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1.

OVERVIEW AND SIGNIFICANT ISSUES

INTRODUCTION

��� ,�DP�SOHDVHG�WR�VXEPLW�P\�$QQXDO�5HSRUW�WR�WKH�+RXVH�RI�$VVHPEO\���,W�RXWOLQHV�WKH�UHVXOWV
RI�DXGLW�ZRUN�DQG�RWKHU�DFWLYLWLHV�FDUULHG�RXW�GXULQJ�������,W�LV�P\�FRQWLQXLQJ�REMHFWLYH�WR�SURYLGH
LQIRUPDWLRQ�IRU�XVH�E\�PHPEHUV�RI�WKH�+RXVH�RI�$VVHPEO\�LQ�FDUU\LQJ�RXW�WKHLU�UHVSRQVLELOLW\�WR
KROG�WKH�JRYHUQPHQW�WR�DFFRXQW�IRU�WKH�PDQDJHPHQW�RI�SXEOLF�IXQGV��

��� ,Q�SHUIRUPLQJ�RXU�ZRUN�ZH�DGKHUH�WR�WKH�VWDQGDUGV�HVWDEOLVKHG�DQG�SURPXOJDWHG�E\�WKH
&DQDGLDQ�,QVWLWXWH�RI�&KDUWHUHG�$FFRXQWDQWV���7KHVH�DUH�WKH�SURIHVVLRQDO�VWDQGDUGV�DGKHUHG�WR�E\
SXEOLF�DFFRXQWDQWV�DQG�OHJLVODWLYH�DXGLWRUV�ZKHQ�SHUIRUPLQJ�DVVXUDQFH�ZRUN�

��� )RU�WKH�ILUVW�WLPH�,�ZLOO�DOVR�EH�SUHVHQWLQJ�D�VHSDUDWH�UHSRUW�ZKLFK�ZLOO�GHVFULEH�WKH�UROH
RI�WKH�2IILFH��OD\�RXW�RXU�EXVLQHVV�SODQ�IRU�WKH�\HDU�HQGHG�0DUFK����������DQG�UHSRUW�RQ�RXU
SHUIRUPDQFH�IRU��������7KH�EXVLQHVV�SODQ�IRU���������ZDV�LQFOXGHG�LQ�WKH������$QQXDO�5HSRUW�
,�ZLOO�EH�SUHVHQWLQJ�WKHVH�LQ�D�VHSDUDWH�UHSRUW�WR�KLJKOLJKW�WKH�LPSRUWDQFH�,�DWWDFK�WR�SODQQLQJ�DQG
SHUIRUPDQFH�UHSRUWLQJ�DQG�HQFRXUDJH�PHPEHUV�RI�WKH�+RXVH�RI�$VVHPEO\�WR�RIIHU�FRPPHQWV�DQG
SURYLGH�DGYLFH�RQ�RXU�SODQV�DQG�DFWLYLWLHV�

��� ,�KDYH�DOVR�PDGH�D�FKDQJH�LQ�WKH�FRQWHQW�RI�WKLV�$QQXDO�5HSRUW���7KLV�\HDU��LQ�PRVW�RI�WKH
FKDSWHUV��,�KDYH�LQFOXGHG�VSHFLILF�UHFRPPHQGDWLRQV�WR�JRYHUQPHQW�WKDW�DUH�LQWHQGHG�WR�DGGUHVV
ZHDNQHVVHV��GHILFLHQFLHV�RU�LVVXHV�LGHQWLILHG�LQ�WKH�FRXUVH�RI�DXGLWV���,W�LV�P\�LQWHQWLRQ�WR�IROORZ
XS�RQ�WKHVH����UHFRPPHQGDWLRQV�LQ�WKUHH�\HDUV�WR�GHWHUPLQH�WKH�H[WHQW�RI�DFWLRQ�WDNHQ�

��� 7KH�JRYHUQPHQW�FRQWLQXHV�WR�IRFXV�RQ�DFKLHYLQJ�ILVFDO�VWDELOLW\�DQG�DSSHDUV�WR�EH�PDNLQJ
SURJUHVV���+RZHYHU��RQH�RI�WKH�NH\�HOHPHQWV�LQ�GRLQJ�VR�LV�VRXQG�GHFLVLRQ�PDNLQJ�EDVHG�RQ�JRRG
LQIRUPDWLRQ���7KURXJKRXW�WKLV�5HSRUW��P\�DXGLWV�LGHQWLILHG�ZHDNQHVVHV�LQ�LQIRUPDWLRQ�UHSRUWLQJ
ZLWKLQ�GHSDUWPHQWV�DQG�DJHQFLHV��EHWZHHQ�RUJDQL]DWLRQV�DQG�H[WHUQDOO\�WR�WKH�+RXVH�RI�$VVHPEO\�
,�DFNQRZOHGJH�WKDW�LPSURYHPHQWV�KDYH�EHHQ�PDGH�RYHU�WKH�ODVW�QXPEHU�RI�\HDUV�EXW�GHILFLHQFLHV
VWLOO�H[LVW�

$8',7�0$1'$7(

��� ,Q�DGGLWLRQ�WR�P\�UHVSRQVLELOLW\�WR�WDEOH�WKLV�$QQXDO�5HSRUW��WKH�$XGLWRU�*HQHUDO�$FW
UHTXLUHV�PH� WR�SURYLGH�DQ�RSLQLRQ� WR� WKH�+RXVH�RI�$VVHPEO\�RQ� WKH�JRYHUQPHQW·V� ILQDQFLDO
VWDWHPHQWV�DQG�WR�KDYH�WKDW�RSLQLRQ�LQFOXGHG�LQ�WKH�3XEOLF�$FFRXQWV���0\�RSLQLRQ�ZDV�GDWHG
2FWREHU����������DQG�ZDV�LQFOXGHG�LQ�WKH�3XEOLF�$FFRXQWV�ZKLFK�DUH�VFKHGXOHG�WR�EH�WDEOHG�E\
WKH�0LQLVWHU�RI�)LQDQFH�EHIRUH�'HFHPEHU����������

��� ,�DP�DOVR�UHTXLUHG�E\�WKH�$XGLWRU�*HQHUDO�$FW�WR�UHYLHZ�WKH�HVWLPDWHV�RI�UHYHQXH�FRQWDLQHG
LQ�WKH�%XGJHW�$GGUHVV�RI�WKH�0LQLVWHU�RI�)LQDQFH�DQG�WR�UHSRUW�WR�WKH�+RXVH�RI�$VVHPEO\�RQ�WKH
UHDVRQDEOHQHVV�RI�WKH�UHYHQXH�HVWLPDWHV���7KDW�UHSRUW�ZDV�LQFOXGHG�LQ�WKH�$SULO���������%XGJHW
$GGUHVV�

��� 7KH�$XGLWRU�*HQHUDO�$FW�DOVR�SHUPLWV�PH�WR�WDEOH�WZR�DGGLWLRQDO�UHSRUWV�GXULQJ�D�\HDU�
,�ZLOO�EH�WDEOLQJ�P\�EXVLQHVV�SODQ�DQG�SHUIRUPDQFH�UHSRUW�XQGHU�WKLV�SURYLVLRQ�
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$&&2817$%,/,7<�,1)250$7,21�$1'�5(3257,1*

��� &KDSWHU� �� GLVFXVVHV� WKH� JRYHUQPHQW·V� ILUVW� $QQXDO� $FFRXQWDELOLW\� 5HSRUW� LVVXHG� LQ
'HFHPEHU�������WKH�UHVXOWV�RI�RXU�UHYLHZ�RI�WKH�JRYHUQPHQW·V���������5HYHQXH�(VWLPDWHV��WKH
UHVXOWV�RI�RXU�DXGLW�RI�WKH�3URYLQFH·V�6XPPDU\�&RQVROLGDWHG�)LQDQFLDO�6WDWHPHQWV�IRU�WKH�\HDU
HQGHG�0DUFK� ���� ������ DQG� FRPPHQWV� RQ� WKH� JRYHUQPHQW·V� SURJUHVV� LQ� LPSOHPHQWLQJ� WKH
&RUSRUDWH�)LQDQFLDO�0DQDJHPHQW�6\VWHP�WKURXJKRXW�WKH�EURDGHU�SXEOLF�VHFWRU���:H�QRWH�WKDW
JRYHUQPHQW�KDV�WDNHQ�VWHSV�WR�LPSURYH�WKH�QDWXUH�DQG�TXDOLW\�RI�DFFRXQWDELOLW\�UHSRUWLQJ�WR�WKH
+RXVH�RI�$VVHPEO\�DQG�SXEOLF�

���� 7KH� FKDSWHU� LQFOXGHV� UHFRPPHQGDWLRQV� LQ� VHYHUDO� DUHDV� ZKHUH� JRYHUQPHQW� QHHGV� WR
LPSURYH� FRQWUROV� RU� DFFRXQWDELOLW\�� � )RU� H[DPSOH�� FHQWUDO� JRYHUQPHQW� QHHGV� WR� EHWWHU
FRPPXQLFDWH�VWDWXWRU\�DQG�SROLF\�UHTXLUHPHQWV�WR�WKH�EURDGHU�SXEOLF�VHFWRU�DQG�HQVXUH�WKHVH�DUH
ZHOO�XQGHUVWRRG�E\� WKH�HQWLWLHV� LQYROYHG�� �7KH�DFFRXQWLQJ�DQG�FRQWURO�SURFHVVHV� IRU� WKH����
PLOOLRQ�DSSURSULDWLRQ�IRU�UHVWUXFWXULQJ�FRVWV�QHHG�LPSURYHPHQW�

���� :H�DOVR�QRWH�WKDW�JRYHUQPHQW·V�FRPPLWPHQW�WR�JHQHUDOO\�DFFHSWHG�DFFRXQWLQJ�SULQFLSOHV
�*$$3��PD\�UHTXLUH�RWKHU�FKDQJHV�LQ�DFFRXQWLQJ�SROLFLHV�WR�FRPSO\�ZLWK�IXWXUH�UHFRPPHQGDWLRQV
RI�WKH�&DQDGLDQ�,QVWLWXWH�RI�&KDUWHUHG�$FFRXQWDQWV���:H�VWURQJO\�VXSSRUW�PDLQWDLQLQJ�FRPSOLDQFH
ZLWK�*$$3�EXW�QRWH�WKDW�FRPSOLDQFH�ZLOO�FRQWLQXH�WR�FKDOOHQJH�WKH�JRYHUQPHQW�LQ�DFKLHYLQJ�LWV
ILVFDO�SODQV�

('8&$7,21���+,*+(5�('8&$7,21�$1'�$'8/7�/($51,1*�%5$1&+

���� &KDSWHU���LQFOXGHV�WKH�UHVXOWV�RI�DQ�DXGLW�RI�WKH�+LJKHU�(GXFDWLRQ�DQG�$GXOW�/HDUQLQJ
%UDQFK� RI� WKH�'HSDUWPHQW� RI�(GXFDWLRQ�ZKLFK� KDV� UHVSRQVLELOLW\� IRU� D� QXPEHU� RI� SURJUDPV
LQFOXGLQJ�6WXGHQW�$VVLVWDQFH���7KHUH�KDYH�EHHQ�D�QXPEHU�RI�FKDQJHV�LQ�WKH�6WXGHQW�$VVLVWDQFH
SURJUDP�VLQFH�RXU�ODVW�DXGLW�LQFOXGLQJ�WKH�3URYLQFH·V�GHFLVLRQ�LQ������WR�IXOO\�JXDUDQWHH�VWXGHQW
ORDQV�DQG�DFFHSW�WKH�UHODWHG�OLDELOLW\�IRU�IXWXUH�GHIDXOWV��UDWKHU�WKDQ�SD\�D�ULVN�SUHPLXP�WR�WKH�EDQN
DV�LQ�WKH�SUHYLRXV�DUUDQJHPHQW����6LQFH�ORDQ�UHSD\PHQW�GHSHQGV�RQ�IXWXUH�LQFRPH�OHYHOV�RI�ORDQ
UHFLSLHQWV�DQG�RWKHU�IDFWRUV��WKHUH�LV�D�QHHG�IRU�WKH�'HSDUWPHQW�WR�JDWKHU�DQG�DQDO\]H�KLVWRULFDO
GHIDXOW� UDWHV�� HPSOR\PHQW� WUHQGV� DQG� UHODWHG� LQIRUPDWLRQ� WR� DFFXUDWHO\� HVWLPDWH� WKH� OLDELOLW\
DVVRFLDWHG�ZLWK�WKH�SURJUDP�

���� 6LQFH�ZH�ODVW�DXGLWHG�WKH�SURJUDP��WKH�'HSDUWPHQW�DOVR�GHFLGHG�WKDW�6WXGHQW�$VVLVWDQFH
DSSOLFDQWV� QR� ORQJHU� QHHG� WR� VXEPLW� LQFRPH� WD[� UHWXUQV� RU� RWKHU� LQFRPH� GRFXPHQWDWLRQ� IRU
WKHPVHOYHV��SDUHQWV�RU�VSRXVHV���:H�EHOLHYH�WKLV�GHFLVLRQ�LQFUHDVHG�WKH�ULVN�DVVRFLDWHG�ZLWK�WKH
SURJUDP�DQG�UHFRPPHQG�WKDW�WKH�'HSDUWPHQW�FRQVLGHU�DSSURDFKHV�WR�PLWLJDWLQJ�WKH�ULVN��LQFOXGLQJ
GHYHORSLQJ�D� IRUPDOL]HG�DXGLW�DSSURDFK�RU�DFFHVVLQJ�HOHFWURQLF� LQFRPH� LQIRUPDWLRQ� IURP� WKH
&DQDGD�&XVWRPV�DQG�5HYHQXH�$JHQF\�

('8&$7,21���5(*,21$/�6&+22/�%2$5'6·�3523(57<�6(59,&(6�(;3(1',785(6

���� 7KH� FXUUHQW� V\VWHP� RI� IXQGLQJ� SURSHUW\� VHUYLFHV� H[SHQGLWXUHV� DQG� PDMRU� FDSLWDO
FRQVWUXFWLRQ�GRHV�QRW�PRWLYDWH�5HJLRQDO�6FKRRO�%RDUGV�WR�LQYHVW�LQ�SUHYHQWLYH�PDLQWHQDQFH�RI
VFKRRO�EXLOGLQJV�DV�QRWHG�LQ�&KDSWHU�����7KHUH�LV�DOVR�D�VHULRXV�GHIHUUHG�PDLQWHQDQFH�SUREOHP�LQ
WKH�VFKRROV���6\VWHPV�DQG�FRQWUROV�LQ�WKH�SURSHUW\�VHUYLFHV�DUHD�DUH�JHQHUDOO\�LQIRUPDO�DQG�UHTXLUH
LPSURYHPHQW� WR� HQVXUH� WKH� YDOXH� IURP� WKH� 3URYLQFH·V� LQYHVWPHQW� LQ� VFKRRO� EXLOGLQJV� LV
PD[LPL]HG�

(19,5210(17�$1'�/$%285���'5,1.,1*�:$7(5�6$)(7<�6<67(0

���� &KDSWHU���LQGLFDWHV�WKDW�WKH�'HSDUWPHQW�RI�(QYLURQPHQW�DQG�/DERXU�KDV�JRRG�SURFHVVHV
IRU�GHYHORSLQJ�DQG�SURPXOJDWLQJ�VWDQGDUGV�IRU�VDIH�GULQNLQJ�ZDWHU�DQG�HQVXULQJ�LQGLYLGXDOV�ZLWK
UHVSRQVLELOLWLHV�UHODWHG�WR�GULQNLQJ�ZDWHU�KDYH�DSSURSULDWH�TXDOLILFDWLRQV���7KH�'HSDUWPHQW�KDV
VXLWDEOH�SODQV�IRU�LPSURYLQJ�LWV�PRQLWRULQJ�DQG�DXGLWLQJ�RI�PXQLFLSDO�ZDWHU�VXSSOLHV��EXW�QHHGV
WR�SXW�PRUH�HIIRUW�LQWR�SODQQLQJ�IRU�WKH�PRQLWRULQJ�DQG�DXGLWLQJ�RI�UHJLVWHUHG�ZDWHU�VXSSOLHV�
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:25.(56·� &203(16$7,21� %2$5'� 2)� 129$� 6&27,$� �� *29(51$1&(� 6758&785(� $1'
352&(66(6

���� &KDSWHU���LQFOXGHV�WKH�IXOO�WH[W�RI�RXU�UHSRUW�RQ�*RYHUQDQFH�6WUXFWXUH�DQG�3URFHVVHV�DW�WKH
:RUNHUV·�&RPSHQVDWLRQ�%RDUG���7KLV�DXGLW�ZDV�UHTXHVWHG�E\�7UHDVXU\�DQG�3ROLF\�%RDUG�DQG�WKH
UHSRUW�ZDV�SURYLGHG�WR�WKH�0LQLVWHU�RI�(QYLURQPHQW�DQG�/DERXU�RQ�-XQH����������

129$�6&27,$�38%/,&�6(59,&(�/21*�7(50�',6$%,/,7<�3/$1�75867�)81'

���� &KDSWHU���LQGLFDWHV�WKDW�WKH�XQIXQGHG�OLDELOLW\�IRU�WKH�7UXVW�)XQG�LV�HVWLPDWHG�WR�EH������
PLOOLRQ�DW�-XQH�����������5HFHQW�FKDQJHV�WR�WKH�3ODQ��DLPHG�DW�GHYHORSLQJ�D�IXOO\�IXQGHG�SRVLWLRQ
LQ����\HDUV��DUH�D�VLJQLILFDQW�VWHS�LQ�PDLQWDLQLQJ�D�YLDEOH�)XQG�EXW�WKHUH�DUH�RWKHU�DFWLRQV�ZKLFK
VKRXOG�EH� WDNHQ�� �/HDYH�PDQDJHPHQW�SROLFLHV� DQG�SURFHGXUHV�ZLWKLQ� WKH�JRYHUQPHQW�DQG� LWV
UHODWHG�HQWLWLHV�UHODWLQJ�WR�VKRUW�WHUP�LOOQHVV�QHHG�WR�EH�H[DPLQHG�LQ�DQ�HIIRUW�WR�FRQWURO�WKH�UDWH
RI�FODLPV�LQFLGHQFH�IRU�WKH�3ODQ�

+($/7+���$&&2817$%,/,7<�2)�',675,&7�+($/7+�$87+25,7,(6

���� 7KH�+HDOWK�$XWKRULWLHV�$FW� LQFOXGHV� SURYLVLRQV� WKDW� HVWDEOLVK� D� VWURQJ� DFFRXQWDELOLW\
VWUXFWXUH�EHWZHHQ�WKH�'HSDUWPHQW�RI�+HDOWK�DQG�WKH�'LVWULFW�+HDOWK�$XWKRULWLHV�DV�LQGLFDWHG�LQ
&KDSWHU�����$OWKRXJK�VRPH�RI�WKHVH�UHTXLUHPHQWV�DUH�DOUHDG\�LQ�SODFH��DGGLWLRQDO�ZRUN�LV�QHHGHG
WR�HQIRUFH�DOO�SURYLVLRQV�RI�WKH�$FW���:H�EHOLHYH�WKDW�DFFRXQWDELOLW\�ZRXOG�EH�LPSURYHG�LI�'LVWULFW
+HDOWK�$XWKRULW\�%XVLQHVV�3ODQV�ZHUH�VXEPLWWHG�WR�([HFXWLYH�&RXQFLO�DV�SURYLGHG�LQ�WKH�$FW�
([HFXWLYH�&RXQFLO�VKRXOG�IRUPDOO\�DSSURYH��ZLWK�GRFXPHQWDWLRQ��+HDOWK�$XWKRULWLHV·�SODQQHG
LQLWLDWLYHV�LQ�DGGLWLRQ�WR�IXQGLQJ�

���� 7KH�'HSDUWPHQW�LV�LQYHVWLQJ�VLJQLILFDQW�UHVRXUFHV�LQ�WKH�GHYHORSPHQW�RI�EHWWHU�LQIRUPDWLRQ
V\VWHPV���:H�VXSSRUW�WKH�'HSDUWPHQW·V�HIIRUWV�WR�LPSURYH�LQIRUPDWLRQ�DYDLODEOH�IRU�GHFLVLRQ
PDNLQJ���7KH�1RYD�6FRWLD�+HDOWK�,QIRUPDWLRQ�6\VWHP�LV�D�VLJQLILFDQW�XQGHUWDNLQJ�DQG�LV�VFKHGXOHG
IRU�FRPSOHWLRQ�E\�WKH�HQG�RI��������7KH�PRVW�UHFHQW�IRUHFDVW�RI�SURMHFW�FRVWV�LV�����PLOOLRQ�

+($/7+���352&85(0(17

���� &KDSWHU���LQGLFDWHV�WKDW�ZH�IRXQG�VHYHUDO�LQVWDQFHV�ZKHUH�WKH�'HSDUWPHQW�RI�+HDOWK�ZDV
QRW�FRPSOLDQW�ZLWK�WKH�UHTXLUHPHQWV�RI�WKH�3URYLQFLDO�3URFXUHPHQW�3ROLF\�RU�WKH�'HSDUWPHQW·V
LQWHUQDO�SROLFLHV���:H�UHFRPPHQG�WKDW�WKH�'HSDUWPHQW�FRPSOHWH�DQG�LPSOHPHQW�LWV�UHRUJDQL]DWLRQ
RI�WKH�SURFXUHPHQW�IXQFWLRQ�DQG�WDNH�PHDVXUHV�WR�DFKLHYH�FRPSOLDQFH�ZLWK�WKH�UHODWHG�SROLFLHV�

+($/7+���+20(�&$5(�129$�6&27,$

���� +RPH�&DUH�1RYD�6FRWLD·V�FRVWV�KDYH�LQFUHDVHG�GUDPDWLFDOO\�RYHU�WKH�SDVW�ILYH�\HDUV�DV
LQGLFDWHG�LQ�&KDSWHU������7KH�PDMRULW\�RI�KRPH�FDUH�FRVWV�UHODWH�WR�SD\PHQWV�PDGH�WR�WKLUG�SDUW\
VHUYLFH�SURYLGHUV���&RQWURO�RYHU�SURJUDP�H[SHQGLWXUHV�DQG�TXDOLW\�RI�FDUH�GHSHQGV�WR�D�ODUJH
GHJUHH�RQ�WKH�'HSDUWPHQW·V�DELOLW\�WR�HQVXUH�WKDW�WKH�VHUYLFH�SURYLGHUV�DUH�SURYLGLQJ�VHUYLFHV
FRQVLVWHQW�ZLWK�WKH�'HSDUWPHQW·V�UHTXLUHPHQWV�DW�D�UHDVRQDEOH�FRVW���:H�EHOLHYH�WKH�'HSDUWPHQW
QHHGV�WR�PDNH�VLJQLILFDQW�LPSURYHPHQWV�LQ�WKH�PDQDJHPHQW�RI�VHUYLFH�SURYLGHUV�

129$�6&27,$�+($/7+�5(6($5&+�)281'$7,21

���� &KDSWHU� ��� LQGLFDWHV� WKDW� WKH�)RXQGDWLRQ�KDV� SURJUHVVHG� LQ� DOO� DUHDV� VLQFH� LW� EHFDPH
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2.

ACCOUNTABILITY INFORMATION AND REPORTING

BACKGROUND

2.1 Adequate information 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 accountability 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.  It is 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.

2.4 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.  

RESULTS IN BRIEF

2.5 The following are our principal observations this year.

� 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, titled Annual 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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� The Auditor 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 I of the Public Accounts.  The
Auditor’s Report, dated October 18, 2002, on the consolidated financial statements
was unqualified.

Opportunities to improve control and accounting 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 30th 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.
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- 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.

SCOPE OF REVIEW

2.6 This assignment 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.

� Accountability Report

� Government’s Revenue Estimates

� Province’s Summary Consolidated Financial Statements

� Corporate Financial Management Systems

� 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. 

2.11 The government of Nova Scotia released its first report in response to a new requirement
under Section 83 of the Provincial Finance Act.  The report, titled Annual 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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2.12 In spring 2002, this Office undertook a review of the preparation of the Annual
Accountability Report as well as the reports prepared by four departments.  The overall objective for
this assignment was to assess the nature and extent of the supporting information behind the various
representations on results achieved made in the accountability reports.  In particular, the reports were
assessed against the following criteria.

� There should be a link between the goals noted in the accountability report and the
government (or departmental) business plan.

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

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

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

2.13 The following observations resulted from this assignment.

� All priorities established by the four departments in their 2000-01 business plans
were reported on in their respective accountability reports.  Overall 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.

� 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 made in 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 as to how much of this knowledge
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 central file.

� 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 by [departmental] management.”

The Annual Accountability Report does 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 We are aware that accountability reporting in government is still in its early stages, and that
guidelines provided by TPB for the preparation of these reports are evolving as well.  Management
at TPB noted that these guidelines were not meant to be too prescriptive; departments should have
a degree of flexibility in describing accomplishments for their program areas.

2.15 Our concern with the guidelines for preparation of the 2000-01 accountability reports is that
they did not address the need for an adequate management/audit trail to support assertions made in
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
addressed, and that the guidelines now include documentation standards including suggestions for
file content.

