequired.

10.38 The procurement of home oxygen service providers conforms with the Government
Procurement Policy.

Recommendation 10.5

Werecommend that the Department of Heal th review the arrangementsfor
acquisition of nursing and home support services for Home Care Nova
Scotia. The Department should comply with the Gover nment Procurement
Policy and either subject these servicesto a competitive process, or seek
the required approval for an exemption. The Department should also
determine whether future contracts should be Province-wide or whether
each DHA should haveresponsibility for its own arrangement. Contracts
should include clearly-defined performance expectations and require
reporting of achievement.

Standards for Quality Serviceto Clients

10.39 Poalicy and Procedure Manual - Home Care Nova Scotia maintains a Policy and Procedure
Manual which documents the main policies and procedures of the program. It is expected that the
manual will facilitate and promote consistency in the delivery of core services across the Province
and provide a framework for the regional implementation of home care and the development of
regional procedures as the program matures. The manual isupdated as policies and procedures are
implemented or revised.

10.40 Compliance with administrative standards - We reviewed a small number of client filesto
determine whether there was compliance with HCNS documentation and administrative standards
established for client services and records. We found no significant discrepancies.

Program and Service Evaluation

10.41 Complianceaudits- HomeCareNovaScotiapoliciesprovidefor anaudit of service provider
agenciesto determine whether agencies are complying with HCNS policies and procedures. These
audits are to be performed on aregular basis according to a predetermined schedule. Department
management indicated that each agency should undergo a compliance audit in each fiscal period.
Thistarget is not being met.

10.42 Agency auditing tool - To facilitate conducting agency compliance audits, HCNS has
devel oped an agency auditing tool which includes standards against which agency compliance can
be measured. The most recent edition of the agency audit tool became effective in 1999 in
preparation for an accreditation survey by the Canadian Council on Health Services Accreditation
(C|2CHSA) in 2001 of the Home Care Nova Scotia Program. This accreditation survey did not take
place.

10.43 Inmany cases, conducting agency compliance auditsis the single most effective method of
determining compliance with HCNS policies and procedures. As part of the compliance audit, the
auditor examines client files, agency systems and documentation to ensure that the agency is
providing serviceasauthorized by HCNS,; that thetime spent providing the serviceisconsistent with
the time authorized; and that the actual visit and tasks performed are properly billed to HCNS. If
used in an appropriate manner, the agency audit tool would be an effective control to ensure that the
agencies comply with HCNS standards.
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10.44 In November 2001, we reviewed the most recent compliance audits conducted on the 32
service provider agencies. Our review indicated 4 audits (13%) conducted since April 1, 2001; 7
(22%) conducted in the 2000-01 fiscal year; and 21 (65%) being conducted prior to April 1, 2000.

10.45 More than half of the agency compliance audits were conducted prior to April 1, 2000.
Home Care staff indicated there are several reasons for failing to conduct agency audits according
to the predetermined schedule such as workload including non-audit related responsibilities and
difficulties establishing mutually agreeable audit schedules with the service provider agencies.

Recommendation 10.6

We recommend that the Department of Health assess its objectives for
agency audits, the associated risks, and resources available. The
Degartment of Health should develop and implement a plan for agency
audits.

10.46 Performance indicators - As at the date of the audit, no performance indicators had been
developed for the program. HCNS management has indicated that it plans to make use of the
information captured using the new automated MDS Assessment tool to begin to develop
performance indicators and report on program performance. This new MDS Assessment tool
p(ra%\clii des Client Assessment Protocols used by Care Coordinators in making decisions on patient
needs.

Client Fees

10.47 Through the service provider agencies, Home Care Nova Scotia provides nursing services

to clientsfor no charge, home support services for $8 per hour to a monthly maximum of $480 and

home oxygen servicesto amaximum monthly fee of $180, depending on clientincome. See Exhibit

10.5 for areproduction of Schedule 1 - Home Care Fee Determination Tables 2001-02. All feesare

gol lected from the client by the service provider agency and offset the agency expenditures funded
y HCNS.

10.48 AtthepresenttimeHCNSdoesnot haveproceduresin placeto ensurethat Care Coordinators
calculate client fees properly and home support agencies exercise appropriate collection effort. The
Department of Health has estimated that only 6% of home support services generate aclient fee, as
the mgjority of clientsfall below income thresholds.

10.49 The fees charged to the client are not intended to recover the full cost of providing the

service. Thereis no charge for nursing services. The rationale for the home support and home

oxygen fees is based on the client’s ability to pay and on a maximum amount subjectively
determined by HCNS to be an appropriate charge. HCNS has not attempted to determine the full
cost of providing nursing, home support and oxygen services.

10.50 There is no schedule for reviewing client fees. Client fees and monthly maximums were last

reviewed in April 2000 in response to a Department of Health initiative exploring options for
reducing the expenditure budget.
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Recommendation 10.7

We recommend that the Department of Health include client fees and
collection practicesin the scope of itsagency audits. We also recommend
that the Department performregular comparisons of thefull costsof home
support and oxygen services to the fee schedul e to ensure that the charge
isappropriate.

Follow-up to 1996 Audit

10.51 Chapter 7 of the 1996 Report of the Auditor General included anumber of recommendations
for HCNS. Exhibit 10.6 includes the major recommendations from that audit and the Department
of Health’s comments with respect to current status.

10.52 Although many recommendations have been implemented, some have not been acted upon
by the Department. The most significant of these is that VON Nova Scotia still provides services
without a contract. The new Agency Audit Tool put in place effective January 1999 addresses some
of the concerns we had in 1996 as shown in Exhibit 10.6.

Internal Audit Findings Follow-up

10.53 As part of our audit procedures we reviewed and followed up on findings included in the
Department’s internal audit reports relating to the operations of HCNS since the date of our 1996
audit. Based on our discussions with management and review of relevant documentation, all
significant findings reported have either been adequately addressed or are no longer relevant.

CONCLUDING REMARKS

10.54 Nursing services acquired from the VON have never been subjected to a competitive
procurement process and the contract expired in 199&eking competitive proposals would
provide assurance that services are acquired at a reasonable cost. We recommend that the
Department comply with the Government Procurement Policy by calling for competitive proposals
for nursing services, or seek a formal exemption under the appropriate section of the policy. The
Department apparently plans to devolve the HCNS program to the District Health Authorities at
which time the DHAs would determine how the service will be delivered in their districts, within

the policies and standards established by the Department of Health. The DHAs would also be
required to comply with the Procurement Policy or seek an exemption.

10.55 HCNS'’ costs have increased dramatically and the majority of HCNS program expenditures
relates to payments made to third-party service providers. Therefore, control over program
expenditures and quality of care depends to a large degree on the Department’s ability to ensure that
the service providers are providing services consistent with HCNS requirements at a reasonable cost.
We believe the Department needs to make significant improvements in the management of service
providers. Setting performance targets for service providers, reporting on performance, and the more
effective use of agency audits are key steps to enabling the Department to better monitor these
relationships in the future. We acknowledge that the Department has identified some problem areas
and has begun to take steps to address them.
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Exhibit 10.1
HOME CARE NOVA SCOTIA COSTS
1997-98 to 2001-02
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Exhibit 10.2
HOME CARE NOVA SCOTIA CASELOAD STATISTICS
1996-97 to 2000-01 (in 000's)
30
% 25 —
©
c
B 20 _—
3
<
= 15 —
=1
S 10 -
2
& s -
0 \ \ \ \ \
1996-97 1997-98 1998-99 1999-00 2000-01
[} Acute Care [ ] Chronic Care

Source: Department of Health



180 HEALTH - HOME CARE NOVA SCOTIA

Exhibit 10.3

HOME CARE NOVA SCOTIA COSTS
2001-02 Budget
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Exhibit 10.4
HOME CARE NOVA SCOTIA
PAID NURSING VISITS BY REGION 2000-01 (in 000's)
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Exhibit 10.5
Schedule 1
EXTRACT FROM HOME CARE FEE DETERMINATION TABLES 2001-02
Client Income Category Table
Income Family Size

Annual 1 2 3 4 5 6 7 8
$0 to $15,720 A A A A A A A A
$15,721 to $31,440 B A A A A A A A
$31,441 to $36,672 C B A A A A A A
$36,673 to $41,904 D C B A A A A A
$41,905 to $47,136 E D C B A A A A
$47,137 to $52,368 F E D C B A A A
$52,369 to $57,600 G F E D C B A A
$57,601 to $62,832 G G F E D C B A
$62,833 to $68,064 G G G F E D C B
$68,065 to $73,296 G G G G F E D C
$73,297 to $78,528 G G G G G F E D
$78,529 OR MORE G G G G G G F E

Personal Care/Home Support Services/Home Oxygen Services
Fee Determination Table 2001-02

Home Care Client Income Charge per Hour Maximum Monthly Monthly Home Oxygen
(Code-from above table) Client Fees Client Fee Charge Services Fee
A — — —
B $8 $80 $60
C $8 $160 $120
D $8 $240 $180
E $8 $320 Not eligible
F $8 $400 Not eligible
G $8 $480 Not eligible
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Exhibit 10.6

HOME CARE NOVA SCOTIA
FOLLOW-UP ON STATUS OF RECOMMENDATIONS FROM 1996 AUDIT

Paragraph

Recommendations from 1996 Audit

Status per Department of Health

7.31

DOH has started working in partnership with the
RHB’s to define service delivery options. DOH is
undertaking some changes and RHB’s will continue
to pursue any number of options to secure nursing
services necessary for delivering the program.
Although we understand DOH does not want to
lock itself into a contract situation which may not
meet the needs of the regional health boards, we
believe the current contract rate should be
reviewed to ensure it provides the most economical
means of obtaining nursing services. To control
costs between now and April 1999, DOH should
explore other options for delivery and funding of
nursing services to determine if costs can be
reduced.

Department’s business review process
addressed these issues. Services provided
under same arrangements while minimizing
service provider costs.

7.35

We noted that the letter provided to home support
agencies indicating their budget allocation for the
year does not specifically require adherence to
Home Care Nova Scotia policies and procedures,
and it does not contain an audit provision. We
recommend these features be incorporated into any
agreements with service providers. We also
recommend that DOH explore other options for
delivery and funding of home support services to
determine if costs can be reduced.

Mentioned specifically in Letters of
Understanding with agencies and business
review process addressed these issues.
Services provided under same arrangements
while minimizing service provider costs.

7.38

There is an informal Peer Review system at Home
Care Nova Scotia which allows Care Coordinators
to receive feedback as to the appropriateness of
their assessments. We believe this system should
be formalized and include a periodic review of
selected Care Plans to ensure the appropriate
provider has been authorized, and to ensure
volunteer services have been appropriately
considered.

Informal process formal

documented processes.

augments

7.38

There are documented time frames for completion
of assessments for clients entering Home Care
Nova Scotia through discharge from hospital or
upon referral to Home Care Nova Scotia by a
physician. These individuals are contacted by a
Care Coordinator within 3-4 days of admission into
Home Care Nova Scotia. We noted that there are
standard response times for contacting clients who
access Home Care Nova Scotia through the 1-800
number. We believe standards should also be
established for the initial assessment of clients
entering Home Care Nova Scotia, and for the
reassessment of existing clients.

Initiated in 1998 and not completed, but is
now reorganized in broader context of SEA.
MDS-HC when implemented recommends
quarterly assessments.
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Exhibit 10.6 (Cont’d)

Paragraph

Recommendations from 1996 Audit

Status per Department of Health

7.38

Some Chronic Home Care clients are charged for
home support services. The maximum charges for
home support services are $6 per hour to a
maximum of $360 per month. There is no charge
for nursing services for Chronic Home Care of
Home Hospital Care clients. Home Hospital Care
clients are also not charged for medication and
supplies related to their acute condition. Chronic
Home Care clients are not charged for supplies
during nursing visits. Individuals who require
nursing services through Home Care Nova Scotia
are automatically eligible for home support
services which may be billed. Home support
services only are available to others who meet
financial criteria. Policies state that “low risk
individuals who require only cleaning and laundry,
who are financially able to make provision for such
service, are ineligible for admission to the
program.” We believe that this policy is not
specific enough and that the term “financially
able” should be more clearly defined.

Policy area is under review at present and the
fee schedule is one of the key areas of
review. SEA policy committee to review.

7.38

Home support charges to clients are based on
Canada Assistance Plan income guidelines.
However, clients are not required to provide any
proof of income. The policy manual notes that
income inquiries need not be made of individuals
who are willing to pay the maximum home support
fee per month ($360).

A system should be implemented by Home Care
Nova Scotia to verify clients’ income to external
sources.

Not all Care Coordinators have direct on-line
access to computers. In future, may be a
consideration. At present, we request to see
copy of Income Tax return and use line 236
figure.

7.48

Agency audits were performed for the first time in
mid-1996. We were informed that the purpose of
this first attempt at agency audits was to familiarize
both the auditors and the agencies with the concept
of testing compliance to standards. Contracts with
these agencies do not presently include a provision
for these audits to take place and we recommend
that Home Care Nova Scotia obtain the proper
authority.

VON contract not revised. Same one still in
effect.

7.52

The Agency Audit Tool should provide guidelines
for the number of client and personnel files to be
examined during the audit.

Considered, but not documented in Tool.
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Exhibit 10.6 (Cont'd)

Paragraph

Recommendations from 1996 Audit

Status per Department of Health

7.52

The Agency Audit Tool should require that the
documentation be examined for completeness and
accuracy. For example, the required
documentation for one standard is a supervision
schedule. Checking for existence of the schedule
is not sufficient. The Tool should require the
auditor to review the schedule to determine
whether all service providers have been observed,
or will be observed, by the agency supervisor
while performing their duties in a client’s home.
The standard should also be expanded to indicate
whether the Supervisor has observed that the care
giver is providing only those services authorized
by the Care Coordinator.

Documented in Audit Tool Edition 3 -
Standard 9.1 - Indicator 9.1.6 and page 18.

7.52

One of the finance standards requires the auditor to
ensure all services billed to Home Care Nova
Scotia have been provided by employees of the
agency; all services invoiced have been provided;
and that the agency complies with Home Care
Nova Scotia program guidelines and its contractual
obligations or funding agreements in connection
with the submission of invoices. This standard
presently applies only in nursing agencies. The
standard should be reworded so that it is applicable
to home support agencies as well.

Documented in Audit Tool Edition 3 - 5.3.3,
Standard 5.2, and applies to all - see page 9
definition of agency.

7.53

We reviewed audit files and/or reports resulting
from the 31 agency audits conducted to date. The
results of agency audits are reported to the
Director of Home Care Nova Scotia and to DOH
senior management. There is a requirement to
follow-up on the recommendations made to the
agency as a result of the audit within three months
of the audit. Follow-up procedures have not taken
place to date and we recommend that these be
performed during the next round of agency audits.

Spelled out in development/refinement of
audit process, Edition 3 of Audit Tool.

7.56

The linkage between the survey questions and the
objectives of the program was not strong....We
recommend that survey questions and other
evaluation methods be designed to relate to specific
program objectives.

Use professional(s) to survey and develop.

7.64

Home support agencies provide monthly reports to
Home Care Nova Scotia regional offices. The
reports indicate the total number of service hours
for Home Care Nova Scotia clients although they
are not broken down by service hours per client.
The service hours are not verified to service hours
per the care plan and we recommend this be done
as part of the agency audits as noted in paragraph
7.52.

Documented in Audit Tool Edition 3 -
Standard 9.1 Indicator 9.1.5 and Standard
5.3 Indicator 5.3.3
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11.

HEALTH -
NOVA SCOTIA HEALTH RESEARCH FOUNDATION

BACKGROUND

11.1 The Nova Scotia Health Research Task Force, established in 1996, reported that health
research in Nova Scotiawas “severely disadvantaged”Although “pockets” of research existed,
Nova Scotiawasimpaired because the Province had no “coordinating mechanism'and a shortage
of funding. The Task Force recommended establishing a research foundation. The Nova Scotia
Health Research Foundation Act received Royal Assent on December 3, 1998 and was proclaimed
inJanuary 2000. TheFoundation becameanucleusfor acollaborative andintegrated health research
community in Nova Scotia. The Board of Directors consists of at |east ten persons appointed by
Executive Council after consultation with and receipt of nominations from health agencies, health
charities, health professional bodies, the health research community and the public.

11.2 Thelegidation sets out three main purposes of the Foundation:

- fostering heal th research throughout the Province by assisting, collaboratingwith and
funding individuals and organizations (universities and hospitals) conducting
research;

- increasing public knowledge and awareness of the Foundation and its benefits; and

- studying matters, consistent with the priorities identified by health boards,
government, institutions, and individuals, and reporting its findings to the Minister.

11.3 Inaddition, the Foundation offers workshops, devel ops collaborative programs, and fosters
discussions with researchers.

11.4 The Foundation offerstwo types of grants, operational and personnel support, in four areas.
Administration is limited to a maximum of 15% of expenditures. Regulations set limits on the
amount of research expendituresin the four areas as follows:

u 40% medical research

u 15% health outcomes

u 15% health services

u 15% health public policy

11.5 Exhibits 11.2 and 11.3 show actual grants by purpose for 2001-02, along with the target
purposes specified in the Regulations.

11.6 The Foundation funds its capacity-building programs as well as the operational expenses
from the 15% allocated to administration. In its first two annual award competitions, operating
grants were for building research capacity and provided initial support to aresearcher or program
for the first one or two years prior to the researcher seeking continuing support from an agency
providing research funding for alonger term. Personnel grants are for research in accordance with
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the Foundation’s objectives and are used to support Masters or PhD students training under a
researcher, aponsor, with a full-time appointment in a Nova Scotia academic institution. Research
project grants are currently available for up to three years.

11.7 Interested applicants must compete for funding grants. Since the Foundation began
operations in January 2000, two competitions have resulted in grant awards of more than $9 million.
The Foundation receives funding to pay the grants from the Department of Health.

11.8 All grant applications are reviewed by Peer Review Committees. The role of these

committees is to review and assess the scientific merit of all applications, and decide on which
projects are suitable for funding. The Committees are governed by a set of guidelines very similar
to the rules and regulations of the Federally-funded Canadian Institutes of Health Research (CIHR).

11.9 In addition to holding its own competitions, the Foundation also supports the Canadian
Health Services Research Foundation’s (CHSRF) research initiatives through the matching grants
program. The purpose of the matching grants program is to provide partnership support for
established Nova Scotia researchers to secure national research grants. The Foundation provides
matching funds for Nova Scotia researchers successful in the open grants competition held by the
CHSREF. The Foundation provides up to 40% of the funds required. The Foundation’s contributions
to Federal matching initiatives totaled $156,275 in 2000-01 and $483,954 in 2001-02. The
Foundation provides $500,000 annually to support the Regional Partnership Program of CIHR. This
program usually provides 25% of the funding, to match 25% secured by the researcher and 50%
provided by CIHR. Other matching funds are provided as the budget allows.

11.10 The Foundation also became responsible for administering Canadian Health Services grant
funds of $113,378. The funds were transferred from the Department of Health and are restricted to
support the Canadian Health Services Research Foundation’s (CHSRF) open grants competition.

11.11 The Foundation is administered by a 12-member Board and employs three staff.

11.12 Section 15(a) of the Auditor General Act gives the Auditor General the authority to perform
broad scope audits of agencies of government. This was our first broad scope audit of the
Foundation. Public accountants audit the annual financial statements of the Foundation and have
iss(ljjed unqualified audit opinions to the Directors of the Foundation for each of the two fiscal periods
to date.

RESULTSIN BRIEF
11.13 The following are the principal observations from this audit.

u The Foundation’s review and approval of applications is based on established criteria
and a peer review process. The Peer Review Committee is comprised of individuals
possessing the necessary skills and experience.

n The Foundation’s strategic planning initiative should be completed, including
establishment of performance targets and measures. These measures and targets
should be used as the basis for performance reporting. In addition, the three-year
plan should be completed and submitted to government as required by the Health
Research Foundation Act.
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n To improve accountability for granted funds, formal agreements setting out the
conditions and responsibilities of each party should be required and signed by the
Foundation, the sponsoring institution and the grantee.

n Our audit testing revealed that grant payments to sponsoring institutionsin the first
two competitions did not require ethical approval by a duly-constituted institutional
research ethicscommittee prior to rel ease of fundsto theinstitution. The Foundation
has modified the funding requirementsto include ethical approval prior to release of
funds to the administering institution.

u Thereisaneed for the Foundation to improve its practices for monitoring theresults
of grant expenditures. We recommend that the Foundation require the sponsoring
institutionsto certify that the grant funds have been expended in amanner consistent
with the requirements of the Objectives and Guidelines.

u The Health Research Foundation does not have a written investment policy. We
recommend that the Board approve aninvestment policy to provide guidancefor staff
and professional investment advisors when investing Foundation funds.

u The Department of Health is currently forwarding its annual funding to the
Foundation before the funds are required to be disbursed to grant recepients.
Although the Foundation is investing these excess funds, we recommend that the
Department of Health reconsider itstiming of the payment of the annual grant to the
Foundation to provide for a better matching with the cash flow needs of the
Foundation.

u The Foundation requirestwo signatureson chequesin amounts greater than $50,000,
but only one signature for lesser amounts. We recommend that two signatures be
required for all cheques.

u During the 2001-02 Estimates process, the Department of Health requested approval
from central government of a $5 million budget for the 2001-02 grant to the
Foundation. This amount was based on the Foundation’s submission to the
Department. The government only approved $2.5 million which was the same as the
budget approval for the prior year. For two consecutive years (2000-01 and 2001-
02), government included only $2.5 million for the grant to NSHRF in the Estimates,
but the actual grant was $5 million each year. We recommend that the government
appropriately budget the grant to NSHRF based on operational plans, legislative and
other commitments and historical experience.

AUDIT SCOPE
11.14 The objectives for this assignment were to:
- review and assess the Health Research Foundation’s strategic planning procedures;

- review and assess the accountability framework of the program;

- review and assess whether grant applications were evaluated and processed in
accordance with the established policies and procedures and whether practices

followed were appropriate;
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- assess the Health Research Foundation’s monitoring procedures with regard to
continuing eligibility;

- assess the Health Research Foundation’s disbursement procedures; and

- review and assess the Health Research Foundation’s financial management
procedures with respect to investing activities.

11.15 Our approach included interviews, review of documents, and detailed testing of a sample of
grants from both the 2000-01 and 2001-02 competitions.

11.16 The criteria were taken from the Office of the Auditor General of Canada and Treasury Board
of Canada Secretariat publications:

- Modernizing Accountability Practices in the Public Sector, a joint paper by the
Office of the Auditor General of Canada and the Treasury Board Secretariat, 1998;

- A Framework for Identifying Risk in Grant and Contribution Programs, the Office
of the Auditor General of Canada, in collaboration with Industry Canada, 2000; and

- Policy on Transfer Payments, Treasury Board of Canada Secretariat, 2000.
11.17 Other sources of criteria included the Health Research Act and Trustee Act

11.18 The general criteria used in our review are summarized as follows.

u The organization should have a plan for the future, monitor progress in achieving the
plan, and take corrective action as required.

u Accountabilities and responsibilities should be clearly defined.

u There should be controls over grant approval, disbursement and monitoring
processes.

u Investment policies and procedures should be established.

PRINCIPAL FINDINGS
Accountability

11.19 The objectives of the Foundation are set out in legislation. The legislation also sets out limits
for expenditures as noted in paragraph 11.4, but does not specifically outline accomplishments
expected.

11.20 The Foundation has established a mission statement. In addition, the Foundation
commissioned a survey to measure the awareness and importance of health research to Nova
Scotians, which illustrates the Foundation’s desire to clarify the role it should assume in Nova
Scotia’s health research community. The Foundation has a number of planning initiatives as set out
in Exhibit 11.1 and considers these to be long-term in nature. Operational requirements arising from
the first two competitions impacted the Foundation’s ability to complete formal long-term plans.
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11.21 Inan accountability relationship, it is important that each party’s roles and responsibilities
are well understood and agreed upon, and that there is reporting on the entity’'s performance in
discharging its responsibilities. The Health Research Foundation Act defines the Foundation’s
reporting responsibilities and the Foundation has tabled an annual report as required. In addition,
the Foundation has complied with Section 4 of the Act by submitting its annual budget. However,
the Foundation has not yet complied with Section 13 of the Act which requires the submission of
a “three year plan of{the Foundation’s]proposed activities, including amounts estimated to be
necessary for its financial-support programs and administrative support”

11.22 The Foundation’s financial statements do not include a comparison of actual and budgeted
results for the year. This would increase accountability for performance in achieving the financial
plan.

11.23 The Foundation has gone through only two competitions for grants, and only one of those
competitions was with a permanent Board and management. Most grants have a minimum two-year
research time period. As aresult, itis too soon in the process for reporting on program performance.
However, in order to measure the success of the programs, the Foundation needs explicit, well-
understood and agreed-upon criteria. Such measures do not currently exist. These should flow from
the strategic planning initiative. The Foundation has done some strategic planning through
development of Ends Policies and we encourage management to continue its efforts in this area.

11.24 The Foundation requires all grantees to submit a progress report after the first year of
research. The progress reports are used to measure performance on an individual project basis.
Because the Foundation’s goals are not yet developed at the program level, the overall performance
of program goal achievement is not measured. We suggest the Foundation consider the need for
better program performance reporting. This recommendation is consistent with the need to proceed
with a strategic planning process.

Recommendation 11.1

We recommend that the Foundation continue its efforts to implement a
strategic planning initiative, and submit a three-year plan as required by
the Act. The Foundation should report its performancein achieving plans
and targetsincluding a comparison of actual to budgeted financial results
and reporting of program performance.

11.25 One of the Foundation’s objectives is to increase public knowledge and awareness of the
Foundation and its benefits. The Regulations require 5% of administration funding to go to public
awareness. In attempting to achieve this, the Foundation’s grant applications and guidelines are
posted on the Foundation’s website and are more widely disseminated at the institutions which are
likely to be the source of applications. As well, the Peer Review Committee members are selected
from these same institutions and this creates awareness of opportunities in the community. The
Foundation budgets 7% of administration for communication and public awareness which is slightly
in excess of the Act requirement of 5%.

Application Assessment and Adjudication

11.26 Candidates submit applications to the Foundation office and the pertinent information is
recorded in a database. Assessment is completed by a peer review committee. However, before
grants are awarded, applications are reviewed by internal and external referees whose role is to
thoroughly review and rate the application based on Foundation criteria. Before the peer review
committee meets, reviewers receive all applications and are required to be familiar with the
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objectives of the projectsand the applicants’ experience. The final assessment takes place at a peer
review committee meeting where internal reviewers announce their ratings and present the specific
assessment of the application. Comments of the external referees are also addressed. Finally, an
overall rating is awarded by the committee; the grant amount is suggested; and the term of support
for the grant determined. This information is then provided to the Executive Director who brings

it forward as a formal funding recommendation to the Board of Directors for approval. Following
such approval, successful applicants are informed by mail.

11.27 It is important that more deserving projects are funded at an appropriate level. The peer
review process scores applications and funds the applicants with the higher scores first. This process
is consistent with national standards set by CIHR and CHSRF and provides assurance that quality
research is being conducted and grant monies are achieving the best possible results for each dollar.
The peer review committee members are selected for research excellence and the breadth of
knowledge and maturity of judgment to ensure grants are effective in achieving the goals of the
Foundation. The committee composition also represents all health research themes related to the
Foundation’s mandate: medical; health services; health outcomes; and health policy. The
Foundation has adopted the peer review guidelines of the CIHR which management indicates are
widely considered the scientific standard for Canada.

11.28 To enhance applicant confidence in the process, the individual members of the peer review
committee must meet a high minimum standard. Members are selected based on their ability to
obtain continued extramural peer-reviewed grant support for a research program. This represents
a standard of excellence in the scientific community. To assist in preserving a high standard of
confidence in the application process, the Foundation adopted a Code of Conduct to govern the
behavior of its members. Committee members must also avoid conflict of interest by excusing
themselves from discussions about granting funds to members of the same institution or others with
whom they have a relationship that could be perceived as bias.

11.29 The committee must have a breadth of knowledge and expertise to be able to make decisions
on the wide range of research topics eligible for grants. To achieve this members are selected from
a range of research areas and relevant methodologies. While it would be effective to have an
established service term, the Foundation has no such policy currently, but plans to move toward a
term approach based on input and advice from current review committee members.

11.30 Predetermined assessment criteria for applications are essential to the credibility of the
program. To ensure criteria are known to all applicants, the criteria must be made public and, to
ensure freedom from bias, the criteria must be applied consistently. The grant application and review
process is clearly described in the information provided to applicants. Application information is
on the Foundation’s website and in the Foundation’s Research Funding Program Guide.

11.31 The Executive Director and Foundation staff provide significant administrative guidance to
the Board and peer review committee. Staff understand the eligibility criteria and pre-screen
applications for eligibility under the Foundation’s non-scientific criteria before accepting
applications or distributing grant funds. Our testing of a sample of files found no instances where
ineligible applicants had received funding.

11.32 Staff do not verify details to ensure applicants’ information is reliable and complete. Instead,
the Foundation relies on the institution to verify and sign that the submitted information is accurate.
We were advised of one occurrence of an applicant being approved for funding where information
included on the application was erroneous. The erroneous information was detected and the
applicant was removed from the competition process. To ensure that applicant information is
complete, accurate and reliable, we suggest that the Foundation consider requiring relevant
documentation from the funded institutions. By comparing applicant information to documents such
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as researcher résumeés and employment confirmations, the Foundation could ensure that the
application information is reliable.

11.33 The Peer Review Guidelines require the Peer Review Report to cdatdormal
recommendationfor the budget amount that is“consistent witH the] scientific recommendations”
In our testing of a sample of research grants, we found alack of detail within grant files and notes
of scientific officers to document how committee members arrived at the recommended funding
amount. The Foundation has recognized the need for better documentation at the peer review level.
All scientific officers are now required to fill out a peer review summary form to document all
pertinent information discussed at the peer review meeting.

11.34 When funds pass from one party to another, there should be an agreement between the two

parties detailing the responsibilities of each. The Foundation presumes the application to be the

formal agreement binding the applicant to the Foundation’s Research Funding Program Guide if the
grant is awarded. No additional reminders or agreements are signed. It is assumed the applicant
agrees with, and will abide by, the Foundation’s rules as a condition of making the application.

Recommendation 11.2

We recommend that, for all grants awarded by the Foundation, there be
a formal agreement signed by the Foundation, the sponsor and the
grantee, and that a copy be maintained by the Foundation. The agreement
should set out the payment terms and the sponsors (institutions) should
sign that they will comply with established funding requirements. In
addition, the Foundation should adopt proceduresto verify compliance.

11.35 This would ensure that all parties are aware of the conditions and will fulfill the
responsibilities associated with the award.

Disbursements

11.36 An important component of financial management is a sound disbursements process. Such
a process would include adequate internal controls and procedures to ensure grant funds are
distributed to recipients efficiently, as approved, and as funds are required.

11.37 The Foundation’s disbursement process is initiated upon Board approval of the grantee’s
application. All sponsoring institutions sign the application and thereby accept responsibility to
administer funds in accordance with the Foundation’s guidelines and objectives. Research grants
are disbursed in annual installments. All funds are then sent to the sponsoring institution’s finance
department for disbursement to researchers.

11.38 When issuing grant payments, the Foundation’s administrative assistant ensures that the
amount is correct by vouching cheques to the Board-approved amounts. This verification procedure
is an important control. However, insufficient detail is accompanying cheques for signing. We
suggest that every grant cheque be supported by the formal budget recommendation and the
approved motion for funding from the Board of Directors.

11.39 There are national ethics guidelines relative to use of humans, animals and laboratory
biosafety. The grant applications include worditingit any research carried out with funds from

the Foundation will have the approval of a duly-ddanged institutional research ethics committee”.

Our audit testing of a sample of research grants indicated the Foundation disbursed initial grant

payments to sponsoring institutions without ensuring ethical approval was granted.
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11.40 For thefirsttwo competitions, the Foundation placed theresponsibility of ethical compliance
with the researcher and the funded institution. By signing the application, applicants and
administrators agreed that the research would be carried out with respect to ethical guidelineslisted
in the guide. Requirements have been modified. Future grant disbursements are to be released at
the ingtitutional level only after grantees fulfill the condition of ethical approval.

11.41 The Foundation relies on the sponsoring institutions’ finance departments to disburse the
grants to all recipients. To improve disbursement and cash management procedures, as noted in
recommendation 11.2 above, we suggest that the Foundation set out the payment terms and have the
institutions sign that they will comply. The Foundation should also adopt procedures to verify
compliance.

11.42 Cheques greater than $50,000 require two signatures, but only one signature is required for
lesser amounts. The requirement for two signatures on all cheques is a standard internal control.

Recommendation 11.3

We recommend that two signatures be required for all cheques.

Monitoring

11.43 An effective monitoring program would ensure grants are in compliance with Regulations
and are used for the intended purpose. The Foundation’s Objectives and Guidelines require annual
and final performance reports on each project to be provided by the grantee. The Foundation
provides reports annually on the amounts and types of research funded.

11.44 The Foundation relies entirely on the monitoring controls in place at the finance departments
of the sponsoring institutions. There are no processes or controls in place at the Foundation level
to provide assurance funded institutions are complying with the Objectives and Guidelines signed
by the institution at the time of application. As noted in recommendation 11.2 above, we
recommend improvements in controls over expenditures.

11.45 The Foundation requires annual and final project performance reports from grantees. Both
reports are to contain a summary of research and financial activity during the funded term. The more
detailed information is reviewed by the Executive Director from the perspective of achievement of
the stated timelines and progress as outlined in the original application. Lack of achievement of the
timelines or progress is addressed by direct contact with the research team. Further, the sponsoring
institution is also notified and subsequent funds release is not to occur until the situation is rectified.

11.46 The progress reports submitted by the grantees are the only information received by the
Foundation for review and assessment of the financial activities at the institutions. Annual financial
reports from the institutions’ finance departments would provide evidence as to whether funds are
being distributed appropriately by the institutions.

11.47 The Foundation currently monitors both operating and personnel grants in basically the same

way. The personnel progress reports are accompanied with a report from the supervisors indicating
whether progress is acceptable.
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Recommendation 11.4

We recommend that the Foundation improve its monitoring of grant
recipientsby requiring thesponsoring institutions’ finance departments to
submit annual financial reports of grant expenditures.

I nvestment Activities/Financial Management

11.48 TheHealth Research Foundation doesnot have awritteninvestment policy. Webelievethat
such a policy would assist the Board in fulfilling its stewardship responsibilities.

11.49 The Foundation currently uses the services of an investment advisor to reduce risk and
maximize the rate of return. The Foundation’s investing initiatives have generated a return similar
to the Provincial borrowing rate.

Recommendation 11.5

We recommend that the Board approve an investment policy to provide
guidance for staff and professional investment advisors when investing
Foundation funds.

11.50 The Department of Health’'s 2001-02 budget request submitted to central government for the
Foundation amounted to $5 million, based on the Foundation’s submission to the Department. The
government approved $2.5 million, equal to the prior year's approved budget. There were no
directions to the Department or the Foundation on how to achieve this objective. The 2001-02 actual
grant was $5 million, which was equal to the prior year. For two consecutive years (2000-01 and
2001-02), government included only $2.5 million for the grant to NSHRF in the Estimates but the
actual grant was $5 million each year. We suggest a more realistic approach be taken with regard
to the budgeting of this expenditure line item. The Foundation needs to be aware of its funding level
well in advance of the competitions.

11.51 The Department of Health currently distributes annual funding to the Foundation in two equal
installments; the second installment is very near fiscal year end. Funding is received before the
Foundation is required to disburse the grant payments. The Foundation invests the funds received
until required. The Department of Health should reconsider its timing of the payment of the annual
grant to the Foundation to provide for better matching with the cash flow needs of the Foundation.

Recommendation 11.6

We recommend that the gover nment appropriately budget the grant to the
Nova Scotia Health Research Foundation based on operational plans,
legislative and other commitments and historical experience, and that the
grantdbe disbursed on a basis which matches the cash flow needs of the
Foundation.

Financial Statements

11.52 We reviewed the Foundation’s accounting policies for compliance with generally accepted
accounting principles. Although the financial statements comply with generally accepted accounting
principles for non-profit entities which use restricted fund accounting, we believe that disclosure
could be enhanced through provision of more detail surrounding transactions in the restricted fund.
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Currently the source of support for grants (the Province of Nova Scotia) is not shown and the grants
issued are disclosed assingle lineitem with no further detail. Provision of a Statement of Revenues
and Expendituresfor the Restricted Fund, asdescribed inthe CICA Handbook, would result in better
financial statement disclosure.

Recommendation 11.7

Werecommend that the Nova Scotia Heal th Resear ch Foundation provide
a Statement of Revenues and Expenditures for the Restricted Fund in its
financial statements.

CONCLUDING REMARKS

11.53 TheFoundation has progressed in all areassinceit became operational in January 2000. We
have made a number of recommendations to assist the Foundation to improve control over its
operations. The Foundation should also continue to develop its strategic plan and submit a three-
year plan to government as required by the Act. In addition, the Foundation should work towards
better performance measurement and reporting both for individual projectsand the Foundationitself.
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Exhibit 11.1

A LOOK AHEAD

(Extracted from the 2000-01 Nova Scotia Health Resear ch Foundation Annual Report)

Fiscal 2000 was a milestone year for the Nova Scotia Health Research Foundation. We laid the groundwork for the
ongoing, effective operation of the organization, began building important, sustained relationships with our partnersin
the health research community, and fostered health research in the broadest sense. Now, we are ready to build on that
foundation. Here’s what we plan to do in fiscal 2001

Hold our second annual awards competition, in which more than $4 million will be awarded tdg
researchers in Nova Scotia. We will also have additional funds this year to support health resea
province. In fiscal 2000, we recorded a surplus fromtimeial provincial government grant thapports thg
Foundation. It was created - as projected - because we were not fully staffed, nor in full operation,
in the fiscal year. In the upcoming year, it will be designated for health research applications.

Conduct a week of workshops in the fall of 2001, including a workshop on grant-writing skills for prog
applicants. The key to getting grant money is being able to show funders that a project is worthy of|
support. At the NSHRF, we firmly believe our role goes beyond handing out awards to helping req
compete successfully on a national and international scale.

Launch a Capacity Building Program to work toward the creation of a vibrant and productive 1
environment in Nova Scotia through initiatives thagsart and encourage research, competency, intere
enhanced activity.

Sponsor a targeted research workshop to further assist researchers and partners. This will be an &
that will serve as a cornerstone of our Capacity Building Program.

Continue to actively participate in and support a pan-Atlantic panel on health research, thereby, f3g
dialogue, cooperation and partnerships among health redemties promoting and supporting researc
a provincial basis in the four Atlantic Provinces.

Prepare a response document to the report “A Critical Look at Health Research in Nova Scotia” and
it to our stakeholders and partners.

Complete and issue the final copy of our report “Health - Related Research: Provincial Support,”
Canada profile outlining the nature and degree of provincial support available to health researchers
country.

Continue to develop the strengths we have built during our first full year of operation. We will keep on
a balance between an increasing sense of focus and broad-based vision as we move into the year
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Exhibit 11.2

GRANTS BY PURPOSE
ACTUAL 2001-02

16%

| ] Actual-Medical Research B Actual-Administration
|| Actual-Outcomes, Services, Policy

Exhibit 11.3

GRANTS BY PURPOSE
AS SPECIFIED IN REGULATIONS

'

|| Legislated - Medical Research [l Legislated - Administration | ] Legislated - Outcomes
| | Legislated - Services | | Legislated - Policy
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NOVA SCOTIA HEALTH RESEARCH FOUNDATION'S RESPONSE

The Nova Scotia Health Research Foundation Act was proclaimed in January 2000. The Nova
Scotia Health Resear ch Foundation (NSHRF) held itsfirst grant competitionin May 2000 under the
direction of atemporary Board of Directorsand staff. Permanent staff joined the NSHRF in August
of 2000, with a permanent Board of Directors being appointed in October 2000. The first meeting
with a permanent Board of Directors and staff was held in February 2001. Therefore the first full
fiscal year of operation 2000-O1 involved the transition from a temporary operational and
governance structure to a permanent structure. At the time of your audit the NSHRF was only in
its second full year of operation, and the first with a full staff complement and under the policy
direction of a permanent Board. We highlight that the NSHRF is a very new organization and are
pleased that this was recognized in your audit.

Overall, we concur with the results of your report as they pertain to issues within our jurisdiction.
We view the recommendations as an opportunity to further develop and improve the systems and
processes of the NSHRF as we continue to evolve and mature. \We are very pleased with our
progress to date, and have actually implemented most of the recommendations, within our
jurisdiction, contained in this report.

We make the following specific comments with respect to the Principal findings:

” We are pleased that our efforts towards strategic planning have been recognized.
The NSHRF has just completed an extensive consultation process that will further
inform our strategic planning efforts.

” The NSHRF has made significant progressin further improving our monitoring and
reporting processes. We are pleased to have had the opportunity for this audit to
inform our effortsin thisregard.

" We are pleased that no concerns have been expressed regarding our investment
practice. We would like to inform you that this practice has been formalized into

policy.
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DEPARTMENT OF HEALTH'S RESPONSE

| would like to comment on two aspects of the Nova Scotia Health Resear ch Foundation chapter of
the 2002 Report of the Auditor General. My under standing isthat the Chair of the Health Research
Foundation will also be forwarding some comments.

Section 11.50 and the last bullet in Section 11sp8ak to the way the Department budgets for our
annual contribution to the Research Foundation. Our base budget includesan annual contribution
of $2.5 Million and through the business planning process the Department annually requests an
increase to $5.0 Million. Due to other budget pressures, the Department has a limited capability
to commit to this level. However, due to the significant contribution the Foundation makes, the
Department endeavor sto allocate additional fundsat our year-end while maintaining our approved
forecasted position.

As well, Section 11.51 and the seventh bullet of Sectibh13comments on the timing of our
contribution to the Foundation and the Foundation’s distribution of grants. keeping with th
intent of an arm’s length relationship the Department feels the timing of our contributions are
appropriate and this methodology will be maintained.

4%

Thank you for the opportunity to comment on this chapter.
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12.

HEALTH -
AUDIT OF PERFORMANCE INDICATORS

BACKGROUND
12.1  In September 2000, the First Ministers agreed to

“provide comprehensive and regular public reporting by each government on the health
programsand servicesthey deliver, on health system performance and on progresstowards
theprioritiesset forth...; and collaborate on the devel opment of a comprehensive framework
using jointly agreed comparableindicators such that each government will begin reporting

by Seg)tember, 2002.” (First Ministers’ Meeting Communiqué on Health, September 11,
2000

12.2 In addition, they agreed to..allow each government to determine appropriate third party
verification for itself to certify and analyse this information for the benefit of Canadians.”

12.3 On June 26, 2001 the Deputy Minister of Health requested the Auditor General to provide
the required third party verification for the report, and we accepted the engagement. Subsequently,
we entered into discussions with the Department of Health to better define the role of the Auditor
General and an agreement governing the terms of the engagement was signed in April 2002.

12.4 Each of the other jurisdictions (Canada, provinces and territories) requested the legislative
auditor to provide verification of the respective report. It is noteworthy that Nova Scotia was the
first jurisdiction to engage its legislative auditor to provide the required verification. This
engagement was the first time that we were asked to audit a non-financial performance report and,
for that reason, this was a significant audit for our Office.

125 Over the course of the two-year period between the First Ministers’ Meeting and the tabling
of the final report, the Department of Health worked with its counterparts in other jurisdictions

through the Performance Indicators Reporting Committee (PIRC), a sub-committee of the
Conference of Deputy Ministers of Health. PIRC defined a framework of 67 indicators in 14 areas
which were approved by the Conference of Deputy Ministers. Meanwhile, the legislative auditors
worked together through a sub-committee of the Canadian Council of Legislative Auditors (CCOLA)
to develop common audit approaches and solutions to common audit issues.

12.6 Although the legislative auditors worked together to establish common audit approaches,
some jurisdictions did not engage their auditors to provide audit opinions on the report but, rather,
asked their legislative auditors to perform a more limited engagespeaitfied auditing procedures

- where the procedures performed are not sufficient to constitute an audit. In all, nine legislative
auditors performed audits, while five performed specified auditing procedures. We are pleased to
have been asked by the Department of Health to perform an audit of the indicators as we believe this
Is the advisable approach because it gives assurance to users of the indicators regarding the fairness
of the indicators in accordance with the definitions approved by the Conference of Deputy Ministers.

12.7 Many of the 67 indicators originated from national databases at Statistics Canada, the

Canadian Institute for Health Information (CIHI) and Health Canada. To avoid duplication of audit
effort, the legislative auditors each relied on a single audit of these national databases. Indicators
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originating from Statistics Canada and Health Canada were audited by the Office of the Auditor
General of Canada. Indicators originating from CIHI were audited by ateam of auditorsfrom three
jurisdictions led by the Office of the Auditor General of British Columbia.

12.8  On September 30, 2002 each jurisdiction issued its public report on the 67 indicators. Nova
Scotia’s Reporting to Nova Scotians on Comparable Health and Health System Indicators -
Technical Report and its accompanyingighlights and Discussion Report andExecutive Summary
are available on the internettatp://www.gov.ns.ca/health/pirc/Our Auditor’'s Report is located
on page 5 of th&echnical Report.

12.9 We understand that the current plan is for these reports to be produced bi-annually by all
jurisdictions, and that the next reports will be issued late in 2004.

RESULTSIN BRIEF
12.10 The following are the principal observations from our audit.

u We were able to give an unqualified audit opinion on all but 18 of the indicators
reported by the Department of Health. Of the 18 indicators on which we could not
provide an opinion, seven originated from the Canadian Institute for Health
Information, two originated from Statistics Canada, eight originated from Health
Canada and one originated from a Provincial system (Home Care Admissions). For
seven of the eight Health Canada indicators, the Department of Health decided to
draw the data from databases at the Nova Scotia Department of Health rather than
Health Canada. We audited these seven indicators and found them to be accurate,
although we could not conclude on the adequacy of disclosure of any data limitations
for these indicators.

u This is not the first time that Nova Scotia has reported health system data to the
public. However, it is the first cooperative effort between Federal, provincial and
territorial governments to report to their own citizens on health system performance
using the same set of comparable indicators. This new process will improve Nova
Scotia’s ability to gather useful health care data and report health system performance
to its residents along with comparisons to other provinces and territories. We are
encouraged by the work undertaken by the Nova Scotia Department of Health in the
prgparation olReporting to Nova Scotianson Comparable Health and Heal th System
Indicators.

AUDIT SCOPE
12.11 The objectives of this audit were to assess whether:
- the Conference of Deputy Ministers’ (CDM) defined performance indicators,
reported based on Provincial data, adequately reflect the facts to an appropriate level

of accuracy;

- the performance indicators are defined, and their significance and limitations are
explained;

- the report states and properly describes departures from what was approved by the
Conference of Deputy Ministers, and explains plans for the future resolution of any
non-compliance issues; and
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- the performance indicators comply with the definitions, technical specificationsand
standards of presentation approved by the Conference of Deputy Ministers.

12.12 The criteriaused in our audit are shown in Appendix 1, page 205.

12.13 Our audit was limited to the indicators reported in Reporting to Nova Scotians on
Comparable Health and Health System Indicators - Technical Report dated September 30, 2002.
We did not audit the Highlights and Discussion Report or the Executive Summary.

PRINCIPAL FINDINGS
12.14 The full text of our Auditor’s Report is included as Exhibit 12.1 on page 202.

12.15 Subsequent to the Department of Health’'s release of its Report, we met with those
responsible for preparation of the Report to discuss lessons learned from this first audit, and to make
suggestions for improvement to the preparation process for future reports. For example, the
Department of Health was not required to report certain indicators such as wait times for specialist
visits, diagnostic tests and surgery in this iteration of the Report. These will be required for future
Reports and we encouraged the Department of Health to ensure that the systems developed to track
these indicators include appropriate documentation and an audit trail to facilitate future audits.

12.16 The Department of Health has committed to work with its partners and our Office to improve
systems and controls to ensure that we can provide an unqualified opinion on all indicators in future
audits.

CONCLUDING REMARKS

12.17 In previous Reports of the Auditor General, we have commented on the need for improved
health information systems. The Department of Health is currently investing an estimated $57
million in a new Hospital Information System (see page 156 of this Report) to satisfy the need for
timely and relevant clinical and management information for decision-making.

12.18 New systems help to meet the need for quality information, but we also believe that the user
needs assurance on the quality of the data generated by such systems. Audits provide the needed
assurance. The role of audit is well understood in the provision of financial information, but is just
beginning to be recognized in the provision of non-financial information.

12.19 This was our first audit of health indicators and we were very pleased with the quality of the
Report produced by the Department of Health and the cooperation of Departmental staff. We look
forward to working with the Department of Health on the audit of the next health indicators report.
We encourage government to look at the 2002 health indicators report as an example of the added
assurance that an audit can provide on non-financial information in all sectors.
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Exhibit 12.1

AUDITOR'S REPORT
To the Minister of Health and the Members of the Legislative Assembly of Nova Scotia

| have audited the health indicators presented in the Nova Scotia Department of Health’sReporting to Nova Scotians
on Comparable Health and Health System Indicators. Technical Report, dated September 30, 2002. The Confer
of Deputy Ministers defined the specific indicators to be regularly reported to Canadians. Reporting health
is the responsibility of the Department of Health. My responsibility is to express an opinion on the health i
based on my audit. However, my responsibility does not extend to assessing the performance achieved or th
of the health indicators.

Except as explained, in the following four paragraphs, | conducted my audit in accordance with the starj
assurance engagements of the Canadian Institute of Chartered Accountants. Those standards require th
perform an audit to obtain reasonable assurance whether the health indicators are free of significant missta
this end, | audited these health indicators to determine whether they meet the criteria set out in Appendix 1
included examining, on a test basis, evidence supporting the health indicators and disclosures. My audit als
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assessing significant judgments made by management of the Department of Health. My audit was limited to information

relating to the most recent year in which each indicator was reported. Since my audit was limited to those |indicators
defined by the Conference of Deputy Ministers, two of the indicators included in the Department of Health’s Report were
not included in my audit:
= Radiation Therapy Wait Times (Department of Health has noted a significant departure from the
requirements established by the Conference of Deputy Ministers)
L] Ground Ambulance Response Times for Emergency Calls (not required by the Conference of Deputy
Ministers)
Data used for seven indicators were drawn from the relevant Canadian Institute for Health Information (CIHI) databases:
= 30-day Acute Myocardial Infarction In Hospital Mortality Rate
L 30-day Stroke In Hospital Mortality Rate
= Total Knee Replacement Rate
u Total Hip Replacement Rate
= Risk Adjusted Acute Myocardial Infarction Re-Admission Rate
L Risk Adjusted Pneumonia Re-Admission Rate; and
= Age Standardized Rate of Hospitalization for Ambulatory Care Sensitive Conditions
At this time, | am unable to provide an opinion on the accuracy of the data and the adequacy of disclosure on|limitations
of the data drawn from the Discharge Abstract/Hospital Morbidity Database of the Canadian Institute far Health

Information for the indicators named above. My inability to provide an opinion is due to a lack of documentation of the
CIHI quality assurance process, and because CIHI’s three-year abstraction study, which will provide information on the

quality of input data, will not be completed for another two years.
Data for two indicators were drawn from Statistics Canada:

= Five year Age Standardized 365-day Acute Myocardial Infarction Survival Rate
L Five year Age Standardized 180-day Stroke Survival Rate
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| was unableto conclude on the accuracy of thesetwo indicators because Statistics Canada uses as one of its data sources
the Discharge Abstract Database (DAD) maintained by CIHI, and Stati stics Canadahas not made aformal determination
of the quality of the data it receives from this database.

Health Canada maintains national databases for eight disease surveillance indicators:

Invasive Meningococcal Disease Incidence Rate

Measles Incidence Rate

Haemophilus Influenza B (Invasive) (HIB) Incidence Rate
Prevalence of Diabetes

Tuberculosis Incidence Rate

Reported HIV Diagnoses

Verotoxogenic E Cali Incidence Rate; and

Chlamydia Incidence Rate

Participationinthese databasesisvoluntary, and thereisalack of formal federal/provincial/territorial agreementson data
sharing, datastandardsand datadefinitions. Thequality assurance processesfor these databases areinadequate to ensure|
theaccuracy of the data, and Health Canadastates, in the Federal healthindicatorsreport, that improvementsare required
indataquality. The Nova ScotiaDepartment of Health decided to draw the datafor seven of theseindicators (all except
Prevalence of Diabetes) from databases at the Nova Scotia Department of Health rather than Health Canada. | audited
the seven indicators drawn from Nova Scotia databases (all except Prevalence of Diabetes) and found them to be
accurate. | am unable to conclude on the adequacy of disclosure for these eight indicators.

The Home Care Admissions indicator data were drawn from Home Care Nova Scotiarecords. As noted in the report
by the Department of Health, the source datafor thisindicator could not be verified and may include multiple admissions
for the same client. All recordsrequired to audit the datahad not been retained by the Department of Health. Therefore,
| am unable to form an opinion on the accuracy of the data or on the adeguacy of disclosure for thisindicator.

Inmy opinion, except for the 18 indicators mentioned in the preceding four paragraphs, theremainingindicatorsincluded
in the Department of Health’'s Report and subject to my audit are, in all significant respects, presented
accordance with the criteria in Appendix 1 and the definitions approved by the Conference of Deputy N
Furthermore, the Department of Health has noted four indicators where there is a departure from the req
established by the Conference of Deputy Ministers. | have determined that the circumstances relating to thosg
were properly described by the Department of Health.

The Department of Health indicated that three of these indicators could not be presented because the sourg
presently available, and that an additional indicator (Cardiac Wait Times) departs in some respects from the
established by the Conference of Deputy Ministers because of the way in which the data were compiled by th
Heart Centre.

The Nova Scotia report includes comparative health indicators relating to other governments (provincial, terri
federal). Health indicators for some provinces and territories and for Canadian government programs have b
by legislative auditors while, for other provinces, legislative auditors have been engaged to perform specifie
procedures. Appendix 2 includes an explanation of the difference between those two types of engagements
regarding the nature of the engagement performed in each of the jurisdictions. The auditors’ findings and ob
resulting from engagements in other Canadian jurisdictions are included in the respective governments’ repg
neither reproduced in the Nova Scotia Department of Health report nor audited by my Office.
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This is not the first time that Nova Scotia has reported health system data to the public. However, it is the first
cooperative effort between federal, provincial and territorial governmentsto report to their own citizenson heal th system
performance using the same set of comparableindicators. This new process will improve Nova Scotia’s ability to gather

useful health care data and report health system performance to its residents along with comparisons to othér provinces
and territories. | am encouraged by the work undertaken by the Nova Scotia Department of Health in the preparation
of this report.