2.16 Business plans prepared for 2000-01 were not required to include performance measures and
targets related to each priority.  As a result, 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 provides the 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 The Auditor General’s Report on the 2002-03 Revenue Estimates was dated March 28, 2002
and tabled in the House along with the supporting information for the Nova 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 At the 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 to my report, I would like to draw your attention to the following summary comments
or observations:

� 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.  
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As appropriate, your staff adjusted their views on the national and provincial
economic assumptions and indicators based on the updated information from
Statistics 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 developed.
As a result, 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 are based on.  The significance of this adjustment had not yet been
quantified 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 directly
controllable to any significant extent by Nova Scotia government.  In such
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 (economic or otherwise).  This exercise
of professional judgement to determine the economic assumptions and revenue levels
to be included in the estimates is 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.  It is 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 specifically 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 and Revenue
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 purposes) flowing to the Province from
or through the various federal-provincial arrangements or agreements are complex
and not well understood outside of the responsible division of your department.  This
is not only due to 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 from the 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 different than those
developed and used by your departmental management staff for purposes of
estimating the larger federal and provincial source revenues.  In this regard,
it is 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 source revenue line items
were modified in the past year.  In this regard, we provide the following comments
for consideration.
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- Although there is a small and closely-knit professional staff within Fiscal &
Economic Policy, new models or changes to 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.  If the 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 In a response to 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 The concern 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

We recommend 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.

Province’s Summary Consolidated Financial Statements 

2.24 The Members of the Legislative Assembly (and the public) require financial information and
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 Canadian Institute 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 I of the Public 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,

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

� 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. 

� 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, whichever occurs first.  This
funding commitment shall not exceed a total of twenty years from the date of the
original mortgage.”

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

� 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 In most of the above, it appears that entity management involved were not fully aware of or
did not understand the legislated and policy requirements, especially in regards to the limits of their
authority.
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Recommendation 2.2

We recommend that government increase 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.

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 government move forward with the release of the updated
management manuals and that the government’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 This year, 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 In this regard, 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 this to happen, Finance has indicated that senior financial and
other executives within government need to forward accounting issues or concerns to Government
Accounting on a timely 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 formal recommendations or guidance in these areas could require
accounting policy or statement presentation changes in the future:

- retirement and other post-employment benefits;

- foreign currency translation;

- 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.

2.40 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.

2.41 It is 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”.

2.42 If the necessary information is readily available, new or changes to existing PSAB
recommendations should be implemented retroactively.  Finance had actuarial work completed to
determine the magnitude of accounting for the obligations and costs for the health 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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2.43 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.

2.45 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.

2.46 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.

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

� 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 payable accounts are used to record year-end
accruals resulting from staff use of economic models and other assumptions to
estimate the revenue and receivable/payable for a particular line item 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 allows for 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 practices in this regard be reviewed.  Finance management has indicated that they
plan to conduct such a review during 2003.

2.49 Other observations - As in the past, during this year’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 30th 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 June 30th.

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 30th 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 changes which impact the level of control government can
exercise over the Board and its operations.  This may be further compounded by new
recommendations pending from PSAB on the reporting entity for financial reporting
by governments.  

� As in prior years, government’s budget for 2001-02 was prepared on a basis that was
not consistent with that used for SCFS purposes.  As a result the SCFS do not include
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 I of the Public Accounts ‘unaudited’ supplementary information which
compares the accounting results to the original budget.  

� 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.

� 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

2.50 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.

2.51 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.

2.53 In our 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.

2.54 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 a total 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

2.55 The Department 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 across the Nova Scotia public sector including
municipalities, universities, school boards, hospitals, etc.  The Province, effective June 2000,
expanded its SAP licenses under the mySAP.com program.  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.

2.58 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.

2.59 The draft mission of the SAP PO is 

“...To provide a collaborative and integrated leadership framework, through developed
program management standards, methodologies, processes and tools, to achieve the 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 services.”

2.60 The draft mandate of the SAP PO is

“...The SAP PO will establish program strategies and recommend standards, tools, processes
and methodologies associated with the implementation 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 Committee is 

“...On a broader provincial public sector, the SAP Executive Steering 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 processes.”

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 functional 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 Scotia government and the Regional School Boards are now participating jointly
in a project to implement the SAP human resources module including payroll. 

2.68 As well, there has been a special e-business related project underway through Service Nova
Scotia and 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 benefits as part of the planning and approval process for
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
defined in a manner that is clear and measureable as part of the planning
and approval process.  Further, there should be a formal 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 comments in 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.

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

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

� 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.  

� 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.

� 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 Statutory 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.
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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.
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Exhibit 2.1

Exhibit 2.2
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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

I 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 assumptions with an effective date
of March 6, 2002.  I 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 fees or other income
netted against expenses for appropriation purposes.  My examination was made in accordance with the applicable Auditing
Guideline issued by the Canadian Institute of Chartered Accountants.  I have no responsibility to update this report 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 a result, sinking fund earnings and revenue of certain
government organizations reported as revenue in the Province’s consolidated financial statements are excluded from the 2002-
2003 revenue estimate for total ordinary revenue, but included elsewhere in the 2002-2003 estimates, and have not been
included in my examination.

During 2001-2002, the Department of Finance used a new model to support the estimating of revenue from personal income
taxes.  The change in model was required due to the move in 2000 from calculating provincial income taxes based on basic
federal taxes to a tax on net income.  The new model had not been fully implemented at the time of our review.  The effect
on the 2002-2003 revenue estimate of any further adjustments required to the model can not be determined at this time.

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

& as at the date of this report, the assumptions used by the Department are suitably supported and consistent with the
plans of the Government, as described to us by departmental management, and provide a reasonable basis for the
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 vary from the
information presented and variations may be material.  Accordingly, although I consider, except for the matters discussed
above, the 2002-2003 revenue estimates to reasonable, I express no opinion as to whether they will be achieved.

E.R. Salmon, FCA Halifax, Nova Scotia

Auditor General March 28, 2002
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Exhibit 2.4

AUDITOR’S REPORT

To the Members of the Legislative
  Assembly of Nova Scotia

I have audited the consolidated statements of financial position and tangible capital assets of the Province of Nova Scotia
as at 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 is to 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
I 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 Scotia as at March 31, 2002 and the results of its operations, changes in
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(1) OBLIGATIONS
TO BE ACCOUNTED FOR UNDER REVISED ACCOUNTING STANDARD PS3250

Actuarial
Obligation

March 31/02

% Allocation of
Premiums

Employer        Pensioner

Actuarial
Estimates of

Current
Service Cost 

2001-02

Actual
Interest Cost

2001-02

Public Service
  Superannuation Plan

Members’ Retiring 
  Allowance Act

Teachers’ Pension Plan

Sydney Steel Corporation
  Superannuation Plan
  (Sysco)

$ 150,302,000

964,107

284,788,788

17,329,165

$ 453,384,060

65%

65%

100%

     100%(2) 

35%

35%

  0%

  0%

$ 4,247,000

42,176

7,905,562

-     

$ 12,194,738

$ 10,255,000

63,588

18,721,804

1,189,405

$ 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.
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3.

EDUCATION - 
HIGHER EDUCATION AND ADULT LEARNING BRANCH

BACKGROUND

3.1 The activities, programs and 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 also responsible for liaison with the Nova Scotia Community College and
the Collège de l’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. 

RESULTS IN BRIEF

3.4 The following are the principal observations from this audit.

� 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
ongoing information needs and establish systems and processes to collect this
information.

� 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. 



('8&$7,21���+,*+(5�('8&$7,21�$1'�$'8/7�/($51,1*�%5$1&+ ��

�

� 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.

� The Department has not established internal processes for formally measuring and
reporting on Divisional performance and outcomes to the House of Assembly and the
public.  Such information would help assess the effectiveness and efficiency of
Divisional operations and fulfill the accountability responsibilities of the Department.

� The Private Career Colleges Division is currently not meeting its target of annual
inspections of all colleges and also should improve its documentation relating to the
monitoring of college financial 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 Provincial
Library and Student Aid programs provide for adequate controls and compliance with
legislation, Departmental policies and agreements; and

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

3.7 The audit criteria were taken from recognized sources including the Office of the Auditor
General of Canada’s Financial Management Capability Model; the Office of the Auditor General
of Canada’s A Framework for Identifying Risk in Grant and Contribution Programs; the Office of
the Auditor General of Canada and Treasury Board Secretariat’s Modernizing Accountability
Practices in the Public Sector; the Canadian Institute of Chartered Accountants Criteria of Control
Board’s Guidance on Control; and the Canadian Institute of Chartered Accountant’s Public Sector
Accounting Handbook.

3.8 The general criteria used in our review are summarized as follows.

� 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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� When significant changes occur, management assesses, documents and reviews them
to determine how they will affect resources, risk, the achievement of operational
objectives and the control framework.

� The roles and responsibilities of the parties in the accountability relationship should
be well understood and agreed upon.

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

� 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.

� 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 Performance reporting - 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 The reporting of results or outcomes against a pre-established target level of activity is a key
element of the accountability relationship.  The reporting of performance is very 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
indicators and measures for the Department as a whole.  In many cases baseline data and targets have
yet to be developed.  The Department’s Business Plan includes two measures specific to Divisions
reviewed as part of this audit.

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

� 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 As with 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 The Province pays interest to the Bank while the student attends school and for six months
after the completion of studies at 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 (August 1st to July 31st ) 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 Divisional 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 Roles and 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 Performance reporting 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 Certificates issued is monitored monthly to ensure management is aware of any variances
on a timely basis.

3.29 Current Memorandum of Understanding 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 is in place until July 31, 2003.

3.30 A Memorandum of Understanding was signed in July 2001, and extended in January 2002,
setting out the parameters for exploration of a new partnership arrangement.  Both parties agreed 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 loan guarantees - 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
“Student 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
determine the 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.   In our 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 As in 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 Student 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 Division would only require previous year income tax detail if the
applicant was submitting a reduced income claim or was being audited.  Instead, applicants self-
declare all pertinent financial information on the application form.  The Student Assistance Division
does not verify the applicant’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.

3.40 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.

3.41 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.

3.43 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 Student Assistance applicants and
supporting persons through electronic comparisons with CCRA data
and/or establishing a formal, comprehensive audit regime.
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3.45 On-line applications - Students now have the ability to apply for NSSLs on-line.  Application
year 2001-02 was the first year for a web-based application system.  On-line applicants self-declare
financial information.  The web application system performs various edit checks on data submitted
electronically by the applicant.  The validity of social insurance numbers and sufficiency of academic
course load are edit checks automatically performed on all electronically submitted applications.
However, the Student Assistance 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 At the time of writing this Report all applications received 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
questionnaires 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.

3.48 Testing of student assistance applications - We tested 25 loan applications for student
eligibility, accuracy of loan calculations, proper supporting 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 Our testing 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 Divisional 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.
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3.54 Roles and responsibilities - The Libraries Act establishes very broad responsibilities for the
Nova Scotia Provincial Library.  The Provincial Library is to coordinate the activities of
Provincially-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
services for over 50 years.  NSPL management believe NSPL and Regional Library Boards are clear
on their respective roles.

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

3.56 The report 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, as well as results for 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 The Division’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 Roles and 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 Performance reporting 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 on its operations and results for 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 “representatives 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.



('8&$7,21���+,*+(5�('8&$7,21�$1'�$'8/7�/($51,1*�%5$1&+ ��

�

3.70 Sufficiency of bond documentation - Every private career college must provide a surety bond
or irrevocable letter of credit as a condition of registration.  Surety bonds expire yearly.  The required
amount of the bond is determined by multiplying tuition cost by the number of students attending
the college, to a maximum amount of $75,000.  Testing of a sample of four college files revealed the
required bond was provided.

3.71 Training completion fund - Section 33 of the Private Career Colleges Regulation Act
establishes a training completion fund.  The purpose of the Fund is to provide for the completion of
training, as contracted by students, in the event of college closure due to insolvency.  The registered
private career colleges submit payments in the amount of 1% of all tuition collected.  As at 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 programs.”  By 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

We recommend that the Private Career Colleges Division increase the
number of annual inspections to comply with its inspection 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 accountability relationship 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

Minister
Advisory Board on

Colleges and

Universities

Deputy Minister

Senior Executive

Director

Director,

Programs/Policy

Executive Director,

Training & Financial

Assistance

Registrar, Teacher

Registrations/

Certifications

Acting Director,

Nova Scotia

Provincial Library

Executive Director,

Youth Secretariat

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 $        156.0 $          ---

Nova Scotia Advisory Board for Colleges and Universities 215.6 421.1

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: The expenditures above are as reported in SAP for the Branch.  The Branch is also 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
(34 week program)

Average Student Loan

Number of Loans Approved

Value of Loans Approved

Portfolio Balance - Interest Free Status July 31,
2002

$ 5,100

$ 3,783

10,233

$ 38,712,783

$ 82,811,824

$ 5,610

$ 5,165

18,340

$ 94,719,430

N/A

Note: Unaudited amounts provided by Student Assistance Division.

Exhibit 3.5

Source: SAP
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Exhibit 3.6

Source: Unaudited amounts provided by Student 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 more in arrears (and not written off).
Loans on 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 ISSUES IDENTIFIED 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 received
from banks are too broad (twice the
estimated amount).

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

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

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

Student Assistance now receives
this information from the bank.

Loan 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 the
loan for the year exceeds a
predefined maximum debt level

10.31 - No disclosure in the
financial statements of the Province
of the exposure to additional
expense for loan remission claims. 
Loan remissions are recorded in the
year claims are approved.

Program ended March 31, 2000.  

A risk premium of 5% of the
amount of loans awarded, payable
to the bank by the Province, to
compensate the bank for assuming
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 the
loan goes to repayment status.  We
recommended that the liability be
recognized when the loans are
issued.

The Province still pays risk
premiums (now 10%)  to the bank
for those loans issued prior to
August 1, 2000 and coming into
repayment status subsequent to that
date.  The Province recognizes the
risk premium liability for all loans
negotiated prior to August 1, 2000.
As of August 1, 2000, the Province
fully guarantees student loans.  The
Department now estimates the
liability for defaulted student loans
based on loans issued after July 31,
2000.
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DEPARTMENT OF EDUCATION’S RESPONSE

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

The Report identifies a number of  areas for improvement including the implementation of a Branch
and individual division operational plans, formal reporting of measures and outcomes, the
development of a model to determine the Province’s exposure for defaulted Nova Scotia Student
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 are made
and where appropriate actions will be undertaken:

3.1 Development of a model to determine exposure for defaulted student loans - Prior to August
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 half of 2003
following the completion of the consultant reports.

3.2 Increased audit and verification of information on student loan applications - Because of the
changes in business processes that have been taking place in Student Assistance, the Division is also
restructuring.  An assistant director for financial management is being hired. This position will 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 year.

3.3 Branch operational planning and reporting - The HEAL Branch has undergone significant
restructuring over the last two years and has recently been separated into two new branches, Higher
Education Branch and Skills and Learning Branch.  The new Higher Education Branch will
undertake a strategic planning process in the first quarter of 2003.

3.4 Private Career Colleges Division
A. Inspection of private career colleges - The 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 financial
reporting by private career colleges and looks forward to receiving guidance on documenting
reviews of financial statements from private career colleges from the Auditor General.
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4.

EDUCATION - 
REGIONAL SCHOOL BOARDS’

PROPERTY SERVICES EXPENDITURES

BACKGROUND

4.1 The management of school facilities in Nova Scotia is 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 $82.1 million (see Exhibit 4.1) on the 22.8 million square feet
(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 existing school facilities.  The frequency of repair and replacement
depends on a number of factors such as school usage, quality of original components, and exposure
to the environment.  Furthermore, the rate of school replacement increases when inadequate
maintenance regimes are in place.  The useful life of a typical school is considered to be twenty-five
to thirty-five years.  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 building
for educational purposes.  Ultimately, deferred maintenance can lead to the need to replace the
building.

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 approval 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.”

4.5 In order to understand the property services functions, the reader should be familiar with the
following terminology.
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� Property services costs are the costs to operate and maintain school facilities.

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

� Maintenance expenditures relate 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).

� 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 Regional 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.

RESULTS IN BRIEF

4.8 The following are our principal observations from this audit.

� 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. 

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

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

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

� Systems and controls over property services operations are generally informal and
require improvement.

� 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 Department from the
RSBs supporting the maintenance of facilities with due regard for economy and
efficiency;

- 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 Accountants’ Accounting Handbook and IT Guidelines, and the Office of the Auditor
General of Canada’s Auditing of Efficiency, Financial Management Capability Model and
Modernizing Accountability Practices in 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 (CB-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

Introduction

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:

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

� Information on performance, and compliance with legislation and policies

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

� Long-range and operational planning

� Management systems to control and monitor operations

� Project management systems

� 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 operations and maintenance of public schools, as opposed to
major renovations and construction of new schools, has the potential to make expenditures on
preventive maintenance and other discretionary maintenance items a low priority.  The Province is
responsible to improve the building and possibly construct a new 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
responsibility seems to be well understood by all parties - the Department, the governing Boards and
Regional School Board management and staff.

4.17 In many situations the Department acts as a facilitator or coordinator in bringing the RSBs
together to identify and share common needs and best practices.  The Department supports across-
the-board initiatives but allows the Boards autonomy in managing property services operations.  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.

I. 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 discussions with Property Services
management and staff in the Boards we visited, there is continuous assessment of building
inadequacies by teaching, custodial and maintenance staff.  One Board manages the list of
inadequacies by creating and scheduling work orders for a future time.  Building assessments were
also part of the process used by all three Boards in the development of school capital construction
requests to the Department.

4.20 The Regional School Boards do not regularly report building condition information to the
Department of Education.  Section 7(4) of the Governor in Council Regulations under the Education
Act states
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“Each school board shall report to the Minister a) the extent to which it is necessary 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 Such reports are usually only prepared upon request by the Department as part of its planning
for specific 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 decision making.  Subsequent to our fieldwork, HRSB management informed us that
the Board made a formal request to the Department to assist in the funding of a joint project for a
comprehensive evaluation of HRSB school buildings.

Recommendation 4.1

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

Information on Performance, and Compliance with Legislation and Policies

4.22 There is no 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.

Information on Whether Property Services Operations Have Been Managed with Due Regard for
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
Boards for new construction, addition and alteration projects as these projects are managed by the
Province.

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 compliance with legislation
and policies, and due regard for economy and efficiency.
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II. Requirements at the Regional School Board Level

Governance

4.25 Structure - Survey responses from the Regional 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
committees with several responsibility areas or to committee of the whole.  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 determine whether a separate committee dedicated to property services
would enhance governance of the function.

4.26 Roles and responsibilities - The roles and responsibilities of Regional School Boards are
detailed in the Education Act and in the terms of reference for sub-committees.  Based on interviews
with Board members and review of sub-committee terms of reference, the roles 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
tends to include monthly budget variance explanations, general activity reports for the period, status
reports on capital projects, and updates on current issues.  Board members interviewed indicated that
the current level and type of information reported by management was appropriate and sufficient for
their needs.  If Board members required additional information from management, they indicated it
was provided in a reasonable 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 requirements in the property services area  to help ensure they
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 Business plans - Under legislation, Regional School Boards are required to develop regional
strategic and business plans for 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 time lines for the
business plan.  It is to include goals, priorities, outcomes, measures and targets.

4.31 We reviewed the 2001-02 and 2002-03 Business Plans of the three Boards visited to identify
goals and priorities specific to property services.  The Cape Breton-Victoria and Halifax RSBs
included goals and priorities specific to property services although 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 has titled the document an Education Plan, not a Business Plan.  The
Education Plan does not include any references specific to property services.  Our discussions with
Department of Education management indicate that the Department performs very 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 developed status quo budgets.  Status quo budgets emphasize the future cost
of delivering the current level of service.  This means relatively little change to the staffing levels
and programs from one year to the next.  Simply stated, budget managers forecast changes in salary
figures for known and anticipated contractual increases and adjust other figures based on prior year
actual expenditures.  The budgets for property services were developed in this manner.  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 classroom” a priority.  Property services expenditures are generally
given a lower priority.

4.34 The budget 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 plans - Property services operational plans should
include expected levels of activity, milestones and target dates, resources required, and priorities.
Although the Boards we visited had documented plans for the year to some extent, these documents
did not include all the elements of formal operational plans.  Without formal operational plans it is
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
Boards for the development, approval and reporting of annual operational
and preventive maintenance plans for property services operations.
Assumptions implicit in such plans should be clearly documented.

Management Systems to 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 the various levels interviewed 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 staff meetings where
supervisors and staff share information on project status and staffing issues with senior management.
We believe that formal reporting of performance in achieving objectives and plans is necessary to
achieve good accountability.

4.38 As noted in paragraphs 4.22 and 4.35, none of the Boards we visited had prepared operational
plans or developed 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 explanations of the more significant variances.  Management indicated that a good 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
maintenance materials inventory.  We noted that at the Halifax Board the controls in place to ensure
the safe guarding of inventory were inadequate.  At the time of our visit all maintenance staff had
access to the inventory, 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 the Board, the requirement to do periodic inventory reconciliations was discontinued
when the decision was made to expense materials upon purchase rather than recording as inventory
and expensing at the time of usage.  The controls over 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 existing
controls over maintenance materials inventory using sound risk
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 procedures in 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 plans to do so in the future.  Boards indicated that quality of work is assessed
on an informal basis through visual inspections during site visits. The Cape Breton - Victoria Board
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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management indicating the nature of the problem and a target date for improvements.  The Halifax
Board indicated it is currently in the process of developing a formal appraisal process and that formal
performance management has occurred where necessary.  Generally, the systems currently in place
by the Boards to assess staff performance and quality of work are informal and need to be formalized
if they are to be used to help increase productivity.

Recommendation 4.9

We recommend that the Regional School Boards develop a formal process
for the evaluation of staff performance.

4.41 Management constraints - Maintenance and custodial staff in all seven Regional School
Boards in the Province are unionized and as a result the Boards are bound by the terms of respective
Collective Agreements.  Typical clauses in the Collective Agreements include no contracting out
provisions, standard work days, requirements for full-time caretakers in certain sized schools, down
sizing provisions, and no formal performance evaluations.

4.42 The amalgamation 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 Boards which may not be the 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 There have been no significant increases in property services expenditures over the last four
years as detailed in Exhibit 4.6.  Management has indicated that increases in annual salary costs
leave very little in additional funding to be directed toward such areas as preventive maintenance,
planning and analysis of service delivery alternatives, and development of information systems.  The
reality of day-to-day property services operations is that a significant amount of a Board’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.  Generally, each 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.

4.45 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 allows management at these two Boards to review
outstanding work orders and easily access the work order assignments for specific staff at any given
point in time.  At the Halifax Board, due to limited staff resources, work orders are not recorded as
completed in MegaMation.  Management indicated they use manual log books to record all work
orders issued and completed by staff and to control work assignments and outstanding work orders.
The log 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 its current
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 Boards we visited have
established policies or procedures to allocate staff to projects.  The development of time standards
for typical repair and maintenance jobs would be a useful tool for supervisors to use in allocating
resources and assessing the efficiency of completed assignments.  Time standards could also be used
in the development of operational plans and provide useful information for management when
analyzing alternative service delivery mechanisms such as whether it is more economic to do repairs
in house or contract out.

4.48 The allocation of staff to work orders in all the Boards we visited is the 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 experience 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 collaboratively 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.

4.50 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.

4.51 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
maintenance management software 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 a new financial information system (SAP).

4.53 The financial and procurement modules of SAP were implemented on April 2, 2002.  Access
to the system  was limited 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
are not able to 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 all Property Services managers were
receiving accurate budget-to-actual reports on a timely basis.  It is unclear whether MegaMation will
be replaced by the relevant SAP module.

III.  Achieving Economy and Efficiency

4.54 Operational best practices - The following is a list 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.

� 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 majority 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.

� Joint procurement opportunities - All Regional School Boards in the Province
purchase similar types of custodial and maintenance supplies.  Other than the
Annapolis Valley 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 during
the 2002 conference included legislation and technical updates, implementation and
use of custodial time standards, and innovative 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 a ratio of area to be cleaned with the number of custodians (full-time
equivalents).  Exhibit 4.7 shows this ratio by Board and that there are differences
among Boards.  Such differences might be explained by differences in age of schools,
staffing formulas, economies of scale, service levels, etc.  We believe that regular
review of staffing formulas and comparison among Regional School Boards could
lead to more consistency and potentially to cost savings for some RSBs.  We believe
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 including energy
management systems, joint procurement and custodial staffing and
scheduling standards.

4.55 Most Boards use employees to perform the vast majority of property services functions.  One
exception is the Annapolis Valley Board which uses contracted custodial services at several schools.
The Cape Breton-Victoria Board has a practice of using employees to perform the majority of major
maintenance projects, rather than contracting out, and hiring casual replacement staff.  The Halifax
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

4.56 The Department of Education’s move toward global funding, as well as the current division
of responsibility for major capital renovations 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

Source: RSBs’ 2001-02 audited financial statements.
Note: Conseil scolaire acadien provincial’s property services expenditures are unaudited.

Exhibit 4.2

Source: Information provided by Department of Education and not audited by the Office of the Auditor General.
Note: Square footage includes schools, administrative and other buildings.
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Exhibit 4.3

Sources: Information provided by Department of Education (not audited by the Office of the Auditor General) and
RSBs’ 2001-02 audited financial statements.

Note: Conseil scolaire acadien provincial’s property services expenditures are unaudited.
Exhibit 4.4

Source: RSBs’ 2001-02 audited financial statements.
Note: Conseil scolaire acadien provincial’s property services expenditures are unaudited.



70 EDUCATION - REGIONAL SCHOOL BOARDS’ PROPERTY SERVICES EXPENDITURES

�

Exhibit 4.5

Source: RSBs’ 2001-02 audited financial statements.

Exhibit 4.6

Source: RSBs’ 2001-02 audited financial statements.
Note: Conseil scolaire acadien provincial’s property services expenditures are unaudited.