E. Roy Salmon, FCA
Auditor General

Halifax, Nova Scotia
September 23, 2002
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Appendix 1
AUDIT CRITERIA
Complete

The health indicators reported comply with the definitions, technical specifications and standards of presentation
approved by the Conference of Deputy Ministers.

Accurate

The PIRC-defined health indicators reported based on Nova Scotia data adequately reflect the facts, to an appropriate
level of accuracy.

Adeguate disclosure

The health indicators are defined and their significance and limitations are explained. The report states and properly
describes departures from what was approved by the Conference of Deputy Ministers and explains plans for the future
resolution of any non-compliance issues.
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Appendix 2
VERIFICATION OF COMPARATIVE INFORMATION FROM OTHER JURISDICTIONS

Thegovernments of Canada, the Provincesand the Territories have adopted different approachesto meet the September
2000 First Ministers Meeting Communiqué on Health requirement with respect to “third party verification” for
health reports. Some have engaged their legislative auditor to provide audit assurance on their health report
have asked for specified auditing procedures to be applied. The paragraphs below outline the major differeng
an audit assurance engagement and a specified auditing procedures engagement. For a complete compariso
to CICA Handbook Section 5025 for audit assurance engagements and Section 9100 for specified auditing

engagements. | believe, for reasons described in the following paragraphs, that an audit under CICA Handbg
5025 is the advisable approach.

In an attest audit engagement, the auditor’s responsibility is to offer assurance to users, in the form of an au
on a report prepared by management. The auditor determines the nature, extent, timing, appropriateness an
of audit procedures, which, in the auditor’s judgment, are necessary to provide assurance concerning the suk
or the health care report in the present context.

In a specified auditing procedures engagement, the auditor’s responsibility is to report the results of applyin
procedures specified by management. As the extent of specified auditing procedures may vary from eng
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engagement, such engagements are difficult to compare. And since the extent of the procedures performed are not

sufficient to constitute an audit, the reports do not provide an audit opinion. Reports state those procedur
applied and only the factual results of those procedures, leaving the reader to determine the fairness of the i

The following is a list of jurisdictions that have engaged their legislative auditor to provide audit assurance on
reports and those that have asked for specified auditing procedures to be applied.

Audit Opinion Specified Auditing Procedures
CICA 5025 CICA 9100
Nova Scotia Alberta
British Columbia Ontario
Saskatchewan New Brunswick
Manitoba Prince Edward Island
Quebec Newfoundland and Labrador
Canada
Y ukon

Northwest Territories

Nunavut
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13.

SERVICE NOVA SCOTIA AND MUNICIPAL RELATIONS -
FUEL AND TOBACCO TAX

BACKGROUND

13.1 The Department of Service Nova Scotiaand Municipal Relations (SNSMR) isresponsible
for administering the Revenue Act. Under the Act, the Department administers taxes on tobacco
products, gasoline and diesel oil (fuel), and the private purchase of designated tangible personal
property (e.g., motor vehicles, boats and aircraft). Total revenue received under these three taxes
for the year ended March 31, 2002 was $327.4 million (see Exhibit 13.2 on page 217).

13.2 Tobacco wholesalers (including manufacturers) are designated under the Act as collectors
and remitters of tobacco tax. Thesetaxesare paid to the Province by the wholesal ers based on sales
of tobacco productsto retailers. The taxes are factored into the price of tobacco products and are
ultimately passed on to the consumer. In 2001-02, tobacco tax revenue totaled $105.7 million, of
which $92.2 million (87%) was remitted by the six largest wholesalers.

13.3 Inaccordance with Federal legislation, sales of tobacco on native reserves to status Indians
areexempt fromtax. The government requires special marking of packaging to distinguish tax-free
from taxabl e tobacco.

13.4 Similarly, fuel oil companies are designated under the Act as collectors and remitters of fuel
taxes. These taxes are paid by the companies based on sales of taxable gasoline or diesel oil
productsto retailers and consumers. Thetaxesare factored into the price of fuel and are ultimately
passed on to the consumer. In 2001-02, gasoline and diesel fuel tax totaled $207.9 million, $198.4
million (96%) of which was remitted by the six largest fuel oil companies.

13.5 Gasolineand diesel fuel used in certain circumstancesis not taxed. Tax-exempt fuel can be
used to operate qualified machinery in designated activities such as lumbering, farming, fishing and
aguaculture. Tax-exempt fuel can also be used by the Department of Transportation and Public
Works, fire departments, municipal governments, as well as in certain marine applications. To
distinguish it from taxable fuel, tax-exempt fuel isdyed (marked). Companies or individuals must
obtain a consumer exemption permit to be allowed to purchase marked fuel.

13.6 Thegovernment's partnership with the Federal government in the collection of Harmonized
Sales Taxes (HST) is not addressed by the Revenue Act. Except for HST owing on vehicles
purchased outside of a province participating in the harmonized sales tax program, Canada Customs
and Revenue Agency administers HST and remits Nova Scotia’s share to the Province. Service
Nova Scotia and Municipal Relations and the Nova Scotia Department of Finance liaise with the
Federal government on this matter.

RESULTSIN BRIEF

13.7 The following are our principal observations from this audit.

u The Department has a broad mandate under the Revenue Act and Regulations. We
did not observe any unmet legislative requirements.
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u Control over the processing of tax payments needs strengthening. We observed
deficiencies relating to segregation of duties, recording and security of money
received, and reconciliations of deposits to accounting records.

u We noted tax returns with incomplete or missing supporting schedules and
insufficient details on the calculation of taxes owing, and returns regularly being
received after due dates.

u Asaresult of a1991 Provincia Court decision, gasoline purchased on areserve by
a status Indian is exempt from Provincia taxes. The government established a
processto refund the fuel tax previously paid by band memberswho purchased fuel
from on-reserve gasoline retailers. In July 2002 government reached a tentative
agreement with the Eskasoni band to refund band members $16 millionfor fuel taxes
paid (including interest). The government is negotiating agreements with the
re_rlrllai ning 12 bands. The total cost of this rebate program is estimated to be $19.6
million.

u There are serious deficienciesin the planning, monitoring and documentation of tax
auditsandinspections, and insufficient auditing of oil company head offices, gasoline
retailers and tobacco wholesalers.

u There are reasonabl e systems and good documentation to support measures taken to
pursue infractions of law discovered by the Department.

AUDIT SCOPE

13.8 InNovember 2002 we completed abroad scope audit at Service Nova Scotiaand Municipal
Relations. It was conducted in accordance with Section 8 of the Auditor General Act and auditing
standards established by the Canadian Institute of Chartered Accountants, and included all testsand
other procedures we considered necessary in the circumstances.

13.9 The objective of this assignment was to assess the Department’s processing, monitoring,
inspection and auditing activities as they relate to the requirements of legislation, regulations and/or
policy for tobacco and gasoline and diesel oil taxes. Audit criteria were developed to assist in our
assessment of the systems and practices of the Department. The audit criteria were discussed with
and accepted as appropriate by senior management of the Department, and are outlined in Exhibit
13.1.

PRINCIPAL FINDINGS

Compliance with Legislation

13.10 The Department has a broad mandate under the Revenue Act and Regulations. Staff and
clients of the Department are made aware of changes to the Act and Regulations through distribution
of the Act, Regulations, tax bulletins and other communications. This information is also available
on the Department’s website. Tax bulletins provide the Department’s interpretation of the Act and
Regulations and announce significant changes.

13.11 We did not observe any unmet legislative requirements.
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Processing Tax Returns

13.12 Tobaccowholesalersandfuel oil companiesarerequiredto submit monthly returnsand remit

all taxescollected. Department staff process payments and record them in the Department’s online
licensing and collection system. A review is performed on returns to analyse and assess the
reasonableness of information reported.

13.13 We reviewed the system used to process tax payments received. In our opinion, the system
of internal control to process payments needs strengthening. We observed deficiencies relating to
segregation of duties, recording and security of money received, and reconciliations of deposits to
accounting records.

Recommendation 13.1

We recommend the Department implement an appropriate system of
internal control over cash receipts.

13.14 We also noted that the processing of tax payments involves many manual procedures. We
encourage the Department to determine the feasibility of computerizing the cash receipts system and
integrating it with its licensing and collection system.

13.15 We examined how monthly returns received from tobacco wholesalers and fuel oil companies
are processed and checked. We found inadequate documentation of the reviews performed on
returns. For example, there are no standard procedures to be performed and minimal records of the
actual procedures performed. Review findings and adjustments and related disposition are poorly
documented, if at all. There is minimal reconciliation or verification of sales and product transfers
between organizations reported in the returns. Also, there is limited, if any, supervision of the work
performed by staff conducting the reviews.

Recommendation 13.2

We recommend that the examination of monthly returns be appropriately
documented and reviewed, and standards be developed to specify the
frequency and nature of the procedures to be performed.

13.16 We examined a sample of monthly tobacco tax returns and fuel tax returns. We noted returns
with incomplete or missing supporting schedules and details on the calculation of taxes owing, and
returns regularly being received after due dates. We also observed inappropriate delays in recording
and depositing tax payments.

Recommendation 13.3

We recommend that the Department ensure returns and tax payments are
processed on a timely basis and that all information required on areturn
IS received.

13.17 The Department issues permits to authorize the use of tax-exempt fuel in certain
circumstances (see paragraph 13.5). Fuel oil companies submit monthly statements of tax-exempt
sales which are examined during the review of monthly tax ret@edain fish processing plants

have been issued a restricted retailer license to sell tax-exempt fuel, and thdynitca monthly
statement of tax-exempt sales. However, the statements received from restricted gasoline retailers

are reviewed and verified only as time permits.
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Recommendation 13.4

We recommend tax-exempt sal es statements be reviewed monthly, at least
on a sample basis. This process should include checking to see that tax-
exempt fuel is only being sold to companies and individuals who have
consumer exemption permits.

13.18 Currently, the Department is unable to track and report on tax-exempt sales by individual
permit holder. Thiswould be useful in highlighting problems warranting closer attention (e.g., a
formal inspection). Current information on the total dollar value of fuel tax exemptions is not
available either. The Department has begun to compile a database to record this information, but
thisdatais only being entered as time permits.

13.19 A report on taxes levied under the Revenue Act is prepared monthly to monitor actual and
forecasted tax revenue. The report is reviewed by senior staff of SNSMR and the Department of
Finance. Itincludesdetailed financial and statistical information. Revenueforecastsare based upon
various economic models. Commentary is provided on variances between taxes received and
forecasted when the Department is aware of the reasons for the variances.

Sales of Tobacco and Fuel on Native Reserves

13.20 Under Section 87 of the Federal Indian Act, status Indians have the right to purchase tax-
exempt tobacco and fuel products for their own use.

13.21 Thethirteen First Nation bandsin Nova Scotiaare allowed amonthly quota of three cartons
of tax-exempt cigarettes, identified by peach-coloured tear-tape, and 200 grams of tobacco in any
other form for each band member, regardless of age. Only tobacco retailers designated by a band
council and operating on areserve are allowed to sell tax-exempt tobacco products. Tax-exempt
tobacco products can only be sold to reserve residents possessing a status Indian card. The courts
have determined that this process is a valid means of providing the exemption stipulated under
Se;tion 8ﬁ of theIndian Act. Theannual dollar value of thisexemption, as estimated in July 2002,
IS $12 million.

13.22 We noted that 19 retail outlets selling tobacco products on two reserves have not been
designated by their respective band councils. Management indicated that the Department isactively
working with the band councils to establish these designations.

13.23 Band councils designate the tobacco wholesalers from which on-reserve retailers must
purchase tax-exempt tobacco products. Tobacco wholesalers so designated are required to submit
monthly sales reports to the Department.  Staff review monthly sales reports for reasonabl eness.
Reports are generated to hel p monitor the sale of tax-exempt tobacco products on each reserve. We
believe there could be more formal reporting of this information to senior management of the
Department.

13.24 Asaresult of 21991 Provincial Court decision, gasoline purchased on areserve by a status

Indian is exempt from Provincial taxes. The government is currently collecting fuel tax on such
purchases, but isdevel oping asystem that will allow band membersto purchasetax-exempt gasoline

at thepoint-of-saleonreserves. Thissystemisscheduled to be operational by December 2002. Each

band member who possesses avalid Nova Scotiadriver’s license will be able to purchase up to 400
litres of tax-exempt fuel each month. The total cost of this exemption is estimated to be $400,000
to $500,000 per year.



SERVICE NOVA SCOTIA AND MUNICIPAL RELATIONS - FUEL AND TOBACCO TAX 211

13.25 The Court decision is to be applied retroactively. The government established an
interdepartmental committee to develop a process to refund the fuel tax previously paid by band
memberswho purchased fuel from on-reserve gasolineretailers. InJuly 2002 government reached
atentative agreement with the Eskasoni band to refund band members $16 millionfor fuel taxespaid
(including interest). The government is negotiating agreements with the remaining 12 bands. The
total cost of thisrebate program is estimated to be $19.6 million.

I nspections and Audits

13.26 The Department is authorized by legislation to ensure compliance with the Revenue Act
through inspections and audits of tobacco manufacturers, wholesalers and retailers, oil refineries,
fuel oil companies, gasoline retailers, users of tax-exempt fuel, as well as interprovincia carriers
registered under the International Fuel Tax Agreement (IFTA).

13.27 The Department does not have current policy and procedure manuals for performing audits
and inspections (except for those pertaining to IFTA), processing cash receipts, or for guiding tax
collection and enforcement practices. Some of the policiesand procedures currently being followed
are from the salestax and fuel and diesel oil tax audit manuals of the former Provincial Sales Tax
Commission. These manuals have not been updated for several years.

13.28 We aso concluded that there are serious deficiencies in the planning and monitoring of
ingpection and audit assignments. There is no master list of vendors indicating which have been
audited or inspected. There is no formal risk-based assessment process to determine audit and
inspection frequencies. Thereislittle information available on which projects have been assigned
to which staff members, and new permits issued and permits cancelled are not factored into the
assignment of projects on atimely basis. We observed instances where establishments have been
inspected more than once in a short period of time with no stated rationale, while other
establishments go years between visits. We observed that sometimes two officers will perform
ingpections of small establishments together, and we received no reasonable explanation for this
apparent duplication considering the large number of inspections to be done.

13.29 Thereis no review of past audit or inspection history prior to performing an assignment.
There are no due dates set for the completion of assignments and minimal progress reporting on
assignments in process. We noted numerous instances of inspection reports not being submitted
until long after an assignment commenced. Management was generally unaware of the inordinate
length of time taken to finalize some inspections.

13.30 Wealso observed that timereporting by auditors and compliance officersisinconsistent and
lacking in detail. Such reporting is not aformal requirement of the Department and appears to be
avoluntary continuation of practices employed by the former Provincial Tax Commission. Asa
result, management do not regularly review time reports and are often not aware of the exact nature
of the work being done by inspection and audit staff. There are no standards on the amount of work
(e.g., number of inspections or audits) that would be reasonable for a set period of time. Such
standards would help management monitor the productivity of staff.

13.31 When aninspection or audit report has been completed, it receives only a cursory review by
management. In our view, the review of inspection and audit reports needs to be more stringent to
ensure reports are compl ete and contain sufficient information to support the conclusions derived.
Also, thereisno system to ensure that afollow-up inspection occurs when significant irregul arities
are noted or an officer recommends one for another reason.
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Recommendation 13.5

We recommend that the Department implement a formal, comprehensive
system for audit/inspection planning, management and quality control.

13.32 Due to lack of technical training or expertise within the audit and inspection staff, oil
company head offices and gasoline retailers have not been audited or inspected in severa years.
Also, only one small tobacco wholesaler has been audited within the last year. Staff efforts have
been directed primarily to ensuring that tax revenue owing to the Province from recent tobacco tax
increases has been accurately remitted. It is expected that audits of tobacco wholesalers will
recommence when the focus on collecting tax-increase revenue is completed.

Recommendation 13.6

We recommend that audits of oil company head offices, gasolineretailers
and tobacco wholesalers be performed. Staff should be provided with the
training necessary to audit oil company head offices and gasoline
retailers, and/or the expertise should be obtained from outside the
Department.

13.33 We believe there are benefits to be achieved from a greater use of technology by audit and
inspection field staff. Although staff have notebook computers, while out of the office they cannot
access information on the establishments they plan to visit, nor can they record the results of their
assignments in the systems.

Recommendation 13.7

We recommend that infor mation system i mprovements be implemented to
facilitate a more effective and efficient inspection and audit process.

13.34 We also noted asignificant change in the amount of resources dedicated to inspections and
audits over the last several years. In 1993, there were 39 individual s dedicated to inspections and
auditsrelating to tobacco and fuel tax. Staff numberswere subsequently reduced when tax and other
changes reduced the smuggling of tobacco products and the enforcement activities required to
control the problem. At the time of our audit there were 20 individuals, some of whom were on
extended sick leave or seconded to another areaof the Department. It was unclear to uswhether the
number of staff performing audits and inspections is adequate and, if not, whether staff available
were focusing on the highest priority work.

Recommendation 13.8

We recommend a comprehensive review of the staffing, organization and
work responsibilities of the Department as they relate to tobacco and fuel
taxes, concurrent with the above-recommended information system
improvements, to ensureall tax-related responsibilitiesarefulfilled in the
most efficient and effective manner.

13.35 Weexamined asampleof inspection reports pertaining to tobacco retail ers, gasolineretailers
and users of tax-exempt fuel. We noted problems relating to ratios calculated by inspectors to
indicate whether there may be problems which need further investigation. We found errorsin the
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calculation of ratios and ratios outside of acceptable ranges without comment on action taken. In

some situations, there were differences between gasoline retailers’ records and compliance officer
calculations of the amount of gasoline sold, but no comments recorded on the acceptability of the
differences. We also observed that compliance officers regularly do not document a conclusion on
the result of their work (i.e., whether there was sufficient compliance with legislation and
regulations).

Recommendation 13.9

We recommend that better documentation be prepared to support the
procedur es performed and conclusionsdrawn fromauditsand inspections.

13.36 The Province is a participant under the International Fuel Tax Agreement. The agreement
applies to all Canadian provinces and territories and certain American states, and governs the
uniform collection and distribution of fuel taxes paid by interprovincial and interstate carriers to the
members of the agreement. There are 62 jurisdictions participating in the agreement. Each carrier
is required to pay a certain amount of fuel tax in each jurisdiction, based on the distance traveled in
each jurisdiction. Registered carriers must file a quarterly fuel tax return which covers the distance
traveled in all IFTA member provinces, territories or states.

13.37 The Department is responsible for administering IFTA in Nova Scotia. The Department
collects or refunds net fuel tax from/to Nova Scotia registered carriers on behalf of all members in
accordance with the agreement. Under the terms of the agreement, the Province is required to audit
a minimum of 3% of registered carriers in Nova Scotia each year to ensure the proper amount of fuel
tax has been paid by carriers. The agreement also subjects the Province to an audit every four years
by the governing body of IFTA to ensure the Province is complying with the agreement. The most
recent audit was completed in January 2002 and covered the period January 1, 1997 to December
31, 2000. The audit report concluded that the Province was in compliance with all terms of the
agreement.

Collections and Enforcement

13.38 Monthly tax returns and payments are to be sent to the Department by"tlod @@
following month. After a grace period, collection staff will telephone a delinquent vendor and
request the return and payment. A maximum of three requests are made before additional action is
taken. This may involve revoking a permit, cancelling an agreement or initiating legal action.

13.39 When an audit has been conducted of a vendor responsible for collecting fuel or tobacco
taxes, it may result in an assessment of additional taxes and a formal notice to the vendor. We found
that some unpaid assessments were not being followed up due to a deficiency in the computer
system. A manual system is being used while the Department tries to fix the problem, but staff are
unsure whether all overdue assessments are being identified. We also noted that certain assessments
are not recorded in the system at all, and that collection is handled manually for these assessments.
We encouraged the Department to address these information system deficiencies as soon as possible
to ensure all assessments can be recorded in the system and all overdue accounts followed up.

13.40 A penalty of 5% of the outstanding amount, plus interest, is automatically applied to the
vendor’s account once delinquent. When an application is made for a licence/permit renewal,
outstanding balances have to be paid before a renewal is granted. In addition, the Department can
take legal action to recoup outstanding amounts. Various avenues of appeal exist if a vendor

believes it is being treated unfairly.
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13.41 When it is suspected that tax-exempt (marked) fuel is being used contrary to the Act, a
compliance officer will take a sample of the fuel and haveit analysed. The analysiswill determine
if the fuel contains dye used to identify the fuel as tax-exempt. Additional information will be
collected to assist in deciding the nature of enforcement action to take. Enforcement action can vary
from adisciplinary letter to legal action. In certain circumstances it may be necessary to issue an
assessment to recover taxes avoided by using tax-exempt fuel. For the year ending March 31, 2002,
there were 15 (2001 - 25) instances where either disciplinary or lega action occurred relating to
gasoline and diesel oil taxes.

13.42 |If legal action is successful, a fine is imposed and authorization to use tax-exempt fuel is
suspended. If applicable, Registry of Motor Vehicle permits are suspended (30 days for a first
offense) and/or asuspension from handling tax-exempt fuel for 60 daysisimposed. Notification of
thelength of suspensionissent to both the offender and the fuel company which supplied themarked
fuel. Department staff monitor the tax-exempt sales statements received from fuel companies to
ensure no tax-exempt sales are made to the offender during the suspension period.

13.43 If atobacco product vendor isconvicted of illegal actions (e.g. sellingto an unlicensed retall
establishment, possession of illegal products), a fine is imposed and the vendor’s permit to sell
tobacco products may be suspended. In less severe cases, a disciplinary letter may be sent. If a
permit is suspended, a letter is sent to the offender outlining the reason for the suspension and
explaining the right to appeal. Suspension periods can range from one week to five years, depending
on the number of times an offense has occurred and the quantity involved. Companies which sell
tobacco products to the vendor are notified and asked to not sell to them during the suspension
period. Compliance officers are required to ensure that the terms of suspension are followed. For
the year ending March 31, 2002, there were 11 (2001 - 4) instances where either disciplinary or legal
action occurred relating to tobacco taxes.

13.44 We examined a sample of situations where enforcement action was taken. We found that
files were complete and well documented. However, we noted that there is no system to ensure
suspensions of permits and licences are recorded in Department computer systems, and we suggested
that notices of suspensions be routinely submitted for entering into the systems.

13.45 The Revenue Act stipulates specific actions to be taken when a vendor is suspended or
convicted. We reviewed the enforcement practices that the Department uses when there is a
violation of the Act and found they are consistent with the Act.

Licensing

13.46 Under the Revenue Act, operators of certain businesses are subject to Provincial licensing
requirements. Licences, permits and agreements are used extensively to regulate the sale of taxable
and tax-exempt tobacco and fuel in the Province. To ensure fuel oil companies only sell fuel to
registered gasoline retailers, they are provided with a listing of bulk plant and gasoline retailer
licences issued. Fuel oil companies are provided with a listing of consumer exemption permits that
have been issued. To ensure tobacco wholesalers only sell tobacco products to registered tobacco
retailers, a monthly listing of tobacco retailer licences issued is provided to wholesalers.

13.47 The Department administers the licensing process, which includes collecting any required
fees, reviewing and verifying application information, and issuing the permits and licences (see
Exhibit 13.3 on page 218). We reviewed the systems used by the Department to ensure it receives
complete and accurate information to process and issue permits and licences.

13.48 Standard application forms are completed by applicants. Verification of the applications
includes ensuring all required information is provided, companies are registered with the Registry
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of Joint Stocks and/or Canada Customs and Revenue Agency, and no outstanding amounts are
payable to the Department. For some permits, staff must ensure security bonds in the correct
amounts have been received, the correct application fees have been paid, and agreements between
the applicant and the Department have been signed.

13.49 The Department has established time lines for the completion of the various registration
processes. We were informed staff are aware of the time lines and try to achieve the targets.
However, thereisnoformal systemto ensurethetimelinesaremet. Weencouraged the Department
to more formally monitor the time involved in processing licences and permits and compare it to
targets.

13.50 We examined a sample of licence applications and identified three issues of concern.

u Tobacco wholesalers are required to provide security, in the form of surety bonds,
based upon the volume of tobacco productsthey sell. However, thiscommenced in
1996 and tobacco wholesalers who were licensed prior to that time are not required
to provide a surety bond. Since thereis a cost to tobacco wholesalers to provide
surety bonds, we believe it is not reasonable to use an implementation date as the
only criteriato decide which wholesalers should provide security.

u Applicants requesting a bulk fuel vendor permit are required to have a motive fuel
wholesaler licencefrom the Department of Environment and Labour. However, there
IS no procedure to ensure thislicenceisin place.

u Under the Revenue Act, certain fuel oil companies are considered fuel agents and
must sign an agreement with the Department. Surety bonds are submitted to the
Department as part of the licensing process. The Department does not review the
suretye%onds on a periodic basis to identify bonds that have expired and should be
renewed.

Recommendation 13.10

We recommend that the Department establish risk-based criteria for
determining which companies should provide surety bonds, and ensure it
has up-to-date sur ety bondsfromcompaniesrequiredto providethem. The
Department should also ensure that licences or permits required by a
client from another Department are in place.

CONCLUDING REMARKS

13.51 Based on our audit, Service Nova Scotia and Municipal Relations has systemsto ensure it

complieswith the Revenue Act and Regulations asthey relate to tobacco and gasoline and diesel oil
taxes.

13.52 Systems for issuing and monitoring licences and permits are adequate. However the
Department hasinadequate systems for processing fuel and tobacco tax returns, and for conducting
taxation-related audits and inspections. Also, improvements should be made to strengthen the
collection of past due taxes.
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Exhibit 13.1

AUDIT CRITERIA
Audit criteria are reasonable and attainable standards of performance and control, against which the adequacy of
systems and practices can be assessed. They relate to the audit objectives developed for an assignment and are
used to design the detailed audit tests and procedures.

The following criteriawere used in our audit of Service Nova Scotiaand Municipal Relations.

u The Department should comply, and have systems to ensure compliance, with applicable
provisions of Provincia legislation and regulations.

n The Department’s policies should be consistent with Provincial legislation and regulations.

= There should be systems and controls to ensure the correct amounts of gasoline and diesel oil
and tobacco taxes are being remitted.

n There should be a system to ensure that inspections and audits are carried out in a reasonable
manner and on aregular and timely basis.

u There should be reasonabl e follow-up of recommendations and warnings resulting from
ingpections and audits.
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Exhibit 13.2
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SERVICE NOVA SCOTIA AND MUNICIPAL RELATIONS
LICENCESAND PERMITSISSUED
ASAT MARCH 31, 2002

TOBACCO

Type of Permit

Tobacco Manufacturer

Tobacco Wholesaler

Purchase and Sell Unmarked Tobacco
Stamp Imported Tobacco

Tobacco Retail Vendor

Designated Retail Vendor

Total

FUEL

Type of Permit

Fuel Agent

Bulk Plant

Fuel Retail Vendor

Fuel Retail Vendor - Fish Plant
Marine Tax Rate

Exempt Consumer

Total

Number
I ssued

Number
I ssued

ol
©
=

Exhibit 13.3
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Exhibit 13.4

SERVICE NOVA SCOTIA AND MUNICIPAL RELATIONS
TYPESOF LICENCESAND PERMITS

TOBACCO

Tobacco Manufacturer’s Permit - anyone who wants to manufacturer and mark tobacco products for resale in
Nova Scotia.

Tobacco Wholesaler's Permit - anyone who wants to sell wholesale tobacco products in Nova Scotia.

Permit to Purchase and Sell Unmarked Tobacco - anyone in Nova Scotia who wants to sell tobacco products
into another jurisdiction, into another country, to designated retail vendors, or with imported tobacco stamping.

Tobacco Retail Vendor (Seller) Permit - any retail store owner who wants to sell tobacco products in Nova
Scotia.

Permit to Stamp Imported Tobacco - any tobacco retail vendor who wants to import tobacco products into
Canada for resale in Nova Scotia.

Designated Vendor (Retail) Permit - any tobacco retail vendor designated by the Provincial Tax Commissioner
who sells tobacco in Nova Scotia to a consumer at a retail store on a reserve (as defined in the Indian Act).

FUEL

Bulk Vendor Permit - any wholesaler of petroleum products who operates a bulk plant, bulk station and/or
terminal and who stores gasoline and/or diesel oil in storage tanks.

Gasoline, Propane and Diesel Oil Retail Vendor (Seller) Permit - anyone wishing to sell gasoline, propane or
diesel fuel at the retail level in Nova Scotia.

Consumer’s Exemption Permit - anyone in Nova Scotia who qualifies for an exemption from the gasoline or
diesel oil tax on purchases of marked gasoline and/or diesel oil used to operate qualified machinery and
apparatus in any of the defined activities.

Marine Tax Rate Letter of Authority - anyone who wants to buy gasoline or diesel oil at a reduced rate of tax
for use in a ship, boat or vessel operated solely for commercial purposes.

Application for International Fuel Tax License - any individual or firm who wants to operate a commercial
vehicle weighing 26,000 pounds or more, and who resides in a province or state which has implemented the
International Fuel Tax Agreement.

Single Trip Permit - any carriers (trucking companies) who want to enter Nova Scotia and are not members of
the International Fuel Tax Agreement.
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DEPARTMENT OF SERVICE NOVA SCOTIA AND MUNICIPAL RELATIONS’
RESPONSE

Service Nova Scotia and Municipal Relationsisin agreement with most of the findings of the audit
and agrees with the recommendations. The Department had recognized two of the major areas
needing attention — remittance processes and an audit enforcement strategy — and has
place for addressing them.

We have applied for capital to implement an integrated revenue control system for all of our
lines, including taxes. In the interim, we have requested Internal Audit to review our bag
processes and recommend improvements.

In 2001-2002, we carried out more than 3,000 audits and inspections. The focus of this ac
been in areas of fuel and tobacco taxation, where the risk of loss to the Province is highg
enforcement strategy includes working closely with the Canada Customs and Revenue A
well as staff from other jurisdictions. We have planned a review of our enforcement prog
the 2002-2003 fiscal year, and it will be completed. We have also reserved funding for t
positions should this prove necessary.
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While we acknowledge the comments regarding the planning process of our audit program, this is

less of a concern than it appears because we have a very experienced audit staff — most
than 20 years experience. However, the Department will be taking steps to improve the
process.

In the last two years, staff have replaced and eliminated weaknesses in the licensing
implemented three tobacco tax increases, and addressed the exemption for purchases
Natives on reserves. The licensing review covered over 10,000 permits, eliminating over 3
were out of date. The implementation of a three-year renewal period will allow us to kee
permits up to date. The audits and inspections of tobacco inventories after the tax increase
over $3,000,000 in revenue. Now that these projects are largely completed, attention can
on the enforcement strategy and documentation issues raised in the report.

The high level outcome for this program is that actual revenues agree with forecasted r¢
Revenues are forecast based on economic activity and changes in consumption patterns (i
of people quitting smoking). Except for unusual and one-time events, the actual revenue
exceed forecasts, which tells us that there is no significant tax evasion and no increas
evasion, in this area.

Finally, the Department would like to express its appreciation to the Auditor General for this
and for the insights that an external review such as this provides.
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14.

TRANSPORTATION AND PUBLIC WORKS -
PROCUREMENT BRANCH

BACKGROUND

14.1 The Department of Transportation and Public Works is responsible for administering the
Government Purchases Act and the Government Procurement Policy. Within the Department, the
responsibility rests with the Procurement Branch, a section of the Department's Government
Services Division (see Exhibit 14.2 on page 233). The Department assumed régyoiusib
government procurement in January 2001 upon the transfer of the Procurement Branch from the
Department of Finance.

14.2 The strategic plan for the Procurement Branch indicates that its responsibilities include:

- ensuring that the acquisition of goods, services, construction and facilities by
government departments, agencies, boards and commissions is conducted in a
manner which is open, fair, consistent, efficient and competitive;

- providing operational assistance in procurement activity;

- formulating and advising on policies and procedures governing the procurement
process;

- assisting municipalities, academic institutions, school boards and hospitals (MASH
Sector) in their procurement activities;

- coordinating, with the Department (now Office) of Economic Development, the
negotiations and administration of trade agreements as they relate to the public
procurement function;

- improving the procurement process by establishing quality assurance and standards
for the acquisition of both commodities and services; and

- building public confidence in the integrity of the public sector procurement process.

14.3 The acquisition of goods in government is regulated by the Government Purchases Act. The
Act assigns responsibility for the acquisition of goods to the Nova Scotia Government Purchasing
Agency (i.e., Procurement Branch) and applies to purchasing by all government departments, as well
as any boards, commissions and agencies of government designated by Executive Council. The Act
requires, except in certain defined circumstances, that purchases be tendered to ensure fair and
competitive procurement by government. Tendering is performed by the Public Tenders Office, an
operation of the Procurement Branch.

144 On January 26, 2001, government updated its policy for the acquisition of goods, services,
construction, and facilities procured by purchase, contract, lease, or long-term rental. The
Government Procurement Policy applies to all government departments, agencies, boards and
commissions. Provincially-funded public sector entities such as academic institutions, regional
school boards, district health authorities and crown corporations must also follow the policy. All
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procurement must follow specified competitive processes. However, the policy also allows for
alternative procurement practices, such as sole-source purchasing and restricted competitions, as
long as a purchasing requirement meets conditions outlined in the policy (see Exhibit 14.6).

145 The Province has entered into two interprovincial agreements relating to government
procurement. The Atlantic Procurement Agreement strivesto eliminate any discrimination among
Atlantic Canadian provincial governments in the awarding of procurement contracts to businesses
operatingintheAtlantic Provinces. The Agreement on Internal Tradeisanaccordsigned by all First
Ministersin Canada aiming to eliminate barriers to trade, investment and mobility within Canada.
Both agreements are administered by interprovincial committees.

14.6  TheProcurement Branch has astaff of 22 and abudget of $1.2 million for 2002-03. During

the 2001-02 fiscal year 50,224 purchase orders, totaling $393.8 million, were issued (see Exhibit

14.3). However, these amounts reflect only purchases recorded on the Province’s Corporate
Financial Management System, and consequently do not include purchases of many government
organizations with their own financial systems.

RESULTSIN BRIEF

14.7 The following are our principal observations from this audit.

The Government Procurement Policy allows government organizations to purchase
goods with a value up to $5,000 without public tender if they obtain at least three
quotations. Under Section 8 of the Government Purchases Act, the Procurement
Branch must tender for the purchase of goods over $1,000. An amendment to the Act
has been drafted to increase the limit to $5,000, but the new legislation has not been
presented to the House of Assembly yet.

The Procurement Branch has taken steps to promote a clear understanding of
procurement goals and processes.

A policy statement was drafted to guide government organizations in evaluating and
conducting public-private partnership procurement. However, the policy statement
was never approved by Executive Council.

Purchase orders for procurements by government departments and agencies over
$25,000 must be approved and issued by the Procurement Branch. Procurement staff
can put a transaction on hold if there are questions as to its compliance with
legislation and policy. After a tender is conducted and bids are evaluated by the
client organization, the organization must provide an explanation to the Procurement
Branch if a bid other than the lowest priced one is accepted.

The Government Procurement Policy applies to all Provincial government entities,
including departments, agencies, boards, commissions, crown corporations, academic
institutions, regional school boards and district health authorities. However, there
is little external monitoring of the procurement activities of crown corporations,
academic institutions, regional school boards and district health authorities.
Similarly, there is little external monitoring of these entities to ensure compliance
with interprovincial procurement agreements.

Government organizations sometimes bypass the procurement process and
Procurement Branch involvement by processing procurement transactions through
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AUDIT SCOPE

the accounts payable module, rather than the procurement module, of the
government’s Corporate Financial Management System. Procurement Branch staff
monitor transactions processed through the accounts payable module for improper
recording of purchases, and questionable transactions are followed up.

Some policies relating to alternative procurement (e.g., sole-source purchasing) are
not always followed by government organizations. Alternative procurementis being
conducted without consultation or agreement of Procurement Branch staff. Not all
alternative procurementis reported to the Procurement Branch, as required by policy.

We found little review and challenge of alternative procurement transactions by
Procurement Branch staff as long as the transaction was approved by the head of the
client organization. The Government Procurement Policy does not specifically state
that the Procurement Branch is responsible for controlling client organization
procurement practices, and does not specify any method of resolving the issue if
Procurement Branch staff challenge a decision approved by the head of a client
organization. There is no requirementto report alternative procurement transactions,
or even differences of opinion, to a central government organization such as Treasury
and Policy Board.

14.8 In August 2002 we completed a broad scope audit of the Procurement Branch of the Nova
Scotia Department of Transportation and Public Works under the mandate established by Section
8 of the Auditor General Act. Our audit was conducted in accordance witingustandards
established by the Canadian Institute of Chartered Accountants, and accordingly included such tests
and other procedures as we considered necessary in the circumstances.

149 The objectives of this assignment were to assess the Procurement Branch’s:

process for developing and promulgating procurement polices and procedures;

compliance with legislation, policy and interprovincial agreements in the
performance of its procurement activities; and

accountability framework with respect to its procurement responsibilities.

14.10 Audit criteria were developed to assist in our assessment of the systems and practices of the
Procurement Branch. The audit criteria were discussed with and accepted as appropriate by senior
management of the Department, and are outlined in Exhibit 14.1. Our audit procedures included
interviews of management and staff, testing of procurement transactions, as well as an examination
of manuals, reports and other documents.

14.11 Our audit examined controls and systems of the Procurement Branch of the Department of
Transportation and Public Works only. This assignment did not address procurement activities by
departments and other government organizations conducted without the involvement of the
Procurement Branch.
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PRINCIPAL FINDINGS
Standards

14.12 Theprimary legidation dealing with government procurement isthe Government Purchases
Act. It was last revised in 1992. It is arelatively brief piece of legidation, and there are no
regulations. The Act only regulates the purchasing of goods. Thereisno legislation to regulate the
purchasing of services by government.

14.13 Thelast significant revision to the Government Procurement Policy occurred in 1996. This
policy was developed from a white paper entitled Fairness in Government. The white paper was
widely circulated and there was significant stakeholder consultation. The policy incorporated
stakeholder comments, as well as input received from the Atlantic Procurement Coordinating
Committee and the Procurement Working Group for the National Agreement on Internal Trade. The
policy was revised again on January 26, 2001 to make changesto procurement threshold levels and
approval requirements for alternative procurement practices. However, the changes were not
extensive and were only discussed and circulated within government.

14.14 Weexamined the policy to seeif it was consistent with the Government Purchases Act. We
noted three exceptions.

n The Government Procurement Policy appliesto all Provincial government entities,
including departments, agenci es, boards, commissions, crown corporations, academic
institutions, regional school boards and district health authorities. The Government
Purchases Act indicates that it applies to departments of government and, under
Section 5(b), any government boards, commissions and agencies designated by
Governor in Council. However, no such organizations have been designated.

n The Government Procurement Policy allows government organizations to purchase
goods with avalue up to $5,000 without public tender if they obtain at |east three
guotations. Under Section 8 of the Government Purchases Act, the Procurement
Branch must tender for the purchase of goods over $1,000.

n The Government Procurement Policy appliesto all purchases of goods and services
(including construction and facility leasing). The Government PurchasesAct applies
only to the procurement of goods.

14.15 Each of these differences is addressed in draft legislation and regulations prepared by the
Procurement Branch. However, the legidation has not yet been introduced in the House of
Assembly.

14.16 TheProcurement Branch maintainsapolicy and proceduremanual. Themanua wasupdated
for the most recent changes to the Government Procurement Policy and is available to staff of all
government departments and other entities (client organizations) to help them administer
procurement activities. Anoperating procedures manual, for use by Procurement Branch staff only,
was being finalized at the time of our audit. We examined the two manuals and found that they are
derived from or fully consistent with the Government Procurement Policy. However, we found the
manuals do not address all areas where guidance may be needed, notably: e-procurement;
amendments to purchase orders; review of procurement transactions; and review and reporting of
alternative procurement transactions.

14.17 The Procurement Branch has taken steps to promote a clear understanding of procurement
goals and processes. There are numerous publications which are available in paper format and on
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the internet (Exhibit 14.5 on page 236). The Procurement Branch provides ongoing advice and
assistance to staff of client organizations involved in the procurement process. Presentations are
given at various seminars and meetings, and thereis day-to-day contact with individuals and groups
wishing to do business with the government.

14.18 InFebruary 2000 astudy of thegovernment’s experience with public-private partnership was
completed by a consultant. The consultant concluded that public-private partnering should continue
to be considered for procurement projects as long as it could be clearly demonstrated that such an
approach is more beneficial than traditional procurement methods, and controls exist to ensure the
process is properly conducted and monitored. Upon the completion of the study, a policy statement
was drafted by the Procurement Branch to guide government organizations in evaluating and
conducting public-private partnership procurement. However, the policy statement was never
approved by Executive Council.

14.19 We examined the processes of the Procurement Branch for ensuring procurement policy
remains current with changes in technology, as well as government and business practices. In our
view, the system used to plan and control policy development needs strengthening. The Procurement
Branch has limited resources dedicated to this function. There are no time lines for review and
updating of procurement legislation and policy. There are no formal criteria or prioritization
processes to identify where the need for new or revised policy is most important. Also, once a
decision is made to amend or create a new policy, there are no milestones, time lines or
responsibilities established.

Compliance with Legidsation, Policy and Agreements

14.20 Monitoring and control - The Procurement Branch is responsible for ensuring the
procurement of goods, services and construction throughout government is conducted in accordance
with the Government Procurement Policy. The Procurement Branch addresses this responsibility
in a number of ways. Procurement staff in client organizations are provided with publications which
describe and interpret procurement policies. They are informed when there are changes to
procurement policies and procedures. Procurement Branch staff attempt to visit all staff involved
In government procurement activities at least once each year. They are also available to answer any
guestions or concerns about procurement policies or procedures.

14.21 Purchase orders for purchases by government departments and agencies over $25,000 must
be approved and issued by the Procurement Branch, rather than the client organization. Procurement
staff can put a transaction on hold if there are questions as to compliance with legislation and policy.
After a tender is conducted and bids are evaluated by the client organization, the organization must
provide Oflm explanation to the Procurement Branch if a bid other than the lowest priced one is
accepted.

14.22 The Department’s Director of Purchasing reviews a daily list of tenders issued and tenders
opened by the Public Tenders Office. He also reviews a monthly report of all purchase orders issued.
Unusual items are followed up.

14.23 The Procurement Branch monitors complaints about specific procurement transactions or
other procurement issues received from individuals or organizations wishing to do business with the
government. All complaints are investigated by management and a formal response is sent to the
company or individual making the complaint. A register is maintained to document the action taken
to address each complaint. A copy of the complaint register is included in the annual report prepared
by the Procurement Branch.
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14.24 TheGovernment Procurement Policy appliestoall Provincial government entities, including
departments, agencies, boards, commissions, crown corporations, academic institutions, regional

school boards and district health authorities. The policy indicatesthat responsibility for compliance

with the policy falls upon the Chief Executive Officer (CEO) of each government organization.

CEOs are accountable for compliance with this policy, asthey are for any other legislated or policy
requirements, to the Minister responsiblefor the organization. However, there are no requirements

that government organizations report on compliance with procurement policies. In addition, we

found that whilethe Procurement Branch does monitor procurement by government departmentsand
agencies which use the government’s Corporate Financial Management System (CFMS), it is not
involved with and does not monitor purchasing by organizations which use their own financial
systems, such as crown corporations, regional school boards and district health authorities. The
Procurement Branch was not able to provide us with information on the volume of purchasing by
the government organizations it does not monitor. Accordingly, there is little external monitoring
of the procurement activities of many government organizations which must comply with
government procurement policies.

14.25 Government organizations must also comply with obligations identified in the Atlantic
Procurement Agreement and the Agreement on Internal Trade. Under the Atlantic Procurement
Agreement, ASH sector entities (defined to include academic institutions, regional school boards and
hospitals - i.e., district health authorities) are to provide the Atlantic Procurement Coordinating
Committee with quarterly reports outlining all reportable exceptions to the Agreement. However,
upon agreement of all four provinces, this requirement was dropped. As well, the Procurement
Branch does not monitor crown corporations and ASH sector entities to ensure compliance with
interprovincial procurement agreements.

14.26 Government organizations often purchase a large number of similar goods and/or services
in the span of a year (e.g., desk-top computers, professional services). In such cases it would be very
time consuming to conduct a competition each time a need for such an item is identified. To aid
efficiency, but retain the advantages of competitive purchasing, government organizations
(individually or in groups) advertise for standing offers on certain goods and services routinely
required. Once the competition has been conducted and a winning bid has been selected, the
organization(s) are able to purchase from the successful bidder at the predetermined price for the
length of time agreed to in the standing offer. We observed that the Procurement Branch is involved
in the tendering and monitoring of standing offers.

14.27 Section 13 of the Government Procurement Policy states that all procurement activities will
be subject to audit by the Procurement Branch, departmental internal auditors, or by the Auditor
General. Despite this provision, there is no formal audit program for government procurement. The
Office of the Auditor General and the Corporate Internal Audit section of the Department of Finance
are operations independent from the Procurement Branch with respign&ib selecting and
performing a wide variety audits in a large number of government entities. The Procurement Branch
has procedures for reviewing certain procurement transactions, but the process is not rigorous
enough to be considered auditing.

14.28 Areportof all purchase orders issued is generated from the Corporate Financial Management
System (CFMS) on a biweekly basis to facilitate the Procurement Branch’s procurement review
process. Transactions listed on the report are reviewed to ensure they adhere to procurement policy
and guidelines for recording procurement transactions in CFMS. A report of all accounts payable
transactions over $1,000 is also generated from CFMS to help staff determine whether there are
purchases that should have been processed through the procurement system (see paragraph 14.34).
E-mails are sent to the procurement section of client organizations to question unusual transactions
and there are procedures to ensure explanations are received on a timely basis. However, minimal
documentation is prepared to document the scope and results of the reviews performed and
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explanations received are rarely verified by an examination of documentation from client
organizations. And, as discussed above, these reviews do not include purchases by organizations
with their own financial systems (e.g., crown corporations, regional school boards).

14.29 Webelievethere could be better reporting on the results of procurement transaction reviews
to senior management of the Department. A quarterly report is prepared, but it only provides
summary statistical information. Commentary should beincluded in the reportsto identify areas of
concern, government organizations which appear to be regularly contravening the Government
Procurement Policy, and policy initiativesto be considered to address problem areas. Furthermore,
senior management does not perform any forma monitoring to ensure transaction reviews are
appropriately documented, all observationshave been sent to the client organizationsand reasonabl e
responses have been received.

Recommendation 14.1

We recommend that government review its practices for ensuring
compliance with procurement policy and agreements. We believe either
therole of the Procurement Branch needsto be expanded and its practices
strengthened, or alternative measures need to be developed to hold all
government entities individually accountable for procurement activity.

14.30 Testing of regular procurement transactions - We selected a sample of regular (i.e., non-
aternative) procurement transactions recorded in the Corporate Financial Management System of
the Province. We noted instances where:

- transactions were classified as regular procurement even though information
obtained indi cated the purchase was made using alternative procurement methods (4
of 65 itemstested);

- approval from client organization staff to award tenderswasnot onfile (2 of 65items
tested); and

- tender award information was not recorded on the internet website (5 of 65 items
tested), or was recorded incorrectly (1 of 65 items tested).

14.31 We were able to examine documentation for each transaction we selected for testing.
However, information received from bidders was sometimes on file at the Procurement Branch and
other times on file at the client organization. Staff of the Procurement Branch often did not know
whereto find requested documents. Difficultiesinlocating documentationindicatesaneed for more
formal documentation and filing standards. It also shows that the Procurement Branch does not
alwaysexamine documentationin support of the procurement transactionsit hel psto administer, and
Is not always in a position to know that significant purchases are fully in compliance with
procurement policy.

14.32 We also observed alack of communication involving the approval of certain procurement
transactions by the Procurement Branch. Transactions over $25,000 must be approved by the
Procurement Branch. However, we noted an instance where one Branch staff person’s refusal to
proceed with a procurement pending resolution of outstanding questions was circumvented by
obtaining approval from another Procurement Branch staff member. There is no system to enable
staff to know that a transaction has been questioned by another staff member.
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14.33 Procurement transactions need to be recorded consistently in CFM S so transactions can be
traced from the purchase requisition to the final purchase order. We observed there was no
consistency in how capital construction projects, such as school construction and renovations, are
recorded in CFMS. Likewise, there is no consistency in how amendments to purchase orders are
recorded in CFMS. In addition, thereisminimal, if any, documentation at the Procurement Branch
to support changes to purchase order amounts and we identified instances where the Procurement
Branch was not notified of amendments to purchase orders.

14.34 Some government payments, such as grant payments, travel expense reimbursements and
lease payments, are not required to be processed through the procurement module of CFM S, because
there is no competitive procurement process involved. Such payments are processed through the
accounts payable moduleof CFMS. However, wefound that client organi zations sometimes bypass
the procurement process and Procurement Branch involvement by processing procurement
transactions through the accounts payable module of CFMS rather than the procurement modul e.
Procurement Branch staff monitor transactions processed through the accounts payable module for
improper recording of purchases, and questionabletransactionsarefollowed up. However, wenoted
that there are no formal policies on the types of transactions that are permitted to be recorded in the
accounts payable module.

Recommendation 14.2

We recommend more guidelines be developed and communicated, and
practices be strengthened, for the documentation and recording of
procurement transactions.

14.35 Testing of alternative procurement transactions- In certain situationsgoods and servicesare
obtai ned through alternative procurement methods. The purpose of using an alternative procurement
process (e.g., sole-source buying) is usually to meet a requirement which a formal competitive
process could not satisfy. Section 8 of the Government Procurement Policy lists circumstances
under which alternative procurement can be undertaken (Exhibit 14.6), including:

- an emergency or unforeseeable situation;

- to ensure compatibility with existing products, exclusive licences, copyright, and
patent rights;

- goods and services which can only be supplied by a particular supplier and no
aternative or substitute exists; and

- work to be performed according to the terms of awarranty or guarantee.

14.36  When an alternative procurement process is contemplated by a client organization, the
Government Procurement Policy requires client staff to discuss the situation with staff of the
Procurement Branch. If Procurement Branch staff agreeto the proposal, ajoint recommendation is
made to the Chief Executive Officer of the client organization (e.g., Deputy Minister). If
Procurement Branch staff do not agree, aternative procurement can proceed with the approval of
the CEO. Inall cases, an aternative procurement practices form isto be completed, signed by the
CEO and provided to the Procurement Branch.

14.37 Weselected asampleof alternative procurement transactionsrecorded in CFMS. They were
mostly transactions involving sole-source purchasing. We made the following observations.
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n The section number of the policy under which the alternative procurement was
undertaken was not identified in 6 of 12 items tested.

u There was insufficient information to determineif the procurement met the criteria
required to be an alternative procurement transaction in 12 of 12 items tested.

u The approval of the Deputy Minister was not recorded in 4 of 12 items tested.

n The procurement transaction was not listed on the summary report of alternative
procurement transactionsin 9 of 12 items tested.

u Thetransaction was classified as an alternative procurement even thoughit followed
the regular procurement processin 4 of 10 items tested.

14.38 We selected a sample of alternative procurement practices forms submitted by client
organizations and made the following observations.

n The section number of the policy under which the alternative procurement was
undertaken was not noted in 2 of 8 items tested.

n Thereasonfor using alternative procurement methodswas not sufficiently explained
in 2 of 8 itemstested, and/or there was insufficient information to determine if the
procurement was a valid alternative procurement transaction in 3 of 8 items tested.

n Other required information was not recorded in 4 of 8 items tested.

14.39 Weconcluded that somepoliciesrelating to alternative procurement are not alwaysfollowed
by client organizations. Alternative procurement is being conducted without consultation or
agreement of Procurement Branch staff. Not all alternative procurement is reported to the
Procurement Branch. For example, thedollar value of alternative procurement transactionsreported
by client organizations to the Procurement Branch for the year ended March 31, 2001 totaled $9
million. CFMS shows alternative procurement transactions totaled $53 million. There was no
reconciliation of these two amountsto explain the difference, and no proceduresin place to ensure
full reporting by client organizations.

14.40 We wereinformed that Procurement Branch management review a summary of alternative
procurement transactions reported by client organizations, looking for any problems, trends or
evidence of misuse of aternative procurement practices. However, we noted that explanationsin
thisreport for individual transactions were often insufficient to give afull sense of why alternative
procurement practices were used.

14.41 All purchaseordersfor purchases by government departmentsand agenciesover $25,000 are

to be approved and issued by the Procurement Branch. Accordingly, procurement staff can delay

such atransaction if they believeit isnot in accordance with the procurement policy. Intheory, the

Branch isin a position to halt inappropriate procurement transactions. However, as noted in our

audit of procurement practices at the Department of Health (Chapter 9, page 159), a client
organization can purchase agood or servicethrough an alternative procurement process and prepare

a purchase order after-the-fact. Further, we found little review and challenge of alternative
procurement transactions by Procurement Branch staff as long as the transaction was approved by

the head of the client organization, even if the Procurement Branch was not consulted as required

by policy. We observed that a simple reference to ‘Deputy Minister approval’ in a data field in
CFMS would often be sufficient to avoid any questions by the Procurement Branch. The
Procurement Branch generally did not insist on having a signed form to substantiate the approval.
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14.42 We observed a hesitance to challenge aternative procurement transactions in client
organizations. Government Procurement Policy does not specifically state that the Procurement
Branchisresponsiblefor controlling client organization alternative procurement practices, and does
not specify any method of resolving the issue if Procurement Branch staff challenge a decision
approved by the head of a client organization. Furthermore, there is no requirement to report
aternative procurement transactions, or even differences of opinion, to a central government
organization such as Treasury and Policy Board.

14.43 Previous to January 26, 2001 Government Procurement Policy required all aternative
procurement transactionsto be reported to the then Policy and Planning Secretariat. This placed an
element of control over higher-risk procurement practicesinacentral body with some authority over
individual government organizations. With the changein policy, control was placed with the Chief
Executive Officers of government organizations. However, no formal accountability mechanism
(e.g., public reporting) was implemented for this new responsibility.

Recommendation 14.3

We recommend that government comply with policies and guidelines for
alternative procurement, and that transactions be better documented. We
believethereneedsto bea better systemto addressknown non-compliance
with alternative procurement policies and differences of opinion between
the Procurement Branch and its client organizations.

Accountability

14.44 An integral part of the accountability process is the provision of sufficient, appropriate,
understandable and timely information on areas of assigned responsibility. TheProcurement Branch
has a relatively small number of staff, and for this reason the accountability process within the
Branch involves a high degree of personal contact. Various meetings are held to discuss
performance and strategy and there areanumber of statistical reports prepared by staff and reviewed
by management. However, at the time of our audit, many of the performance evaluations for
Procurement Branch staff were two or three years behind schedule and management were trying to
get evaluations up-to-date.

14.45 Staff prepare a Procurement Fiscal Year End Report for presentation to the Minister of
Transportation and Public Works. The most recent Report sent to the Minister in August 2002, was
for the year ended March 31, 2002. Neither the Report or a summary is presented to the House of
Assembly.

Recommendation 14.4

We recommend that, in order to maintain a high level of confidenceinthe
procurement processand ensureall procurement iscarried out in an open
andfair manner, therebe somelevel of reporting to the House of Assembly
and other stakeholders on procurement.

14.46 The Procurement Fiscal Year End Report is statistical in nature and lacks substantive
information on the performance of the Procurement Branch and thus does not fulfill its potential as
an accountability document. The Report does not contain objectives or reporting of performance
against stated objectives. The Report does not contain sufficient information relating to compliance
with the Government Purchasing Act and the Government Procurement Policy, a magor
responsibility for the Procurement Branch.
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14.47 The Procurement Fiscal Y ear End Report contains statistics on payments to vendors which
arereported under various categories. Procurement Branch staff do not believe they haveidentified
all vendorswho should beincluded in these statistics. Thereisno statement inthe Report about this
limitation in the information.

14.48 A businessplanisakey document used to convey an organization’s goals and strategies for

the current and future years. The Procurement Branch has a business plan containing information
on its mandate, mission, core values, strategic goals, demands to be met and long-term objectives.
As part of the government business planning process, the Department of Transportation and Public
Works prepares an annual business plan as well. However, the Department’s 2002-03 business plan
does not have much information on its procurement operations.

14.49 The business plans do not identify performance outcomes and measures related to the
procurement function. As part of a Department-wide initiative, performance outcomes and measures
were being developed at the time of writing this Chapter. Two performance outcomes have been
identified relating to procurement - an open, fair and best value procurement process, and appropriate
and cost-efficient technology procurement. Various performance indicators have been identified to
monitor these outcomes.

Recommendation 14.5

We recommend continued development of performance measures,
collection of supporting information and annual reporting on
performance. Where possible, performance reporting should include
quantitative measures compared to predetermined targets, with
explanations for significant variances.

CONCLUDING REMARKS

14.50 The Procurement Branch does not have a formal process for developing procurement
policies, but there is a formal procurement policy which is well-communicated to the government
organizations which are required to comply with it. There are some differences between the policy
and the Government Purchases Act.

14.51 We observed non-compliance with the Government Purchases Act relating to the dollar limit
set for transactions which must be tendered. We observed instances of government organizations
not complying with the Government Procurement Policy. A significant number of government
organizations are not externally monitored to ensure they are in compliance with procurement policy
and interprovincial procurement agreements. Also, there is little challenge of government agencies
using alternative procurement practices, even when procurement requirements do not meet the
criteria presented in the Government Procurement Policy.

14.52 There is little reporting to the House of Assembly on government procurement transactions
and the performance of the Procurement Branch.
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Exhibit 14.1

Public Works.

AUDIT CRITERIA

Audit criteria are reasonable and attainable standards of performance and control, against which the adequacy of
systems and practices can be assessed. They relate to the audit objectives developed for an assignment and are used
to design the detailed audit tests and procedures.

The following criteria were used in our audit of the Procurement Branch of the Department of Transportation and

Sandards - The Procurement Branch should have sufficient information to determine where
procurement policies are in need of development or change. There should be systemsin place to
develop appropriate procurement policy and procedures on a timely basis. There should be
appropriate communication and instruction with respect to procurement policy and procedures.

Compliance with Legidlation - Applicable provisions of Provincia legidation and regulations
should becompliedwith. Procurement policiesshould be consistent with Provincial legislationand
regulations. There should be a process to enable management to monitor and be sure that key
provisions of Provincial legislation and regulations are being complied with. There should be a
system to ensure that reviews of procurement transactions are carried out on aregular and timely
basis. There should be follow up on the implementation of recommendations from reviews of
procurement transactions.

Accountability - There should be adequate systems and controls to ensure the completeness,
accuracy and timeliness of information reported. There should be relevant and timely reporting to
inform the Minister and House of Assembly of the Procurement Branch’s performance.
Procurement Branch should determine and report whether procurement legislation and
being properly implemented and is achieving its objectives.

The
policy is
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Exhibit 14.2

DEPARTMENT OF TRANSPORTATION AND PUBLIC WORKS (T&PW)
ORGANIZATION CHART - PROCUREMENT BRANCH

Minister
of T&PW

Deputy Minister

T&PW

Executive Director
Government Services

Division

Corporate IT
Operations

Procurement
Branch

Real Property
Services

Public Tenders
Office

Trunk Mobile
Radio System

Other positions reporting to the Deputy Minister:

Executive Director of Highway Operations
Executive Director of Public Works
Director of Finance

Director of Human Resources
Director of Information Technology
Director of Policy and Planning
Director of Public Affairs and Communications
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Exhibit 14.3
PROCUREMENT STATISTICS
Based on Procurement Fiscal Year End Report - April 01, 2001 to March 31, 2002
Purchase Orders Value of Purchases
Goods 37,797 $ 108,634,128
Services 11,547 169,724,671
Construction 880 115,466,902
Subtotal 50,224 393,825,701
Procurement cards 5,547,948
Lease payments on P3 schools 54,343,155
School construction 11,428,629
Rental of government facilities 30,341,764
Recurring payments 3,153,474
Accounts payable transactions 23,730,876
Total $ 522,371,547
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Exhibit 14.4
DISTRIBUTION OF TRANSACTIONS BY VALUE
(OVER AND UNDER TENDERING THRESHOLDS)
Number of Transactions Value of Transactions ($ millions)
40,000 200
35,000
30,000 150
25,000
20,000 100 —
15,000
10,000 50
5,000
0 ! ! ! 0 ! !
Goods Services Construction Goods Services Construction
B Over Threshold B Over Threshold
[ ] Under Threshold [ ] Under Threshold

Low bid - 39,744

DISTRIBUTION OF CONTRACTS BY COMPETITION TYPE

Number of Transactions Value of Transactions ($ millions)

Low bid - $350.3

oe source - 7,272

Not low bid - 555

Alternative procurement - 2,

Sole source - $13.2
Not low bid - $0.7
Alternative procurement - $29.5
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Exhibit 14.5

Legislation

Government Purchases Act

Policies

Policy on Government Procurement
Summary and Overview of Policy
Government Procurement Process

Province of Nova Scotia Procurement Manual /
Policies and Procedures

Environmentally Responsible Procurement Policy
Facilities Procurement Guide

Construction Contract Guidelines

Public Sector Purchasing Contracts

Guide to the Submission & Evaluation of Unsolicited
Proposals

Supplier Complaint and Dispute Settlement Process

Availability of Surplus Government Assets for Non-
Profit Organizations

Government Procurement Process - ASH Sector

LEGISLATION, POLICY AND GUIDELINE DOCUMENTSFOR GOVERNMENT PROCUREMENT

Agreements
Atlantic Canada Procurement Agreement

Agreement on Internal Trade

Guides
Procurement Branch Tenders Brochure
Request for Quotations

Requests for Proposals or Expression of Interest

Standard Instructions
General Instructions

Supplements to General Instructions

Each document is available for viewing at: www.gov.ns.ca/finance/tour/policy.asp
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Exhibit 14.6

EXCERPTSFROM GOVERNMENT PROCUREMENT POLICY

1. Policy Objective

The objective of thispolicy statement isto establish and maintain ahigh level of confidencein the procurement process
by ensuring that all public sector procurement is carried out in an open, fair, consistent, efficient, and competitive
manner.

The Government of Nova Scotiais committed to:

. ensuring that the government’s requirements for goods, services, construction, and facilities are m
an open and fair process that provides the highest degree of competition and value to the Provincg

. ensuring that all bidders have reasonable notice and opportunity to tender

. fostering economic development by giving every capable Nova Scotia supplier the opportunity to do
with the government

. encouraging Nova Scotia businesses to be competitive and to sustain quality product development

. adhering to the Agreement on Internal Trade and the Atlantic Procurement Agreement, which create
opportunities for Nova Scotians

. treating out of province bidders in the same way as their jurisdictions would treat bidders from Nov.

. being accountable to the public for procurement decisions
4. Procurement of Goods

Goods with an estimated value of up to and including $5,000 will be acquired by departments at competitivg
accordance with procedures established by the Procurement Branch of the Department of Transportatio
Works.

Goods with an estimated value above $5,000 will be posted on an electronic public bid notice system w
addition, bids may also be invited from selected suppliers where required to ensure an adequate degree of g

bt through

business

economic

h Scotia

e prices in
h & Public

ebsite. In
ompetition.

Bids will be evaluated not only on the price submitted but also on such factors as quality, delivery, servicing, and the

capacity of the bidder to meet the criteria stated in the bid documents. Unless there is a valid and written rg
the contract award, available for public review, the lowest competent tender will be accepted.

tionale for
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5. Procurement of Services

Services with an estimated value of up to and including $10,000 will be acquired by departments in accordance with
procedures established by the Procurement Branch of the Department of Transportation & Public Works.

Services with an estimated value above $10,000 will be posted on an electronic public bid notice system website. In
addition, bids or proposals may also beinvited from selected suppliers where required to ensure an adequate degree of
competition.

In order to establish the best value of the services offered, bidswill be evaluated on price, qualifications, experience, past
performance, and the capacity of the bidder to meet the criteria stated in the bid documents. Unlessthereisavalid and
written rationale for the contract award, available for public review, the lowest competent tender will be accepted.

Foecialized Services - Procurement of specialized services may require different processes to reflect the unique nature
of the service.

Insurance Services - All insurance service requirements valued at more than $10,000 will be acquired by public tender
at intervals not greater than every five years. Insurance will normally be tendered based on major insurance service
categories. Mgjor insurance services may be renewed on an annua basis up to the five-year maximum on terms
satisfactory to the Province. Otherwise, the service may be put to competitive tender call at any annual renewal date.

Architectural, Engineering, and Surveying Services - Requirements for consultants for assignments with an estimated
value of up to and including $50,000 will be acquired through a public notice inviting consultants to submit corporate
qualifications, to be updated at the consultant’s initiative. The submissions will be in a prescribed format to facilitg
development of a departmental data base. Consultants will be selected from the departmental data base and
and a fee will be established. Consultants for assignments with an estimated value greater than $50,000 will
as a result of a public advertisement and posted on an electronic public bid notice system website.

The services of these professional groups will be obtained through a qualifications-based selection process
include an assessment of competence, experience, cost, and other factors specific to the requirement as ide
guidelines.

6. Procurement of Construction

Construction requirements with an estimated value of up to and including $10,000 will be acquired by depal
competitive prices, in accordance with procedures established by the Procurement Branch of the Dep
Transportation & Public Works.

Construction requirements with an estimated value above $10,000 will be posted on an electronic public
system website. In addition, bids or proposals may also be invited from selected suppliers where required t
adequate degree of competition.

te the
interviewed,
be selected

which will

ntified in the

rtments at

Artment of

bid notice
b ensure an

Construction competitions will be carried out in accordance with the Construction Contract Guidelines developed by the

Department of Transportation & Public Works.

d in the bid

Bids may be evaluated on price, past performance, and the capacity of the bidder to meet the criteria state
documents. Unless there is a valid and written rationale for the contract award, available for public review,
competent tender will be accepted.

he lowest
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7. Procurement of Facilities

All building lease requirements areto be acquired by way of public advertisement, in accordance with the Government’
Facilities Procurement Guide developed by the Department of Transportation & Public Works.

8. Alternative Procur ement Practices

Departments wishing to make use of an Alternative Procurement Practice, with the exception of an emergenc
are to consult with the Procurement Branch to identify the most appropriate means by which to proceed
satisfaction of the requirement. If in agreement, the Department and Procurement Branch will make a joint
the Deputy Minister of the requesting Department who will then approve or reject the recommendation. In cas

y situation,
with the

request to
e or cases

of a disagreement between the Department and the Procurement Branch the Department may present the proposed

Alternative Procurement to their Deputy Minister for consideration and decision.

It is the Deputy Minister’s responsibility to ensure that all procurements made by their Department are
documented and recorded in the Province’s Corporate Financial Management System.

Procurement processes other than those described in this policy statement may be used in circumstances {
described below. Such processes are not to be used for the purpose of avoiding competition or to discrimin
specific suppliers. Each instance requires the prior approval of the appropriate Deputy Minister. These circ
are:

properly

uch as those
ate against
imstances

8.1 an unforeseeable situation of urgency or emergency where the good, service, or construction requirenpent cannot
be obtained by means of open procurement procedures

8.2 a situation where tendering could reasonably be expected to compromise government confidentiality, cause
economic disruption, or otherwise be contrary to the public interest

8.3 to ensure compatibility with existing products; to recognize exclusive rights, such as exclusive |icenses,
copyright, and patent rights; or to maintain specialized products that must be maintained by the manufacturer
or its representative

8.4 where, for technical reasons, there is an absence of competition, and the goods or services can be sppplied only
by a particular supplier and no alternative or substitute exists

8.5 the procurement of goods or services for which there is a statutory monopoly that is controlled by g supplier

8.6 the purchase of goods on a commodity market

8.7 work to be performed on or about a leased building, or portions thereof, that may be performed only by the
lessor

8.8 work to be performed according to the provisions of a warranty or guarantee

8.9 the procurement of a good or service to be developed in the course of and for a particular contract fofr research,

experiment, study, or original development, but not for any subsequent purchases
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8.10 thepurchaseof goodsunder exceptionally advantageous circumstances such asbankruptcy or receivership, but
not for routine purchases

8.11  theprocurement of original works of art

8.12  the procurement of subscriptions to newspapers, magazines, or other periodicals

8.13 processes that foster the devel opment of minority businesses

8.14  processesthat foster the development of sheltered workshop programs

8.15  goodsintended for resale to the public

8.16  goods and services from persons with disabilities, philanthropic institutions, or through employment equity
programs

8.17  servicesof expert witnesses, specifically in anticipation of litigation or for the purpose of conducting litigation

8.18  medica servicesfor personsin the care and custody of the Province

8.19 procurement of goods or services from another level of Government
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DEPARTMENT OF TRANSPORTATION AND PUBLIC WORKS’ RESPONSE

General Comments:

The Procurement Branch, Department of Transportation and Public Works, appreciatesthe
extensiveaudit doneby the Auditor General’s staff, and their helpful approach was certa
of value in strengthening the procurement operations of government. Action on all
either underway or has been included in our 2002-2003 workplans.

Paragraph 18
The Public Private Partnership (P3) draft policy booklet remains as a draft as t
process is not currently in use on any projects. The document is available should ar
body wish to pursue the P3 arrangement at any future time. For non P3 projects, a
for Proposal process is used.

Paragraph 19
The Procurement Branch reviews it policies and procedures as required and upd
website. The suggestion by the Auditor General is appreciated and will be include
annual work plans so that the review is documented and changes in documents ca
on file for historical purposes. We have included this in our business plans so f
review is done annually each January.

Paragraph 24
Agree - However, public bodies have the responsibility to their respective Minis
comply with the Government’'s policy objective of fair and open procurement
Procurement Branch has established good working relationships with these public
three examples being the use of the Procurement Branch website for advertising
discussions on procurement policy applications and assistance in resolving compl

Paragraph 25
Agree - All four Atlantic provinces agreed that the reporting by MASH Sector entiti
not required. There have been no complaints about Nova Scotia MASH Sector pt
from other jurisdictions, and it has been more effective to concentrate on joint purd
advantages such as school buses, and being a source of advice and assistance to t
publicly funded organizations.

Paragraph 26
The Procurement Branch is responsible for all standing offers for government depai
The standing offer requirements are normally reviewed before their expiry dd
determine if the standing offer should be re-tendered/renewed or cancelled. Supplie
information technology standing offers have all been advised that contracts
terminated if prices held on the database are not updated. The system flags the ve
a warning if prices are not updated monthly. The Procurement Branch also does f
surveys to ensure the technical information is up to date. The most recent survey v
in June 2002.

Paragraph 27
The analysis by the Procurement Branch is a monthly review of compliance W
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Procurement Policy. This compliance review consists of:
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a. Director of Purchases monthly review of all CFMS Procurement Module
transactions (purchase orders) for all departments of government;

b. Saff review of transactions for CFMS procedural compliance, and advising users
on observations;

C. Saff review of accounts payable transactions to identify transactions that should
have been recorded in the Procurement Module.

These compliancereviews have proven to be very effectivein reducing the number and types
of observations in CFMS operations. We have also documented our compliance review
processes and have sent thisinformation to all Directors of Finance to indicate the level of
scrutiny that is applied to their respective department’s transactions.

Paragraph 28
The Procurement Module and accounts payable monthly reviews have proven to| be very
effective as a means of correcting any procedure not being followed corregtly by
departments. This is considered an effective way to train CFMS users to ensure they follow
procedures. The Procurement Branch has reviewed the compliance documentatior] and has
Instituted a monthly report that is reviewed by the Director Purchases.

Paragraph 29
As mentioned earlier, all Procurement Module transactions are reviewed monthly.
Observations have been brought to the attention of departments. Compliance reviews and
the reporting regime guidelines will be incorporated in our internal procedures docyment.
The Procurement Branch recently sent a document to all Directorsah&e providing
details of our compliance review process and reporting mechanisms.

Recommendation 14.1

Agree - Policies and procedures are in place, including those used in the CFMS, to allow
departments to follow the Procurement Policy. Ensuring adherence to policy will nequire
a review of current resources assigned to this task, with a view to strengthening this
compliance review effort, or seeking support from the government’s internal audit group to
move procurement to one of their major focal points in departmental audits.

Paragraph 31
The documentation on any procurementis in three places; the Procurement Branch,|with the
client department and with the vendor. All three sources contain different documents,
depending on their needs, eg. Procurement Branch files do not contain invoices.
Construction tenders are a good example where the majority of documents are held by the
department, however, CFMS procedures require the Procurement Branch approval of the
initial contract and any amendments. In doh, documentation related to delegated
purchases of $5,000 for goods, $10,000 for services and construction would be |held by
departments to support those purchases.
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Paragraph 32
Procurement Branch staff approve purchase orders over $25,000 for the departments
assigned to them. Internal procedures will be amended to address the need to verify
approvalswith the appropriate buying group supervisor or seek direction fromthe Director
Purchases prior to approving the purchase order.

Paragraph 33

This has been a discussion point on construction contracts and the current processis that
awardsare approved by the respective engineering group. The Procurement Branch issues
the CFMS purchase order after reviewing the award recommendation. Amendments are
recorded in the CFMSas soon as received from the engineering group. Although thereare
two methods of amending contracts, all amendmentsareenteredinthe CFMS. Assuggested
by the audit, a written protocol for amendments is being prepared by the Procurement
Branch to cover construction contracts.

Paragraph 34

Procurement Branch hasprepared alist of typical accountspayabletransactions, eg. travel,
fuel payments, grants. A monthly review covers any transactions that should be in the
Procurement Module and departments are advised accordingly. An annual outreach
programwith departments cover sthe procedur esto di stingui sh between procurement entries
and accounts payable entries. The Comptroller, Department of Finance, hasrecently set up
ajoint Finance/Procurement working group, chaired by the Director of Purchasesto review
p{]ocedur&s for procurement and accounts payable, and provide recommendations for
change.

Recommendation 14.2

Agree - These activities will be strengthened in our business plans, and will involve more
training and outreach efforts, including augmenting thetraining currently being givento all
new users of CFMS It is also a subject being reviewed by the recently formed
Procurement/Finance Review Group.

Paragraph 37
All alternate procurement forms for sole source purchases are reviewed by either the
Director of Purchases or a senior purchasing supervisor, prior to logging into the report
format.

Paragraph 38
Agree - For the most part, alternate procurement/sole source intentions are not discussed
with the Procurement Branch prior to contractual commitment. A joint
Procurement/Finance working group has been struck and one of itstaskswill beto review
the alternate procurement process and make recommendations.

Paragraph 39
The dollar figures are taken from the Procurement Branch Annual Report showing data
extracted from the CFMS system. The internal log in the Procurement Branch shows only
the alternate procurementsreported by departments. Areview of CFMSreports showsthat
further outreach and training for users is required, for example, users often record a
purchase from a standing offer as sole source, asit is a purchase from a single company,
even though the creation of the standing offer was done through a competitive process.
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Paragraph 40
Procurement Branch, during its monthly compliance checks, has found the use of alternate
procurementsrequiresaregular outreach/training programfor users. Anoutreach project
wascarried outin June 2002, focusing onthisarea. Inaddition, the CFMStraining syllabus
on procurement will be reviewed to determine if more information is needed on how to
record this type of procurement in the corporate system.

Paragraph 42
Thereisno requirement in the Gover nment Procurement Policy to report to Treasury Board
on alternate procurements. Thereis no evidence to indicate deputy ministers are abusing
the alternate procurement process. The only other method of controlling alternate
procurements would be to have themall approved by the Purchasing Agency, however, this

would require additional staff resources that are not authorized or FTE’s not funded.

Paragraph 43
Accountability for alternative procurement practices rests with the deputy minister g
of each department/agency as specified in the Procurement Policy. It is our experie
deputy ministers/CEQO’s are aware of their responsibilities under the Procurement

r CEO
nce that
Policy.

Procurement Branch has issued seventeen process/procedure documents and prgmulgated

them via the Branch website to support the processes throughout government.

Recommendation 14.3
Agree - Action has been taken by two means; first, the topic will be part of the

current

Procurement/Finance review of CFMS procedures; second, there will be increased fraining

and outreach to departments on alternate procurements. One outreach session wa
June 2002.

Paragraph 44
Agree - Performance reports will be done annually.

Recommendation 14.4
The Annual Report is presented to the Minister of Transportation and Public Works w
choose to present it to Cabinet or the House of Assembly. The report is also se
Auditor General’s office for information. The report for next year and follow on yea
be amended to include the record of all alternate procurements (un-tendered co
approved by the deputy ministers of the departments of government.

Recommendation 14.5
Agree - The Annual Report format will be amended to include a section for al

s donein

ho may
nt to the
s will
ntracts)

ernate

procurements, as well as a summary of compliance reviews, training and outreach efforts

done through the year. It will also report the annual review of all policy and proc
documents now scheduled for January 2003.

edure
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15.
HIGHWAY 104 WESTERN ALIGNMENT CORPORATION

BACKGROUND

15.1 Highway 104 Western Alignment Corporation was established by Statute in 1995 and is
responsible for the financing, design, construction, operation and maintenance of the Highway 104
Western Alignment. The Western Alignment is a 45-kilometre, four-lane, divided, toll highway
linking Masstown and Thomson Station in northern Nova Scotia, and is part of the national
highway system. The highway was built because in 1995 the major transportation link to and
from the Province was a two-lane undivided road through the Wentworth Valley. When the
project was approved by government it was primarily on the grounds of safety and the perceived
high accident rate in the Wentworth Valley. The Western Alignment was constructed through a
public-private partnership in 1996 and 1997.

15.2 The Western Alignment toll road was constructed in 20 months and opened November 15,
1997, two weeks ahead of schedule. The project was funded by a $27.5 million Federal
government contribution, a $27.5 million Provincial government contribution, and $66.4 million
of long-term debt issued by the Corporation. The original plan for the operation of the highway
indicated that toll revenues would not be sufficient to pay all annual debt service costs until traffic
volumes increased in the future. Accordingly, the expectation was for the long-term debt balance
to increase (accrete) each year until 2006, at which time toll revenues would be sufficient to
enable the Corporation to start paying on the principal balance of the debt. The debt is scheduled
to be fully repaid by 2026.

15.3 The recorded cost of the highway, including some capitalized fees and interest costs
incurred in the pre-operation period, is $124.6 million. At March 31, 2002, debt of the
Corporation totaled $81.4 million. Due to higher than expected traffic volumes and toll revenues,
the Corporation repaid $5.5 million of subordinated notes in advance of their planned 18-year
maturity date. The Corporation’s March 31, 2002 financial statements report revenues of
$14,025,226, net earnings of $3,621 and an accumulated deficit of $10,976,268.

15.4 The Corporation is governed by a one-member Board. The sole director was appointed
Chairman of the Board by Executive Council, and is also President of the Corporation. The
Corporation has four staff members including the President. The Corporation contracts the
management of the toll plaza to a private company which employs 37 people. Maintenance of the
road is contracted to the Department of Transportation and Public Works (TPW).

15.5 The financial statements of the Corporation are audited annually by a private auditing firm.
This is our second audit of the Corporation. In 1996 we examined the private partner selection
process and the accountability structure and reporting established for the project. The results of
the audit were presented in Chapter 11 of the 1996 Report of the Auditor General.

RESULTS IN BRIEF

15.6 The following are our principal observations from this audit.

] The Corporation reports to the Department of Transportation and Public Works on
a timely basis, but TPW does not provide accountability information on the
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Corporation to the House of Assembly. No corporate annual reports or business
plans have been tabled in the House of Assembly.

] The Corporation does not have documented, defined performance measures that
are formally monitored and reported.

u There are inconsistencies between the Highway 104 Western Alignment Act and
subsequent Financial Measures legislation which have not been fully addressed by
government.

u A primary objective for building the $124.6 million Highway 104 Western
Alignment was to improve traveler safety. However, neither the Corporation nor
the government have formally studied and reported deaths and accidents related to
the new highway.

] The Corporation does not prepare a comprehensive business plan which includes
goals, outcomes and performance measures.

u The Corporation is complying with its legislation and regulations. At the time of
our audit, the Corporation was not complying with two requirements of 22
agreements to which it is a signatory.

u The Corporation has appropriate operating and capital budgetary processes.
However, it does not perform regular cash flow projections as part of its planning
process.

u The Department of Transportation and Public Works provides annual highway

maintenance services and technical expertise for major highway repairs to the
Corporation, but does not recover the full cost of the services.

AUDIT SCOPE

15.7 In September 2002 we completed a broad scope audit of Highway 104 Western Alignment
Corporation in accordance with Sections 8 and 15 of the Auditor General Act. Our audit was
performed in accordance with auditing standards established by the Canadian Institute of
Chartered Accountants, and accordingly included such tests and other procedures as we considered
necessary in the circumstances. The objectives of this assignment were to examine and assess the:

- quality and timeliness of reporting to the Minister of Transportation and Public
Works and the House of Assembly;

- planning, monitoring and control of the financial operations of the Corporation;
- compliance with Provincial legislation and regulations; and

- due regard for economy and efficiency in the Corporation’s decisions and
activities.

15.8 Audit criteria were developed to assist in our planning and conduct of the audit. The
criteria were discussed with the Corporation and accepted as appropriate by senior management
of TPW. Senior management of the Corporation acknowledged that the principles developed
appear reasonable, but could not determine whether the criteria were suitable. The criteria are

described in Exhibit 15.1.
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15.9 As part of this assignment, we interviewed the staff of Highway 104 Western Alignment
Corporation, the toll plaza management corporation and the Department of Transportation and
Public Works. We also examined minutes, contracts, invoices and numerous other documents
related to the toll highway.

PRINCIPAL FINDINGS
Accountability

15.10 There are four principal partners in the operations of the Highway 104 Western Alignment;
the Province, the Corporation, the financiers, and the toll plaza operator. We reviewed the
accountability structures in place (Exhibit 15.2) and reporting from the Corporation to the
Province (through the Department of Transportation and Public Works).

15.11 Corporation status - The Corporation was created by the Highway 104 Western Alignment
Corporation Act in July 1995. The Act notes the purpose of the Corporation is “to provide
financing, design, construction, operation, and maintenance of the Western Alignment of Highway
104 (Trans Canada Highway) in the Counties of Colchester and Cumberland by a partnership of
the public and private sectors.”

15.12 The Corporation was structured to be a private entity at arms length from the Province.
Several documents we examined note that a primary purpose of the Corporation was to ensure that
project financing was ‘non-recourse’ to the Province; meaning the government would not be
responsible for any default on the debt. The debt would not be recorded in the Province’s
financial statements and the Province’s credit rating and borrowing capacity would be preserved.
Accordingly, the Act declares that the Province is not liable for any debt of the Corporation and
that the Corporation is not a crown corporation or an agent of the Province. The Act also
exempts the Corporation from various Provincial legislation, including those relating to taxes and
freedom of information and protection of privacy. However, the Act states “the Corporation is
an agency of government within the meaning of the Auditor General Act and that Act applies to
the Corporation.”

15.13 The Provincial Finance Act defines a crown corporation as one where the Governor in
Council is entitled to appoint and remove at least a majority of its directors, and where at least
90% of outstanding voting shares are owned by government. The government owns the
Corporation’s one outstanding share and appoints the sole Director of the Board. However, based
on legal advice obtained by the Corporation, the definitive wording of the Corporation’s enabling
legislation gives it preeminence over the Provincial Finance Act.

15.14 Accountability requirements - The Corporation’s accountability and reporting requirements
are only defined in the various agreements to which the Corporation is a signatory, such as the
Omnibus Agreement and the Senior Bond Indenture. The agreements provide for accountability
only to the bondholders and the Province. The Corporation’s enabling legislation is clear in its
intention that the Corporation is not an agent of the crown. Accordingly, management of the
Corporation maintains the Corporation has no direct accountability to the House of Assembly of
Nova Scotia.

15.15 We previously reported (1996 Report of the Auditor General) that it was our opinion that

the Corporation should be accountable to the House of Assembly since the Corporation is owned
and controlled by the Province and is managing an asset situated on Provincially-owned land.
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15.16 There have been no changes to the legislation since our last audit. During this audit, we
observed that the Corporation’s arms-length from government status does not exist in practice.
The General Manager of the Corporation is on secondment from TPW, and the President was
previously a Deputy Minister of TPW and is required by Order in Council to abide by the
Government’s Corporate Code of Conduct for Civil Servants. Staff of the Corporation seek
direction from TPW management for operational decisions. Also, the financial statements of the
Corporation are consolidated into the Province’s annual financial statements. We continue to call
for a recognition of formal accountability of the Corporation to the House of Assembly.

Recommendation 15.1

We recommend that the Corporation’s accountability requirements be
broader, and included in legislation so they may only be changed by the
House of Assembly, to which we believe the Corporation is ultimately
accountable.

15.17 Accountability reporting - Clauses in the Omnibus Agreement and the Senior Bond
Indenture require the Corporation to submit monthly reports to the Province and quarterly reports
to the bondholders’ representative. The quarterly report to the bondholders’ representative is
approved by the President and the General Manager of the Corporation, and is also reviewed by
the Corporation’s external auditor.

15.18 The Corporation is complying with most major reporting requirements in the various
agreements and is providing the information in a timely and complete manner. However, the
significant information described below is absent from the Corporation’s reporting to the
bondholders’ representative. Management indicated that this was due to an oversight and,
subsequent to being informed of the matter, measures were undertaken to comply with the
requirements.

] Article 7 of the Senior Toll Revenue Bond Indenture requires annual audited
financial statements to disclose the budget in the Statement of Loss and Deficit.
This is not being done.

u The trustee is not sent a statement of reimbursable expenditures from the toll plaza
operator for review. Reimbursements to the operator are not held for 15 days so
the trustee can review the expenditures prior to payment.

15.19 At the time of our audit, the Corporation was not complying with a requirement to
compare and explain variances in year-to-date budget and actual results in quarterly financial
statements. However, the Corporation started reporting this comparison and is now in compliance
with this requirement of the Senior Bond Indenture.

Recommendation 15.2

We recommend ongoing monitoring of all agreements and indentures be
undertaken to ensure compliance with all corporate requirements.

15.20 We also suggested that all internal and external statements of revenue and expenses include
budget amounts approved by the bondholders’ representative and the Province.

15.21 There is regular and timely reporting by the Corporation to the Province. The Corporation
is represented on the Steering Committee for the Western Alignment which also has members
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from the Province. The Corporation is also a member of the Joint Advisory Committee which
includes representatives from the Province and the toll plaza operator (Exhibit 15.2). The
committees meet quarterly. There is a corporate Annual General Meeting which is attended by
representatives from the Corporation and the government, the bondholders’ representative, as well
as the Corporation’s legal and auditing firms. The Minister of Transportation and Public Works
attends the Annual General Meeting and his Deputy Minister is a member of the Steering
Committee. Through these meetings the Corporation advises the Minister and Deputy Minister
on the Corporation’s operations and status. Other TPW officials are members of the Joint
Advisory Committee. During our audit we were informed that the Steering Committee did not
meet for eight months during 2001, but has met three times in 2002.

15.22 The Corporation’s annual report is prepared on a timely basis and is provided to TPW by
October following the Corporation’s March 31 year end. Although there is reporting from the
Corporation to TPW, there is no direct reporting of significant corporate information to the House
of Assembly. The Corporation’s annual report has never been tabled in the House of Assembly
and its business plan is not included in the government’s publication of crown agency business
plans tabled in the House. The Corporation’s financial statements are included in the Provincial
Public Accounts and other corporate information is available from the Corporation’s website.
However, the Corporation is a part of the government reporting entity (i.e., it is consolidated into
the Province’s financial statements) and we believe its annual reports and business plans should
be tabled in the House of Assembly.

15.23 Performance reporting - The Corporation’s 2001 annual report notes goals relating to
customer service, highway serviceability, and a safe and efficient highway. However, the
Corporation does not have formal defined performance indicators relating to these goals.
Measurable performance indicators and targets should be developed to monitor and report
progress toward corporate goals.

15.24 However, the Corporation does measure some aspects of performance. The various
agreements with the bondholders’ representative and the Province define contractual requirements
of the Corporation (e.g., debt payment schedules). Through quarterly and monthly reporting and
the Annual General Meeting, performance against contractual requirements is reported to the
major stakeholders. The Annual Roadway Maintenance Agreement also specifies annual road
maintenance performance standards and standards for collection of the tolls by the toll plaza
management company which are measured and reported upon. The Corporation maintains a
website which contains some current information on toll road operations.

15.25 In 1995, when the plan to proceed with the project was approved by government, one of
the primary factors and highest priorities was the safety of travelers on public highways. It was
anticipated that deaths and accidents would decline with the completion of a four-lane divided
highway and diversion of all truck traffic to the new road. The Corporation’s website states “7The
existing two-lane highway has the highest percentage of trucks traveling on it in the province: on
any given day, one in four vehicles — high-speed transport trucks heading to market and low-speed
local traffic turning on and off the road - is an ongoing danger. More than 50 fatalities in the
past decade make [the] highway an intolerable statistic, and one the new highway is designed to
change.” TPW compiles statistics on highway deaths and accidents (Exhibit 15.4). However,
at the time of our audit, neither the Corporation nor TPW had studied or reported upon statistical
trends relating to the safety of the Highway 104 Western Alignment.
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Recommendation 15.3

We recommend that accident and death statistics be monitored by TPW
or the Corporation and reported in the Corporation’s annual report,
along with any available explanations for trends or variances from
expectations.

Financial Management

15.26 We examined a number of areas related to financial management. Our findings are
reported in the following paragraphs.

15.27 Business planning - The Corporation prepared a business plan for the 2001-02 fiscal year
at the request of the Provincial Treasury and Policy Board. This was the Corporation’s first
business plan. We observed that it did not document corporate goals, objectives, performance
measures or outcomes, though corporate goals are identified in the Corporation’s 2001 annual
report.

Recommendation 15.4

We recommend that a more formal, comprehensive business plan be
prepared each year and used to enhance the Corporation’s planning and
budgeting process.

15.28 Financial reporting - Monthly financial reports are submitted to the Province and quarterly
financial reports are distributed to the bondholders’ representative. Report content and
preparation dates meet the requirements specified in the various agreements, with exceptions as
described in paragraph 15.18 above. Audited financial statements are included in the
Corporation’s annual report and Volume 2 of the Public Accounts.

15.29 Cash flow analysis - Currently, no cash flow projections are being prepared by the
Corporation on a regular basis. We believe cash flow projections would help support decision
making in the Corporation’s annual and longer-term planning processes with respect to debt and
operational requirements. For example, the Debt Service Reserve requirement increases in 2006,
and the Corporation will be required to have approximately $9 million in the Reserve account.
At the time of our audit, the Reserve account balance was approximately $5 million.

Recommendation 15.5

We recommend the Corporation prepare a three to five-year cash flow
projection based on management’s best estimates of future operating
results, debt repayment, road repairs, reserve funding, and other
significant sources and uses of cash.

15.30 Reserve funds - The Senior Bond Indenture requires the Corporation to maintain three
reserve accounts; the Project Account, the Capital Reserve Account, and the Debt Service Reserve
Account. Management monitors these accounts to ensure compliance with the terms of the
indenture. As required, a Debt Service Coverage Ratio is calculated and reported 30 days after
the end of each quarter to the trustee and the bondholders’ representative.
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15.31 Operational budgeting - The Corporation has a timely budget process. The Corporation
receives the budget of the toll plaza operator in August (for the year beginning on the following
January 1) and sends the toll plaza budget to TPW for approval by October 1. As required, the
Corporation’s budget is sent to the bondholders’ representative 60 days before the fiscal year
begins on April 1.

15.32 Capital budgeting - The Corporation has a capital policy and budgeting process which
involve approval by both the Province and the bondholders’ representative prior to incurrence of
capital expenditures. The Corporation has an independent engineer conduct regular analysis of
long-term road maintenance requirements and projected expenditures to 2030. The study is
conducted to ensure the Major Maintenance Reserve Fund is adequately funded. The Corporation
uses projections in its budgeting process to plan for capital maintenance expenditures.

15.33 Long-term planning - A long-range planning process should consider variables such as
demographics, infrastructure planning, traffic and capacity requirements and include financial
information such as cash flow projections and anticipated capital and maintenance costs. A 30-
year cash flow projection was prepared in 1996 as part of the business case to support the Western
Alignment project. The Corporation has not updated the cash flow projections or done much
other long-term planning because traffic volumes, revenues and resultant cash flows have
exceeded the original projections.

Recommendation 15.6

We recommend that cash flow projections be prepared regularly to
identify changes (e.g., predetermined toll increases, forecasted debt
repayments) which may cause potential cash shortages or affect the
Corporation’s ability to fund reserve accounts.

15.34 Audit recommendations - The Corporation has implemented business process changes
recommended by its external auditor, and there were no further recommendations for
improvement in 2001. Our 1996 audit recommended that the Corporation review the project after
a year or two of highway operations to examine the accuracy of the assumptions made in the
business case to establish the Western Alignment’s project viability. A study was conducted on
the period of highway construction and a report was prepared by the TPW Internal Audit Division
in 1996. However, no study was conducted on the first or second years of operation. We were
informed by both TPW and Corporation officials that they saw no need for a review as the project
is audited annually by an external auditor and the highway has exceeded forecasted traffic volumes
and revenue flows.

Compliance with Legislation

15.35 The Corporation was created by the Highway 104 Western Alignment Act of 1995. It is
a private corporation created by statute and, as such, has no memorandum of association or
articles of incorporation. The sole objects of the Corporation are the financing, design,
construction, operation and maintenance of the Western Alignment.

15.36 The capital of the Corporation consists of one share owned by Her Majesty in right of the
Province and it is not transferable. By statute, the Corporation is not liable to taxation and is
exempt from the Public Utilities Act, the Freedom of Information and Protection of Privacy Act,
and the Provincial Finance Act.
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15.37 When 22 agreements to finance, design, construct, operate and maintain the Western
Alignment were signed in 1996, the Corporation’s lawyers prepared a list of approximately 400
corporate and Provincial obligations. Corporation staff monitor the obligations and ensure the
Corporation’s compliance with its legislation.

15.38 On June 8, 2000 the Financial Measures (2000) Act received Royal Assent. Among other
provisions, this legislation provided for stricter accountability of government organizations to
government. The Corporation is specifically named as an entity which is expected to follow some
of the new accountability requirements. The Corporation’s lawyers reviewed the legislation and
provided an analysis and opinion on its applicability to the Corporation. On August 18, 2000 the
Corporation corresponded with TPW stating there is uncertainty about the authority of the
Financial Measures (2000) Act over the business of the Corporation because of inconsistencies
with the Corporation’s enabling legislation. The Corporation has not received any instructions
or directives from the government related to the applicability of the Financial Measures (2000)
Act. Since then, the Financial Measures (2001) Act and the Financial Measures (2002) Act have
been proclaimed in the House. We expect the applicability of these pieces of legislation to the
Corporation is similarly in doubt.

15.39 We reviewed the Highway 104 Western Alignment Act and the Regulations to the Act and
concluded that the Corporation is complying with its legislation. We noted that the Corporation’s
auditors, bondholders’ representative and trustee receive regular informational reports and we
understand they also monitor whether the Corporation is complying with various aspects of
ongoing agreements. The Corporation also files quarterly certifications of compliance with the
terms of the Senior Bond Indenture.

Value for Money

15.40 Corporation expenses for the year ended March 31, 2002 totaled about $15.1 million.
Usually, the Corporation requests three quotes for purchases when an expense is expected to
exceed $1,000. Several costs incurred by the Corporation, such as bondholder and trustee fees
($219,000) and amortization and depreciation ($1,484,000), are not suited to negotiation or
tender. Interest on long-term debt ($8,315,000) is at a predetermined rate, but the Corporation
has the option to redeem debt before its scheduled maturity.

15.41 When significant matters arise that may affect its costs or operations, the Corporation
commissions studies by consultants or other experts to provide advice and options. In 2000 the
Corporation requested a special study of the cash flow and debt position of the Corporation and
a study of the effect of the Provincial Financial Measures (2000) Act. In addition, there are
regular operational reviews of the toll plaza operations and various road maintenance studies.

15.42 Provincial project studies - One objective of the Western Alignment project was to
construct the road at a cost which was lower than if it had been built by TPW. In April 1999 the
Internal Audit Division of TPW completed a study of the Western Alignment project. It
concluded the following.

u The design and construction costs of the toll road equaled what it would have cost
if the P3 process had not been followed.

u The private partner employed creative solutions that were time savers.

u It was not determinable whether these creative solutions were cost savers.
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15.43 As noted above, the study by TPW’s internal auditors focused on design and construction
costs. In the 1996 Report of the Auditor General we reported that the cost of borrowing to
finance the toll road exceeded the Provincial borrowing rate by approximately 2%. At that time,
we estimated that the current value of the cost of the higher interest rates would have been in the
range of $20 million to $25 million, and concluded that the road likely cost more than if it had
been financed by the government.

15.44 Excess cash - The Western Alignment’s project financing was supported by a 1996
business case that projected expected traffic volumes, revenues and expenses. To date, the actual
traffic volumes and resultant revenues have exceeded projected figures. The Corporation’s $5.5
million subordinate note was repaid from excess cash in 1999 and 2000, approximately 18 years
before the planned redemption.

15.45 In 2000 the Corporation commissioned a special study comparing the cash flow and debt
position under four different alternatives over the 30-year life of the project. As a result of the
options presented in the study, TPW directed the Corporation to use excess cash to repay debt,
rather than remitting the cash to the Province.

15.46 The agreements signed to provide financing for the toll highway included commitments
for regular toll increases. To 2001, tolls have been increased as planned. Toll revenues
continued to exceed expected revenues. Consumer Price Index-based toll increases of $0.25 were
planned for cars and recreational vehicles in 2002 and for trucks in 2003, but the Corporation
received the agreement of the bondholders’ representative to defer the planned toll increases until
2004. Seeking to defer the toll increases cost the Corporation approximately $90,000, which
included $80,000 paid to the bondholders’ representative to accept a waiver of toll increases. The
Corporation projected that approximately $500,000 revenue would be lost in 2002, and
$1,000,000 would be lost in 2003.

15.47 Corporate investments must be made in high quality, unconditionally guaranteed
instruments which are defined as “permitted investments” in the financing agreements. Due to
their quality, the $12.8 million of investments only earned an average interest of 2.84 % in 2001-
02. The interest rate paid on the outstanding debt of the Corporation exceeds 10%. If debt is
repaid, a ‘market make-whole premium’ (a penalty for early debt payment) must also be paid to
the debt holders.

Recommendation 15.7

We recommend that the Corporation determine whether it is more
beneficial to hold excess cash or repay outstanding debt. The analysis
should include reviewing cash flow projections to ensure the Corporation
will have sufficient cash to meet all of its future obligations.

15.48 7oll plaza operating contract - The toll plaza is operated under agreement with a private
company. The contract with the company could be renewed in 2002 or the Corporation could
assume the duties of the toll plaza operator. According to agreement, if the duties were assumed
the Corporation would have to pay the private operator a one-time $250,000 fee. However, the
amounts paid to the operator include an annual 10% management fee ($143,775 for 2001-02).
The Corporation performed an analysis of the toll plaza operating contract. Subsequent to the
completion of our audit fieldwork, the Corporation decided not to exercise the option to take over
the toll plaza operation.
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15.49 Highway maintenance and major repairs - The Corporation is responsible for the
maintenance of the toll highway. TPW provides annual and long-term highway maintenance in
accordance with agreements with the Corporation. The agreements are eligible for renewal in
2003 and the terms of the agreements can be negotiated upon renewal. Costs of annual
maintenance are paid by the Corporation to TPW and costs of long-term maintenance and repairs
are paid by the Corporation directly to the selected contractor (through the trustee). Any cost
incurred by TPW in managing annual and long-term repairs is recoverable from the Corporation.

15.50 TPW has set up separate accounts to accumulate and monitor the direct costs of annual
maintenance. The Department performed a four-year analysis of its costs under the agreement
for annual maintenance (e.g., snow removal, salting, line painting; $685,000 in 2001-02), and
concluded that it is recovering from the Corporation all direct costs of providing the service.
However, the Department estimates that indirect and other costs associated with services provided
to the Corporation (2001-02 estimate - $190,000) could be in the range of 25% to 30% of its
direct costs, and are not being recovered from the Corporation.

15.51 Due to a three-year warranty on the road’s construction, 2001 was the first year any costs
were incurred for major repairs (2001-02 - $1,174,708). TPW provides the technical and
managerial expertise for major repairs and is reimbursed for its actual direct costs in providing
these services. After we completed audit fieldwork, TPW set up a separate account to accumulate
and monitor these costs.

Recommendation 15.8

We recommend that indirect and other costs associated with the annual
maintenance and major repair services provided to the Corporation be
identified, accumulated and monitored. TPW should consider whether
future agreements with the Corporation provide for full cost recovery to
the Department.

CONCLUDING REMARKS

15.52 In our opinion, Highway 104 Western Alignment Corporation should be accountable to
the House of Assembly, and fulfill its accountability through reporting similar to that required of
other government corporations and agencies. This would include tabling Corporate plans, as well
as financial and non-financial performance reports, in the House.

15.53 The Corporation has appropriate systems and practices to manage the financial aspects of
its operations. It complies with its corporate legislation and regulations, though there is
uncertainty with respect to the application to the Corporation of subsequent Provincial financial
measures legislation passed by the House of Assembly. We concluded that the Corporation
conducts its operations with due regard to economy and efficiency.
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Exhibit 15.1

AUDIT CRITERIA

Audit criteria are reasonable and attainable standards of performance and control, against which the adequacy of
systems and practices can be assessed. They relate to the audit objectives developed for an assignment and are used
to design detailed audit tests and procedures. The following criteria were used in our audit of the Highway 104
Western Alignment Corporation.

Reporting to the government and Minister should be timely. The annual report of the Corporation
should be tabled in the House of Assembly on a timely basis. Accountability reporting should
adequately address all significant areas of corporate responsibility and performance. There should
be adequate systems to ensure the accuracy and completeness of information reported.

There should be adequate planning and budgeting for the financial requirements of the Corporation.
There should be regular and timely monitoring of financial performance. There should be adequate
control over the assets, revenues and expenditures of the Corporation.

Management should be aware of all legislation, regulations and agreements which apply to the
Corporation. The Corporation should comply with all applicable legislation, regulations and
articles. Management should monitor the Corporation’s compliance with legislation, regulations
and articles.

Due regard for economy and efficiency should be a component of the Corporation’s planning.
Procurement should be conducted in a fair, open and competitive manner, in compliance with any
government policies which apply to the Corporation. Reporting and monitoring processes should
be adequate to enable management to oversee the efficiency and economy of its decisions and
corporate operations.
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Exhibit 15.2

HIGHWAY 104 WESTERN ALIGNMENT CORPORATION
ACCOUNTABILITY STRUCTURE
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Exhibit 15.3

HIGHWAY 104 WESTERN ALIGNMENT CORPORATION

TRAFFIC VOLUMES
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Western Alignment opened for traffic on November 15, 1997. Data presented to that date are for the old Trans-
Canada two-lane road through the Wentworth Valley. After November 15, 1997 the data include the old two-lane
road and the new divided four-lane Cobequid Pass.
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Exhibit 15.4

HIGHWAY 104 WESTERN ALIGNMENT CORPORATION
ACCIDENT AND FATALITY STATISTICS
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Western Alignment opened for traffic on November 15, 1997. Data presented to that date are for the old Trans-
Canada two-lane road through the Wentworth Valley. After November 15, 1997 the data include the old two-lane

road and the new divided four-lane Cobequid Pass.
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DEPARTMENT OF TRANSPORTATION AND PUBLIC WORKS’ RESPONSE

The Department of Transportation and Public Works wants to acknowledge the time and effort
spent by the Auditor General’s office on the Highway 104 Western Alignment Corporation review.

We believe the report accurately reflects the operations of the Corporation and the Department’s
role in this important highway project.

It has become clear to transportation agencies across North America that controlled access
highways are not only safer, but they provide many other social and economic benefits.

The twinning of Highway 104 from New Glasgow to the New Brunswick border, and recent
improvements in that province, have combined to create a much more efficient transportation
corridor. This route is an essential link for regional trade and tourism, and will help provide
improved gateway linkages and mobility throughout Atlantic Canada. The Highway 104 Western
Alignment Corporation played an important role in bringing this about.

As an economic corridor, this route connects Nova Scotia with the rest of Canada and to markets
in the United States. It also carries North American traffic to Cape Breton, and via ferry, to
Newfoundland.

And of course, safer, more efficient highways help tie our communities together.
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16.

TRADE CENTRE LIMITED

BACKGROUND

16.1 Trade Centre Limited (TCL) was created in November 1981 by Order in Council and
incorporated under the Nova Scotia Companies Act. The Province of Nova Scotiaisthe beneficia
owner of all shares of the Corporation, which reports to the Minister of the Office of Economic
Development.

16.2 The Order in Council establishing TCL indicates it was creatddr ‘the purpose of
constructing, managing and controlling Phase Il of the Metro Centre ComplEx’Ss mandate
indicates that the Corporation’s primary purpose is to oversee and administer the activities related
to the complex. A secondary purpose, flowing from the first, is to actively promote the facility,
Halifax Regional Municipality and Nova Scotia.
16.3 TCL’s operations are under the direct supervision of the President and Chief Executive
Officer (CEO) who reports to a twelve-member Board of Directors (see Exhibit 16.1 on page 268).
All Board members are appointed by the Executive Council. Four Board members are appointed
upon nomination by the Halifax Regional Municipality (HRM).
16.4 TCL’s operation is comprised of seven distinct operating units.

- Atlantic Canada World Trade Centre (to encourage and promote international trade)

- World Trade and Convention Centre (a meeting and convention facility)

- World Trade Centre Tower (consisting of leasable office space)

- Halifax Metro Centre (managed under agreement for the Halifax Regional
Municipality)

- Maritime Fall Fair Association (to operate the annual agricultural fair)

- Events Halifax (to encourage and promote events in Halifax)

- Exhibition Park (transferred to TCL in 2001)
16.5 Our Office conducted a review of selected aspects of the operations of Trade Centre Limited
in 1993 with a follow-up in 1994. The 1994 follow-up Report noted some progress had been made
in addressing the findings noted in our 1993 Report. The 1994 follow-up review also noted plans
to address the remaining findings.
16.6 Certain, but not all, matters reported upon in our 1993 and 1994 Reports have been addressed
either by the actions of Trade Centre Limited or by government initiatives. Matters not fully
addressed have been reconsidered and, if appropriate, included in this Report.

16.7 TCL's operating results have shown improvement since 1993. Current operating expenses
have increased by 46.3% over 1993 levels, while revenues have risen by 79.1% over the same period.
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Asaresult, current operating | osses have declined by approximately $970,000 as compared to 1993.
TCL'’s annual operating results are summarized in Exhibit 16.2 on page 269.

16.8 Forthe year ended March 31, 2002, TCL reported a loss of $1,575,312 (2001 - $1,272,024).
TCL had accumulated deficits of $27,558,511 as at March 31, 2002 (2001 - $25,983,199).

Accumulated depreciation on facilities represented 68.1% and 67.2% of the accumulated deficits of
TCL at March 31, 2002 and 2001, respectively. TCL had a staff complement of 80 permanent

positions at the time of this assignment. TCL also employs part-time and casual staff, based on
levels of activity.

16.9 The Province currently leases approximately 55% of the available office space of TCL'’s
Office Tower. The rental income from these leases accounts for over 75% of the total Office Tower
rental revenue. The Province continues to sole-source office space from TCL.

16.10 The current review was substantially performed in January and February 2002, and completed
in October 2002. The mandate for this review is provided by Sections 8 and 17 of the Auditor
General Act.

RESULTSIN BRIEF
16.11 The following are the principal results from this year’s review.

u Trade Centre Limited’s formal governance and accountability arrangements need to
be modernized. In our view, this should include defining comprehensive corporate
bylaws and terms of reference for Board committees. We were advised that the TCL
Board recently initiated a process aimed at updating and improving the governance
and accountability arrangements for the Corporation.

n The agreement with Halifax Regional Municipality dated May 14, 1982 for the
management of the Halifax Metro Centre should be reviewed to ensure it
appropriately reflects current circumstances, including cost allocation or sharing
arrangements and indemnities for TCL for contracts and operations related to Halifax
Metro Centre.

u TCL has well-established and understood internal business and communication
processes which include monthly internal financial reporting. Management has
Initiated a business process and organizational review using external consulting
resources which is intended to identify opportunities for improvement. TCL has
established performance indicators and targets for its business divisions and for the
Corporation but has yet to initiate formal external reporting against these indicators
and targets.

u TCL entered into a contract with the Canadian Hockey Association (CHA) in which
TCL guaranteed CHA a minimum profit of $3 million on the World Junior Hockey
Championships. The Provincial Finance Act requires Executive Council
authorization for guarantees. The required authorization was not obtained. The
Corporation indicated these statutory requirements were not communicated to TCL
and that providing event performance guarantees is in the normal course of business.

u TCL’s senior management were paid annual bonuses for the years ended March 31,
1997 to March 31, 2001 based on the recommendation of the CEO. Bonus eligibility
and amounts were determined by the CEO. In the earlier years, bonuses were
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approved by the full Board and in later years by the Executive Committee of the
Board. A formal processand criteriafor determining bonus amounts and eligibility
should be defined, implemented and documented.

SCOPE OF REVIEW

16.12 The objective of thisassignment was to examine sel ected aspects of the operations of Trade
Centre Limited to determine the adequacy of:

- systems and controls;
- compliance with statutory or other requirements; and
- due regard for economy.
16.13 The selected aspects of TCL's operations subject to review were:
- governance and accountability; and
- business line and performance management.

16.14 Criteria were developed to assist in the planning and conduct of the assignment. Our
approach included interviews with senior management and the Chair of the Board, a survey of
current and selected past Board members and an examination of legislation, Board and Executive
Committee minutes and other documentation. We reviewed information necessary to support our
assessment of the objectives, criteria, and management’s representations regarding actions taken to
address the findings noted in our 1993 and 1994 Reports.

PRINCIPAL FINDINGS
Governance and Accountability

16.15 Uponincorporation of TCL in 1981, the Articles of Association were prepared. The Articles

of Association serve as the bylaws for TCL but have not been updated since incorporation. Since
1981, there have been developments in the areas of corporate governance, management and
accountability as well as statutory changes which impact the operations of TCL.

16.16 The day-to-day management of TCL is the responsibility of the President and CEO supported
by senior management. The overall governance and management of the Corporation is the
responsibility of the Board of Directors. A chart describing the governance and accountability
relationships for TCL can be found in Exhibit 16.1 on page 268.

16.17 Under the current Board member recruitment process, for Board members nominated by the
Province, a general notice for interested parties is issued. Interested candidates forward a covering
letter and résumé to the Executive Council Office. Applications are then forwarded to the Office of
Economic Development and reviewed by a screening panel. The names and applications of qualified
candidates are forwarded to the Minister of the Office of Economic Development. The Minister
recommends the candidates for the Board positions. The Minister's recommendations are forwarded
to the Executive Council which then forwards them to the Human Resources Committee comprised
of Members of the House of Assembly representing all parties. Candidate qualifications are
reviewed by the Committee and if approved, a recommendation is made to Executive Council for

formal appointment to the Board.
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16.18 Based on a discussion with the Chair of the Board and a review of survey responses, the
Board of TCL isnot involved in the current Board member recruitment process. The Chair of the
Board indicated there is a need for the Board to be involved in the Board member recruitment
process. She also expressed awillingness to participate in such a process.

16.19 Our review indicated TCL's formal governance and accountability arrangements need to be
modernized. In our view, this should include defining comprehensive corporate bylaws and terms
of reference for Board committees. We were advised that the TCL Board recently initiated a process
aimed at updating and improving the governance and accountability arrangements for the
Corporation.

16.20 The formal roles and responsibilities of the Board, the Chair and the CEO should be defined
and documented in sufficient detail to clarify specific accouliti@s and expected standards, as
well as to facilitate performance evaluations.

16.21 There should be a formal job description or accountability statement for the CEO position.
The current contract, which was renewed in January 1999, requires thedd&@fully, honestly

and diligently serve as Chief Executive Officer, World Trade and Convention Centre under the
direction of the Minister of Economic Development and Tourism.” The contract does not provide

any additional description or accountabilities for the position.

16.22 The contract with the CEO should include requirementsfor annual performance evaluations
and reporting to government on the level of achievement of objectives. The contract should also
include specified performance standards and expectations.

Recommendation 16.1

We recommend Trade Centre Limited’s formal governance and
accountability arrangements be modernized.

16.23 During the course of our review, the following compliance issues were noted.

n In December 2000, TCL entered into a contract with the Canadian Hockey
Association (CHA) in which TCL guaranteed CHA a minimum net profit of $3
million on the World Junior Hockey Championships to be held in Halifax
commencing in December 2002. The Executive Council authorization for
guarantees, required under the Provincial Finance Act, was not obtained prior to the
signing of the agreement for thisevent. TCL indicated that it was not made aware
of thereguirement for Executive Council approval for such financial transactionsand
obligations and that providing event performance guaranteesisin the normal course
of business. The need for TCL to provide guarantees should be reconciled with the
applicable provisions of the Provincial Finance Act which require prior Executive
Council approval.

Recommendation 16.2

We recommend Trade Centre Limited and the government reconcile {he
Corporation’s need to issue event performance guarantees with the
requirements of the Provincial Finance Act for prior Executive Counci
approval.
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u The Corporation has a performance bonus system in place for senior management.
TCL senior management indicated that they had been advised by the Director of the
Pension Services Group at the Department of Finance that the bonuses were not
pensionable. However, the policy statement from the Department of Finance’s
Pension Services Group statapérformance based bonus paid to a member of the
Public Service Superannuation Plan will be treated as salary as defined in
subsection 2(j) of the Public Service Superannuation Act.” Therefore, it appears the
bonuses paid by TCL were pensionable. See Exhibit 16.3 on page 270 for summary
information on senior management compensation.

TCL’s bonus payments to senior management, who are members of the Public
Service Superannuation Plan, were not included in determination of salary for

purposes of the calculation of pensionable earnings as required by the Public Service
Superannuation Plan. As a result, required contributions to the Public Service

Superannuation Fund were not made for fiscal years 1997 to 2001.

u The Public Sector Compensation (1994-1997) Act was in force for the period April
29, 1994 to October 31, 1997. During our review, we noted increases in senior
management annual compensation rates in 1997. We also noted the approval of
senior management bonuses on June 24, 1997 totaling $82,000. These bonus
amounts were budgeted for and included in the operating results of TCL for the year
ended March 31, 1997 and distributed on November 17, 1997.

Recommendation 16.3

We recommend government, through the Department of Finance or
Treasury and Policy Board, establish a communication strategy or process
to ensure relevant statutory, policy or other requirements and initiatives
are effectively communicated on a timely basis to all entities, their
governing bodies and senior management included in the Government
Reporting Entity. We also recommend TCL put in place a process to
ensure the Corporation is aware of and in compliance with statutory or
other requirements affecting its operations.

16.24 The Halifax Metro Centre (HMC) is managed by TCL under the agreement with the Halifax
Regional Municipality dated May 14, 1982. HMC operating deficits are the responsibility of HRM
and profits accrue to HRM. All contracts related to the operations of HMC are entered into by TCL.

16.25 Based on our review of the Halifax Metro Centre management agreement between TCL and
Halifax Regional Municipality and discussions with senior management, there is no formal
methodology for the allocation of costs between TCL and HRM. The HMC management agreement
was unclear with respect to TCL'’s legal obligations relating to HMC operations. As a result, we
were unable to assess the appropriateness of certain cost allocations or the legal obligations of TCL
for HMC contracts and other operational agreements signed by TCL.

Recommendation 16.4

We recommend the agreement with Halifax Regional Municipality for the
management of the Halifax Metro Centre be reviewed to ensure it
appropriately reflects current circumstances, including cost allocation or
sharing arrangements, and properly indemnifies TCL for contracts and
operational risksrelated to HMC.
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Business Line and Performance Management

16.26 TCL has well-defined processes for the development, review, monitoring and approval of
its operating and capital budgets and its business and strategic plans. These processes involve all
members of senior management and the Board. These processes were not subject to a detailed
review during this assignment.

16.27 The goals and objectives of the business lines are clearly identified, defined and
communicated and are aligned with the goal sand obj ectives of the Corporation. TCL haseconomic
impact studies prepared for its operations every two to three years. We noted TCL has established
performance indicators and targets for its business divisions and for the Corporation overall.
However, it has yet to initiate formal external reporting against these indicators and targets.

Recommendation 16.5

We recommend Trade Centre Limited initiate formal external annual
reporting of performance against indicators and targets.

16.28 Trade Centre Limited has awell-established system of monthly internal financial reporting.
TCL aso hasestablished internal businessand communication processes. Based on our discussions
with management, these processes appear to be well understood. Management has initiated a
business process and organizational review using external consulting resources which is intended
to identify opportunities for improvement.

16.29 TCL hasabonus system in placefor senior management, including the CEO. Amountsand

eigibility are determined by the CEO based on an assessment of operating results, which includes

subsidies from HRM and excludes other income. TCL’s annual operating results are noted in
Exhibit 16.2 on page 269. Management has indicated that bonuses were included in the budget for
the years ended March 31, 1997 to March 31, 2001 (see Exhibit 16.3 on page 270). In the earlier
years, approval was by the full Board while in later years approval was by the Executive Committee
of the Board. The bonus process and criteria used to determine eligibility and amounts are not well-
defined or documented.

Recommendation 16.6

We recommend Trade Centre Limited establish a more formal and
documented process for determining eligibility and amounts of annual
bonuses for senior management.

16.30 Bonuses paid to all members of senior management ranged from 6.3% to 25.0% of salary
(i.e., $3,500 to $30,000). Total bonuses paid ranged from 17.2% to 39.6% of combined operating
income for the years 1997 to 2000 (i.e., $82,000 to $100,000). Bonuses totalling $89,500 were paid
in 2001. Bonuses have not been paid in 2002.

16.31 Our Office conducted a compensation survey of the Provincial public sector in April 2000.
The survey requested information on the salary and benefits being paid or provided in respect of
employment in the Provincial public sector as at March 31, 2000. The survey requested information
on other benefits such as bonuses. Information on TCL’s bonus arrangements was not provided as
part of the response submitted by the Corporation on May 10, 2000. TCL approved bonuses for the
periods ended March 31, 1999 and 2000 on March 23, 1999 and May 16, 2000, respectively, with
payment on March 30, 1999 and May 19, 2000, respectively. Management indicated that bonus
amounts were included in TCL'’s budgets for these periods.
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16.32 TCL currently utilizes the Province’s payroll system but does not use it for the payment of
bonuses to senior management. Use of the Province’s payroll system for the payment of all
employee compensation could avoid duplication of effort. The use of the Province’s payroll system
would also ensure compliance with existing statutory requirements (i.e., pension and tax
withholdings).

16.33 We also noted the following with respect to the staff performance appraisal process.

u A review of senior management performance evaluations noted all had been
completed, but six of the seven reviewed were not signed by the preparer and the
employee. All performance evaluations should be signed by the preparer and the
employee.

u Four of eight staff files reviewed did not contain performance evaluations or they
were incomplete. Performance evaluations should be documented and completed on
a timely basis.

u A review of staff position descriptions noted the position descriptions did not contain
specific performance standards against which to evaluate staff. Performance
standards should be established and clearly communicated and agreed to by staff.

CONCLUDING REMARKS

16.34 Trade Centre Limited has been in operation for more than twenty years. It represents a
significant and important infrastructure investment for the Province and the region.

16.35 Organizations such as TCL typically require periodic government support in order to
maintain their operations and capital assets. TCL has not had to receive direct financial support from
the Province for its operations since the fiscal year ended March 31, 1995. However, the facilities
are more than twenty years old and there is currently no plan in place to address the long-term facility
requirements of TCL. The government and TCL need to address this challenge to ensure TCL's
ability to operate into the future.

16.36 TCL'’s Board and senior management should continue efforts to identify and implement
improvements to the governance, accountability, and management policies and practices associated
with the operations of the Corporation.
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Exhibit 16.1

GOVERNANCE AND ACCOUNTABILITY CHART

TRADE CENTRE LIMITED

House of Assembly

(PAC)

Board)

Executive Council
(Treasury and Policy

Minister of the
Office of Economic
Development

Board of Directors

President and CEO

Halifax Regional
Municipality

Events Halifax Communications
Manager
; General Manager of General : ACWTC General
DIIZrii(;tr?(ieOf &Z)np;r:;yr Manager Human Manager Cg:;ﬁ;;f; g General Sales
9 WTCC Resources Halifax Manager Manager
Metro
Centre
: World Trade Windows Payroll Exhibition
IT Services .
€ Centre Tower at WTC Services Park
Buﬂ(_ilng Catering Marltlm_e Fall
Services Fair




o1

TRADE CENTRE LIMITED (EXCLUDING HALIFAX METRO CENTRE)

FINANCIAL HIGHLIGHTSSUMMARY
For the YearsEnded March 31

1993 1994 1995 1996 1997 1998 1999 2000 2001 2002
Revenues
Convention Centre $ 2,571,465 $ 3,088,114 $ 3,802,500 $4,127,398 $ 4,117,489 $ 4,496,698 $ 4,223,703 $ 5,190,150 $ 5,122,152 $ 4,440,049
Office Tower
PNS 1,430,952 1,429,487 1,379,246 1,419,982 1,410,113 1,601,689 1,596,041 1,519,182 1,695,850 1,697,953
Other 251,687 257,142 446,049 452,131 369,870 378,850 341,082 463,040 428,342 416,640
Exhibition Park - - - - - - - - 1,479,383 1,558,984
ACWTC & Windows 521,137 486,430 369,909 441,731 621,193 638,167 691,791 627,766 659,147 585,926
Other income 120,110 61,016 112,710 163,807 150,339 114,104 248,383 274,898 166,425 72,854
Revenues 4895351 5,322,189 6,110,414 6,605,049 6,669,004 7,229,508 7,101,000 8,075,036 9,551,299 8,772,406
Revenues % growth n/a 8.72% 14.81% 8.09% 0.97% 8.40% -1.78% 13.72% 18.28% -8.15%
Expenses 6,271,898 6,343,359 6,732,941 6,780,479 6,709,702 6,992,029 6,982,832 7,796,888 9,746,545 9,178,525
Expenses % growth n/a 1.14% 6.14% 0.71% -1.04% 4.21% -0.13% 11.66% 25.01% -5.83%
Oper ating income (l0ss) (1,376,547) (1,021,170) (622,527)  (175,430) (40,698) 237,479 118,168 278,148 (195,246) (406,119)
Amortization and depreciation (1,236,283) (1,210,735) (1,148,194) (1,078,866) (1,060,063) (1,418,004) (1,468,381) (1,556,937) (1,548,703) (1,642,534)
HRM subsidy 416,117 420,074 425,020 430,290 442,763 445,862 449,206 457,292 471,925 473,341
NS operating subsidy (surplus) 1,080,540 662,112 310,217 (91,053)  (251,725) - - - - -
Lossfor year $ (1,116,173) $(1,149,719) $(1,035,484) $ (915,059) $ (909,723) $ (734,663)$ (901,007) $ (821,497) $(1,272,024) $(1,575,312)
Budgeted deficit for year (2,380,000) (2,357,000) (2,248,000) (1,570,000) (1,240,053) (1,765,000) (975,000) (975,000) (975,000)  (1,539,561)

Budget variance

$ 1263827 $ 1,207,281 $ 1,212,516 $ 654941 $ 330,330 $ 1,030,337 $ 73,993 $ 153503 $ (297,024) $ (35,751)

Note: The above financial highlights are derived from the financial statements and related information of TCL.
n/a - not available
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Exhibit 16.3
TRADE CENTRE LIMITED
SENIOR MANAGEMENT COMPENSATION
For theYearsEnded March 31
1997 1998 1999 2000 2001 2002
Trade Centre Limited (TCL)
Operating income (loss)
(before HRM subsidy, amortization, and
operating subsidy) $ (40,698 $ 237479 $ 118168 $ 278,148 $ (195246) $ (406,119)
Bonuses allocated 57,651 63,369 63,369 69,035 61,050 -
Halifax Metro Centre (HMC)
Operating income (loss) 165,549 194,263 65,081 38,919 44,960 232,373
Bonuses allocated 24,349 26,631 26,631 30,965 28,450 -
Combined Operations (TCL and HMC)
Operating income (loss)
(before HRM subsidy, amortization, and
operating subsidy) $ 124,851 431,742 $ 183249 $ 317,067 $ (150,286) $ (173,746)
Total bonuses 82,000 90,000 90,000 100,000 89,500 -
Operating income (loss) before bonuses $ 206,851 521,742 $ 273249 $ 417,067 $ (60,786) $ (173,746)
Bonuses as a % of operating income
before bonuses 39.6% 17.2% 32.9% 24.0% n/a n/a
Senior management salaries $ 542,265 639,863 $ 674298 $ 728245 $ 678092 $ 679,771
Bonuses 82,000 90,000 90,000 100,000 89,500 -
Total $ 624,265 729,863 $ 764,298 $ 828245 $ 767592 $ 679,771
# of senior management staff 10 10 10 10 9 9
Bonuses as a % of individual salary
Low 8.1% 8.2% 7.5% 6.6% 6.3% n/a
High 25.0% 24.4% 23.6% 24.9% 23.1% n/a
Increasein total
senior management salaries 1.9% 18.0% 5.4% 8.0% 2.9% 0.0%
Increases as a % of individual salary
Low 0.0% 11.5% 3.2% 0.0% 0.0% 0.0%
High 8.3% 64.4% 9.2% 13.1% 11.1% 0.0%

16
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TRADE CENTRE LIMITED’S RESPONSE

Thank you for the opportunity to preview the Trade Centre Limited Draft Audit Report. | found the

final report to be clearly documented and professionally presented. However, we do have a few

points that | would like to see included in the published report for purposes of clarification as

outlined in the attached documents.

Page 262 Results in Brief, Section 16.11

Paragraph 3

” The remarks in this paragraph do not clarify between financial and non-financial
performance measurements. Full financial measurement and reporting is done on monthly
bases via our internal financial statements.

Paragraph 4

” Due to the business focus of both the Halifax Metro Centre and Events Halifax, an “event
guarantee”, is a normal course of business, no matter what the amount. It is important to
note that a business case must be made that neutralizes Trade Centre Limited’s risk, prior
to moving forward. In this specific incident, the bid guarantee was fully supported by
booked tickets equal to the guarantee when issued. The ticket orders were received in cash
within six (6) months of the date of the guarantee.

Page 264 Principal Findings, Governance and Accountability

Section 16.23

Paragraph 1

To reiterate,

” Due to the business focus of both the Halifax Metro Centre and Events Halifax, an “event
guarantee”, is a normal course of business, no matter what the amount. It is important to
note that a business case must be made that neutralizes Trade Centre Limited’s risk, prior
to moving forward. In this specific incident, the bid guarantee was fully supported by
booked tickets equal to the guarantee when issued. The ticket orders were received in cash
within six (6) months of the date of the guarantee.

Paragraph 2

” Trade Centre Limited discussed this issue with Pension Services. It appeared that the type
of bonus given was not pensionable earnings according to the Public $ervice
Superannuation Plan. Both Trade Centre Limited and the Director of Pension Services
discussed all issues pertinent to the type of bonuses and determined that the amopnts were
not pensionable due to the following reasons:
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" The management bonus did not form part of the contractual obligationswith any of
the employees to whom it was paid (i.e. not guaranteed and discretionary).

” The management bonus was based on the financial performance of the organization
in any given year and at the discretion of the President with Board Approval.

” If the bonuses formed part of the employment contract. And if they were guaranteed
if the performance goals and objectives were met, regardless of the organizatio
performance, then Trade Centre Limited would have ensured that pension deg
were remitted.

” To ensure future compliance, the Director of Pension Services has advise
Centre Limited that a legal opinion would be considered if this should arise
in the future. This will eliminate any possibility of a contradiction of the PSS

Section 16.25

With reference to cost allocations between TCL and HMC - they are consistently reviewg
annual basis and particularly at year-end to determine if changes or adjustments are requi
allocations are based upon actual direct costs identified at source, formulas based upon
of use over time and by actual metered charges. Our external auditors as part of their ann
review examine the allocations on an annual basis.

n's _
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Trade Centre Limited sought advice from Patterson Palmer Law our current legal advisors. We

inquired as to the potential liability of Trade Centre Limited and its shareholders with res
signing contracts relating to the Metro Centre and the liability of the Province of Nova Sg
shareholder of Trade Centre Limited. The general nature of the contracts entered into b
Centre Limited do not appear to fall within any extraordinary circumstances in whig
fundamental rule of company law (i.e. limited liability exists to protect shareholders from li
incurred by the company) might be lifted. Therefore, the separate legal status of Tradg
Limited should be respected and the Province, as shareholder, would generally not have an
as shareholder arising in respect of liabilities incurred by Trade Centre Limited.

Section 16.23
Paragraph 3

Trade Centre Limited was informed about the Public Sector Compensation Restraint (19¢

pect to
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Act by the Public Sector Compensation Restraint Board. Trade Centre Limited worked djligently

with the Compensation Restraint Board to ensure we followed the specifics of Bill 52.
information was received from the Chairperson and the Administrator & Chief Executive
of the Public Sector Compensation Restraint Board. Trade Centre Limited found the Bog
informative, timely and responsive to our questions and concerns.

Timely
Officer
ird to be
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Page 266 Principal Findings, Business Line and Performance Management
Section 16.27

The remarks in this paragraph do not clarify between financial and non-financial performance
measurements. Full financial measurement and reporting isdone on monthly basesvia our internal
financial statements.

Section 16.28 and 16.29

Trade Centre Limited does not agree with the analysis of operating income and as outlined in
Exhibit 16.2 and 16.3. Please see Exhibit A as submitted by Trade Centre Limited. [Note that
TCL’s Exhibit A has not been included in this Report.]

Trade Centre Limited financial reporting is in accordance with Generally Accepted Accounting
Principles (GAAP). A review of the Public Accounts of the Province of Nova Scotia, Volume 2
Agencies and Fundsfor thefiscal year 2000-2001 reveals many exampleswhere provincial grants
and funding isreported as grossrevenues. Thisisconsistent with Trade Centre Limited reporting,
in accordance with GAAP, as shown in our annual audited financial statements.

Exhibit 16.2 reportsthe Halifax Regional Municipality (HRM) paymentsasa subsidy to bereflected
after operating income. These funds are guaranteed by the Agreement and are restricted to the
support of the convention centre and its financial operations, and not for the general operation of
Trade Centre Limited. Therefore, the HRM funds are more accurately reflected as a revenue item
asitisreported in our audited financial statements.

Bonus Amounts for Trade Centre Limited in Exhibit 16.3 have been restated to reflect the change
in basis of measurement as defined by TCL, in our opinion Exhibit B is a more accurate
representation. [Note that TCL’'s Exhibit B has not been included in this Report.]

However, we feel Halifax Metro Centre information is outside the scope of this audit since the
facility is owned by the Halifax Regional Municipality and only managed by Trade Centre Limited.
Moreover, as our legal counsel has indicated there is no legal liability for the Province of Nova
Scotia with respect to the HMC’s operation.
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17.

REVIEW OF FINANCIAL STATEMENTSAND
MANAGEMENT LETTERS

INTRODUCTION

17.1 Thefinancial statements of crown corporations, agencies and funds of the government of
Nova Scotia, and trusts administered by the government of Nova Scotia, are in some cases audited
by the Office of the Auditor General and in other cases by private sector auditorslicensed under the
Public AccountantsAct. A list of crown corporations, agencies, fundsand truststhat prepare annual
financia statementsisincluded in Appendix Il of this Report, on page 291.

17.2  Section 17 of the Auditor General Act permits this Office to conduct additional reviews of
those entitieswhere financial statements are reported on by private sector auditors. This Chapter of
our Report contains comments on our review of the results of private sector audits, as well as
comments on audits performed by this Office.

17.3 Thefinancial statements of the Public Archives of Nova Scotiawere subjected to areview,

rather than an audit, as the operating budget of the Archivesis now part of the annual budget of the
Department of Tourism and Culture.

FINANCIAL STATEMENT AUDITSBY PRIVATE SECTOR AUDITORS

174 Wereviewedtheauditedfinancia statementsand reportsprepared by private sector auditors.
Our review focused on whether:

- there were any qualifications of auditors’ opinions on the financial statements;

- there was any indication of inadequate controls over accounting records; and

- there was timely preparation and audit of annual financial statements.
17.5 The following observations resulted from our review.
Reservations of Opinion
17.6 The following entity’s auditors issued qualified audit opinions on the financial statements.
17.7 Art Gallery of Nova Scotia - As a charitable organization, the Art Gallery of Nova Scotia
derives revenues from donations, special events, corporate campaigns and other sources. The
completeness of this revenue is not susceptible to conclusive audit verification. This is the usual
situation for charitable organizations.
Financial Controlsand Records
17.8 In certain instances, private sector auditors reported weaknesses in internal control in

management letters to crown corporations or agencies. The following are selected observations from
the management letters issued and available for our review.
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n The auditors of the IWK Health Centre noted that a complete disaster recovery plan
isnot in place.

u The auditors of the Annapolis Valley Regional School Board noted the need for
increased control over fundraising at the school level.

n Theauditors of the Halifax Regional School Board made reference to weaknessesin
internal controls and policies and procedures related to the information technology
system for Board administration and schools. Although they noted improvementsin
the pa%/roll area, they still had concerns about weaknesses in the related internal
controls.

Concerns were raised surrounding computer access controls in the schools and the
lack of aformal disaster recovery plan for the Board.

Auditors reviewed controls over program revenues for summer school and raised
concerns about deficiencies in basic controls to ensure completeness of revenue.

Theauditorsalso noted aneed for acapital assets sub-ledger to control capital assets.

n The auditors of the Southwest Regional School Board reported concerns over the
lack of aformal disaster recovery plan.

] Theauditors of District Health Authorities 1, 2, 3, 4, 5 and 6 noted concerns over the
level of computer controls.

n The auditors of the Nova Scotia Community College noted that there should be a
disaster recovery plan in place.

u Theauditorsof the Waterfront Devel opment Corporation noted concernssurrounding
access and password controls.

FINANCIAL STATEMENT AUDITSBY THE OFFICE OF THE AUDITOR GENERAL

17.9 The Auditor General is responsible for the annua audit of the summary consolidated
financial statements of the Province of Nova Scotia. See Chapter 2 for comments and observations.

17.10 TheAuditor General isalso responsible for the annual financial statement audits of certain
crown corporations, agencies, funds and trusts. The following observations resulted from such
audits conducted by or for the Office. For the year ended March 31, 2002, the Office contracted ten
financial statement audits with private sector audit firms. The Office signed contracts with these
firmsand provided oversight supervision for theaudits. The auditor’s report for each set of financial
statements was signed by the Auditor General of Nova Scotia.

Reservations of Opinion

17.11 The result of an audit is an opinion on whether financial statements present fairly the
financial position of the entity at its fiscal year end and the results of its operations for the year then
ended. Where there are qualifications of an audit opinion or situations in which it was not possible
to render an opinion, we believe it is appropriate to report on the matter.

17.12 The auditors’ reports on the March 31, 2002 financial statements of Nova Scotia Business
Incorporated’s Nova Scotia Business Fund and Industrial Expansion Fund were qualified because
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approval of write-offs was outstanding when the statements were released. Section 23 of the
Provincial Finance Act requires al such write-offs be approved by the Executive Council.
Subseqijent to the release of the financial statements, the write-offs were approved by an Order in
Council.

17.13 The auditor’s report on the March 31, 2002 financial statements of the Nova Scotia Talent
Trust was qualified because the Trust derives revenues from fund raising activities and donations.
The completeness of this revenue is not susceptible to conclusive audit verification. Thisis the usual
situation for this type of organization.

17.14 The auditor’s report on the March 31, 2002 financial statements of the Public Trustee was
qualified because the nature of the Public Trustee’s operations makes it impossible to provide an
opinion on the completeness of its trust assets. This is not an unusual situation for trust funds.

17.15 The auditor’s report on the March 31, 2002 financial statements of the Atlantic Provinces
Special Education Authority was qualified because the Authority derives revenues from donations
and bequests. The completeness of this revenue is not susceptible to conclusive audit verification.
This is common for such an organization. The Report was also qualified because the accounting for
Public Service Awards payable to employees upon retirement is on a cash basis. The amount of the
required adjustment cannot be determined as an actuarial valuation has not been performed.

17.16 The auditor’s report on the March 31, 2002 consolidated financial statements of the Nova
Scotia Housing Development Corporation was qualified because the revenues and expenses
pertaining to the Rural and Native Housing Program contracted to the Ki'Knu Housing Commission
Society are not audited, but are included in the consolidated financial statements of the Housing
Development Corporation.

System Weaknesses

17.17 During the Office’s financial statement audits, situations were noted where accounting and
control systems or procedures were deficient. Although they were not of a magnitude to require
reservations of the audit opinion, a number of these situations are summarized in this Chapter.

17.18 Nova Scotia BusinessIncorporated (NSBI) and Industrial Expansion Fund (IEF) - An annual
verification of contract terms which relate to loan forgiveness is required to ensure loan forgiveness
Is only earned in accordance with the terms of the loan contract. Concern was also expressed over
the level of computer controls and the lack of a formal disaster recovery plan. A process should be
putin place to allow NSBI to collect the necessary information to prepare financial statements which
comply with generally accepted accounting principles.

17.19 As part of the wrap-up of the Nova Scotia Business Development Corporation (NSBDC)
(which had been assigned responsibility in the early 1990's for the assistance accounts provided
through the IEF), various roles and responsibilities for the IEF and its accounts became problematic.
The new Nova Scotia Business Incorporated (NSBI) was designated to ‘administer’ the IEF
accounts. However, ‘administer’ was not defined and NSBI’s interpretation of the scope of its roles
and responsibilities for the IEF and its accounts was significantly less than what had previously been
done by NSBDC.

17.20 This situation resulted in significant delay in the finalization of the audit of the IEF’'s March
31, 2002 financial statements. More importantly, without full and appropriate resolution, the roles
and responsibilities for the IEF will be fragmented between NSBI and the Office of Economic
Development.
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17.21 Nova Scotia Legal Aid Commission - The Commission needs to reconcile the accounts
payable sub-ledger to the general ledger on atimely basis. Concern was also expressed over the
level of computer controls.

17.22 Nova Scotia Gaming Corporation - For the year ended March 31, 2003, the Corporation
should start including a statement of cash flow initsannual financial statements. The results of a
separately contracted review of internal controlsidentified various opportunities for improvement.

17.23 Nova Scotia Public Trustee - The Trustee should move from the cash basis to the accrual
basis of accounting in order to comply with Canadian generally accepted accounting principles. A
reconciliation of the mailbook to the deposit dlipsis needed.

17.24 Atlantic Provinces Special Education Authority - Formal policiesto address collection and
regular summary reporting of overdue accounts receivable and the approval of write-offs should be
put in place.

Legidative and Policy Compliance Considerations

17.25 Wenoted situationswheretherewaslack of compliancewithlegislationor policy. Although
they werenot of anatureto require areservation of the audit opinion, some were significant enough
to warrant discussion in this Chapter.

17.26 Members’ Retiring Allowances ActAmendments need to be made to the Act to alow for

the issuance of a formal waiver from the Canada Customs and Revenue Agency with regard to
member contributionlimits. A separate account should be formed for the Members’ Supplementary
Retiring Allowances Plan to allow for the segregation of contributions, interest, refunds and
allowances from the Members’ Retiring Allowances Plan.

Timeliness of Financial Reporting

17.27 In our view, as a minimum, financial statements should be available for release within six
months of year end. The Province’s summary consolidated financial statements for 2001-02 were
not released within six months of year end.

17.28 It should be noted that recent amendments to the Provincial Finance Act now require that
financial statements for government business enterprises and government service organizations be
submitted to the Minister of Finance before June 30 following the fiscal year end. Not all entities
were successful in meeting the reporting deadline this year.

17.29 Forexample, due to delays in finalizing actuarial valuations and the market value of a private
investment holding, the annual financial statement audits of the Public Service Superannuation Fund,
the Nova Scotia Teachers’ Pension Fund, and the Sydney Steel Corporation Superannuation Fund
could not be reported upon until late November 2002. Management of the Funds needs to take
appropriate and timely steps to ensure final audited statements are available by thé"June 30
reporting deadline prescribed in the Provincial Finance Act.

17.30 The Province’s summary consolidated financial statements for the fiscal year ended March
31, 2002 were released in December 2002 prior to the statutory deadline of December 31.
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18.
ADDITIONAL APPROPRIATIONS

BACKGROUND

18.1 Everyyear the Estimates, representingthegovernment’s spending plans, are presented to the
House of Assembly for review and approval. The Estimates are summarized in the Appropriations
Act, which provides the spending authority for the coming year.

18.2 The review and debate by the House of government’s annual Estimates culminates in the
approval of spending authority limits (i.e., appropriations), and has a long and well-established
tradition in the parliamentary process.

18.3 The Provincial Finance Act provides Executive Council with the authority to approve
adjustments to these spending plans in the form of additional appropriations. The Provincial Finance
Act also permits Executive Council to approve special warrants when an expenditure, which was not
provided for in the original Estimates, is urgently and immediately required.

18.4 Exhibit 18.1 on page 282 includes extracts from the Provincial Finance Act relating to
additional appropriations and special warrants.

185 Section 9(2)(e) of the Provincial Finance Act requires thaPtlistic Accounts include a
summary listing of any additional appropriations or special warrants authorized for the fiscal year.
Under Section 9A(1)(c) of the Auditor General Act, we are required to call attention to every case
in which an appropriation was exceeded and every case in which a special warrant was made
pursuant to the provisions of the Provincial Finance Act.

RESULTSIN BRIEF

18.6 The following are the principal results from our 2002 review of additional appropriations and
special warrants.

u Additional appropriations totalling $450.2 million and $183.4 million were approved
by Order in Council (OIC) in September 2002 for the years ended March 31, 2001
and March 31, 2000 respectively.

u Additional appropriations required for the year ended March 31, 2002 are yet to be
approved by OIC. Under Section 28(4) of the Provincial Finance Act as amended
May 30, 2002, OIC approval now needs to be obtdinedater than ninety days
after tabling of the Public Accounts”

u There were no specia warrants approved for the 2001-02 fiscal year.

SCOPE OF REVIEW
18.7 Theobjective of our annual review of additional appropriations and special warrantswasto

determine if they were properly authorized in accordance with the provisions of the Provincial
Finance Act.
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PRINCIPAL FINDINGS
Additional Appropriations

18.8 Additional appropriationsrequired for theyear ended March 31, 2002 are yet to be approved
by OIC. Under Section 28(4) of the Provincia Finance Act asamended May 30, 2002, OIC approval
now needs to be obtained “no later than ninety days after tabling of the Public Accounts”

18.9 Additional appropriations totaling $450,202,560 and $183,371,278 were approved by OIC
in September 2002 for fiscal years 2001 and 2000 respectively (see Exhibit 18.2 on page 283). The
timing of those OIC approvals impairs the effective control by and accountability to the House of
Assembly for expenditures in excess of origina spending authority limits.

18.10 It must be acknowledged that asignificant portion (i.e., morethan half) of thesetotalsrelate
to changes in accounting policies necessary for the Province to adhere to generally accepted
accounting principles (GAAP) which would not have been considered in the estimates process for
those years.

Special Warrants

18.11 There were no special warrants approved for the 2001-02 fiscal year.

CONCLUDING REMARKS

18.12 Current legidation and administrative practices impair the effectiveness of the House of
Assembly’'s control over the spending of public funds. The practice of obtaining after-the-fact
approval for additional spending authority does not constitute or sugff@otitve control.

18.13 Recent statutory changes establishing a deadline for obtaining additional appropriations have
resolved an administrative challenge of government regarding compliance. However, parlimentary
control of and accountability for government’s spending are at risk of being further impaired because
the statutory provisions do not require approval prior to spending.
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Exhibit 18.1

EXTRACTSFROM THE PROVINCIAL FINANCE ACT
(Asrevised May 30, 2002)

Additional appropriations

28 (1) Where the amount provided in an appropriation is insufficient to carry out the purpose for which the
appropriation was made, the principal officer having responsibility for the service shall make a report of that fact
to the Minister and shall, in such report, estimate the supplemental sum required to carry out the service.

(2) Upon receipt of a report pursuant to subsection (1), the Minister may make a report to the Governor in Council
showing the need for the additional appropriation and the Governor in Council may order that such supplemental
sum asis deemed necessary be appropriated accordingly.

(3) Commencing with thefiscal year 2001-02, an order under subsection (2) shall be made no later than ninety days
after the tabling of the Public Accounts following the end of the fiscal year for which the appropriation that is
supplemented was made.

(4) The Minister shall, within fifteen days of the making of an order pursuant to subsection (2), table the order in
the House of Assembly if the House is then sitting or, if it is not then sitting, with the Clerk of the Assembly.

Special Warrant

29(1) When it appears that an expenditure which was not provided for by the Legislature is urgently and
immediately required for the public good, the head of the department concerned shall make a report of that fact to
the Minister of Finance and shall in such report estimate the amount of the proposed expenditure.

(2) Uponreceipt of such report, the Minister may makeareport to the Governor in Council that the said expenditure
is urgently and immediately required for the public good, and that there is no legislative provision therefore, and
the Governor in Council may thereupon order a special warrant to be prepared to be signed by the Lieutenant
Governor for the issue of the amount estimated to be required, and may order the amount to be charged to Capital
Account or to Current Account, or partly in one way and partly in the other.

(3) A special warrant pursuant to the provisions of this Section shall not be made when the Legislatureisin session
unless the House of Assembly has not sat for any of the five days immediately preceding the issue of the special
warrant.
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Exhibit 18.2
ADDITIONAL APPROPRIATIONS APPROVED
Department 2000 2001
Department of Agriculture and Marketing $ - $ 549,143
Department of Business and Consumer Services - 269,725
Department of Community Services 3,054,479 7,866,633
Department of Economic Development - -
Departmental Operations - -
Funds for Strategic Investment 28,994,653 15,915,346
Department of Education 96,000,552 13,867,000
Department of Justice 2,668,423 -
Assistance to Universities - 2,257,000
Department of Health - 61,247,798
Emergency Measures Organization of Nova Scotia 171,741 1,038,503
Government Contributions to Benefit Plans 144,278 20,638,907
Technology and Science Secretariat 19,122,126 -
Nova Scotia Petroleum Directorate - 502,556
Department of Transportation and Public Works - 4,057,829
Capital Purchase Requirement (TCA) - 287,524,120
Debt Service Costs 26,528,526 -
Sinking Fund Instalments and Serial Retirements 6,686,500 34,468,000
$ 183,371,278 $ 450,202,560
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19.

CASH AND OTHER LOSSES

BACKGROUND

19.1 The Government of Nova Scotia Management Manua 200, Chapter 8 requires that
departments, boards, or commissionsreport any instances of loss of public money or public property
to the Department of Finance and to the Office of the Auditor General. Financeisresponsible for
establishing procedures to be followed for the reporting of any irregularities or losses.

19.2  Section 9A(1)(e) of the Auditor General Act requires that we report annually every case
observed where there has been a deficiency or loss through fraud, default or mistake of any person.
This Chapter summarizesthelossesidentified by or reported to us by entitiesincluded as part of the
Government Reporting Entity (see Appendix Il for listing).

RESULTSIN BRIEF
19.3 Thefollowing summarizes the principal findings from our review.

u The losses reported to us for the year ended March 31, 2002 totaled $215,562;
consisting of cash losses of $24,267, property losses estimated at $287,869 and
recoveries of $96,574. In addition, Regional School Boards reported losses of
$704,275 and recoveries of $19,903 for the year.

n Not al departments and crown agencies comply, on atimely basis, with the loss
reporting requirements of the Management Manual.

SCOPE OF REVIEW

19.4 Our objective was to review the information provided by departments and agencies and
compile asummary listing of the cash and property losses reported to us for the year ended March
31, 2002. Thisreview did not consider write-offsof uncollectible receivables or advancesapproved
annually by Executive Council.

19.5 We sent lettersto departments and other crown entities to confirm the completeness of the
losses reported to us. We have performed no additional or specific audit procedures on the losses
reported.

PRINCIPAL FINDINGS

L osses Reported

19.6 Thefollowing is a summary of the cash and property losses for the year ended March 31,
2002 identified either as a result of our confirmation request or reported to us during the year.

Losses reported for property lost or damaged are determined by the entities on a historical cost,
estimated market value or estimated replacement cost basis.
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Departments Reporting L osses Cash Property Recoveries Total
Agriculture and Marketing $ 754 % - $ - $ 754
Economic Devel opment - 2,500 - 2,500
Environment and Labour 438 - - 438
Finance - 3,000 - 3,000
Health - 3,550 - 3,550
Justice 645 7,750 - 8,395
Service Nova Scotia and Municipal Relations 2,443 - - 2,443
Tourism and Culture 1,391 5,000 - 6,391
Transportation and Public Works - 12,152 - 12,152
5,671 33,952 - 39,623

Other Crown Entities Reporting L osses

Highway 104 Western Alignment Corporation 4,627 - (3,285) 1,342
Nova Scotia Liquor Commission 11,961 84,334 - 96,295
Cape Breton Island Housing Authority - 34,741 (32,006) 2,735
District Health Authority #9 (Capital District Health

Authority) - 19,469 (18,417) 1,052
District Health Authority #4 (Colchester East Hants

District Health Authority) - 10,479 (3,200) 7,279
District Health Authority #5 (Cumberland Health

Authority) - 18,781 (13,281) 5,500
District Health Authority #7 (Guysborough

Antigonish Strait District Health Authority) - 2,875 (2,375) 500
Emergency Measures Organization of Nova Scotia 1,083 - (569) 514
IWK Health Centre - 25,486 (16,089) 9,397
Nova Scotia Community College 768 56,274 (6,374) 50,668
Nova Scotia Arts Council - 1,478 (978) 500
Nova Scotia Securities Commission 157 - - 157

18,596 253,917 (96,574) 175,939

Total Reported $ 24267 $ 287869 $ (96574 $ 215562

19.7 Lossesor potential losses which are the subject of forensic audits and other investigations,
either completed or in process in 2001-02, are not included due to the sensitive nature of the
information.

19.8 Losses and recoveries of the Regional School Boards have been excluded from the above
listing due to the fact that the Boards have their own insurance system.

19.9 The Regiona School Boards reported cash losses totaling $704,275, and they received
$19,903 in recoveries during the year ended March 31, 2002. An insurance claim of $703,927
arising from one of the incidents of loss, plus related costs, has been submitted but not yet settled.

19.10 With regard to the Nova Scotia Liquor Corporation, it should be acknowledged that it isa
retail organization. Assuch, it issubject to different risks of losses. The property losses reported
for the Nova Scotia Liquor Corporation represent the cost of inventory stock losses from its retail

and warehouse operations. Asaself-serviceretail organization, it isinevitable that some inventory

shrinkage will occur.
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19.11 A notebook computer stolen from the Auditor General’'s home was subsequently recovered
and returned.

Compliance with Reporting Requirements

19.12 Not all entities are complying with the requirement to report losses on a timely basis to the
Department of Finance and this Office. Failure by some entities to report consistently and on a
timely basis restricts Finance's ability to ensure that necessary follow-up procedures are performed
to determine the reason for a loss and whether appropriate corrective action has been taken.

19.13 As stated above, losses are to be reported to both this Office and the Department of Finance.
Finance provides this Office with a summary of the losses reported to it during the year. There were
differences in both the number and value of the losses reported to Finance and those reported to this
Office. The following departments, reporting losses to this Office, either did not report losses to
Finance or reported lesser amounts:

Agriculture and Fisheries

Economic Development

Environment and Labour

Finance

Health

Justice

Service Nova Scotia and Municipal Relations
Tourism and Culture

19.14 Of the other crown entities that reported losses to this Office, only one reported losses to
Finance.

CONCLUDING REMARKS

19.15 None of the specific losses reported to us for the 2001-02 fiscal year were investigated further

by our Office at this time. We will consider the results of any follow-up work on the reported losses
by the Department of Finance or Internal Audit as part of future reviews.
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SECTION 8

Appendix |

AUDITOR GENERAL ACT

The Auditor General shall examinein such manner and to the extent he considers necessary such of
the accounts of public money received or expended by or on behalf of the Province, and such of the
accounts of money received or expended by the Province in trust for or on account of any
government or person or for any specia purposes or otherwise, including, unless the Governor in
Council otherwise directs, any accounts of public or other money received or expended by any
agency of government appointed to manage any department, service, property or business of the
Province, and shall ascertain whether in his opinion

@
(b)

(©)

(d)

(€)

SECTION 9

(D

)

3

accounts have been faithfully and properly kept;

all public money has been fully accounted for, and the rules and procedures applied
are sufficient to secure an effective check on the assessment, collection and proper
alocation of the capital and revenue receipts,

money which is authorized to be expended by the Legislature has been expended
without due regard to economy or efficiency;

money has been expended for the purposes for which it was appropriated by the
Legidature and the expenditures have been made as authorized; and

essential records are maintained and the rules and procedures applied are sufficient
to safeguard and control public property.

The Auditor General shall report annually to the House of Assembly on the financial
statements of the Government that areincluded in the public accountsrequired under
Sections 9 and 10 of the Provincial Finance Act, respecting the fiscal year then
ended.

The report forms part of the public accounts and shall state

@ whether the Auditor General has received al of the information and
explanations required by the Auditor General; and

(b) whether in the opinion of the Auditor General, the financial statements
present fairly the financial position, results of operations and changes in
financial position of the Government in accordance with the stated
accounting policies of the Government and asto whether they are on abasis
consistent with that of the preceding year.

Where the opinion of the Auditor General required by this Section is qualified, the
Auditor General shall state the reasons for the qualified opinion.
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SECTION 9A
(1)

(2)

©)

(4)

(®)

(6)

The Auditor General shall report annually to the House of Assembly and may make,

in addition to any special report made pursuant to this Act, not more than two
additional reportsin any year to the House of Assembly on the work of the Auditor
General’s office and shall call attention to every case in which the Auditor General
has observed that

(a) any officer or employee has wilfully or negligently omitted to collect or
receive any public money belonging to the Province;

(b) any public money was not duly accounted for and paid into the Consolidated
Fund of the Province;

(c) any appropriation was exceeded or was applied to a purpose or in a manner
not authorized by the Legislature;

(d) an expenditure was not authorized or was not properly vouched or certified;

(e) there has been a deficiency or loss through fraud, default or mistake of any
person;

) a special warrant, made pursuant to the provision dPtbeincial Finance
Act, authorized the payment of money; or

(9) money that is authorized to be expended by the Legislature has not been
expended with due regard to economy and efficiency.

The annual report of the Auditor General shall be laid before the House of Assembly
on or before December 3af the calendar year in which the fiscal year to which the
report relates ends or, if the House is not sitting, it shall be filed with the Clerk of the
House.

Where the Auditor General proposes to make an additional report, the Auditor
General shall send written notice to the Speaker of the House of Assembly thirty days
in advance of its tabling or filing pursuant to subsection (2).

Whenever a case of the type described in clause (1)(a), (b) or (e) comes to the
attention of the Auditor General, the Auditor General shall forthwith report the
circumstances of the case to the Minister.

The Auditor General shall, as soon as practical, advise the appropriate officers or
employees of an agency of Government of any significant matter discovered in an
audit.

Notwithstanding subsection (1), the Auditor General is not required to report to the
House of Assembly on any matter that the Auditor General considers immaterial or
insignificant.
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SECTION 9B

(D) The Auditor Genera shall annually review the estimates of revenue used in the
preparation of the annual budget address of the Minister of Finance to the House of
Assembly and provide the House of Assembly with an opinion on the reasonableness
of the revenue estimates.

2 The opinion of the Auditor General shall be tabled with the budget address.

SECTION 15

Notwithstanding any provision of this Act, the Auditor Genera may, and where directed by the
Governor in Council or the Management Board shall, make an examination and audit of

@ the accounts of an agency of government; or

(b) the accounts in respect of financial assistance from the government or an agency of
the government of a person or institution in any way receiving financial assistance
from the government or an agency of government,

where

(©) the Auditor General has been provided with the funding the Auditor Genera
considers necessary to undertake the examination and audit; and

(d) in the opinion of the Auditor General, the examination and audit will not unduly
interfere with the other duties of the Office of the Auditor General pursuant to this
Act,

and the Auditor General shall perform the examination and audit and report thereon.

SECTION 17

(D) Wherethe Governor in Council pursuant to thisAct or any other Act hasdirected that
the accounts of public money received or expended by any agency of government
shall be examined by a chartered accountant or accountants other than the Auditor
General, the chartered accountant or accountants shall

€) deliver to the Auditor General immediately after the completion of the audit
acopy of the report of findings and recommendations to management and a
cogy of theaudited financial statementsrel atingto theagency of government;
an

(b) make available to the Auditor General, upon request, and upon reasonable
notice, all working papers, schedulesand other documentation relating to the
audit or audits of the agency accounts.

2 Notwithstanding that a chartered accountant or accountants other than the Auditor
General have been directed to examinethe accounts of an agency of government, the
Auditor General may conduct such additional examination and investigation of the
records and operations of the agency of government as he deems necessary.
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Entity Classification

Agricultural Organizations
Nova Scotia Crop and Livestock Insurance Commission

Art and Cultural Organizations
Art Gallery of Nova Scotia
National Sports Centre Atlantic
Nova Scotia Arts Council

Nova Scotia Talent Trust

Public Archives of Nova Scotia

Educational I nstitutions

Annapolis Valley Regional School Board
Atlantic Provinces Special Education Authority
Cape Breton Victoria Regional School Board
Chignecto-Central Regional School Board
College de 'Acadie

Conseil Scolaire Acadien Provincial
Halifax Regional School Board

Nova Scotia Community College
Southwest Regional School Board

Strait Regional School Board

Environmental and Natural Resource Organizations
Canada-Nova Scotia Offshore Petroleum Board

Nova Scotia Primary Forest Products Marketing Board
Nova Scotia Resources Limited

Resource Recovery Fund Board Incorporated

Sydney Environmental Resources Limited

Tidal Power Limited

Gaming and Alcohol Organizations

Atlantic Lottery Corporation

Interprovincial Lottery Corporation

Nova Scotia Gaming Corporation

Nova Scotia Gaming Foundation

Nova Scotia Harness Racing Incorporated
Nova Scotia Liquor Corporation

GSO

GSO
GPA
GSO
Trust
GSO

GSO
GPA
GSO
GSO
GSO
GSO
GSO
GSO
GSO
GSO

GPA
GSO
GBE
GSO
GSO
GSO

GBPA
GBPA
GBE
GSO

GSO
GBE

Appendix ||

Financial Statement
Auditor

Auditor General

Ernst & Young

Deloitte & Touche

Hornby Tinkham Marshall
Auditor General
PricewaterhouseCoopers (review)

Mackenzie, Morse and Brewster
Auditor General
Roach Perry Anderson
KPMG
Saxton Comeau
Saxton Comeau
Grant Thornton
Deloitte & Touche
Grant Thornton
Grant Thornton

Deloitte & Touche
Auditor General
KPMG
Grant Thornton
J.T. Nash Limited
Unaudited

KPMG
KPMG
Auditor General
Auditor General
Auditor General
KPMG
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Entity

Health Organizations

Canadian Blood Services

District Health Authority 1 (South Shore District
Health Authority)

District Health Authority 2 (South West Nova
District Health Authority)

District Health Authority 3 (Annapolis Valley
Health Authority)

District Health Authority 4 (Colchester East Hants
District Health Authority)

District Health Authority 5 (Cumberland Health
Authority)

District Health Authority 6 (Pictou County
Health Authority)

District Health Authority 7 (Guysborough
Antigonish-Strait District Health Authority)

District Health Authority 8 (Cape Breton
District Health Authority)

District Health Authority 9 (Capital District
Health Authority)

Insured Prescription Drug Plan Trust Fund

IWK Health Centre

Nova Scotia Health Research Foundation

Provincial Drug Distribution Program

Housing Authorities (Note 1)

Annapolis Valley Housing Authority

Cape Breton Island Housing Authority

Eastern Mainland and Cobequid Housing Authorities
Metropolitan Regional Housing Authority

South Shore Housing Authority

Tri-County Housing Authority

Justice Organizations

Law Reform Commission

Nova Scotia Legal Aid Commission
Nova Scotia Police Commission
Public Trustee Trust Funds

Lending Organizations and Funds

Fisheries and Aquaculture Loan Board
Industrial Expansion Fund

Nova Scotia Business Incorporated

Nova Scotia Farm Loan Board

Nova Scotia Film Development Corporation
Nova Scotia Government Fund

Nova Scotia Housing Development Corporation
Nova Scotia Municipal Finance Corporation

Classification

GPA
GSO
GSO
GSO
GSO
GSO
GSO
GSO
GSO

GSO
GSO
GSO
GSO
GSO

GSO
GSO
GSO
GSO
GSO
GSO

GSO
GSO
GSO
Trust

GSO
GSO
GSO
GSO
GSO
Trust
GSO
GSO

Financial Statement
Auditor

KPMG

Deloitte & Touche
Deloitte & Touche
Deloitte & Touche
Grant Thornton
Grant Thornton
Grant Thornton
KPMG

KPMG

Ernst & Young
Unaudited

Grant Thornton

Lyle Tilley Davidson
Ernst & Young

Mackenzie, Morse and Brewster
KPMG

Deloitte & Touche

Grant Thornton

Mackenzie, Morse and Brewster
Saxton Comeau

Unaudited

Auditor General
Grant Thornton
Auditor General

Auditor General

Auditor General

Auditor General

Auditor General

Levy Casey Carter MacLean
Deloitte & Touche

Auditor General

KPMG
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Entity Classification Financial Statement
Auditor

Pension and Disability Organizations and Funds
Members’ Retiring Allowances Act Account Trust Auditor General
Nova Scotia Public Service Long Term

Disability Plan Trust Fund Trust Lyle Tilley Davidson
Nova Scotia Teachers’ Pension Fund Trust Auditor General
Public Service Superannuation Fund Trust Auditor General
Sydney Steel Corporation Superannuation Fund Trust Auditor General
Workers’ Compensation Board of Nova Scotia Trust Ernst & Young
Tourism Organizations
Check Inns Limited GSO Unaudited
Sherbrooke Restoration Commission GSO Deloitte & Touche
Upper Clements Family Theme Park Limited GSO Auditor General
Transportation Organizations
Halifax-Dartmouth Bridge Commission GBE Levy Casey Carter MacLean
Highway 104 Western Alignment Corporation GBE Grant Thornton
Rockingham Terminal Incorporated GSO Unaudited
Other
Council of Maritime Premiers GPA PricewaterhouseCoopers
Nova Scotia Freedom of Information and Protection

of Privacy Review Office GSO Grant Thornton
Nova Scotia Innovation Corporation GSO Auditor General
Nova Scotia Power Finance Corporation GSO Deloitte & Touche
Nova Scotia Utility and Review Board GSO Grant Thornton
Sydney Steel Corporation GBE KPMG
Trade Centre Limited GSO KPMG
Waterfront Development Corporation GSO Grant Thornton

GBE - Government Business Enterprise
GPA -  Government Partnership Arrangement
GSO - Government Service Organization

GBPA - Government Business Partnership Agreement

Note1l- The Housing Authorities areincluded in the financial statements of the Province through the Nova Scotia

Housing Devel opment Cor poration.