('8&$7,21���5(*,21$/�6&+22/�%2$5'6·�3523(57<�6(59,&(6�(;3(1',785(6 ��

�

Exhibit 4.7

Source: Information provided by RSBs and Department of Education and not audited by the Office of the Auditor
General.
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DPDOJDPDWLRQ�RI�WKH�IRUPHU�'HSDUWPHQWV�RI�(QYLURQPHQW�DQG�/DERXU��DORQJ�ZLWK�VRPH�RWKHU
JRYHUQPHQW�HQWLWLHV���:LWKLQ�WKH�'HSDUWPHQW��WKH�(QYLURQPHQWDO�0RQLWRULQJ�DQG�&RPSOLDQFH
'LYLVLRQ�LV�UHVSRQVLEOH�IRU�ILHOG�RSHUDWLRQV�UHODWLQJ�WR�HQYLURQPHQWDO�PDWWHUV���$FWLYLWLHV�RI�WKH
'LYLVLRQ�LQFOXGH�SURFHVVLQJ�DSSOLFDWLRQV��LQVSHFWLQJ�DQG�PRQLWRULQJ�DSSURYHG�ZDWHU�VXSSOLHV�
HQIRUFHPHQW�DFWLYLWLHV��DQG�UHVSRQGLQJ�WR�SXEOLF�LVVXHV�DQG�FRPSODLQWV���)RU�RSHUDWLRQDO�SXUSRVHV�
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WKH�3URYLQFH�LV�GLYLGHG�LQWR�IRXU�UHJLRQV���7KH�'HSDUWPHQW�KDV�D�VWDII�RI����DVVLJQHG�WR�FDUU\�RXW
LQVSHFWLRQV�DQG�RWKHU�GXWLHV�UHODWHG�WR�D�YDULHW\�RI�HQYLURQPHQWDO�PDWWHUV��RI�ZKLFK�GULQNLQJ�ZDWHU
VDIHW\�LV�RQH�FRPSRQHQW���

5(68/76�,1�%5,()

��� 7KH�IROORZLQJ�DUH�RXU�SULQFLSDO�REVHUYDWLRQV�IURP�WKLV�DXGLW�

� 7KH�'HSDUWPHQW�UHOHDVHG�LWV�QHZ�GULQNLQJ�ZDWHU�VWUDWHJ\�LQ�2FWREHU��������7KH
VWUDWHJ\�LV�EDVHG�RQ�WKH�SULQFLSOHV�RI�VXVWDLQDELOLW\�DQG�LQWHJUDWHG�PDQDJHPHQW��DQG
WKH� SUHPLVH� WKDW� HYHU\RQH� KDV� D� UHVSRQVLELOLW\� WR� PDLQWDLQ� DQG� SURWHFW� WKH
HQYLURQPHQW���7KH�DFFRPSDQ\LQJ�PXOWL�\HDU�DFWLRQ�SODQ�LQFOXGHV�DFWLYLWLHV�WKDW
DGGUHVV�VRPH�RI�WKH�PDLQ�FRPSRQHQWV�LQ�HDFK�RI�WKH�VWDJHV�RI�WKH�PXOWLSOH�EDUULHU
DSSURDFK�

� 6WDQGDUGV�H[LVW�IRU�WKH�FRQVWUXFWLRQ�DQG�RSHUDWLRQ�RI�SXEOLF�ZDWHU�VXSSOLHV��WKH
TXDOLILFDWLRQV�RI�SXEOLF�ZDWHU�VXSSO\�RSHUDWRUV��DFFUHGLWDWLRQ�RI�ODERUDWRULHV�ZKLFK
WHVW�ZDWHU�VDPSOHV��DQG�WKH�FRQVWUXFWLRQ�RI�ZHOOV���7KHUH�DUH�QR�VWDQGDUGV�IRU�WKH
VDIH� FROOHFWLRQ�� WUDQVSRUW� DQG� GLVFKDUJH� RI� ZDWHU� E\� WDQN� WUXFNV� IRU� GRPHVWLF
FRQVXPSWLRQ��EXW�GUDIW�JXLGHOLQHV�KDYH�EHHQ�GHYHORSHG�DQG�DZDLW�DSSURYDO�

� 7KH� 'HSDUWPHQW� KDV� DGRSWHG� +HDOWK� &DQDGD·V� KHDOWK�EDVHG� *XLGHOLQHV� IRU
&DQDGLDQ�'ULQNLQJ�:DWHU�4XDOLW\�DV�WKH�VWDQGDUG�IRU�1RYD�6FRWLD�SXEOLF�GULQNLQJ
ZDWHU�VXSSOLHV�� �3URYLQFLDO�5HJXODWLRQV� UHTXLUH�SXEOLF�ZDWHU�VXSSO\�RZQHUV� WR
UHJXODUO\�PRQLWRU�DQG�WHVW�WKHLU�VXSSOLHV���0XQLFLSDO�ZDWHU�VXSSOLHV�DUH�DXGLWHG�E\
WKH�'HSDUWPHQW�RQ�D�UHJXODU�EDVLV���

� 7KH�'HSDUWPHQW�HVWLPDWHV�WKHUH�DUH�DSSUR[LPDWHO\�������SXEOLF�GULQNLQJ�ZDWHU
VXSSOLHV� ²� RWKHU� WKDQ� PXQLFLSDO� VXSSOLHV� ²� WKDW� UHTXLUH� UHJLVWUDWLRQ� DQG
LPSOHPHQWDWLRQ�RI�D�ZDWHU�TXDOLW\�PRQLWRULQJ�SURJUDP���7KH�'HSDUWPHQW�RULJLQDOO\
HVWLPDWHG�WKDW�LW�ZRXOG�KDYH�DOO�RI�WKH�SXEOLF�ZDWHU�VXSSOLHV�UHJLVWHUHG�E\�2FWREHU
����������$V�RI�1RYHPEHU����������DSSUR[LPDWHO\�WZR�\HDUV�DIWHU�WKH�UHJXODWRU\
UHTXLUHPHQW�IRU�UHJLVWUDWLRQ�ZDV�DSSURYHG��WKHUH�ZHUH�������VXSSOLHV�UHJLVWHUHG�

� 7KH�'HSDUWPHQW�KDV�LQVSHFWHG�D�QXPEHU�RI�UHJLVWHUHG�ZDWHU�VXSSOLHV�EHFDXVH�RI�WKH
SUHVHQFH�RI�FRQWDPLQDWLRQ�DQG�WKH�UHOHDVH�RI�D�ERLO�ZDWHU�DGYLVRU\���+RZHYHU�
WKHUH�KDYH�QRW�\HW�EHHQ�DQ\�DXGLWV�RI�UHJLVWHUHG�ZDWHU�VXSSOLHV�EHFDXVH�UHJLVWUDWLRQ
LV�VWLOO� LQ�SURJUHVV�� �:H�QRWHG� LQVXIILFLHQW�SODQQLQJ�UHODWLQJ� WR� WKH�FRPSOLDQFH
PRQLWRULQJ�SURFHVV�IRU�UHJLVWHUHG�ZDWHU�VXSSOLHV���7KH�'HSDUWPHQW�KDV�QRW�\HW
GHWHUPLQHG�KRZ�LW�ZLOO�FDUU\�RXW�WKH�DXGLWV��LQFOXGLQJ�WKH�SURFHGXUHV�DQG�IRUPV�WR
EH�XVHG���,W�KDV�QRW�SUHSDUHG�DQ�DQDO\VLV�RI�KRZ�DXGLWV�RI�UHJLVWHUHG�VXSSOLHV�ZLOO
EH� DOORFDWHG� DPRQJ� YDULRXV� JRYHUQPHQW� GHSDUWPHQWV� DQG� ZKHWKHU� WKHUH� DUH
VXIILFLHQW�UHVRXUFHV�DYDLODEOH�WR�GR�WKH�ZRUN���7KH�'HSDUWPHQW�KDV�QRW�DGHTXDWHO\
FRQVLGHUHG�KRZ�LW�ZLOO�HQVXUH�RWKHU�GHSDUWPHQWV·�LQVSHFWRUV�DUH�SURYLGLQJ�VXIILFLHQW
FRPSOLDQFH�PRQLWRULQJ�FRYHUDJH��

� 'HSDUWPHQWDO� UHTXLUHPHQWV� IRU� WKH�GRFXPHQWDWLRQ�DQG� IROORZ�XS�RI�ERLO�ZDWHU
DGYLVRULHV�QHHG�WR�EH�PRUH�FORVHO\�FRPSOLHG�ZLWK���

� 5HVSRQVLELOLW\�IRU�WKH�HQIRUFHPHQW�RI�GULQNLQJ�ZDWHU�VDIHW\�LV�FOHDUO\�VHW�RXW�LQ
OHJLVODWLRQ�DQG�UHJXODWLRQV��DV�ZHOO�DV�LQ�SROLF\�GLUHFWLYHV�DQG�JXLGHOLQHV�LVVXHG�E\
WKH�'HSDUWPHQW�WR�VWDII���'RFXPHQWHG�UROHV�DQG�UHVSRQVLELOLWLHV�DUH�FRQVLVWHQW�ZLWK
UHOHYDQW�OHJLVODWLRQ�
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$8',7�6&23(

��� ,Q� HDUO\� ������ZLWK� IROORZ�XS� LQ�2FWREHU��ZH� SHUIRUPHG� D� EURDG� VFRSH� DXGLW� RI� WKH
'HSDUWPHQW�RI�(QYLURQPHQW�DQG�/DERXU�XQGHU�WKH�PDQGDWH�HVWDEOLVKHG�E\�6HFWLRQ���RI�WKH�$XGLWRU
*HQHUDO�$FW���2XU�DXGLW�ZDV�SHUIRUPHG�LQ�DFFRUGDQFH�ZLWK�DXGLWLQJ�VWDQGDUGV�HVWDEOLVKHG�E\�WKH
&DQDGLDQ� ,QVWLWXWH� RI�&KDUWHUHG�$FFRXQWDQWV�� DQG� DFFRUGLQJO\� LQFOXGHG� VXFK� WHVWV� DQG� RWKHU
SURFHGXUHV�DV�ZH�FRQVLGHUHG�QHFHVVDU\�LQ�WKH�FLUFXPVWDQFHV���

��� 2XU�DXGLW�IRFXVHG�RQ�WKH�3URYLQFLDO�GULQNLQJ�ZDWHU�VDIHW\�V\VWHP�LQ�WKH�DUHDV�RI�VWDQGDUGV
DQG�TXDOLILFDWLRQV��FRPSOLDQFH�DQG�HQIRUFHPHQW���6SHFLILFDOO\��WKH�REMHFWLYHV�RI�WKLV�DVVLJQPHQW
ZHUH�WR�DVVHVV�

� WKH�'HSDUWPHQW·V�SURFHVV�IRU�GHYHORSLQJ�DQG�SURPXOJDWLQJ�VWDQGDUGV�WR�HQVXUH
VDIH��FOHDQ�GULQNLQJ�ZDWHU�

� WKH�SURFHVV�XVHG�WR�HQVXUH�WKH�DSSURSULDWH�TXDOLILFDWLRQ�RI�LQGLYLGXDOV�LQYROYHG�LQ
GULQNLQJ�ZDWHU�TXDOLW\�DQG�VDIHW\�DFWLYLWLHV�

� WKH� 'HSDUWPHQW·V�PRQLWRULQJ�� LQVSHFWLRQ� DQG� RWKHU� DFWLYLWLHV� DV� WKH\� UHODWH� WR
GULQNLQJ�ZDWHU�TXDOLW\�DQG�VDIHW\�UHTXLUHPHQWV�RI�OHJLVODWLRQ��UHJXODWLRQV�DQG�RU
SROLF\��DQG

� WKH� DGHTXDF\� RI� V\VWHPV� IRU� WKH� HQIRUFHPHQW� RI� 3URYLQFLDO� OHJLVODWLRQ� DQG
UHJXODWLRQV�UHODWHG�WR�GULQNLQJ�ZDWHU�TXDOLW\�DQG�VDIHW\�

��� 7KH�DXGLW�GLG�QRW�DGGUHVV�ZDWHU�ERWWOHG�DQG�VROG�IRU�KXPDQ�FRQVXPSWLRQ���%RWWOHG�ZDWHU
TXDOLW\�LV�D�)HGHUDO�UHVSRQVLELOLW\�UHJXODWHG�WKURXJK�WKH�&DQDGD�)RRG�DQG�'UXJ�$FW���0RQLWRULQJ
DQG�LQVSHFWLRQ�LV�FRQGXFWHG�E\�WKH�&DQDGLDQ�)RRG�,QVSHFWLRQ�$JHQF\�

���� $XGLW�FULWHULD�ZHUH�GHYHORSHG�WR�DVVLVW�LQ�RXU�DVVHVVPHQW�RI�WKH�V\VWHPV�DQG�SUDFWLFHV�RI
WKH�'HSDUWPHQW���7KH�DXGLW�FULWHULD�ZHUH�GLVFXVVHG�ZLWK�DQG�DFFHSWHG�DV�DSSURSULDWH�E\�VHQLRU
PDQDJHPHQW�RI�WKH�'HSDUWPHQW��DQG�DUH�RXWOLQHG�LQ�([KLELW�������2XU�DXGLW�SURFHGXUHV�LQFOXGHG
LQWHUYLHZV�ZLWK�PDQDJHPHQW�DQG�VWDII��WHVWLQJ�RI�LQVSHFWLRQ�ILOHV��DV�ZHOO�DV�H[DPLQDWLRQ�RI�RWKHU
GRFXPHQWV�

35,1&,3$/�),1',1*6

6WDQGDUGV�DQG�4XDOLILFDWLRQV

���� %DFNJURXQG���$�PXOWLSOH�EDUULHU�DSSURDFK�LV�DGYRFDWHG�DV�WKH�EHVW�PHDQV�RI�DVVXULQJ�VDIH
GULQNLQJ�ZDWHU���7KLV�LQYROYHV�D�VHULHV�RI�VDIHJXDUGV�RU�EDUULHUV�DW�GLIIHUHQW�SRLQWV�LQ�WKH�ZDWHU
VXSSO\�WR�PLQLPL]H�WKH�SRVVLELOLW\�RI�FRQWDPLQDQWV�HQWHULQJ�WKH�ZDWHU�DQG�EHLQJ�FRQVXPHG���7KH
'HSDUWPHQW�RI�(QYLURQPHQW�DQG�/DERXU�JURXSV�WKH�VDIHJXDUGV�LQWR�WKUHH�FDWHJRULHV�

�� VRXUFH�ZDWHU�SURWHFWLRQ�

�� SURSHU�WUHDWPHQW�DQG�V\VWHP�RSHUDWLRQ��DQG

�� PRQLWRULQJ�DQG�WHVWLQJ�

���� 7KH�VDIHJXDUGV�FDQ�EH�DSSOLHG�WR�GLIIHUHQW�V\VWHPV��IURP�ODUJH�SXEOLF�ZDWHU�VXSSOLHV�WR
SULYDWH�ZHOOV�� �7KHUH�DUH�5HJXODWLRQV�DQG�SURJUDPV� LQ�SODFH� WR� IDFLOLWDWH�HDFK�FRPSRQHQW�RI
PXOWLSOH�EDUULHU�SURWHFWLRQ�
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���� 7KH�SULPDU\�UHTXLUHPHQWV�UHODWHG�WR�GULQNLQJ�ZDWHU�VDIHW\�DUH�RXWOLQHG�LQ�WKH�(QYLURQPHQW
$FW�DQG�LWV�UHODWHG�5HJXODWLRQV���7KH�$FW�SURYLGHV�IRU�GHVLJQDWHG�VRXUFH�ZDWHU�SURWHFWLRQ�DUHDV
�L�H���ZDWHUVKHG�ODQGV��IRU�SXEOLF�VXSSOLHV���7KH�:HOO�&RQVWUXFWLRQ�5HJXODWLRQV�SURYLGH�SURWHFWLRQ
IRU�SULYDWH�ZHOOV���9DULRXV�5HJXODWLRQV�DGGUHVV�ZDWHU�WUHDWPHQW�DQG�RWKHU�V\VWHP�RSHUDWLRQV��DV
ZHOO�DV�PRQLWRULQJ�DQG�WHVWLQJ�UHTXLUHPHQWV���7KH�(QYLURQPHQWDO�$VVHVVPHQW�5HJXODWLRQV�DQG
VRPH�FRQWDPLQDQW�VSHFLILF�5HJXODWLRQV�DOVR�KDYH�ZDWHU�SURWHFWLRQ�DV�DQ�REMHFWLYH��([KLELW������

���� 'ULQNLQJ�ZDWHU�VWUDWHJ\���7KH�'HSDUWPHQW�UHOHDVHG�LWV�QHZ�GULQNLQJ�ZDWHU�VWUDWHJ\�LQ
2FWREHU� ������ � 7KH� VWUDWHJ\� LV� EDVHG� RQ� WKH� SULQFLSOHV� RI� VXVWDLQDELOLW\� DQG� LQWHJUDWHG
PDQDJHPHQW�� DQG� WKH�SUHPLVH� WKDW� HYHU\RQH�KDV� D� UHVSRQVLELOLW\� WR�PDLQWDLQ�DQG�SURWHFW� WKH
HQYLURQPHQW���,W�EXLOGV�RQ�FXUUHQW�OHJLVODWLRQ�DQG�LQFRUSRUDWHV�WKH�PXOWLSOH�EDUULHU�DSSURDFK�WR
HQVXULQJ�GULQNLQJ�ZDWHU�VDIHW\�

���� 7KH� NH\� HOHPHQWV� LGHQWLILHG� LQ� WKH� VWUDWHJ\� DUH� WKH� FODULILFDWLRQ� RI� WKH� UROHV� DQG
UHVSRQVLELOLWLHV� RI� DOO� VWDNHKROGHUV�� VWUHQJWKHQLQJ� WKH� PXOWLSOH�EDUULHU� DSSURDFK� WR� ZDWHU
PDQDJHPHQW��DQG�WKH�FUHDWLRQ�RI�DQ�LQWHUGHSDUWPHQWDO�GULQNLQJ�ZDWHU�PDQDJHPHQW�FRPPLWWHH�WR
LPSOHPHQW�DQG�PDQDJH�WKH�VWUDWHJ\���7KH�VWUDWHJ\�DOVR�LGHQWLILHV�IRXU�PDLQ�FKDOOHQJHV�LQ�PDQDJLQJ
ZDWHU�UHVRXUFHV�

�� FRQWLQXLQJ�WR�SURWHFW�GULQNLQJ�ZDWHU�VRXUFHV�

�� HQVXULQJ�DGHTXDWH�WUHDWPHQW�

�� HQVXULQJ�WKH�VDIHW\�RI�VPDOO�V\VWHPV��DQG

�� EDODQFLQJ�VRFLDO�DQG�HFRQRPLF�LQWHUHVWV���

���� 7KH�DFFRPSDQ\LQJ�PXOWL�\HDU�DFWLRQ�SODQ�LQFOXGHV�DFWLYLWLHV�WR�DGGUHVV�VRPH�RI�WKH�PDLQ
FRPSRQHQWV�LQ�HDFK�RI�WKH�WKUHH�VWDJHV�RI�WKH�PXOWLSOH�EDUULHU�DSSURDFK�

���� 6WDQGDUGV� GHYHORSPHQW� �� 7KHUH� DUH� GULQNLQJ� ZDWHU� JXLGHOLQHV� IRU� D� QXPEHU� RI
PLFURELRORJLFDO��FKHPLFDO��SK\VLFDO�DQG�UDGLRORJLFDO�SDUDPHWHUV���7KH�JXLGHOLQHV�ZHUH�GHYHORSHG
DQG�DUH�XSGDWHG�SHULRGLFDOO\�E\�WKH�)HGHUDO�3URYLQFLDO�7HUULWRULDO�&RPPLWWHH�RQ�'ULQNLQJ�:DWHU
DQG�DUH�RXWOLQHG�LQ�WKH�SXEOLFDWLRQ�*XLGHOLQHV�IRU�&DQDGLDQ�'ULQNLQJ�:DWHU�4XDOLW\�SURGXFHG�E\
+HDOWK�&DQDGD���7KH�&RPPLWWHH�PHHWV�WZLFH�HDFK�\HDU�DQG�KDV�EHHQ�LQYROYHG�LQ�WKH�GHYHORSPHQW
RI�GULQNLQJ�ZDWHU�JXLGHOLQHV�VLQFH�LWV�LQFHSWLRQ�LQ��������,W�LV�FRPSRVHG�RI�UHSUHVHQWDWLYHV�RI�HDFK
SURYLQFLDO� DQG� WHUULWRULDO� JRYHUQPHQW�� DV� ZHOO� DV� UHSUHVHQWDWLYHV� RI� +HDOWK� &DQDGD� DQG
(QYLURQPHQW�&DQDGD���2IILFLDOV�IURP�+HDOWK�&DQDGD�DFW�DV�VFLHQWLILF�DGYLVRUV�WR�WKH�&RPPLWWHH�
$�'HSDUWPHQW�RI�(QYLURQPHQW�DQG�/DERXU�VWDII�PHPEHU�VLWV�RQ�WKH�&RPPLWWHH�DV�WKH�1RYD�6FRWLD
UHSUHVHQWDWLYH���

���� 7KH�SURFHVV�XVHG�WR�GHYHORS�&DQDGLDQ�GULQNLQJ�ZDWHU�JXLGHOLQHV�LV�ZHOO�HVWDEOLVKHG�DQG
JHQHUDOO\�IROORZV�DSSURDFKHV�XVHG�LQ�PDQ\�RWKHU�FRXQWULHV���7KH�&RPPLWWHH�UHYLVHV�WKH�JXLGHOLQHV
RQ�D�UHJXODU�EDVLV�WR�UHIOHFW�FXUUHQW�VFLHQWLILF�UHVHDUFK�

���� 3URYLQFLDO�5HJXODWLRQV�UHTXLUH�WKH�PRQLWRULQJ�DQG�WHVWLQJ�RI�SXEOLF�GULQNLQJ�ZDWHU�VXSSOLHV
E\�WKHLU�RZQHUV���7KH\�HVWDEOLVK�D�UHJLPH�DQG�IUHTXHQF\�IRU�PLFURELRORJLFDO�WHVWLQJ�DQG�OLVW���
FKHPLFDO� DQG� SK\VLFDO� SDUDPHWHUV� WKDW� PXVW� DOVR� EH�PRQLWRUHG� RQ� D� UHJXODU� EDVLV�� � +HDOWK
&DQDGD·V�KHDOWK�EDVHG�*XLGHOLQHV�IRU�&DQDGLDQ�'ULQNLQJ�:DWHU�4XDOLW\�DUH�VWDWHG�DV�WKH�VWDQGDUG
IRU�HYDOXDWLQJ�ZDWHU�WHVWV���$GGLWLRQDO�SDUDPHWHUV�IRU�WHVWLQJ�PD\�EH�VSHFLILHG�E\�WKH�'HSDUWPHQW
RI� (QYLURQPHQW� DQG� /DERXU� IRU� D� SXEOLF� ZDWHU� VXSSO\� ZKHUH� FLUFXPVWDQFHV� ZDUUDQW� �H�J��
SUR[LPLW\�WR�FHUWDLQ�LQGXVWULHV���
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���� ,Q�-DQXDU\�������WKH�6LHUUD�/HJDO�'HIHQVH�)XQG�SXEOLVKHG�:DWHUSURRI��&DQDGD·V�'ULQNLQJ
:DWHU�5HSRUW�&DUG���7KH�UHSRUW�LV�D�VXUYH\�RI�GULQNLQJ�ZDWHU�SURWHFWLRQ�LQ�&DQDGD�DQG�SURYLGHV
DQ�DQDO\VLV�RI�KRZ�HDFK�SURYLQFH�IDUHV�LQ�D�QXPEHU�RI�NH\�DUHDV���7KH�UHSRUW�ZDV�FULWLFDO�RI�WKH
*XLGHOLQHV�IRU�&DQDGLDQ�'ULQNLQJ�:DWHU�4XDOLW\�EHFDXVH�WKH�JXLGHOLQHV�GR�QRW�LQFOXGH�DOO�RI�WKH
VXEVWDQFHV�LQFOXGHG�LQ�WKH�$PHULFDQ�6DIH�'ULQNLQJ�:DWHU�$FW�DGPLQLVWHUHG�E\�WKH�8QLWHG�6WDWHV
(QYLURQPHQWDO�3URWHFWLRQ�$JHQF\���7KH�8QLWHG�6WDWHV�LV�FRQVLGHUHG�WR�KDYH�VRPH�RI�WKH�PRVW
VWULQJHQW�GULQNLQJ�ZDWHU�VWDQGDUGV�LQ�WKH�ZRUOG���([KLELW�������7KH�UHSRUW�DOVR�QRWHV�WKDW�VRPH�RI
WKH�DOORZDEOH�FRQFHQWUDWLRQ�OLPLWV�LQ�&DQDGD�DUH�KLJKHU�WKDQ�LQ�WKH�8QLWHG�6WDWHV���,Q�DGGLWLRQ��WKH
UHSRUW� VWDWHV� WKDW� QR� SURYLQFH� UHTXLUHV� WKDW� DOO� SDUDPHWHUV� LQ� WKH� &DQDGLDQ� GULQNLQJ� ZDWHU
JXLGHOLQHV�EH�PRQLWRUHG�DV�SDUW�RI�WKH�UHJXODWLRQ�RI�SXEOLF�GULQNLQJ�ZDWHU�VXSSOLHV�

���� +RZHYHU��RIILFLDOV�RI�WKH�'HSDUWPHQW�RI�(QYLURQPHQW�DQG�/DERXU�EHOLHYH�WKH�&DQDGLDQ
JXLGHOLQHV�DUH�DGHTXDWH�DQG�WKH�SURFHVV�IRU�GHWHUPLQLQJ�VWDQGDUGV�LV�ULJRURXV�DQG�GLOLJHQW���7KH
GLIIHUHQFH� LQ� WKH� QXPEHU� RI� VXEVWDQFHV� LQFOXGHG� LQ� WKH� JXLGHOLQHV� PD\� EH� GXH�� LQ� SDUW�� WR
GLIIHUHQFHV�LQ�KD]DUGRXV�SURGXFWV�WKDW�DUH�DOORZHG�WR�EH�XVHG�LQ�HDFK�FRXQWU\���$V�IRU�UHTXLULQJ
DQDO\VLV�RI�DOO�SDUDPHWHUV�LQ�WKH�JXLGHOLQHV��WKH�'HSDUWPHQW�FRQVLGHUV�WKLV�WR�EH�DQ�LPSUDFWLFDO�DQG
XQQHFHVVDU\�PHDVXUH���0DQ\�PLFURELRORJLFDO�DQG�FKHPLFDO�SDUDPHWHUV�ZRXOG�QRW�EH�D�ULVN�IDFWRU
IRU�FHUWDLQ�ZDWHU�VXSSOLHV�GXH�WR�WKH�QDWXUH�RI�WKH�VXSSO\��VXFK�DV�JURXQGZDWHU�QRW�XQGHU�WKH�GLUHFW
LQIOXHQFH�RI�VXUIDFH�ZDWHU��RU�WKH�DEVHQFH�RI�FHUWDLQ�W\SHV�RI�LQGXVWU\�QHDU�WKH�ZDWHUVKHG�DUHD��

���� :DWHU�WUHDWPHQW�IDFLOLWLHV�DUH�DVVLJQHG�D�FODVVLILFDWLRQ�EDVHG�RQ�D�SRLQW�UDWLQJ�VFDOH�WKDW
FRQVLGHUV�ZDWHU�VXSSO\�VRXUFH��SRSXODWLRQ�VHUYHG�DQG�WUHDWPHQW�PHWKRGV�HPSOR\HG��DPRQJ�RWKHU
IDFWRUV�� � 7KH� FODVVLILFDWLRQ� LV� XVHG� LQ� GHWHUPLQLQJ� WKH� TXDOLILFDWLRQV� QHHGHG� E\� LQGLYLGXDOV
RSHUDWLQJ�WKH�V\VWHPV���7KH�$VVRFLDWLRQ�RI�%RDUGV�RI�&HUWLILFDWLRQ�²�ORFDWHG�LQ�$PHV��,RZD�DQG
JRYHUQHG�E\�LQGLYLGXDOV�IURP�YDULRXV�FRXQWULHV�²�LV�WKH�RUJDQL]DWLRQ�UHFRJQL]HG�E\�WKH�3URYLQFH
IRU� VHWWLQJ� FODVVLILFDWLRQ� VWDQGDUGV�� � 7KH� $VVRFLDWLRQ·V� DFWLYLWLHV�� FDUULHG� RXW� E\� YROXQWHHU
FRPPLWWHHV� DQG� SURIHVVLRQDO� VWDII�� VHHN� WR� GHILQH� DQG� PDLQWDLQ� LQWHUQDWLRQDOO\�UHFRJQL]HG
TXDOLILFDWLRQV�IRU�FHUWLILFDWLRQ��DQG�SURPRWH�XQLIRUPLW\�RI�VWDQGDUGV�DQG�SUDFWLFH��

���� 6WDQGDUGV�IRU�ZHOO�FRQVWUXFWLRQ��DV�ZHOO�DV�FHUWLILFDWLRQ�UHTXLUHPHQWV�IRU�ZHOO�GULOOHUV��ZHOO
GLJJHUV�DQG�SXPS�LQVWDOOHUV��DUH�VSHFLILHG�LQ�3URYLQFLDO�5HJXODWLRQV���7KH�VWDQGDUGV�DUH�EDVHG�RQ
LQSXW�IURP�WKH�:HOO�&RQVWUXFWLRQ�$GYLVRU\�%RDUG��D�3URYLQFLDO�ERG\�WKDW�SURYLGHV�DGYLFH�RQ
VWDQGDUGV�DQG�JXLGHOLQHV�EDVHG�RQ�SUDFWLFHV�DGYRFDWHG�E\�RWKHU�SURYLQFHV��WKH�ZHOO�FRQVWUXFWLRQ
LQGXVWU\�DQG�JURXQGZDWHU�DVVRFLDWLRQV���7KH�VWDQGDUGV�IRU�ZHOO�FRQVWUXFWLRQ�PDWHULDOV�DUH�EDVHG
RQ� JXLGHOLQHV� RI� WKH� $PHULFDQ� 6RFLHW\� IRU� 7HVWLQJ� 0DWHULDOV�� WKH� $PHULFDQ� :DWHU� :RUNV
$VVRFLDWLRQ�DQG�WKH�1DWLRQDO�6DQLWDWLRQ�)RXQGDWLRQ�

���� 6WDQGDUGV�DQG�JXLGHOLQHV�VHW�RXW�LQ�3URYLQFLDO�5HJXODWLRQV�DUH�UHYLHZHG�SHULRGLFDOO\���7KH
:DWHU�DQG�:DVWHZDWHU�)DFLOLW\�5HJXODWLRQV�ZHUH�ODVW�DPHQGHG�LQ��������7KH�:HOO�&RQVWUXFWLRQ
5HJXODWLRQV�ZHUH�ODVW�UHYLVHG�LQ�������

���� 7KHUH� DUH� QR�5HJXODWLRQV� RU� JXLGHOLQHV� FRQFHUQLQJ� WKH� VDIH� FROOHFWLRQ�� WUDQVSRUW� DQG
GLVFKDUJH�RI�ZDWHU�E\�WDQN�WUXFNV�WR�ZHOOV�RU�VWRUDJH�WDQNV�IRU�GRPHVWLF�FRQVXPSWLRQ���'UDIW
JXLGHOLQHV�ZHUH�GHYHORSHG�LQ�������EXW�WKH\�KDYH�QRW�\HW�EHHQ�DSSURYHG�DQG�LVVXHG���:H�ZHUH
LQIRUPHG�WKDW�WKH�ULVNV�DVVRFLDWHG�ZLWK�EXON�WUDQVSRUWDWLRQ�RI�GULQNLQJ�ZDWHU�DUH�ERUQH�PDLQO\�E\
SULYDWH�ZHOO�RZQHUV��ZKR�DUH�UHVSRQVLEOH�IRU�WKHLU�RZQ�ZDWHU�TXDOLW\�DQG�FDQ�PLWLJDWH�WKH�ULVN
WKURXJK�WHVWLQJ�RI�GHOLYHUHG�ZDWHU���

���� 7KH�-DQXDU\������6LHUUD�/HJDO�'HIHQVH�)XQG�UHSRUW�DOVR�PDGH�VSHFLILF�UHFRPPHQGDWLRQV
WR�LPSURYH�ZDWHU�SURWHFWLRQ�LQ�&DQDGD��LQFOXGLQJ�
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�� ILOWUDWLRQ�IRU�DOO�VXUIDFH�ZDWHU�VXSSOLHV��

�� ELQGLQJ�VWDQGDUGV�IRU�WKH�GHVLJQ��FRQVWUXFWLRQ�DQG�RSHUDWLRQ�RI�ZDWHU�WUHDWPHQW�DQG
GLVWULEXWLRQ�IDFLOLWLHV��DQG

�� SXEOLF�UHSRUWLQJ�RQ�ZDWHU�WHVWLQJ�UHVXOWV�DQG�WKH�VWDWH�RI�ZDWHU�VXSSOLHV�

���� 7KH�'HSDUWPHQW�UHFRJQL]HV�WKHUH�LV�D�QHHG�IRU�SURSHU�WUHDWPHQW��VXFK�DV�ILOWUDWLRQ��IRU
VXUIDFH�ZDWHU�VXSSOLHV��EXW�EHOLHYHV�WKDW�PDNLQJ�LW�D�UHTXLUHPHQW�ZLWKRXW�VXIILFLHQW�OHDG�WLPH
ZRXOG�SODFH�DQ�XQGXH�ILQDQFLDO�EXUGHQ�RQ�PXQLFLSDOLWLHV���7KH�'HSDUWPHQW·V�DSSURDFK�KDV�EHHQ
WR�HQFRXUDJH�DQG�ZRUN�ZLWK�PXQLFLSDOLWLHV�WR�EULQJ�DERXW�WKH�QHHGHG�XSJUDGHV�WR�WKHLU�V\VWHPV
�VHH�SDUDJUDSK���������7KH�'HSDUWPHQW�FRQVLGHUV�WKH�HQJLQHHULQJ�VWDQGDUGV�VSHFLILHG�LQ�1RYD
6FRWLD�5HJXODWLRQV�WR�EH�VXIILFLHQW�IRU�GHVLJQLQJ�DQG�EXLOGLQJ�VDIH�ZDWHU�WUHDWPHQW�IDFLOLWLHV�DQG
V\VWHPV���+RZHYHU��LW�KDV�FRPPLWWHG��LQ�FROODERUDWLRQ�ZLWK�WKH�RWKHU�$WODQWLF�SURYLQFHV��WR�WKH
GHYHORSPHQW�RI�D�VWDQGDUGV�DQG�JXLGHOLQHV�PDQXDO�IRU�DOO�RI�$WODQWLF�&DQDGD���3XEOLF�UHSRUWLQJ
E\�SXEOLF�ZDWHU�VXSSO\�RZQHUV�LV�QRW�D�UHTXLUHPHQW��EXW�WKH�LQIRUPDWLRQ�LV�JHQHUDOO\�DYDLODEOH�WR
PHPEHUV�RI�WKH�SXEOLF�XSRQ�UHTXHVW���7KH�+DOLID[�5HJLRQDO�:DWHU�&RPPLVVLRQ�DQG�WKH�7RZQ�RI
1HZ�*ODVJRZ�KDYH�SURGXFHG�DQG�GLVWULEXWHG�LQIRUPDWLYH�ZDWHU�TXDOLW\�UHSRUWV�HYHQ�WKRXJK�WKH\
DUH�QRW�UHTXLUHG�WR�GR�VR�

���� 3XEOLF�HGXFDWLRQ���7KH�'HSDUWPHQW�SURYLGHV�RQJRLQJ�SXEOLF�HGXFDWLRQ�DQG�SURPRWLRQ
UHODWLQJ�WR�GULQNLQJ�ZDWHU�TXDOLW\�DQG�VDIHW\�VWDQGDUGV�WKURXJK�LWV�LQWHUQHW�ZHEVLWH��ZLWK�D�VSHFLILF
VHFWLRQ���&OHDQ�:DWHU�:DWFK���GHGLFDWHG�WR�ZDWHU�LVVXHV���7KH�'HSDUWPHQW�DOVR�LQLWLDWHG�D�FOHDQ
ZDWHU�ZHHN�LQ������DQG�ZDV�LQYROYHG�LQ�WKH�SURPRWLRQ�RI�1DWLRQDO�'ULQNLQJ�:DWHU�:HHN�LQ������
7KH�'HSDUWPHQW�KDV�SURGXFHG�EURFKXUHV�DQG�ERRNOHWV�RQ�GULQNLQJ�ZDWHU�VDIHW\�LVVXHV��DQG�KDV
XVHG� WKH� SULQW� PHGLD� WR� GHOLYHU� PHVVDJHV� RQ� WKH� QHHG� IRU� UHJXODU� WHVWLQJ� RI� ZHOO� ZDWHU�
'HSDUWPHQW�VWDII�DUH�DYDLODEOH�IRU�FRQVXOWDWLRQ�DQG�DWWHQG�FRPPXQLW\�IDLUV�DQG�VFKRRO�HYHQWV�

���� 4XDOLILFDWLRQV���7KH�'HSDUWPHQW�KDV�D�VWDII�RI����LQVSHFWRUV�WR�DGGUHVV�LWV�HQYLURQPHQWDO
PRQLWRULQJ�DQG�FRPSOLDQFH�UHVSRQVLELOLWLHV��LQFOXGLQJ�GULQNLQJ�ZDWHU�VDIHW\���,QVSHFWRUV�PXVW�KDYH
DQ� HGXFDWLRQDO� EDFNJURXQG� VXIILFLHQW� WR� EH� HOLJLEOH� IRU� FHUWLILFDWLRQ� DV� DQ� HQYLURQPHQWDO
WHFKQRORJLVW�RU�SXEOLF�KHDOWK�LQVSHFWRU��EXW�QHHG�QRW�VHHN�WKH�DFWXDO�FHUWLILFDWLRQ���$SSUR[LPDWHO\
KDOI�RI�WKH�'HSDUWPHQW·V�LQVSHFWLRQ�VWDII�DUH�&HUWLILHG�3XEOLF�+HDOWK�,QVSHFWRUV�FHUWLILHG�WKURXJK
WKH� &DQDGLDQ� ,QVWLWXWH� RI� 3XEOLF� +HDOWK� ,QVSHFWRUV�� � 0RVW� RI� WKH� RWKHU� VWDII� DUH� &HUWLILHG
(QYLURQPHQWDO�7HFKQRORJLVWV�EHORQJLQJ�WR�WKH�6RFLHW\�RI�&HUWLILHG�(QJLQHHULQJ�7HFKQLFLDQV�DQG
7HFKQRORJLVWV�RI�1RYD�6FRWLD��RU�DUH�HOLJLEOH�WR�ZULWH�H[DPV�IRU�DWWDLQLQJ�WKH�GHVLJQDWLRQ�

���� 7KH�'HSDUWPHQW�DOVR�KDV�ILYH�K\GURJHRORJLVWV�RQ�VWDII�DQG�H[SHFWV�WR�KDYH�WZR�PRUH�E\
WKH� HQG� RI� ������ � 7KH� K\GURJHRORJLVWV� DFW� DV� UHVRXUFH� SHUVRQV� DQG� SURYLGH� H[SHUWLVH� RQ
JURXQGZDWHU�DQG�ZHOOV��DQG�DVVLVWDQFH�LQ�LQYHVWLJDWLQJ�ZDWHU�FRQWDPLQDWLRQ���7KH�'HSDUWPHQW
UHFHQWO\� KLUHG� WZR� ZDWHUVKHG� SODQQHUV�� D� GULQNLQJ� ZDWHU� VXSHUYLVRU�� D� ZDWHU� PRQLWRULQJ
WHFKQLFLDQ�� D� ZDWHU� WUHDWPHQW� IDFLOLWLHV� VSHFLDOLVW�� D� IDFLOLWLHV� HQJLQHHU�� DQG� D� *,6�GDWDEDVH
PDQDJHPHQW�VSHFLDOLVW�

���� $V�GLVFXVVHG�LQ�SDUDJUDSK�������ZDWHU�WUHDWPHQW�DQG�GLVWULEXWLRQ�V\VWHPV�DUH�FODVVLILHG
EDVHG�RQ�FULWHULD�VXFK�DV�ZDWHU�WUHDWPHQW�PHWKRGV�DQG�SRSXODWLRQ�VHUYHG���3HUVRQV�UHVSRQVLEOH�IRU
RSHUDWLQJ�VXFK�V\VWHPV�PXVW�EH�FHUWLILHG�IRU�WKH�FODVVLILFDWLRQ�OHYHO�RI�WKH�V\VWHP���7KH�KLJKHU�WKH
FODVVLILFDWLRQ��WKH�PRUH�HGXFDWLRQ�DQG�RU�H[SHULHQFH�UHTXLUHG�E\�WKH�RSHUDWRU���4XDOLILFDWLRQ�DQG
FHUWLILFDWLRQ�VWDQGDUGV�IRU�RSHUDWRUV�DUH�GHWHUPLQHG�E\�WKH�$VVRFLDWLRQ�RI�%RDUGV�RI�&HUWLILFDWLRQ
DQG�LQFRUSRUDWHG�LQWR�3URYLQFLDO�5HJXODWLRQV���7KH�$VVRFLDWLRQ�SURYLGHV�FHUWLILFDWLRQ�H[DPV�DQG
PDUNV� WKH� UHVXOWV�� � 7KH� 'HSDUWPHQW� DGPLQLVWHUV� WKH� H[DPV� RQ� WKH� $VVRFLDWLRQ·V� EHKDOI� IRU
LQGLYLGXDOV�VHHNLQJ�FHUWLILFDWLRQ�LQ�1RYD�6FRWLD��
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���� :HOO� GULOOLQJ� DQG� GLJJLQJ� SUDFWLFHV� DQG� TXDOLILFDWLRQV� DUH� DGPLQLVWHUHG� E\� WKH� :HOO
&RQVWUXFWLRQ�$GYLVRU\�%RDUG�DQG�PRQLWRUHG�E\�WKH�'HSDUWPHQW�WKURXJK�SHULRGLF�LQVSHFWLRQ���7R
FDUU\�RXW�ZHOO�FRQVWUXFWLRQ��ZHOO�GULOOHUV�DQG�GLJJHUV�PXVW�EH�OLFHQVHG�WKURXJK�WKH�'HSDUWPHQW�DQG
FRPSO\�ZLWK�WKH�:HOO�&RQVWUXFWLRQ�5HJXODWLRQV���7KH\�PXVW�PHHW�FHUWDLQ�UHTXLUHPHQWV�WR�EH
OLFHQVHG�DQG�PXVW�UHQHZ�WKHLU�OLFHQFHV�DQQXDOO\���7KH�'HSDUWPHQW�HQFRXUDJHV�WKH�SXEOLF��WKURXJK
SXEOLFDWLRQV�DQG�RWKHU�SXEOLF�SURQRXQFHPHQWV��WR�HQVXUH�ZHOO�GULOOHUV�DQG�GLJJHUV�DUH�OLFHQVHG
EHIRUH�KLULQJ�WKHP�WR�FRQVWUXFW�D�ZHOO��

���� ,Q������WKH�'HSDUWPHQW�GHYHORSHG�D�SROLF\�RQ�WKH�XVH�RI�DFFUHGLWHG�ODERUDWRULHV�IRU�ZDWHU
WHVWLQJ���(IIHFWLYH�-DQXDU\����������DOO�DQDO\WLFDO�WHVWLQJ�IRU�FKHPLFDO�FRQWDPLQDWLRQ�UHTXLUHG�IRU
SXEOLF�ZDWHU�VXSSOLHV�LV�WR�EH�FRQGXFWHG�E\�DFFUHGLWHG�ODERUDWRU\�IDFLOLWLHV�RU�IDFLOLWLHV�PDLQWDLQLQJ
DQ�DFFHSWDEOH�VWDQGDUG�LQ�D�SURILFLHQF\�WHVWLQJ�SURJUDP���/DERUDWRULHV�KDYH�XQWLO�-DQXDU\��������
WR�DFKLHYH�DFFUHGLWDWLRQ�IRU�WHVWLQJ�IRU�PLFURELRORJLFDO�FRQWDPLQDWLRQ��

���� &HUWLILFDWLRQ� DQG� SURILFLHQF\� WHVWLQJ� RI� ODERUDWRULHV� LV� FDUULHG� RXW� E\� WKH� &DQDGLDQ
$VVRFLDWLRQ� IRU�(QYLURQPHQWDO�$QDO\WLFDO�/DERUDWRULHV�� XQGHU� DJUHHPHQW�ZLWK� WKH� 6WDQGDUGV
&RXQFLO�RI�&DQDGD���7KH�$VVRFLDWLRQ�FHUWLILHV�WKDW�ODERUDWRULHV�PHHW�VSHFLILHG�VWDQGDUGV�DQG�LW
FRQGXFWV�SHULRGLF�DXGLWV�WR�HQVXUH�FRQWLQXHG�FRPSOLDQFH�

���� :H�ZHUH�LQIRUPHG�WKDW�1RYD�6FRWLD�ODERUDWRULHV��ZKHUH�DSSOLFDEOH��KDYH�DFKLHYHG�WKH
UHTXLUHG�FHUWLILFDWLRQ�IRU�FKHPLFDO�DQDO\VLV�DQG�DOO�ODERUDWRULHV�DUH�ZRUNLQJ�WRZDUG�FRPSOHWLRQ
RI� UHTXLUHPHQWV� IRU� FHUWLILFDWLRQ� IRU�PLFURELRORJLFDO� DQDO\VLV�� � +RZHYHU�� FRPSOHWLRQ� RI� WKH
FHUWLILFDWLRQ�SURFHVV�IRU�PRVW�RI�WKH�SXEOLF�ODERUDWRULHV��KRVSLWDOV��KDV�EHHQ�GHOD\HG�DQG�LV�QRW
OLNHO\�WR�EH�FRPSOHWHG�ZLWKLQ�WKH�WLPH�IUDPH�VSHFLILHG�LQ�WKH�SROLF\���7KH�'HSDUWPHQW�DQG�KRVSLWDO
ODERUDWRULHV�KDYH�EHHQ�H[SORULQJ�RWKHU�RSWLRQV�WR�HQVXUH�WHVWLQJ�VWDQGDUGV�DUH�PHW�GXULQJ�WKH�WLPH
LW�WDNHV�WR�KDYH�WKH�ODERUDWRULHV�FHUWLILHG��

���� 7KH� 'HSDUWPHQW� SUHSDUHG� 0HPRUDQGXPV� RI� 8QGHUVWDQGLQJ� RXWOLQLQJ� WKH� UHVSHFWLYH
UHVSRQVLELOLWLHV�RI� ODERUDWRULHV�DQG� WKH�'HSDUWPHQW�ZLWK� UHVSHFW� WR�ZDWHU� WHVWLQJ�� �$OO�RI� WKH
ODERUDWRULHV�KDYH�VLJQHG�D�0HPRUDQGXP�

���� 7UDLQLQJ���1HZO\�KLUHG�LQVSHFWLRQ�VWDII�DW�WKH�'HSDUWPHQW�RI�(QYLURQPHQW�DQG�/DERXU
UHFHLYH� WUDLQLQJ� LQ� WKHLU� MRE� UHVSRQVLELOLWLHV� E\� DFFRPSDQ\LQJ� DQ� H[SHULHQFHG� LQVSHFWRU� RQ� D
YDULHW\�RI�LQVSHFWLRQV���7KLV�¶RQ�WKH�MRE·�WUDLQLQJ�JHQHUDOO\�WDNHV�VHYHUDO�ZHHNV���2WKHU�WUDLQLQJ
LV�SURYLGHG�WR�LQVSHFWLRQ�VWDII��DV�UHTXLUHG��WKURXJK�LQ�KRXVH�DQG�H[WHUQDO�IDFLOLWLHV���7KH�DQQXDO
SHUIRUPDQFH�DSSUDLVDO�SURFHVV�DOVR�SURYLGHV�DQ�RSSRUWXQLW\�IRU�VWDII�DQG�PDQDJHPHQW�WR�HVWDEOLVK
WUDLQLQJ�QHHGV�DV�LQGLYLGXDO�JRDOV�IRU�WKH�\HDU�

���� &XUUHQWO\�� WKHUH� LV� QR� UHTXLUHPHQW� IRU� FRQWLQXLQJ� WUDLQLQJ� IRU� FHUWLILHG�ZDWHU� V\VWHP
RSHUDWRUV��DOWKRXJK�VXFK�WUDLQLQJ�LV�HQFRXUDJHG���+RZHYHU��WKH�'HSDUWPHQW�KDV�GUDIWHG�UHYLVLRQV
WR�WKH�FHUWLILFDWLRQ�UHTXLUHPHQWV�WKDW�ZRXOG�KDYH�RSHUDWRU�FHUWLILFDWHV�H[SLUH�WKUHH�\HDUV�IURP�WKH
GDWH�RI�LVVXH���2SHUDWRUV�ZRXOG�EH�HOLJLEOH�IRU�UHFHUWLILFDWLRQ�E\�DFFXPXODWLQJ�DFFHSWDEOH�WUDLQLQJ
DQG�H[SHULHQFH�GXULQJ�WKH�WKUHH�\HDUV��RU�EH�UHTXLUHG�WR�UHZULWH�WKH�FHUWLILFDWLRQ�H[DP���7KH
UHYLVHG�VWDQGDUGV�DUH�LQ�GUDIW�IRUP�DQG�DZDLW�ILQDOL]DWLRQ�RI�SODQV�IRU�WKH�LPSOHPHQWDWLRQ�SURFHVV�

���� 7KHUH�LV�QR�PDQGDWRU\�RQJRLQJ�WUDLQLQJ�IRU�ZHOO�GULOOHUV�DQG�GLJJHUV��EXW�RSSRUWXQLWLHV�DUH
DYDLODEOH�WKURXJK�WKH�1RYD�6FRWLD�*URXQGZDWHU�$VVRFLDWLRQ�DQG�WKH�&DQDGLDQ�*URXQG�:DWHU
$VVRFLDWLRQ���7KH�'HSDUWPHQW�KDV�EHHQ�ZRUNLQJ�ZLWK�WKH�1RYD�6FRWLD�*URXQGZDWHU�$VVRFLDWLRQ
WR�GHYHORS�D�PHFKDQLVP�WR�SURYLGH�IXQGLQJ�IRU�WUDLQLQJ��HGXFDWLRQ�DQG�XSJUDGLQJ�RI�RSHUDWRUV�LQ
WKH�LQGXVWU\�
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&RPSOLDQFH

���� %DFNJURXQG� ��7KH�'HSDUWPHQW� KDV� D� EURDG�PDQGDWH� XQGHU� WKH�(QYLURQPHQW�$FW� DQG
DVVRFLDWHG�5HJXODWLRQV��ZKLFK� LQFOXGHV� WKH� SURWHFWLRQ� RI� GULQNLQJ�ZDWHU� VXSSOLHV�� �$V�ZHOO�
VHFWLRQV�RI�RWKHU�OHJLVODWLRQ��+HDOWK�$FW�DQG�0XQLFLSDO�*RYHUQPHQW�$FW��JRYHUQ�PDWWHUV�UHODWLQJ
WR�GULQNLQJ�ZDWHU���$OWKRXJK�WKH�'HSDUWPHQW�RI�(QYLURQPHQW�DQG�/DERXU�LV�WKH�OHDG�DJHQF\�LQ
HQVXULQJ�FRPSOLDQFH�ZLWK� OHJLVODWLRQ�SHUWDLQLQJ� WR�GULQNLQJ�ZDWHU�VDIHW\�� WKHUH�DUH� UROHV�DQG
UHVSRQVLELOLWLHV�GHILQHG�IRU�RWKHU�3URYLQFLDO�GHSDUWPHQWV�DQG�WKH�)HGHUDO�JRYHUQPHQW��DV�ZHOO�DV
SXEOLF�DQG�SULYDWH�ZDWHU�VXSSO\�RZQHUV��

���� 0XQLFLSDO�ZDWHU�VXSSOLHV���7KHUH�DUH����PXQLFLSDO�ZDWHU�V\VWHPV�LQ�WKH�3URYLQFH���7KH
RSHUDWLRQ�RI�D�PXQLFLSDO�ZDWHU� WUHDWPHQW�RU�GLVWULEXWLRQ� IDFLOLW\� UHTXLUHV� WKH�DSSURYDO�RI� WKH
0LQLVWHU� RI� (QYLURQPHQW� DQG� /DERXU�� � $Q� DSSOLFDWLRQ� IRU� DSSURYDO� PXVW� EH� VXSSRUWHG� E\
GRFXPHQWDWLRQ�GHVFULELQJ�WKH�IDFLOLW\���'HSDUWPHQW�HQJLQHHUV�FODVVLI\�WKH�IDFLOLW\�DFFRUGLQJ�WR�WKH
UDWLQJ�V\VWHP�VHW�RXW�LQ�5HJXODWLRQV�DQG�SHUIRUP�D�WHFKQLFDO�UHYLHZ�WR�HQVXUH�WKH�SURSRVHG�V\VWHP
DGKHUHV�WR�WKH�'HSDUWPHQW·V�VWDQGDUGV��SROLFLHV�DQG�JXLGHOLQHV���,I�DOO�FULWHULD�DUH�PHW�DQ�DSSURYDO
LV�LVVXHG��JHQHUDOO\�IRU�D�WHQ�\HDU�WHUP��UHQHZDEOH�XSRQ�DSSOLFDWLRQ�E\�WKH�RZQHU�

���� 7KH�DSSURYDO�IRU�D�QHZ�PXQLFLSDO�ZDWHU�V\VWHP�OLVWV�DQ\�WHUPV�DQG�FRQGLWLRQV�WKH�DSSOLFDQW
PXVW�VDWLVI\��VXFK�DV�VSHFLILF�PRQLWRULQJ�UHTXLUHPHQWV�DQG�SUHSDUDWLRQ�RI�D�FRQWLQJHQF\�SODQ�
0RQLWRULQJ�UHTXLUHPHQWV�PD\�EH�PRUH�VWULQJHQW�WKDQ�WKH�PLQLPXP�OHYHO�RI�WHVWLQJ�SURYLGHG�IRU
LQ� 3URYLQFLDO� JXLGHOLQHV�� �(DFK� IDFLOLW\� KDV� LWV� RZQ� SDUWLFXODU� VHW� RI� FLUFXPVWDQFHV�� VXFK� DV
JHRJUDSKLF�ORFDWLRQ�DQG�QHDUE\�LQGXVWULHV��DQG�WHVWLQJ�UHTXLUHPHQWV�PD\�EH�DGMXVWHG�WR�UHIOHFW
WKHVH���0XQLFLSDO�ZDWHU�VXSSO\�RSHUDWRUV�PXVW�GR�PLFURELRORJLFDO�WHVWLQJ�ZHHNO\��LI�QRW�PRUH
IUHTXHQWO\�� DQG�PDQ\�KDYH�D� FKHPLFDO� DQDO\VLV� SHUIRUPHG�HYHU\� VL[�PRQWKV�� �2SHUDWRUV� DUH
UHTXLUHG�WR�VXEPLW�D�PRQWKO\�UHSRUW�WR�WKH�'HSDUWPHQW�RXWOLQLQJ�WKH�UHVXOWV�RI�WHVWLQJ�

���� ,W�LV�WKH�UHVSRQVLELOLW\�RI�HDFK�PXQLFLSDOLW\�WR�KDYH�D�FRQWLQJHQF\�SODQ�LQ�SODFH�WR�UHVSRQG
WR�HPHUJHQFLHV�VXFK�DV�FKORULQDWLRQ�IDLOXUH�DQG�SRZHU�RXWDJHV���$V�ZHOO��WKHUH�PXVW�EH�D�VWUDWHJ\
WR�FRPPXQLFDWH�GLVUXSWLRQV�WR�WKH�SXEOLF�DQG�WKH�'HSDUWPHQW�

���� $V�SDUW�RI�LWV�QHZ�ZDWHU�VWUDWHJ\��WKH�'HSDUWPHQW�KDV�LGHQWLILHG�WKH�QHHG�IRU�D�UHYLHZ�RI
PXQLFLSDO�ZDWHU�V\VWHP�DSSURYDOV���,W�KDV�GHYHORSHG�DQ�LPSOHPHQWDWLRQ�SODQ�ZKLFK�ZLOO�UHVXOW�LQ
D�QHZ�RU�XSGDWHG�¶$SSURYDO�WR�2SHUDWH·�LVVXHG�WR�DOO�PXQLFLSDO�ZDWHU�V\VWHPV�WR�YHULI\�WKDW�WKH\
SURYLGH� WKH�EHVW�TXDOLW\�ZDWHU�SURGXFW�� �7KH�SODQ� LQFOXGHV�DGYLVLQJ� WKH�PXQLFLSDOLWLHV�RI� WKH
UHTXLUHPHQW�WR�FRPSOHWH�D�VRXUFH�ZDWHU�DVVHVVPHQW�UHSRUW�IURP�ZKLFK�D�FRPSUHKHQVLYH�WUHDWPHQW
DQG�RSHUDWLRQDO�VWUDWHJ\�LV�WR�EH�GHYHORSHG���,W�LV�DQWLFLSDWHG�WKDW�LW�ZLOO�WDNH�VL[�\HDUV�EHIRUH�DOO
FRQVWUXFWLRQ�LV�FRPSOHWHG�DQG�RSHUDWLRQDO�V\VWHPV�DUH�LQ�SODFH���7KH�UHYLHZ�SURFHVV�ZLOO�DOVR
UHVXOW�LQ�PLQLPXP�OHYHOV�RI�WUHDWPHQW�IRU�VRXUFH�ZDWHU���7KH�PLQLPXP�OHYHO�RI�WUHDWPHQW�IRU
VXUIDFH�ZDWHU�� DQG� JURXQGZDWHU� XQGHU� WKH� LQIOXHQFH� RI� VXUIDFH�ZDWHU��ZLOO� EH� ILOWUDWLRQ� DQG
GLVLQIHFWLRQ���7KH�PLQLPXP�OHYHO�RI�WUHDWPHQW�IRU�JURXQGZDWHU�ZLOO�EH�GLVLQIHFWLRQ�

���� :H� REWDLQHG� D� OLVWLQJ� RI� PXQLFLSDO� ZDWHU� VXSSOLHV� LQFOXGLQJ� IDFLOLW\� DQG� RSHUDWRU
FODVVLILFDWLRQV���:H�QRWHG����IDFLOLWLHV�ZKHUH�WKH�RSHUDWRU�FODVVLILFDWLRQ�ZDV�DW�D�OHYHO�ORZHU�WKDQ
WKH�IDFLOLW\�FODVVLILFDWLRQ���:H�ZHUH�LQIRUPHG�WKDW�D�QXPEHU�RI�WKH�PXQLFLSDOLWLHV�KDYH�KDG�UHFHQW
XSJUDGHV� WR�V\VWHPV��EXW� WKHUH�KDV�EHHQ� LQVXIILFLHQW� WLPH�IRU�RSHUDWRUV� WR�DFKLHYH� WKH�KLJKHU
FHUWLILFDWLRQ�OHYHO���,Q�)HEUXDU\�������WKH�'HSDUWPHQW�FRQWDFWHG�HDFK�PXQLFLSDOLW\�ZKHUH�WKHUH
ZDV�VXFK�D�GLVFUHSDQF\��UHTXHVWLQJ�DQ�DFWLRQ�SODQ�WR�DGGUHVV�WKH�GHILFLHQF\���7KH�'HSDUWPHQW�ZLOO
EH�IROORZLQJ�XS�GXULQJ�LWV�UHYLHZ�RI�PXQLFLSDO�ZDWHU�V\VWHP�DSSURYDOV��

���� 5HJLVWHUHG�ZDWHU�VXSSOLHV���(IIHFWLYH�2FWREHU�������SXEOLF�GULQNLQJ�ZDWHU�VXSSOLHV�RWKHU
WKDQ�PXQLFLSDO�V\VWHPV�PXVW�EH�UHJLVWHUHG�ZLWK�WKH�'HSDUWPHQW���5HJXODWLRQV�VWLSXODWH�FULWHULD�IRU
GHWHUPLQLQJ�ZKLFK�VXSSOLHV�PXVW�EH�UHJLVWHUHG���3XEOLF�ZDWHU�VXSSO\�RZQHUV�PXVW�FRPSOHWH�D
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UHJLVWUDWLRQ�IRUP�DQG�SURYLGH�GHWDLOV�DERXW�WKH�ZDWHU�V\VWHP��VXFK�DV�WKH�QXPEHU�RI�FRQQHFWLRQV
DQG�WKH�SRSXODWLRQ�VHUYHG���7KH�LQIRUPDWLRQ�LV�HQWHUHG�LQWR�WKH�'HSDUWPHQW·V�UHJLVWHUHG�ZDWHU
VXSSO\�GDWDEDVH�DQG�D�OHWWHU�LV�VHQW�WR�WKH�RZQHU�QRWLQJ�WKH�DVVLJQHG�UHJLVWUDWLRQ�QXPEHU�DQG
VXPPDUL]LQJ�WKH�RZQHU·V�UHVSRQVLELOLWLHV�DV�D�SURYLGHU�RI�GULQNLQJ�ZDWHU�WR�WKH�SXEOLF���2ZQHUV
DUH�DOVR�SURYLGHG�ZLWK�DQ�LQIRUPDWLRQ�SDFNDJH�LQFOXGLQJ�WKH�3URYLQFH·V�*XLGHOLQHV�IRU�0RQLWRULQJ
3XEOLF�'ULQNLQJ�:DWHU�6XSSOLHV�

���� 7KH�'HSDUWPHQW�HVWLPDWHV�WKHUH�DUH�DSSUR[LPDWHO\�������SXEOLF�GULQNLQJ�ZDWHU�VXSSOLHV
UHTXLULQJ�UHJLVWUDWLRQ�DQG�LPSOHPHQWDWLRQ�RI�D�ZDWHU�TXDOLW\�PRQLWRULQJ�SURJUDP���7R�KDQGOH�WKH
YROXPH� DQG� HQVXUH� DOO� UHTXLUHG� VXSSOLHV� DUH� UHJLVWHUHG�� WKH�'HSDUWPHQW� HPSOR\HG� D� SKDVHG
DSSURDFK�EDVHG�RQ�ULVN���3XEOLF�ZDWHU�VXSSOLHV�ZHUH�FODVVLILHG�LQWR�IRXU�JURXSV��ZLWK�JURXS�RQH
LQFOXGLQJ�VXSSOLHV�GHHPHG�WR�EH�RI�KLJKHU�ULVN��H�J���VFKRROV��GD\�FDUH�FHQWUHV��KRVSLWDOV��QXUVLQJ
KRPHV��DQG�JURXS�IRXU�IRU�ORZHU�ULVN�VXSSOLHV��VXFK�DV�FDPSJURXQGV���7KH�'HSDUWPHQW�IRFXVHG
RQ�UHJLVWHULQJ�WKH�KLJKHU�ULVN�VXSSOLHV�EHIRUH�PRYLQJ�RQ�WR�WKH�RWKHU�JURXSV���7KH�'HSDUWPHQW
RULJLQDOO\�HVWLPDWHG�WKDW�LW�ZRXOG�KDYH�DOO�SXEOLF�ZDWHU�VXSSOLHV�UHJLVWHUHG�E\�2FWREHU���������
$V� RI� 1RYHPEHU� ��� ������ DSSUR[LPDWHO\� WZR� \HDUV� DIWHU� WKH� UHJXODWRU\� UHTXLUHPHQW� IRU
UHJLVWUDWLRQ�ZDV�DSSURYHG��WKHUH�ZHUH�������VXSSOLHV�UHJLVWHUHG���

���� 5HJLVWHUHG�ZDWHU�VXSSO\�RZQHUV�DUH�UHTXLUHG�WR�WDNH�D�ZDWHU�VDPSOH�HYHU\�WKUHH�PRQWKV
IRU�PLFURELRORJLFDO� WHVWLQJ�� �&KHPLFDO�DQDO\VLV�RI�ZDWHU� LV�UHTXLUHG�HYHU\�RQH�RU� WZR�\HDUV�
GHSHQGLQJ�RQ�WKH�ZDWHU·V�VRXUFH���:DWHU�VXSSOLHV�LQ�HDFK�UHJLVWUDWLRQ�JURXS�ZHUH�DVVLJQHG�D
GLIIHUHQW�PRQLWRULQJ�SHULRG�LQ�RUGHU�WR�VPRRWK�WKH�ZRUNORDG�RI�ODERUDWRULHV�DQG�'HSDUWPHQW�VWDII�

���� 7R�HQVXUH�DOO�SXEOLF�GULQNLQJ�ZDWHU�VXSSO\�RZQHUV�FRPSOHWH�WKH�UHJLVWUDWLRQ�SURFHVV��WKH
'HSDUWPHQW��LQ�FRRSHUDWLRQ�ZLWK�RWKHU�JRYHUQPHQW�GHSDUWPHQWV�VXFK�DV�+HDOWK�DQG�&RPPXQLW\
6HUYLFHV��DQG�LQGXVWU\�RUJDQL]DWLRQV�VXFK�DV�WKH�5HWDLO�*DVROLQH�'HDOHUV�$VVRFLDWLRQ��VHQW�OHWWHUV
WR�RZQHUV�LQIRUPLQJ�WKHP�RI�WKH�FKDQJH�LQ�WKH�5HJXODWLRQV�DQG�WKH�UHTXLUHPHQW�WR�UHJLVWHU�ZDWHU
VXSSOLHV���7KH�'HSDUWPHQW�DOVR�SURYLGHG�LQIRUPDWLRQ�VHVVLRQV�IRU�YDULRXV�DIIHFWHG�JURXSV�DQG�XVHG
WKH�SULQW�PHGLD�WR�LQIRUP�WKH�SXEOLF�RI�WKH�QHZ�5HJXODWLRQV�DQG�UHJLVWUDWLRQ�UHTXLUHPHQWV�

���� 0RQLWRULQJ�DQG�LQVSHFWLRQV���7KH�'HSDUWPHQW�KDV�FRPPLWWHG�WR�DXGLWLQJ�HDFK�RI�WKH���
PXQLFLSDO�ZDWHU�V\VWHPV�LQ�WKH�3URYLQFH�DW�OHDVW�WZLFH�D�\HDU���$XGLWV�DUH�XQDQQRXQFHG�DQG�WKH
OHQJWK�RI� WKH�DXGLW�ZLOO�YDU\�GHSHQGLQJ�RQ� WKH�FRPSOH[LW\�RI� WKH�V\VWHP�DQG� W\SH�RI� UHYLHZ
FRQGXFWHG���$XGLWV�PD\�LQYROYH�ZDWHU�WHVWLQJ�RQO\�RU�LQFOXGH�DQ�H[WHQVLYH�UHYLHZ�RI�WKH�HQWLUH
ZDWHUZRUNV�V\VWHP�

���� :H�H[DPLQHG�D�VDPSOH�RI�ILOHV�WR�GHWHUPLQH�LI�WKH�'HSDUWPHQW·V�PRQLWRULQJ�DQG�DXGLW
V\VWHPV�ZHUH�RSHUDWLQJ�HIIHFWLYHO\� WR�SURYLGH�IRU�FRPSOLDQFH�ZLWK�ZDWHU�VDIHW\�UHTXLUHPHQWV
RXWOLQHG�LQ�OHJLVODWLRQ��UHJXODWLRQV�DQG�SROLFLHV���:H�ZHUH�DEOH�WR�H[DPLQH�DXGLWV�RI�PXQLFLSDO
ZDWHU�VXSSOLHV��EXW�QRW�DXGLWV�RI�UHJLVWHUHG�ZDWHU�VXSSOLHV���7KH�'HSDUWPHQW�KDV�SHUIRUPHG�RYHU
����LQVSHFWLRQV�RI�UHJLVWHUHG�ZDWHU�VXSSOLHV�EHFDXVH�RI�WKH�SUHVHQFH�RI�FRQWDPLQDWLRQ�DQG�WKH
LVVXDQFH�RI�ERLO�ZDWHU�DGYLVRULHV��EXW�WKHUH�KDYH�QRW�\HW�EHHQ�DQ\�DXGLWV�EHFDXVH�UHJLVWUDWLRQ�LV
VWLOO�LQ�SURJUHVV����

���� :H�KDYH�D�QXPEHU�RI�REVHUYDWLRQV�WR�UHSRUW�IURP�RXU�WHVWLQJ�RI�PXQLFLSDO�VXSSO\�DXGLWV�
:H�VHOHFWHG����PXQLFLSDO�ZDWHU�VXSSOLHV�DQG�UHYLHZHG�WKH�UHODWHG�DXGLW�ILOHV�IRU�WKH������FDOHQGDU
\HDU���:H�QRWHG�WKDW�VHPL�DQQXDO�DXGLWV�ZHUH�FDUULHG�RXW�DW����RI�WKH�IDFLOLWLHV���2QO\�RQH�DXGLW
ZDV�FDUULHG�RXW�GXULQJ�WKH�\HDU�DW�WKH�RWKHU���IDFLOLWLHV���7KLV�ZDV�H[SODLQHG�WR�XV�DV�WKH�UHVXOW�RI
PLVLQWHUSUHWDWLRQ�RI�'HSDUWPHQWDO� SROLF\�� �$W� DOO� ��� IDFLOLWLHV� WKHUH�ZDV� HYLGHQFH�RI�ZHHNO\
PLFURELRORJLFDO�WHVWLQJ�DQG�DW�OHDVW�DQQXDO�FKHPLFDO�DQDO\VLV�

���� :H�REVHUYHG�WKDW�PRVW�RI�WKH�DXGLWV�LQYROYHG�ZDWHU�VDPSOLQJ�RQO\���:KHQ�D�PRUH�GHWDLOHG
DXGLW�ZDV�FDUULHG�RXW�DQG�DQ�DXGLW�UHSRUW�SUHSDUHG��ZH�FRXOG�QRW�GHWHUPLQH�WKH�H[WHQW�RI�WKH�DXGLW
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ZRUN�SHUIRUPHG���7KH�DXGLW�IRUP�XVHG�E\�WKH�'HSDUWPHQW�GLG�QRW�SURYLGH�GHWDLOV�RQ�KRZ�DQ�DXGLW
VKRXOG�EH�SHUIRUPHG�

���� :KHQ�ZH�UHWXUQHG�LQ�2FWREHU������WR�IROORZ�XS�RQ�VRPH�RI�RXU�DXGLW�ILQGLQJV��ZH�IRXQG
WKDW�WKH�'HSDUWPHQW�KDG�GHYHORSHG�DQ�DXGLW�FKHFNOLVW�IRU�ZDWHUZRUNV�V\VWHPV�DQG�XVHG�LW�IRU
DXGLWV�FDUULHG�RXW�LQ�WKH�VXPPHU�RI��������:H�ZHUH�WROG�WKDW�LQVSHFWLRQ�VWDII�ZHUH�WR�FRPSOHWH
RQO\�FHUWDLQ�VHFWLRQV�RI�WKH�FKHFNOLVW�EHFDXVH�RI�WKH�W\SH�RI�UHYLHZ�EHLQJ�FDUULHG�RXW�LQ�������L�H��
ZDWHU�VDPSOLQJ����:H�UHPDLQHG�FRQFHUQHG�WKDW�DXGLWV�RI�PXQLFLSDO�ZDWHU�VXSSOLHV�ZHUH�QRW�YHU\
FRPSUHKHQVLYH���+RZHYHU��ZH�IRXQG�WKDW�WKH�'HSDUWPHQW�KDG�LQWURGXFHG�JXLGHOLQHV�IRU�VFKHGXOLQJ
DQG�GHWHUPLQLQJ�WKH�H[WHQW�RI�DXGLWV�EDVHG�RQ�D�ULVN�DVVHVVPHQW�HYDOXDWLRQ�SURFHVV���$OVR��WKHUH
DUH�SODQV�IRU�FRPSOHWH�UHDVVHVVPHQWV�RI�DOO�PXQLFLSDO�ZDWHU�VXSSOLHV�VWDUWLQJ�LQ�WKH�IDOO�RI������
DV�GHVFULEHG�LQ�SDUDJUDSK������

���� :H�DOVR�QRWHG�WKDW�GRFXPHQWDWLRQ�VXFK�DV�ODERUDWRU\�UHSRUWV�ZDV�PLVVLQJ�IURP�VRPH�RI
WKH�ILOHV��DQG�LQFRQVLVWHQF\�DPRQJ�WKH�UHJLRQDO�RIILFHV�LQ�WKH�PDQQHU�LQ�ZKLFK�ILOHV�ZHUH�RUJDQL]HG
DQG� PDLQWDLQHG�� $OVR�� WKHUH� ZDV� PLQLPDO� UHYLHZ� RI� WKH� TXDOLW\� RI� DXGLW� GRFXPHQWDWLRQ� E\
PDQDJHPHQW���'XULQJ�RXU�IROORZ�XS�YLVLW��ZH�QRWHG�WKDW�WKH�'HSDUWPHQW�ZDV�ILQDOL]LQJ�D�SROLF\
RQ�SUHSDULQJ�DQG�WUDFNLQJ�ILOHV��DQG�WKDW�SHULRGLF�UHYLHZV�E\�PDQDJHPHQW�RI�WKH�TXDOLW\�RI�DXGLW
GRFXPHQWDWLRQ�ZLOO�EH�UHTXLUHG�

���� $V�QRWHG�LQ�SDUDJUDSK�������WKH�'HSDUWPHQW�LV�VWLOO� LQ�WKH�SURFHVV�RI�UHJLVWHULQJ�QRQ�
PXQLFLSDO� SXEOLF� GULQNLQJ� ZDWHU� VXSSOLHV� DQG� QR� DXGLWV� KDYH� \HW� EHHQ� SHUIRUPHG� IRU� WKHVH
VXSSOLHV�� � +RZHYHU�� RZQHUV� DUH� VWLOO� UHTXLUHG� WR� SHUIRUP� TXDUWHUO\� VDPSOLQJ� DV� VHW� RXW� LQ
3URYLQFLDO�JXLGHOLQHV�� �'HSDUWPHQW�RIILFLDOV� LQGLFDWHG� WKH\�FRXOG�UHO\�RQ�EHLQJ�QRWLILHG�E\�D
ODERUDWRU\�LI�D�UHJLVWHUHG�ZDWHU�VXSSOLHU�ZDV�QRW�VXEPLWWLQJ�TXDUWHUO\�VDPSOHV�RU�LI�D�VDPSOH�FDPH
IURP�D�VXSSOLHU�WKDW�ZDV�QRW�UHJLVWHUHG���

���� 7KH�'HSDUWPHQW�H[SHFWV�WR�EHJLQ�DXGLWLQJ�UHJLVWHUHG�VXSSOLHV�HDUO\�LQ��������,W�LV�SODQQLQJ
WR�FRRUGLQDWH�LWV�HIIRUWV�ZLWK�RWKHU�JRYHUQPHQW�LQVSHFWLRQ�SURJUDPV�WR�PD[LPL]H�HIILFLHQF\���)RU
H[DPSOH��IRRG�VDIHW\�LQVSHFWRUV�ZLWK�WKH�'HSDUWPHQW�RI�$JULFXOWXUH�DQG�)LVKHULHV��DV�SDUW�RI�WKHLU
H[LVWLQJ�PDQGDWH��FKHFN�WKDW�D�IRRG�VHUYLFH�HVWDEOLVKPHQW�ZLWK�LWV�RZQ�ZDWHU�VXSSO\�KDV�UHJLVWHUHG
DQG�LV�WHVWLQJ�LWV�VXSSO\���,QVSHFWRUV�FDQ�DOVR�WDNH�D�ZDWHU�VDPSOH�IRU�DQDO\VLV�

���� :H�EHOLHYH��KRZHYHU��WKDW�WKHUH�KDV�EHHQ�LQVXIILFLHQW�SODQQLQJ�UHODWLQJ�WR�WKH�FRPSOLDQFH
PRQLWRULQJ� SURFHVV� IRU� UHJLVWHUHG� ZDWHU� VXSSOLHV�� � 7KH� 'HSDUWPHQW� KDV� QRW� \HW� IRUPDOO\
GHWHUPLQHG�DQG�GRFXPHQWHG�KRZ�LW�ZLOO�FDUU\�RXW�WKH�DXGLWV��LQFOXGLQJ�WKH�SURFHGXUHV�DQG�IRUPV
WR�EH�XVHG���,W�KDV�QRW�SUHSDUHG�DQ�DQDO\VLV�RI�KRZ�DXGLWV�RI�UHJLVWHUHG�VXSSOLHV�ZLOO�EH�DOORFDWHG
DPRQJ�WKH�YDULRXV�GHSDUWPHQWV�DQG�ZKHWKHU�WKHUH�DUH�VXIILFLHQW�UHVRXUFHV�DYDLODEOH�WR�GR�WKH
ZRUN���7KH�'HSDUWPHQW�KDV�QRW�DGHTXDWHO\�FRQVLGHUHG�KRZ�LW�ZLOO�HQVXUH�RWKHU�GHSDUWPHQWV·
LQVSHFWRUV�DUH�SURYLGLQJ�DGHTXDWH�FRPSOLDQFH�PRQLWRULQJ�FRYHUDJH���

5HFRPPHQGDWLRQ����

:H�UHFRPPHQG�WKDW�WKH�'HSDUWPHQW�GHYHORS�DXGLW�SURFHGXUHV�DQG�IRUPV�
VWXG\�UHVRXUFH�LVVXHV��HVWDEOLVK�FRRUGLQDWLRQ�PHFKDQLVPV�DQG�LPSOHPHQW
TXDOLW\�FRQWURO�VWDQGDUGV�IRU�WKH�DXGLW�RI�UHJLVWHUHG�ZDWHU�VXSSOLHV�

���� %RLO�ZDWHU�DGYLVRULHV���6LQFH�2FWREHU�������SXEOLF�ZDWHU�VXSSO\�RZQHUV�KDYH�EHHQ�IXOO\
DFFRXQWDEOH�IRU�WKH�VDIHW\�RI�WKHLU�ZDWHUZRUNV�V\VWHPV���3XEOLF�ZDWHU�VXSSO\�RZQHUV�DQG�RSHUDWRUV
KDYH�EHHQ�LQIRUPHG�RI�WKHLU�UHVSRQVLELOLWLHV��ZKLFK�LQFOXGH�D�TXLFN�UHVSRQVH�WR�DQ\�GHILFLHQF\�LQ
WKH�ZDWHU�V\VWHP���7KH�'HSDUWPHQW�KDV�GHYHORSHG�D�FRRUGLQDWHG�DSSURDFK�WR�HQVXUH�ERLO�ZDWHU
DGYLVRULHV�DUH� LQLWLDWHG� LQ�DQ�DSSURSULDWH�DQG� WLPHO\�PDQQHU�� �7KH�3URYLQFH·V�*XLGHOLQHV� IRU
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0RQLWRULQJ�3XEOLF�'ULQNLQJ�:DWHU�6XSSOLHV�LQFOXGH�D�OLVW�RI�GHILFLHQFLHV�WKDW�ZRXOG�UHTXLUH�D�ERLO
ZDWHU� DGYLVRU\� �([KLELW� ������ DQ� DGYLVRU\� SURWRFRO�� D� VXJJHVWHG� FRPPXQLFDWLRQ� SODQ�� DQG
LQIRUPDWLRQ�RQ�ZKHQ�DQ�DGYLVRU\�FDQ�EH�UHPRYHG���7KH�'HSDUWPHQW�PXVW�EH�QRWLILHG�RI�DQ\�FDVHV
RI� GULQNLQJ�ZDWHU� FRQWDPLQDWLRQ�RQ�ERLO�ZDWHU� DGYLVRULHV� LVVXHG�� �2QO\� WKH�'HSDUWPHQW� FDQ
UHPRYH�DQ�DGYLVRU\�RQFH�LW�KDV�EHHQ�LQLWLDWHG����

���� ,I�DQ�HPHUJHQF\�RFFXUV�RXWVLGH�RI�UHJXODU�EXVLQHVV�KRXUV��WKH�'HSDUWPHQW�FDQ�EH�FRQWDFWHG
WKURXJK�D�������QXPEHU���,QVSHFWRUV�DUH�¶RQ�FDOO·����KRXUV�D�GD\��RQ�D�URWDWLRQDO�EDVLV��WR�UHVSRQG
WR�HPHUJHQF\�FDOOV���/DERUDWRULHV�DUH�UHTXLUHG�WR�QRWLI\�WKH�'HSDUWPHQW��LQ�DGGLWLRQ�WR�WKH�ZDWHU
VXSSO\� RZQHU�� ZKHQ� D� ZDWHU� VDPSOH� DQDO\VLV� LQGLFDWHV� WKH� SUHVHQFH� RI� PLFURELRORJLFDO
FRQWDPLQDWLRQ���D�SRVLWLYH�WHVW�UHVXOW���7KH�'HSDUWPHQW�LV�WR�QRWLI\�DQG�FRRUGLQDWH�ZLWK�PHGLFDO
RIILFHUV�RI�WKH�'HSDUWPHQW�RI�+HDOWK�LQ�VXFK�VLWXDWLRQV�

���� :KHQ�D�ODERUDWRU\�RU�VXSSO\�RZQHU�QRWLILHV�WKH�'HSDUWPHQW�RI�D�SRVLWLYH�WHVW�UHVXOW��WKH
LQIRUPDWLRQ�LV�UHFRUGHG�DQG�DQ�LQYHVWLJDWLRQ�FRPPHQFHV���'HSHQGLQJ�RQ�WKH�UHVXOWV�RI�WKH�WHVW�
D�ERLO�ZDWHU�DGYLVRU\�PD\�RU�PD\�QRW�EH�LVVXHG�LPPHGLDWHO\���)RU�H[DPSOH��LI�D�ZDWHU�VDPSOH�WHVW
VKRZV�SRVLWLYH�UHVXOWV�IRU�IHFDO�FROLIRUP�EDFWHULD��D�ERLO�ZDWHU�DGYLVRU\�LV�LVVXHG�LPPHGLDWHO\�
+RZHYHU��LI�WKH�WHVW�VKRZV�SRVLWLYH�UHVXOWV�IRU�WRWDO�FROLIRUP�EDFWHULD�RQO\��D�VHFRQG�ZDWHU�VDPSOH
LV�WDNHQ�EHFDXVH�WKH�SRVLWLYH�WHVW�UHVXOW�PD\�KDYH�EHHQ�GXH�WR�LPSURSHU�VDPSOLQJ���,I�WKH�VHFRQG
WHVW� LV� DOVR� SRVLWLYH�� D� ERLO� ZDWHU� DGYLVRU\� LV� LVVXHG�� � $Q� DGYLVRU\� LV� QRW� UHPRYHG� E\� WKH
'HSDUWPHQW�XQWLO�UHPHGLDO�DFWLRQ�LV�WDNHQ��VXFK�DV�IOXVKLQJ�WKH�V\VWHP�ZLWK�FKORULQH��DQG�WKHUH
KDYH�EHHQ�WZR�FRQVHFXWLYH�GD\V�ZLWK�QHJDWLYH�WHVW�UHVXOWV�

���� 'XULQJ�RXU�H[DPLQDWLRQ�RI�PXQLFLSDO�ZDWHU�V\VWHP�DXGLW�ILOHV��ZH�QRWHG�ZKHUH�SRVLWLYH
WHVW� UHVXOWV� KDG�RFFXUUHG� DQG�GHWHUPLQHG�ZKHWKHU� IROORZ�XS�ZDWHU� WHVWLQJ�ZDV�SHUIRUPHG� DV
UHTXLUHG�E\�3URYLQFLDO�JXLGHOLQHV���:H�QRWHG����FDVHV�ZKHUH�SRVLWLYH�UHVXOWV�IRU�WRWDO�FROLIRUP
EDFWHULD�ZHUH�IRXQG��RI�ZKLFK����ZHUH�IROORZHG�XS�ZLWK�D�VHFRQG�ZDWHU�VDPSOH���7KHUH�ZDV�QR
GRFXPHQWDWLRQ�LQ�WKH�ILOHV�GHVFULELQJ�ZK\�IROORZ�XS�VDPSOHV�ZHUH�QRW�WDNHQ�IRU�WKH�RWKHU�ILYH
SRVLWLYH�WHVW�UHVXOWV���2I�WKH����WKDW�ZHUH�IROORZHG�XS��ZH�FRXOG�QRW�ILQG�WKH�ODERUDWRU\�UHVXOWV�IRU
HLJKW�RI�WKH�IROORZ�XS�VDPSOHV���$PRQJ�WKH����FDVHV�ZH�H[DPLQHG��WKHUH�ZHUH����ZKHUH�ERLO
ZDWHU�DGYLVRULHV�ZHUH�LVVXHG���:H�QRWHG�WKDW�UHTXLUHG�SURFHGXUHV�ZHUH�IROORZHG�LQ�HDFK�VLWXDWLRQ
ZKHUH�D�ERLO�ZDWHU�DGYLVRU\�ZDV�LVVXHG�

���� 7KH�'HSDUWPHQW�KDV�LPSOHPHQWHG�D�V\VWHP�WR�UHFRUG�ERLO�ZDWHU�DGYLVRULHV�LVVXHG��([KLELW
�����DQG�UHPRYHG���:H�UHYLHZHG�ILOHV�IRU�UHJLVWHUHG��QRQ�PXQLFLSDO��ZDWHU�VXSSOLHV�ZKHUH�ERLO
ZDWHU�DGYLVRULHV�KDG�RFFXUUHG�GXULQJ�FDOHQGDU�\HDU��������:H�IRXQG�WKDW�WKH�ERLO�ZDWHU�DGYLVRU\
SURFHGXUHV�ZHUH� IROORZHG�� DOWKRXJK� LQ� VRPH� FDVHV� FRSLHV� RI� ODERUDWRU\� WHVW� UHVXOWV� RU� RWKHU
VXSSRUWLQJ�GRFXPHQWDWLRQ�ZHUH�QRW�LQ�WKH�ILOH���:H�DOVR�QRWHG�WZR�FDVHV�ZKHUH�WKH�UHPRYDO�RI�WKH
ERLO�ZDWHU�DGYLVRU\�ZDV�QRW�GRFXPHQWHG�LQ�WKH�ILOH���'RFXPHQWDWLRQ�ZDV�VXEVHTXHQWO\�REWDLQHG
IRU�RQH�RI�WKH�FDVHV���,Q�WKH�RWKHU�FDVH��ZH�ZHUH�LQIRUPHG�WKDW�WKH�OLIWLQJ�RI�WKH�DGYLVRU\�KDG�EHHQ
FRPPXQLFDWHG�YHUEDOO\�DQG�'HSDUWPHQW�UHFRUGV�ZHUH�QRW�XSGDWHG�

5HFRPPHQGDWLRQ����

:H�UHFRPPHQG�WKDW�'HSDUWPHQWDO�UHTXLUHPHQWV�IRU�WKH�GRFXPHQWDWLRQ
DQG�IROORZ�XS�RI�ERLO�ZDWHU�DGYLVRULHV�EH�FRPSOLHG�ZLWK�

���� 3ULYDWH�GULQNLQJ�ZDWHU�VXSSOLHV���5HVSRQVLELOLW\�IRU�HQVXULQJ�VDIH�GULQNLQJ�ZDWHU�IURP
SULYDWH� VXSSOLHV��PRVWO\�ZHOOV�� UHVWV�ZLWK� WKH� VXSSO\�RZQHUV�� �:HOO� GULOOHUV� DQG�GLJJHUV� DUH
UHTXLUHG�WR�VXEPLW�D�UHSRUW�WR�WKH�'HSDUWPHQW�RQ�HDFK�ZHOO�FRQVWUXFWHG���'HWDLOV�IURP�WKH�UHSRUWV
DUH�HQWHUHG�LQWR�D�GDWDEDVH�RI�DOO�ZHOOV�FRQVWUXFWHG�LQ�WKH�3URYLQFH���'HSDUWPHQW�LQVSHFWRUV�PD\
LQVSHFW�D�ZHOO�RQ�SULYDWH�SURSHUW\�LQ�WKH�FRXUVH�RI�LQVSHFWLRQ�RI�DQ�RQ�VLWH�VHZDJH�V\VWHP��XSRQ
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FRPSODLQW�RI�LQDGHTXDWH�ZHOO�FRQVWUXFWLRQ��RU�LQ�UHVSRQVH�WR�D�UHSRUW�RI�FRQWDPLQDWLRQ�IURP�D
VRXUFH�RXWVLGH�RI�WKH�RZQHU·V�SURSHUW\���

���� &RPSODLQWV� ��7KH�'HSDUWPHQW� KDV� D� SURFHVV� WR� UHFRUG� DQG� LQYHVWLJDWH� HQYLURQPHQWDO
FRPSODLQWV��LQFOXGLQJ�WKRVH�UHODWLQJ�WR�GULQNLQJ�ZDWHU���$�ILOH�LV�VHW�XS�IRU�HDFK�FRPSODLQW�XQOHVV
WKH�FRPSODLQW�UHODWHV�WR�D�PDWWHU�ZKHUH�D�ILOH�DOUHDG\�H[LVWV���7KH�W\SH�DQG�H[WHQW�RI�IROORZ�XS�E\
DQ�LQVSHFWRU�LV�GHSHQGHQW�RQ�WKH�QDWXUH�RI�WKH�FRPSODLQW���7KH�'HSDUWPHQW�LV�GHYHORSLQJ�D�ILOH
WUDFNLQJ�V\VWHP�ZKLFK�ZLOO�SHUPLW�PRQLWRULQJ�RI�WKH�IROORZ�XS�RI�FRPSODLQWV�

(QIRUFHPHQW

���� 5ROHV�DQG�UHVSRQVLELOLWLHV���5HVSRQVLELOLW\�IRU�WKH�HQIRUFHPHQW�RI�GULQNLQJ�ZDWHU�VDIHW\�LV
FOHDUO\�VHW�RXW�LQ�OHJLVODWLRQ�DQG�UHJXODWLRQV��DV�ZHOO�DV�LQ�SROLF\�GLUHFWLYHV�DQG�JXLGHOLQHV�LVVXHG
E\�WKH�'HSDUWPHQW�WR�VWDII���'RFXPHQWHG�UROHV�DQG�UHVSRQVLELOLWLHV�DUH�FRQVLVWHQW�ZLWK�UHOHYDQW
OHJLVODWLRQ�DQG�DSSURSULDWHO\�UHIHUHQFHG�WR�WKH�(QYLURQPHQW�$FW�DQG�5HJXODWLRQV���3ROLFLHV�DQG
JXLGHOLQHV�DUH� LVVXHG� WR�VWDII�DV�GHYHORSHG��DQG�WKH�'HSDUWPHQW� LV� ILQDOL]LQJ�DQ� LQYHVWLJDWLRQ
UHIHUHQFH�PDQXDO�IRU�LQVSHFWRUV��

���� (QIRUFHPHQW�SURFHGXUHV���7KH�'HSDUWPHQW·V�RSHUDWLRQDO�EXOOHWLQ�RQ�ODZ�HQIRUFHPHQW�VHWV
RXW� WKH� SDUDPHWHUV� IRU� HQIRUFHPHQW� DFWLRQV�� �$OWKRXJK�SULPDU\�DXWKRULW\� IRU� HQIRUFHPHQW� LV
GHULYHG�IURP�WKH�(QYLURQPHQW�$FW��LQVSHFWRUV�DUH�DOVR�DSSRLQWHG�DV�VSHFLDO�FRQVWDEOHV�XQGHU�WKH
3ROLFH�$FW���:KHUH�WKHUH�KDV�EHHQ�D�EUHDFK�RI�OHJLVODWLRQ�RU�UHJXODWLRQV�FRQFHUQLQJ�GULQNLQJ�ZDWHU
VDIHW\��D�ZDUQLQJ�RU�VXPPDU\�RIIHQFH�WLFNHW�FDQ�EH�LVVXHG��D�0LQLVWHULDO�RUGHU�FDQ�EH�LVVXHG�WR
VWRS��SUHYHQW�RU�UHTXLUH�FHUWDLQ�DFWLRQV��RU�SURVHFXWLRQ�FDQ�EH�SXUVXHG�

���� 7KH�GHFLVLRQ�WR�WDNH�HQIRUFHPHQW�DFWLRQ�EHJLQV�ZLWK�WKH�LQVSHFWRU���7KH�LQVSHFWRU�FRQVLGHUV
D� QXPEHU�RI� IDFWRUV�� VXFK� DV� WKH� VHULRXVQHVV� RI� WKH� YLRODWLRQ�� WKH� FRPSOLDQFH�KLVWRU\�RI� WKH
RSHUDWRU�DQG�WKH�W\SH�RI�HQIRUFHPHQW�ZKLFK�ZLOO�EH�PRVW�HIIHFWLYH���7KH�GHFLVLRQ�WR�SXUVXH�D
0LQLVWHULDO�RUGHU�RU�SURVHFXWH�UHTXLUHV�LQYROYHPHQW�RI�'HSDUWPHQW�PDQDJHPHQW���,I�D�GHFLVLRQ
LV� PDGH� WR� SURVHFXWH�� VXIILFLHQW� HYLGHQFH� PXVW� EH� JDWKHUHG� DQG� GLVFXVVHG� ZLWK� D� &URZQ
SURVHFXWRU��

���� 7KH�'HSDUWPHQW�UHFHQWO\�DFTXLUHG�WKH�DELOLW\�WR�LVVXH�VXPPDU\�RIIHQFH�WLFNHWV�IRU�RIIHQFHV
UHODWLQJ�WR�SXEOLF�GULQNLQJ�ZDWHU���,W�DOUHDG\�KDG�WKLV�DELOLW\�IRU�FHUWDLQ�RWKHU�YLRODWLRQV�RI�WKH
(QYLURQPHQW�$FW�DQG�5HJXODWLRQV���)LQHV�IRU�QRQ�FRPSOLDQFH�DUH�JHQHUDOO\������SHU�LQIUDFWLRQ�

���� $W� WKH� WLPH�RI� RXU� DXGLW�� WKH�'HSDUWPHQW�ZDV� FKDQJLQJ� WKH� UROH� DQG� HPSKDVLV� RI� LWV
LQVSHFWRUV�ZLWK� UHJDUG� WR� HQIRUFHPHQW�� �3UHYLRXVO\�� LQVSHFWRUV�SHUIRUPHG�D�QXPEHU�RI� UROHV
LQFOXGLQJ� FRQVXOWDWLRQ�� HGXFDWLRQ�� LQVSHFWLRQ�� VDPSOLQJ� DQG� HQIRUFHPHQW�� �:LWK� VXFK� YDULHG
UHVSRQVLELOLWLHV�� WKHUH� ZDV� OHVV� HPSKDVLV� RQ� HQIRUFHPHQW�� � 7KLV� DSSURDFK� ZDV� QRW� DOZD\V
DSSURSULDWH�ZKHQ�HQIRUFHPHQW�DFWLRQ�ZDV�UHTXLUHG���3ULRU�LQVSHFWRU�DVVLVWDQFH�LQ�WKH�IRUP�RI
FRQVXOWDWLRQ�FRXOG�ODWHU�OHDG�WR�GLIILFXOWLHV�REWDLQLQJ�VXIILFLHQW�HYLGHQFH�IRU�SURVHFXWLRQ�

���� 7KH�QHZ�DSSURDFK�HPSKDVL]HV�PRQLWRULQJ�DQG�FRPSOLDQFH���6LWH�YLVLWV�DUH�FDUULHG�RXW�RQO\
LQ�WKH�FRXUVH�RI�DQ�LQVSHFWLRQ�RU�DXGLW���,I�WKH�LQVSHFWLRQ�RU�DXGLW�LQGLFDWHV�WKHUH�DUH�QR�FRPSOLDQFH
YLRODWLRQV�� WKH� DVVLJQPHQW� LV� FRPSOHWH�� �7KH� LQVSHFWRU� LV� QRW� WKHUH� IRU� FRQVXOWDWLRQ�RU� RWKHU
VHUYLFHV���,I�D�FRPSOLDQFH�YLRODWLRQ�LV�QRWHG��WKH�LQVSHFWRU�GRFXPHQWV�WKH�YLRODWLRQ�DQG�REWDLQV
HYLGHQFH�

���� 0DQDJLQJ�ZRUNORDGV���7KH�'HSDUWPHQW�KDV�LQLWLDWHG�D�IRUPDO�VWDWXV�UHSRUWLQJ�SURFHVV�
,QVSHFWRUV�FRPSOHWH�D�ZHHNO\�VWDWXV�UHSRUW�LQ�FDVHV�ZKHUH�DQ�HQIRUFHPHQW�DFWLRQ�KDV�RFFXUUHG�RU
WKHUH�DUH�RWKHU�VLJQLILFDQW�LVVXHV���7KH�UHSRUWV�DUH�UHYLHZHG�E\�PDQDJHUV��FRPSLOHG�DQG�IRUZDUGHG
PRQWKO\�WR�KHDG�RIILFH�IRU�LQIRUPDWLRQ�SXUSRVHV�
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���� 7KH�'HSDUWPHQW�PDLQWDLQV�D�GDWDEDVH�LQFOXGLQJ�D�PRGXOH�IRU�HQYLURQPHQWDO�UHJLVWUDWLRQ
DQG�DSSURYDOV�LQIRUPDWLRQ���7KH�GDWDEDVH�DOVR�UHFRUGV�HQIRUFHPHQW�LQIRUPDWLRQ�VXFK�DV�WKH�QDPH
RI�WKH�RIIHQGHU��ORFDWLRQ��W\SH�RI�YLRODWLRQ��VWDWXV��FDVH�RXWFRPH�DQG�ILQHV�OHYLHG���:H�FRQFOXGHG
WKDW�DSSURSULDWH�GDWD�LV�EHLQJ�FDSWXUHG�E\�WKH�V\VWHP��EXW�WKH�V\VWHP�GRHV�QRW�KDYH�WKH�DELOLW\�WR
JHQHUDWH�FRPSOHWH��FRPSUHKHQVLYH�VWDWXV�UHSRUWV�RQ�HQIRUFHPHQW�DFWLYLWLHV�E\�\HDU��E\�UHJLRQ�RU
E\�W\SH�RI�DFWLRQ���

5HFRPPHQGDWLRQ����

:H�UHFRPPHQG�WKDW�WKH�'HSDUWPHQW�XSJUDGH�WKH�UHSRUWLQJ�IXQFWLRQ�RI�LWV
HQYLURQPHQWDO�UHJLVWUDWLRQ�DQG�DSSURYDOV�V\VWHP�VR�WKDW�LW�FDQ�SURYLGH
DOO� RI� WKH� W\SHV� RI� LQIRUPDWLRQ� KHOSIXO� IRU� PRQLWRULQJ� HQIRUFHPHQW
DFWLYLWLHV�

���� $SSHDOV���6SHFLILF�DSSHDO�SURFHGXUHV�DUH�SURYLGHG�LQ�WKH�(QYLURQPHQW�$FW���$�GHFLVLRQ�RU
RUGHU�IURP�'HSDUWPHQW�VWDII�FDQ�EH�DSSHDOHG�WR�WKH�0LQLVWHU�RI�(QYLURQPHQW�DQG�/DERXU�E\�QRWLFH
LQ�ZULWLQJ���2WKHU�DSSHDOV�DUH�PDGH�GLUHFWO\�WR�WKH�6XSUHPH�&RXUW�RI�1RYD�6FRWLD�

&21&/8',1*�5(0$5.6

���� 7KH�'HSDUWPHQW�KDV�JRRG�SURFHVVHV�IRU�GHYHORSLQJ�DQG�SURPXOJDWLQJ�VWDQGDUGV�IRU�VDIH
GULQNLQJ�ZDWHU�DQG�HQVXULQJ�DSSURSULDWH�TXDOLILFDWLRQV�IRU�LQGLYLGXDOV�ZLWK�UHVSRQVLELOLWLHV�UHODWLQJ
WR�VDIH�GULQNLQJ�ZDWHU�

���� 7KHUH�KDYH�EHHQ�QR�DXGLWV�RI�UHJLVWHUHG�ZDWHU�VXSSOLHV�WR�GDWH�DQG�DXGLWV�RI�PXQLFLSDO
ZDWHU�VXSSOLHV�KDYH�QRW�EHHQ�FRPSUHKHQVLYH�GXULQJ�WKH�ODVW�WZR�\HDUV���7KH�'HSDUWPHQW�KDV
VXLWDEOH�SODQV�IRU�LPSURYLQJ�LWV�PRQLWRULQJ�DQG�DXGLW�RI�PXQLFLSDO�ZDWHU�VXSSOLHV��EXW�QHHGV�WR
SXW�PRUH�HIIRUW�LQWR�SODQQLQJ�IRU�WKH�PRQLWRULQJ�DQG�DXGLWLQJ�RI�UHJLVWHUHG�ZDWHU�VXSSOLHV��

���� 7KH�'HSDUWPHQW�KDV�VDWLVIDFWRU\�V\VWHPV�IRU�SXUVXLQJ�LQIUDFWLRQV�RI�3URYLQFLDO�OHJLVODWLRQ
DQG�UHJXODWLRQV�UHODWLQJ�WR�GULQNLQJ�ZDWHU�VDIHW\�
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([KLELW����

$8',7�&5,7(5,$

$XGLW�FULWHULD�DUH�UHDVRQDEOH�DQG�DWWDLQDEOH�VWDQGDUGV�RI�SHUIRUPDQFH�DQG�FRQWURO��DJDLQVW�ZKLFK�WKH�DGHTXDF\�RI
V\VWHPV�DQG�SUDFWLFHV�FDQ�EH�DVVHVVHG���7KH\�UHODWH�WR�WKH�DXGLW�REMHFWLYHV�GHYHORSHG�IRU�DQ�DVVLJQPHQW�DQG�DUH�XVHG
WR�GHVLJQ�GHWDLOHG�WHVWV�DQG�SURFHGXUHV�

7KH�IROORZLQJ�FULWHULD�ZHUH�XVHG�LQ�RXU�DXGLW�RI�WKH�1RYD�6FRWLD�GULQNLQJ�ZDWHU�VDIHW\�V\VWHP�

6WDQGDUGV�DQG�TXDOLILFDWLRQV���7KHUH�VKRXOG�EH�VXIILFLHQW�NQRZOHGJH�WR�GHWHUPLQH�ZKHUH�GULQNLQJ�ZDWHU
VDIHW\�VWDQGDUGV�DUH�LQ�QHHG�RI�GHYHORSPHQW�RU�FKDQJH���7KHUH�VKRXOG�EH�V\VWHPV�DQG�SURFHGXUHV�LQ�SODFH
WR�GHYHORS�DSSURSULDWH�VDIHW\�VWDQGDUGV�RQ�D�WLPHO\�EDVLV���7KHUH�VKRXOG�EH�RQJRLQJ�SXEOLF�HGXFDWLRQ�DQG
SURPRWLRQ�RI�VDIHW\�VWDQGDUGV���3HUVRQQHO�VKRXOG�KDYH�DSSURSULDWH�HGXFDWLRQ�DQG�TXDOLILFDWLRQV�WR�DGPLQLVWHU
WKH� ODZV� IRU� ZKLFK� WKH\� DUH� UHVSRQVLEOH�� � &KDQJHV� WR� OHJLVODWLRQ�� UHJXODWLRQV� DQG� SROLFLHV� VKRXOG� EH
FRPPXQLFDWHG�WR�SHUVRQQHO�RQ�D� WLPHO\�EDVLV�� �7KHUH�VKRXOG�EH�D�SURFHVV� WR�HQVXUH�SHUVRQQHO�UHFHLYH
RQJRLQJ�WUDLQLQJ�LQ�GULQNLQJ�ZDWHU�VDIHW\�VWDQGDUGV�DQG�WHFKQRORJLHV�DQG�RWKHU�UHOHYDQW�DUHDV�

&RPSOLDQFH�ZLWK�OHJLVODWLRQ���7KHUH�VKRXOG�EH�FRPSOLDQFH�ZLWK�DSSOLFDEOH�SURYLVLRQV�RI�3URYLQFLDO�GULQNLQJ
ZDWHU�VDIHW\� OHJLVODWLRQ�DQG�UHJXODWLRQV���3ROLFLHV�VKRXOG�EH�FRQVLVWHQW�ZLWK�OHJLVODWLRQ�DQG�UHJXODWLRQV�
7KHUH�VKRXOG�EH�D�SURFHVV�ZKLFK�HQDEOHV�PDQDJHPHQW�WR�NQRZ�ZKHWKHU�RU�QRW�NH\�SURYLVLRQV�RI�OHJLVODWLRQ
DQG�UHJXODWLRQV�DUH�EHLQJ�FRPSOLHG�ZLWK���7KHUH�VKRXOG�EH�D�V\VWHP�WR�HQVXUH�WKDW�PRQLWRULQJ��LQVSHFWLRQV
DQG�RWKHU�DFWLYLWLHV�DUH�FDUULHG�RXW�RQ�D�UHJXODU�DQG�WLPHO\�EDVLV���7KHUH�VKRXOG�EH�D�V\VWHP�WR�IROORZ�XS�RQ
WKH�LPSOHPHQWDWLRQ�RI�LQVSHFWLRQ�UHFRPPHQGDWLRQV�

(QIRUFHPHQW�RI�WKH�$FW�DQG�5HJXODWLRQV���7KHUH�VKRXOG�EH�D�V\VWHP�WR�HQVXUH�3URYLQFLDO�OHJLVODWLRQ�DQG
UHJXODWLRQV�DUH�DSSURSULDWHO\�HQIRUFHG���$XWKRULWLHV��UROHV�DQG�UHVSRQVLELOLW\�IRU�HQIRUFHPHQW�RI�OHJLVODWLRQ
DQG�UHJXODWLRQV�VKRXOG�EH�FOHDU�
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/(*,6/$7,21�$1'�5(*8/$7,216�,03$&7,1*�21
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(QYLURQPHQW�$FW

��$FWLYLWLHV�'HVLJQDWLRQ�5HJXODWLRQV

��:DWHU�DQG�:DVWHZDWHU�)DFLOLW\�5HJXODWLRQV

��:HOO�&RQVWUXFWLRQ�5HJXODWLRQV

��(PHUJHQF\�6SLOO�5HJXODWLRQV

��(QYLURQPHQWDO�$VVHVVPHQW�5HJXODWLRQV

��2Q�VLWH�6HZDJH�'LVSRVDO�6\VWHPV�5HJXODWLRQV

��3HVWLFLGH�5HJXODWLRQV

��3HWUROHXP�0DQDJHPHQW�5HJXODWLRQV

��6XOSKLGH�%HDULQJ�0DWHULDO�'LVSRVDO�5HJXODWLRQV�

��'DQJHURXV�*RRGV�0DQDJHPHQW�5HJXODWLRQV

��6ROLG�:DVWH�5HVRXUFH�0DQDJHPHQW�5HJXODWLRQV

:DWHU�5HVRXUFHV�3URWHFWLRQ�$FW

+HDOWK�$FW

0XQLFLSDO�*RYHUQPHQW�$FW

��6WDWHPHQWV�RI�3URYLQFLDO�,QWHUHVW



(19,5210(17�$1'�/$%285���'5,1.,1*�:$7(5�6$)(7<�6<67(0 ��

�

([KLELW����

&203$5,621�2)�67$1'$5'6�)25�6(/(&7('�3$5$0(7(56

3DUDPHWHU 6WDQGDUGV

&DQDGD 86�(3$ (8 :+2�F 8.

%DFWHULD

(��&ROL ��SHU�����PO ��SHU�����PO ��SHU�����PO ��� ��SHU�����PO

)HFDO�&ROLIRUPV ��SHU�����PO QRW�GHWHFWHG ��SHU�����PO ��� ��SHU�����PO

7RWDO�&ROLIRUPV ��SHU�����PO���� ��� ��SHU�����PO ��� ��SHU�����PO

&KHPLFDOV

$QWLPRQ\ ������PJ�O ������PJ�O ������PJ�O ������PJ�O �����PJ�O

$UVHQLF ������PJ�O ������PJ�O �����PJ�O �����PJ�O �����PJ�O

%RURQ ��PJ�O � ��PJ�O ����PJ�O ��PJ�O

)OXRULGH ����PJ�O ����PJ�O ����PJ�O ����PJ�O ����PJ�O

1LWUDWH ���PJ�O ���PJ�O ���PJ�O ���PJ�O ���PJ�O

6HOHQLXP �����PJ�O �����PJ�O �����PJ�O �����PJ�O �����PJ�O

0HWDOV

$OXPLQXP ����WR�����PJ�O

���

�����WR����

PJ�O�E

����PJ�O �����PJ�O ����PJ�O

%DULXP ��PJ�O ��PJ�O � ����PJ�O ��PJ�O

&DGPLXP ������PJ�O ������PJ�O ������PJ�O ������PJ�O ������PJ�O

&KURPLXP �����PJ�O ����PJ�O �����PJ�O �����PJ�O �����PJ�O

&RSSHU �����PJ�O 77���� ��PJ�O ��PJ�O ��PJ�O

,URQ �����PJ�O�D ����PJ�O�E ����PJ�O ����PJ�O ����PJ�O

/HDG �����PJ�O 77���� �����PJ�O �����PJ�O �����PJ�O

0DQJDQHVH ������PJ�O�D �����PJ�O�E �����PJ�O �����PJ�O �����PJ�O

8UDQLXP �����PJ�O ���XJ�O � ������PJ�O �

=LQF ���PJ�O�D ��PJ�O�E � ��PJ�O ��PJ�O

$SSHDUDQFH�DQG�7DVWH

&RORU ���7&8�D ���FRORU�XQLWV

E

��� ���7&8 ���PJ�

O3W�&R�VFDOH

S+ ����������D ����������E � ��� ���������

7XUELGLW\ ��178 77 ��� ��178 ��)78
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1RWHV�

���� 0XVW�QRW�EH�GHWHFWDEOH�LQ�DQ\�����PO�VDPSOH
���� 1R�VDPSOH�VKRXOG�FRQWDLQ�PRUH�WKDQ����WRWDO�FROLIRUP�RUJDQLVPV�SHU�����PO���1RW�PRUH�WKDQ�����RI�WKH

VDPSOHV�EDVHG�RQ�D�PLQLPXP�RI����VDPSOHV�VKRXOG�VKRZ�WKH�SUHVHQFH�RI�FROLIRUP�RUJDQLVPV
���� 1R�PRUH�WKDQ����VDPSOHV�WRWDO�FROLIRUP�SRVLWLYH�LQ�D�PRQWK
���� $FFHSWDEOH�WR�FRQVXPHUV�DQG�QR�DEQRUPDO�FKDQJH
���� 1R�KHDOWK�EDVHG�JXLGHOLQHV�VHW��SUHIHUDEO\������IRU�HIIHFWLYH�GLVLQIHFWLRQ�ZLWK�FKORULQH
���� /HDG�DQG�FRSSHU�DUH�UHJXODWHG�E\�D�WUHDWPHQW�WHFKQLTXH�WKDW�UHTXLUHV�V\VWHPV�WR�FRQWURO�WKH�FRUURVLYHQHVV

RI�WKHLU�ZDWHU���,I�PRUH�WKDQ�����RI�WDS�ZDWHU�VDPSOHV�H[FHHG�WKH�DFWLRQ�OHYHO��ZDWHU�V\VWHPV�PXVW�WDNH
DGGLWLRQDO�VWHSV���)RU�FRSSHU��WKH�DFWLRQ�OHYHO�LV�����PJ�O��DQG�IRU�OHDG�LV�������PJ�O

���� 1R�KHDOWK�EDVHG�JXLGHOLQHV�VHW��RSHUDWLRQDO�JXLGDQFH�YDOXHV�RQO\

D� $HVWKHWLF�REMHFWLYH
E� 86�VHFRQGDU\�GULQNLQJ�ZDWHU�UHJXODWLRQ�WKDW�LV�D�QRQ�HQIRUFHDEOH�IHGHUDO�JXLGHOLQH�UHJDUGLQJ�FRVPHWLF�RU

DHVWKHWLF�HIIHFWV
F�� :+2�VWDQGDUGV�DUH�JXLGHOLQHV�DQG�QRW�HQIRUFHG

PJ�O� PLOOLJUDPV�SHU�OLWUH
)78� )RUPD]LQ�7XUELGLW\�8QLWV
178� 1HSKHORPHWULF�7XUELGLW\�8QLW
7&8� 7UXH�&RORU�8QLW
77� 7UHDWPHQW�7HFKQLTXH��D�UHTXLUHG�SURFHVV�LQWHQGHG�WR�UHGXFH�WKH�OHYHO�RI�D�FRQWDPLQDQW�LQ�GULQNLQJ�ZDWHU�

7KH�WDEOH�FRPSDUHV�WKH�GULQNLQJ�ZDWHU�TXDOLW\�VWDQGDUGV�VHW�RXW�LQ�

� *XLGHOLQHV�IRU�&DQDGLDQ�'ULQNLQJ�:DWHU�4XDOLW\���$SULO�����
� 8QLWHG�6WDWHV�(QYLURQPHQW�3URWHFWLRQ�$JHQF\��86�(3$��'ULQNLQJ�:DWHU�6WDQGDUGV�DQG�+HDOWK�$GYLVRULHV��

-XO\�����
� (XURSHDQ� 8QLRQ� �(8�� &RXQFLO� 'LUHFWLYH� RQ� WKH� 4XDOLW\� RI� :DWHU� ,QWHQGHG� IRU� +XPDQ� &RQVXPSWLRQ

�������(&��������
� :RUOG�+HDOWK�2UJDQL]DWLRQ��:+2��*XLGHOLQHV�IRU�'ULQNLQJ�:DWHU�4XDOLW\�����
� 8QLWHG�.LQJGRP��8.��7KH�:DWHU�6XSSO\��:DWHU�4XDOLW\��5HJXODWLRQV�������DV�DPHQGHG�WR������
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'HILFLHQFLHV�7KDW�5HTXLUH�D�%RLO�:DWHU�$GYLVRU\

��� :DWHU�WKDW�GRHV�QRW�PHHW�WKH�*XLGHOLQHV�IRU�&DQDGLDQ�'ULQNLQJ�:DWHU�4XDOLW\�UHTXLUHPHQWV�IRU
EDFWHULRORJLFDO�TXDOLW\�

��� /DFN�RI�GLVLQIHFWLRQ��HTXLSPHQW�EUHDNGRZQ��HPHUJHQF\�ZDWHU�VXSSO\�IURP�XQFKORULQDWHG�VRXUFH
HWF����IDLOXUH�RI�NH\�ZDWHU�WUHDWPHQW�SURFHVV��RU�ORVV�RI�SUHVVXUH�

��� )HFDO�FRQWDPLQDWLRQ�RI�GULQNLQJ�ZDWHU�HYLGHQFHG�E\�IHFDO�FROLIRUP�SRVLWLYH�VDPSOHV�

��� 6XVSHFWHG�FURVV�FRQQHFWLRQ�RU�QHJDWLYH�SUHVVXUH�

��� ,QHIIHFWLYH�GLVLQIHFWLRQ�GXH�WR�KLJK�WXUELGLW\��WHPSRUDU\�HTXLSPHQW�PDOIXQFWLRQV��KLJK�FKORULQH
GHPDQG��HWF��HYLGHQFHG�E\�FROLIRUP�SRVLWLYH�ZDWHU�OHDYLQJ�WKH�WUHDWPHQW�SODQW�DQG�JHQHUDOO\�SRRU
EDFWHULRORJLFDO�ZDWHU�TXDOLW\�

��� 2WKHU�FLUFXPVWDQFHV�ZKLFK�LQ�WKH�RSLQLRQ�RI�WKH�'HSDUWPHQW�RU�WKH�PHGLFDO�RIILFHU�FRQVWLWXWHV�D�ULVN
WR�SXEOLF�KHDOWK��H�J��*LDUGLD��&U\SWRVSRULGLXP�FRQWDPLQDWLRQ��HWF���

��� (YLGHQFH� RI�RXWEUHDN�RI�ZDWHUERUQH� LOOQHVV� �WKH� ULVN� WR�\RXQJ�FKLOGUHQ�� HOGHUO\� DQG�LPPXQR�
FRPSURPLVHG�SHRSOH�VKRXOG�EH�FRQVLGHUHG�LQ�D�GHFLVLRQ���RU

��� $�VHULRXV�LQFLGHQFH�RI�UDZ�ZDWHU�FRQWDPLQDWLRQ�
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General Comments

The Department recognizes the audit findings that show there are good provincial processes in place
for drinking water systems including: developing and promulgating standards; certifying operators;
inspecting and monitoring activities; and enforcing compliance with the legislative framework.
Nova Scotia’s record of continuous improvement in water quality protection is reflected in these
findings. 

The Department acknowledges the three recommendations of the auditor’s report for improving
drinking water safety even further: 

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.  (Recommendation 5.1)

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

We recommend that the Department upgrade the reporting function of its environmental registration
and approvals system so it can provide all of the types of information helpful for monitoring
enforcement activities.  (Recommendation 5.3)

Initiatives are already underway to address the issues reflected in the recommendations, from
inspection checklists to auditing systems to documentation procedures.  We provide the following
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 Card 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 Canadian
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 information,
but develop guidelines or standards that are slightly different.  The Guidelines for Canadian
Drinking Water Quality (GCDWQ) provide limits for twenty-one substances that the US
Environmental Protection Agency and the World Health Organization do not include.  The GCDWQ
also have a much more extensive list of parameters than most other countries for radioactive
parameters.

5.6 (second bullet) and 5.25 
Draft guidelines for trucks collecting, transporting and discharging water for domestic consumption
have been developed, but are not yet approved and issued.  Guidelines are a priority item, and are



�� (19,5210(17�$1'�/$%285���'5,1.,1*�:$7(5�6$)(7<�6<67(0

�

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 owners is not mandatory, as in Ontario or the United States,
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
Staffing levels have been increased to address the requirements of the departmental drinking water
program. The Department has five hydrogeologists, and expects to hire two more by the end of 2002.
Also, as indicated in A Drinking Water Strategy for Nova Scotia, the Department has recently hired
two watershed planners, a drinking water supervisor, a water monitoring technician, a water
treatment facilities specialist, a facilities engineer, a GIS/Database Management Specialist.  Four
inspectors were also hired in the fall of 2001. 

5.35
The certification process for most of the public laboratories at hospitals that conduct bacteriological
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 system operators is not mandatory at this time. However, as indicated
by the auditor, revised Department standards have been drafted which will require re-certification
of operators every three years.  Municipalities are cooperating to achieve operator training
standards.  Implementation of the new standards will 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
(described in 5.44), the Department will confirm appropriate operator classifications requirements
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 groups to 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
is in 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
begins after the initial 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
misinterpretation by staff of the new procedure led to four facilities receiving one audit.  In 2002,
all municipal water systems were audited twice. 

Continuous improvements to file tracking, boil water advisory procedures, and  periodic audits will
occur. The Department has established a file tracking policy.  Staff are currently evaluating file
tracking systems in three of  four regions within the province to track complaints, inquiries and
investigations.  The most suitable tracking system will be chosen and used in all regions as per the
monitoring commitment in the Drinking Water Strategy.  In addition, four positions for 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. 

In addition, supporting information technology will enhance compliance tracking.  The departmental
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 system becomes fully operational in all regions, auditing and enforcement actions are
easier to schedule and monitor. 

5.53 and 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
evaluates systems based on categories such as watershed protection levels, discharges, treatment
levels, monitoring frequencies, and compliance records.  Risk assessments are used to determine the
appropriate comprehensiveness of audits.

5.55
Consistency of file organization and maintenance will improve under the new file tracking policy
and system (see 5.52).  A review of documentation quality is built into the file tracking systems under
evaluation.  Files assigned to each inspector will be reviewed by supervisors on a short-term
periodic basis to 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
operational agreement to ensure that the Department is informed of annual water tests.  In addition,
the Department has worked 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
The departmental Environmental Information Management Access System (EIMAS) is used to record
and track approvals for activities and facilities such as municipal water treatment plants. As all
regional staff become fully versed in this computerized system, auditing and enforcement actions are
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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��� 6HFWLRQ����RI�WKH�$XGLWRU�*HQHUDO�$FW�SHUPLWV�([HFXWLYH�&RXQFLO�RU�0DQDJHPHQW�%RDUG
�QRZ�7UHDVXU\�DQG�3ROLF\�%RDUG��WR�GLUHFW�WKH�$XGLWRU�*HQHUDO�WR�DXGLW�D�JRYHUQPHQW�RUJDQL]DWLRQ
RU�DQ�RUJDQL]DWLRQ�UHFHLYLQJ�ILQDQFLDO�DVVLVWDQFH�IURP�JRYHUQPHQW���7KH�$XGLWRU�*HQHUDO�ZLOO
FRQGXFW�WKH�DXGLW�LI�KH�LV�SURYLGHG�WKH�IXQGLQJ�QHFHVVDU\�WR�XQGHUWDNH�WKH�SURMHFW�DQG�LI��LQ�WKH
RSLQLRQ�RI�WKH�$XGLWRU�*HQHUDO��WKH�DVVLJQPHQW�ZLOO�QRW�XQGXO\�LQWHUIHUH�ZLWK�RWKHU�GXWLHV�RI�KLV
2IILFH�

��� 2Q�1RYHPEHU����������7UHDVXU\�DQG�3ROLF\�%RDUG�UHTXHVWHG� WKH�$XGLWRU�*HQHUDO� WR
FRQGXFW�DQ�DXGLW�RI�WKH�:RUNHUV·�&RPSHQVDWLRQ�%RDUG���7KH�$XGLWRU�*HQHUDO�ZDV�DVNHG�WR�FRQVXOW
ZLWK�WKH�0LQLVWHU�RI�(QYLURQPHQW�DQG�/DERXU�RQ�WKH�VFRSH�DQG�WLPLQJ�RI�WKH�DXGLW�DQG�WR�SURYLGH
WKH�UHVXOWV�RI�WKH�DXGLW�WR�WKH�0LQLVWHU���7KH�$XGLWRU�*HQHUDO�FRQFOXGHG�WKDW�WKH�DVVLJQPHQW�ZRXOG
QRW�XQGXO\�LQWHUIHUH�ZLWK�RWKHU�ZRUN�RI�WKH�2IILFH��DQG�ZDV�DXWKRUL]HG�WR�FROOHFW�WKH�FRVW�RI�WKH
DXGLW�IURP�WKH�:RUNHUV·�&RPSHQVDWLRQ�%RDUG�

��� 8SRQ�FRQVXOWLQJ�ZLWK�WKH�0LQLVWHU�RI�(QYLURQPHQW�DQG�/DERXU��WKH�2IILFH�RI�WKH�$XGLWRU
*HQHUDO�XQGHUWRRN�DQ�H[DPLQDWLRQ�RI�WKH�JRYHUQDQFH�VWUXFWXUH�DQG�SURFHVVHV�RI�WKH�:RUNHUV·
&RPSHQVDWLRQ�%RDUG���7KH�DXGLW�ZDV�FRQFOXGHG�LQ�-XQH������DQG�UHSRUWHG�WR�WKH�0LQLVWHU���$
FRS\�RI�WKH�UHSRUW�ZDV�SURYLGHG�WR�WKH�'HSXW\�&KDLU�RI�WKH�:RUNHUV·�&RPSHQVDWLRQ�%RDUG�

��� 8SRQ�DFFHSWLQJ�WKH�DVVLJQPHQW��WKH�$XGLWRU�*HQHUDO�LQIRUPHG�WKH�0LQLVWHU�WKDW�KH�ZRXOG�
DW�KLV�GLVFUHWLRQ��LQFOXGH�WKH�UHSRUW�IURP�WKH�DVVLJQPHQW�LQ�KLV�$QQXDO�5HSRUW���7KH�IROORZLQJ
SDJHV�RI�WKLV�&KDSWHU�DUH�WKH�IXOO�UHSRUW�SURYLGHG�WR�WKH�0LQLVWHU�RI�(QYLURQPHQW�DQG�/DERXU�RQ
-XQH������������$SSHQGL[���WR�WKH�UHSRUW�FRQWDLQV�WKH�:RUNHUV·�&RPSHQVDWLRQ�%RDUG·V�GHWDLOHG
UHVSRQVH�WR�WKH�REVHUYDWLRQV�PDGH�LQ�WKH�UHSRUW�
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���$XGLW�RI�WKH�*RYHUQDQFH�6WUXFWXUH�DQG�3URFHVVHV�
���RI�WKH�:RUNHUV·�&RPSHQVDWLRQ�%RDUG�

���RI�1RYD�6FRWLD

2IILFH�RI�WKH�$XGLWRU�*HQHUDO�RI�1RYD�6FRWLD
-XQH�����
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-XQH���������

+RQRXUDEOH�'DYLG�0RUVH��0%$
0LQLVWHU�RI�(QYLURQPHQW�DQG�/DERXU
3URYLQFH�RI�1RYD�6FRWLD
+DOLID[��1RYD�6FRWLD

'HDU�0U��0RUVH�

2Q�1RYHPEHU�����������7UHDVXU\�DQG�3ROLF\�%RDUG�GLUHFWHG�PH�WR�FRQGXFW�DQ�DXGLW�RI�WKH
:RUNHUV·�&RPSHQVDWLRQ�%RDUG�RI�1RYD�6FRWLD���%DVHG�RQ�FRQVXOWDWLRQ�ZLWK�\RX��DQ
H[DPLQDWLRQ�RI�WKH�JRYHUQDQFH�VWUXFWXUH�DQG�SURFHVVHV�RI�WKH�:RUNHUV·�&RPSHQVDWLRQ
%RDUG�ZDV�SHUIRUPHG���

,�KDYH�WKH�KRQRXU�RI�SURYLGLQJ�\RX�ZLWK�WKLV�UHSRUW�RQ�P\�REVHUYDWLRQV�DQG�FRQFOXVLRQV�DV
D�UHVXOW�RI�WKLV�DVVLJQPHQW�

<RXUV�WUXO\�

(��5R\�6DOPRQ��)&$
$XGLWRU�*HQHUDO
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$XGLW�RI�WKH�*RYHUQDQFH�6WUXFWXUH�DQG�3URFHVVHV
RI�WKH�:RUNHUV·�&RPSHQVDWLRQ�%RDUG�RI�1RYD�6FRWLD

7DEOH�RI�&RQWHQWV
3DJH

,�� 6XPPDU\� � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � �

,,�� %DFNJURXQG� � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � � �

,,,�� 'HVFULSWLRQ�RI�$XGLW � � � � � � � � � � � � � � � � � � � � � � � � � � �

,9�� $XGLW�2EVHUYDWLRQV

.QRZOHGJH��$ELOLW\�DQG�&RPPLWPHQW� � � � � � � � � � � � � �

3XUSRVH�DQG�,QWHUHVWV�6HUYHG� � � � � � � � � � � � � � � � � � � ��

2EMHFWLYHV�DQG�6WUDWHJLHV� � � � � � � � � � � � � � � � � � � � � ��

$SSURSULDWH�,QIRUPDWLRQ� � � � � � � � � � � � � � � � � � � � � ��

$FW�WR�(QVXUH�(IIHFWLYHQHVV� � � � � � � � � � � � � � � � � � � ��

$FFRXQWDELOLW\�2EOLJDWLRQV� � � � � � � � � � � � � � � � � � � � ��

9�� &RQFOXGLQJ�5HPDUNV� � � � � � � � � � � � � � � � � � � � � � � � � � ��

$SSHQGL[���
��6XPPDU\�RI�5HFRPPHQGDWLRQV� � � � � � � � � � � � � � � � ��

$SSHQGL[���
��5HVSRQVH�RI�WKH�%RDUG�RI�'LUHFWRUV�RI�WKH�1RYD�6FRWLD
��:RUNHUV·�&RPSHQVDWLRQ�%RDUG� � � � � � � � � � � � � � � � ��
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��� 8SRQ�WKH�UHTXHVW�RI�7UHDVXU\�DQG�3ROLF\�%RDUG��DQG�FRQVXOWDWLRQ�ZLWK�WKH�0LQLVWHU�RI
(QYLURQPHQW� DQG� /DERXU�� WKH� 2IILFH� RI� WKH� $XGLWRU� *HQHUDO� XQGHUWRRN� WR� H[DPLQH� WKH
JRYHUQDQFH�RI�WKH�:RUNHUV·�&RPSHQVDWLRQ�%RDUG��:&%��RI�1RYD�6FRWLD�

��� 7KH�DXGLW�ZDV�SODQQHG�DQG�FRQGXFWHG�LQ�DFFRUGDQFH�ZLWK�WKH�DVVXUDQFH�VWDQGDUGV�RI�WKH
&DQDGLDQ� ,QVWLWXWH� RI�&KDUWHUHG�$FFRXQWDQWV�� �$XGLW� FULWHULD� ZHUH� GHULYHG� IURP� UHVHDUFK
SXEOLVKHG�E\�&&$)�)&9,�,QF���7KH�DXGLW�IRFXVHG�RQ�JRYHUQDQFH�VWUXFWXUHV�DQG�SURFHVVHV��DQG
GLG� QRW� XQGHUWDNH� WR� HYDOXDWH� WKH� HIIHFWLYHQHVV� RI� WKH� %RDUG� RU� LQGLYLGXDO� PHPEHUV·
SHUIRUPDQFH�RI�WKHLU�JRYHUQDQFH�UHVSRQVLELOLWLHV��

��� *RYHUQDQFH�FDQ�EH�GHILQHG�DV�WKH�SURFHVV�RI�GLUHFWLQJ�WKH�DFWLRQV��DIIDLUV��SROLFLHV
DQG�RU�IXQFWLRQV�RI�DQ�RUJDQL]DWLRQ���,W�LV�D�IXQGDPHQWDO�PHWKRG�RI�FRQWURO�SUDFWLFHG�LQ�D�ZLGH
UDQJH�RI�HQWLWLHV��IURP�SXEOLF�FRUSRUDWLRQV�WR�FKDULWDEOH�RUJDQL]DWLRQV�WR�DOO�PDQQHU�RI�SXEOLF
VHUYLFH�SURYLGHUV��H�J���JRYHUQPHQWV�DQG�JRYHUQPHQW�DJHQFLHV����

��� 7KH�:RUNHUV·�&RPSHQVDWLRQ�$FW�VWLSXODWHV�WKDW�WKH�%RDUG�RI�'LUHFWRUV�RI�WKH�:&%
FRQVLVW�RI�QRW�PRUH�WKDQ����PHPEHUV���$OO�PHPEHUV�DUH�DSSRLQWHG�E\�WKH�([HFXWLYH�&RXQFLO
RI�JRYHUQPHQW���'XH�WR�WKH�RUJDQL]DWLRQ·V�PDQGDWH�WR�VHUYH�ERWK�ZRUNHUV�DQG�HPSOR\HUV�
HIIRUWV�DUH�PDGH�WR�HQVXUH�HTXDO�UHSUHVHQWDWLRQ�IURP�WKH�WZR�JURXSV���$W�WKH�WLPH�RI�RXU�DXGLW�
WKH�%RDUG�RI�'LUHFWRUV�ZDV�FRPSULVHG�RI�D�GHSXW\�FKDLU��WKUHH�UHSUHVHQWDWLYHV�RI�HPSOR\HUV�
WKUHH�UHSUHVHQWDWLYHV�RI�ZRUNHUV��DV�ZHOO�DV�WZR�QRQ�YRWLQJ�UHSUHVHQWDWLYHV�RI�WKH�¶SXEOLF�DW�
ODUJH�·��7KH�&KLHI�([HFXWLYH�2IILFHU�DQG�WKH�IXOO�WLPH�VHFUHWDU\�RI�WKH�%RDUG�DWWHQG�PHHWLQJV
RQ�D�QRQ�YRWLQJ�EDVLV���7KH�%RDUG�RI�'LUHFWRUV�PDLQWDLQV�VWDQGLQJ�FRPPLWWHHV�RQ�DXGLW�DQG
ILQDQFH��LQYHVWPHQW�DQG�JRYHUQDQFH�

��� :H�IRXQG�WKDW�WKH�:RUNHUV·�&RPSHQVDWLRQ�%RDUG�KDV�D�IRUPDO�JRYHUQDQFH�IXQFWLRQ
ZKLFK�SOD\V�DQ�DFWLYH�UROH�LQ�GLUHFWLQJ�WKH�RUJDQL]DWLRQ·V�RSHUDWLRQV���

��� 7KH�%RDUG�KDV� D�QXPEHU�RI�SURFHVVHV� WR�SURYLGH�PHPEHUV�ZLWK�DQ�RSSRUWXQLW\� WR
GHYHORS� DQG� PDLQWDLQ� WKH� NQRZOHGJH� DQG� VNLOOV� QHFHVVDU\� WR� IXOILO� WKHLU� UHVSRQVLELOLWLHV�
$WWHQGDQFH�DW�PHHWLQJV�LV�JRRG���/HJLVODWLYH�PHDVXUHV�H[LVW�WR�SURWHFW�GLUHFWRUV�IURP�OHJDO
OLDELOLW\���+RZHYHU��SUREOHPV�H[LVW�ZLWK�UHVSHFW�WR�ILOOLQJ�%RDUG�SRVLWLRQV���7KH�OHQJWK�RI�WLPH
LQ�ILOOLQJ�WKH�YDFDQF\�LQ�WKH�SRVLWLRQ�RI�%RDUG�FKDLU�LV�H[FHVVLYH���7KH�OHQJWKV�DQG�WLPLQJ�RI
GLUHFWRUV·� WHUPV� QHHG� DWWHQWLRQ�� DQG� SHU� GLHP� SD\PHQWV� DQG� H[SHQVH� UHLPEXUVHPHQWV� WR
GLUHFWRUV�QHHG�UH�H[DPLQDWLRQ���7KHUH�VKRXOG�EH�ZULWWHQ�SRVLWLRQ�GHVFULSWLRQV�IRU�WKH�YDULRXV
%RDUG�SRVLWLRQV��DV�ZHOO�DV�D�IRUPDO�SURFHVV�IRU�HYDOXDWLQJ�WKH�SHUIRUPDQFH�RI�WKH�%RDUG�RI
'LUHFWRUV�

��� 7KHUH�DUH�UHDVRQDEOH�SURFHVVHV�IRU�PDLQWDLQLQJ�LQGHSHQGHQFH�EHWZHHQ�WKH�JRYHUQDQFH
DQG�PDQDJHPHQW�IXQFWLRQV�RI�WKH�:&%���%RDUG�PHPEHUV�H[SUHVV�D�FOHDU�XQGHUVWDQGLQJ�RI�WKHLU
UHVSRQVLELOLWLHV�DQG�KDYH�RSSRUWXQLWLHV�WR�UHFHLYH�HGXFDWLRQ�LQ�JRYHUQDQFH�WKHRU\���7KH�%RDUG
KDV�GHYHORSHG�IRUPDO�EHOLHIV��SULQFLSOHV�DQG�SROLFLHV�WR�JXLGH�LWV�GHOLEHUDWLRQV��DQG�FRPPLWWHHV
ZLWK�WHUPV�RI�UHIHUHQFH�DGGUHVV�LPSRUWDQW�DUHDV�RI�%RDUG�EXVLQHVV���+RZHYHU��ZH�REVHUYHG
LQDGHTXDWH�DWWHQWLRQ�WR�WKH�GHYHORSPHQW�RI�IRUPDO�JRYHUQDQFH�SUDFWLFHV��DV�ZHOO�DV�D�ODFN�RI
FRKHVLYHQHVV�DPRQJ�%RDUG�PHPEHUV�
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��� :H�IRXQG�DSSURSULDWH�DWWHQWLRQ�E\�WKH�%RDUG�WR�ERWK�VKRUW�DQG�ORQJ�WHUP�SODQQLQJ�
'LUHFWRUV�UHFHLYH�UHJXODU�UHSRUWLQJ�IURP�PDQDJHPHQW�RQ�RUJDQL]DWLRQDO�SHUIRUPDQFH�LQ�UHODWLRQ
WR�SODQV���+RZHYHU��ZH�QRWHG�XQFHUWDLQW\�DERXW�WKH�:&%·V�UROH�ZLWK�UHVSHFW�WR�WKH�HQWLUH
ZRUNHUV·�FRPSHQVDWLRQ�V\VWHP��ZKLFK�FRPSULVHV�PDQ\�RWKHU�JURXSV��DQG�D�ODFN�RI�V\VWHP�ZLGH
SODQQLQJ�

��� %RDUG�PHPEHUV�UHFHLYH�D�JUHDW�GHDO�RI�LQIRUPDWLRQ�RQ�WKH�FRQWURO�DQG�SHUIRUPDQFH�RI
WKH�:&%�LQ�WKH�IRUP�RI�ZULWWHQ�UHSRUWV�DQG�SUHVHQWDWLRQV���'LUHFWRUV�FDQ�DVN�TXHVWLRQV�DQG
UHTXHVW�DGGLWLRQDO�LQIRUPDWLRQ���7KH�:&%�KDV�DQ�LQWHUQDO�DXGLWRU�DQG�H[WHUQDO�DXGLWRUV��ERWK
RI�ZKLFK�UHSRUW�WR�D�FRPPLWWHH�RI�WKH�%RDUG���([WHUQDO�DXGLWRUV�DUH�HYDOXDWHG�DQG�VHOHFWHG�E\
WKH�%RDUG���:H�EHOLHYH�WKHUH�LV�D�QHHG�IRU�WKH�%RDUG�WR�GHYHORS�IRUPDO�JXLGHOLQHV�RQ�WKH�W\SHV�
H[WHQW�DQG�IRUP�RI�LQIRUPDWLRQ�WKDW�VKRXOG�EH�SUHVHQWHG�E\�PDQDJHPHQW�DW�%RDUG�PHHWLQJV�
:H�DOVR�VHH�DQ�RSSRUWXQLW\�IRU�WKH�%RDUG�WR�WDNH�D�JUHDWHU�UROH�LQ�PRQLWRULQJ�WKH�LQWHUQDO�DXGLW
IXQFWLRQ�

���� 7KH�%RDUG�LV�FRPSULVHG�RI�D�UHDVRQDEOH�QXPEHU�RI�GLUHFWRUV��HDFK�RI�ZKLFK�H[SUHVVHV
D�FOHDU�XQGHUVWDQGLQJ�RI�WKH�LQWHUHVWV�VHUYHG���5HDVRQDEOH�DPRXQWV�RI�WLPH�DUH�FRPPLWWHG�WR
%RDUG�EXVLQHVV�DQG�WKHUH�LV�D�IRUPDO�DJHQGD�VHWWLQJ�SURFHVV���7KH�%RDUG�DGGUHVVHV�LWV�SODQQLQJ�
SROLF\�DQG�PRQLWRULQJ�UHVSRQVLELOLWLHV�ZLWKRXW�WDNLQJ�RQ�UHVSRQVLELOLWLHV�ZKLFK�ZRXOG�QRUPDOO\
EH�FRQVLGHUHG�WR�EH�WKRVH�RI�PDQDJHPHQW���7KH�%RDUG�VHWV�SHUIRUPDQFH�H[SHFWDWLRQV�IRU�WKH
&KLHI�([HFXWLYH�2IILFHU�DQG�HYDOXDWHV�KLV�SHUIRUPDQFH�RQ�DQ�DQQXDO�EDVLV���:H�FRQFOXGHG�WKDW
PRUH�DWWHQWLRQ�VKRXOG�EH�JLYHQ�WR�WKH�&KLHI�([HFXWLYH�2IILFHU�SRVLWLRQ��SULPDULO\�ZLWK�UHVSHFW
WR� WKH� IRUPDOL]DWLRQ� RI� %RDUG�UHODWHG� UROHV� DQG� UHVSRQVLELOLWLHV�� HPSOR\PHQW� WHUPV� DQG
VXFFHVVLRQ�SODQQLQJ���:H�DOVR�EHOLHYH�PRUH�LQIRUPDWLRQ�VKRXOG�EH�SURYLGHG�LQ�WKH�PLQXWHV�RI
%RDUG�DQG�FRPPLWWHH�PHHWLQJV�

���� 7KH�%RDUG�SURYLGHV�DSSURSULDWH�DWWHQWLRQ�WR�LWV�DFFRXQWDELOLW\�UHVSRQVLELOLWLHV���,W�KDV
IRUPDO�FRPPXQLFDWLRQV�SROLFLHV��SURGXFHV�DQG�DSSURYHV�D�FRPSUHKHQVLYH�DQQXDO�UHSRUW��DQG
SURYLGHV�H[WHQVLYH�LQIRUPDWLRQ�WKURXJK�WKH�,QWHUQHW���7KH�DQQXDO�ILQDQFLDO�VWDWHPHQWV�RI�WKH
:&%�DUH�DXGLWHG���:H�PDGH�UHFRPPHQGDWLRQV�IRU�VWUHQJWKHQLQJ�RI�WKH�DQQXDO�UHSRUW�WKURXJK
SURYLVLRQ�RI�DGGLWLRQDO�LQIRUPDWLRQ�RQ�WKH�:&%·V�JRYHUQDQFH�VWUXFWXUH�DQG�SUDFWLFHV��DQG
WKURXJK�UHSRUWLQJ�RI�SHUIRUPDQFH�WDUJHWV�DQG�WKH�GLVFXVVLRQ�RI�SHUIRUPDQFH�WUHQGV�DQG�VXFFHVV
LQ� PHHWLQJ� WDUJHWV�� � :H� DOVR� REVHUYHG� VRPH� XQFHUWDLQW\� ZLWK� UHVSHFW� WR� WKH� %RDUG·V
DFFRXQWDELOLW\�WR�WKH�1RYD�6FRWLD�JRYHUQPHQW�DIWHU�OHJLVODWLYH�FKDQJHV�LQ������
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*RYHUQDQFH

��� *RYHUQDQFH�FDQ�EH�GHILQHG�DV�WKH�SURFHVV�RI�GLUHFWLQJ�WKH�DFWLRQV��DIIDLUV��SROLFLHV
DQG�RU�IXQFWLRQV�RI�DQ�RUJDQL]DWLRQ���,W�LV�D�IXQGDPHQWDO�PHWKRG�RI�FRQWURO�SUDFWLFHG�LQ�D�ZLGH
UDQJH�RI�HQWLWLHV��IURP�SXEOLF�FRUSRUDWLRQV�WR�FKDULWDEOH�RUJDQL]DWLRQV�WR�DOO�PDQQHU�RI�SXEOLF
VHUYLFH�SURYLGHUV��H�J���JRYHUQPHQWV�DQG�JRYHUQPHQW�DJHQFLHV����

��� 7KH�QDWXUH�RI�WKH�RUJDQL]DWLRQ�ZLOO�KDYH�DQ�LPSDFW�RQ�KRZ�LW�LV�JRYHUQHG���)RU�H[DPSOH�
FRUSRUDWH�ERDUGV�RI�GLUHFWRUV�VHHN�WR�PD[LPL]H�VKDUHKROGHU�YDOXH���1RQ�SURILW�ERDUGV�IRFXV�RQ
DFKLHYLQJ�PDQGDWHV�DQG�PD[LPL]LQJ�FOLHQW�VHUYLFH���*RYHUQPHQWV�RIWHQ�IRFXV�RQ�VWDNHKROGHU
DQG�RU�SXEOLF�QHHGV���

��� +RZHYHU��WKHUH�DUH�PDQ\�HOHPHQWV�RI�JRYHUQDQFH�ZKLFK�DUH�VLPLODU��GHVSLWH�WKH�QDWXUH
RI�WKH�RUJDQL]DWLRQ���*RYHUQLQJ�ERGLHV�DUH�QRUPDOO\�FRPSULVHG�RI�SDUW�WLPH��RIWHQ�LQGHSHQGHQW
SHUVRQV�ZKR� IXOILO� D� OHDGHUVKLS� SRVLWLRQ� EHWZHHQ� WKH� RZQHUV� RU� UHVRXUFH� SURYLGHUV� RI� DQ
RUJDQL]DWLRQ� DQG� LWV� IXOO�WLPH�� HPSOR\HG� PDQDJHPHQW�� � %RDUGV� KDYH� VWHZDUGVKLS� DQG
DFFRXQWDELOLW\�UHVSRQVLELOLWLHV�WR�WKH�RUJDQL]DWLRQ·V�RZQHUV�RU�UHVRXUFH�SURYLGHUV���*RYHUQLQJ
ERGLHV�GLUHFW�DQG�RYHUVHH�WKH�PDQDJHPHQW�RI�DQ�RUJDQL]DWLRQ��EXW�GR�QRW�DVVXPH�GD\�WR�GD\
PDQDJHULDO�UHVSRQVLELOLWLHV���,Q�DOO�FDVHV��HIIHFWLYH�JRYHUQDQFH�LV�NH\�WR�DQ�RUJDQL]DWLRQ·V�DELOLW\
WR�SHUIRUP�ZHOO�RYHU� WKH� ORQJHU� WHUP���,W�SURYLGHV� OHDGHUVKLS�DQG�FDQ�VHW�D� WRQH� WKDW�ZLOO
SHUPHDWH�WKH�ZKROH�RUJDQL]DWLRQ�

��� :KHUHDV�FRQFHQWUDWHG�UHVHDUFK�LQWR�PDQDJHPHQW�WHFKQLTXHV�DQG�PHWKRGRORJLHV�JR�EDFN
WR�WKH�HDUO\�SDUWV�RI�WKH�WZHQWLHWK�FHQWXU\��UHVHDUFK�DQG�DWWHQWLRQ�WRZDUG�JRYHUQDQFH�VWUXFWXUHV
DQG�SUDFWLFHV��RWKHU�WKDQ�SROLWLFDO�VWUXFWXUHV��LV�FRPSDUDWLYHO\�UHFHQW���6LJQLILFDQW�FRUSRUDWH
LQVROYHQFLHV�DQG�QRQSURILW�DJHQF\�IDLOXUHV��ERWK�LQ�&DQDGD�DQG�DEURDG��KDYH�FDOOHG�DWWHQWLRQ
WR�WKH�LPSRUWDQFH�RI�JRRG�JRYHUQDQFH���$�QXPEHU�RI�DFDGHPLF��UHVHDUFK�DQG�RWKHU�ERGLHV�KDYH
VWXGLHG�WKH�VXEMHFW�RI�JRYHUQDQFH�DQG�PDGH�UHFRPPHQGDWLRQV�ZKLFK��LI�KHHGHG��VKRXOG�JR�D
ORQJ�ZD\�WRZDUGV�VWUHQJWKHQLQJ�WKH�RYHUVLJKW�DQG�FRQWURO�RI�EXVLQHVV��QRW�IRU�SURILW�DQG�SXEOLF
RUJDQL]DWLRQV�

:RUNHUV·�&RPSHQVDWLRQ�%RDUG

��� 7KH�PLVVLRQ�RI�WKH�:RUNHUV·�&RPSHQVDWLRQ�%RDUG�RI�1RYD�6FRWLD��:&%��LV�

WR�FRRUGLQDWH�WKH�ZRUNHUV·�FRPSHQVDWLRQ�V\VWHP�WR�DVVLVW�LQMXUHG�ZRUNHUV
DQG� WKHLU� HPSOR\HUV� E\� SURYLGLQJ� WLPHO\� PHGLFDO� DQG� UHKDELOLWDWLYH
VXSSRUW�WR�IDFLOLWDWH�WKH�HIIRUWV�RI�LQMXUHG�ZRUNHUV�WR�UHWXUQ�WR�ZRUN��DQG
E\�SURYLGLQJ�DSSURSULDWH�FRPSHQVDWLRQ�IRU�ZRUN�UHODWHG�GLVDELOLWLHV�
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��� 7KH�:&%�LV�RQH�SDUWLFLSDQW�LQ�WKH�ZRUNHUV·�FRPSHQVDWLRQ�V\VWHP��ZKLFK�DOVR�LQFOXGHV�
ZRUNHUV�DQG�WKHLU�UHSUHVHQWDWLYHV��HPSOR\HUV��WKH�PHGLFDO�FRPPXQLW\��:&%�VHUYLFH�SURYLGHUV�
:RUNHUV·� $GYLVHUV�� WKH� :RUNHUV·� &RPSHQVDWLRQ� $SSHDOV� 7ULEXQDO�� JRYHUQPHQW� �H�J��
RFFXSDWLRQDO�KHDOWK�DQG�VDIHW\�SURJUDP��DQG�WKRVH�LQYROYHG�LQ�LQMXU\�DQG�GLVHDVH�SUHYHQWLRQ�
7KH�:&%·V�VWDWHG�VWUDWHJ\�LV�WR�SURYLGH�DQ�HIIHFWLYH�DGPLQLVWUDWLRQ�LQ�RUGHU�WR�FR�RUGLQDWH�DOO
WKH�SDUWQHUV�LQ�WKH�V\VWHP�WR�IRFXV�WKHLU�HIIRUWV�RQ�EXLOGLQJ�D�KHDOWK\��ZRUNLQJ�1RYD�6FRWLD�

��� 7KH�:&%�GHULYHV�LWV�PDQGDWH�DQG�UHVSRQVLELOLWLHV�IURP�WKH�:RUNHUV·�&RPSHQVDWLRQ
$FW���7KH�RUJDQL]DWLRQ�SURYLGHV�FRYHUDJH�WR�DSSUR[LPDWHO\�����RI�HPSOR\HG�ZRUNHUV�LQ�1RYD
6FRWLD���'XULQJ�WKH�\HDU�HQGHG�'HFHPEHU�����������������FODLPV�ZHUH�UHJLVWHUHG�ZLWK�WKH
:&%��RI�ZKLFK�������LQYROYHG�FRPSHQVDEOH�WLPH�ORVV���5HYHQXHV�H[FHHGHG�H[SHQVHV�E\������
PLOOLRQ�GXULQJ�WKH�SHULRG���$W�'HFHPEHU����������WKH�RUJDQL]DWLRQ�KDG�WRWDO�DVVHWV�RI�������
PLOOLRQ��WRWDO�OLDELOLWLHV�RI����������PLOOLRQ��DQG�DQ�XQIXQGHG�OLDELOLW\�RI��������PLOOLRQ��

��� 7KH�:RUNHUV·�&RPSHQVDWLRQ�$FW�VWLSXODWHV�WKDW�WKH�%RDUG�RI�'LUHFWRUV�RI�WKH�:&%
FRQVLVW�RI�QRW�PRUH�WKDQ����PHPEHUV���$OO�PHPEHUV�DUH�DSSRLQWHG�E\�WKH�([HFXWLYH�&RXQFLO
RI�JRYHUQPHQW���'XH�WR�WKH�RUJDQL]DWLRQ·V�PDQGDWH�WR�VHUYH�ERWK�ZRUNHUV�DQG�HPSOR\HUV�
HIIRUWV�DUH�PDGH�WR�HQVXUH�HTXDO�UHSUHVHQWDWLRQ�IURP�WKH�WZR�JURXSV���$V�RI�WKH�WLPH�RI�RXU
DXGLW�� WKH� %RDUG� RI� 'LUHFWRUV� ZDV� FRPSULVHG� RI� D� GHSXW\� FKDLU�� WKUHH� UHSUHVHQWDWLYHV� RI
HPSOR\HUV��WKUHH�UHSUHVHQWDWLYHV�RI�ZRUNHUV��DV�ZHOO�DV�WZR�QRQ�YRWLQJ�UHSUHVHQWDWLYHV�RI�WKH
¶SXEOLF�DW�ODUJH�·��

��� $OO� GLUHFWRUV� DUH� LQGHSHQGHQW� RI� WKH�PDQDJHPHQW� RI� WKH� RUJDQL]DWLRQ�� � 7KH�&KLHI
([HFXWLYH�2IILFHU�DQG�WKH�IXOO�WLPH�VHFUHWDU\�RI�WKH�%RDUG�DWWHQG�PHHWLQJV�RQ�D�QRQ�YRWLQJ
EDVLV���2WKHU�PHPEHUV�RI�PDQDJHPHQW�UHSRUW�WR�WKH�%RDUG�RI�'LUHFWRUV�ZKHQ�UHTXHVWHG���7KH
%RDUG� RI� 'LUHFWRUV� PDLQWDLQV� VWDQGLQJ� FRPPLWWHHV� RQ� DXGLW� DQG� ILQDQFH�� LQYHVWPHQW� DQG
JRYHUQDQFH��
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��� 7KLV�DXGLW�ZDV�FRQGXFWHG�XQGHU�WKH�DXWKRULW\�RI�6HFWLRQ����RI�WKH�$XGLWRU�*HQHUDO�$FW�
7KH�$FW�LQGLFDWHV�WKDW�WKH�*RYHUQRU�LQ�&RXQFLO�RU�0DQDJHPHQW�%RDUG��FXUUHQWO\�7UHDVXU\�DQG
3ROLF\�%RDUG��FDQ�GLUHFW�WKH�$XGLWRU�*HQHUDO�WR�PDNH�DQ�H[DPLQDWLRQ�RU�DXGLW�RI�WKH�DFFRXQWV
RI�DQ�DJHQF\�RI�JRYHUQPHQW�RU�DQ�RUJDQL]DWLRQ�UHFHLYLQJ�ILQDQFLDO�DVVLVWDQFH�IURP�JRYHUQPHQW�
7KH�$XGLWRU�*HQHUDO�ZLOO�XQGHUWDNH�WKH�DXGLW�ZKHUH��LQ�KLV�RSLQLRQ��LW�GRHV�QRW�XQGXO\�LQWHUIHUH
ZLWK� WKH� RWKHU� GXWLHV� RI� KLV�2IILFH� DQG�ZKHUH� KH� KDV� EHHQ� SURYLGHG�ZLWK� WKH� IXQGLQJ� KH
FRQVLGHUV�QHFHVVDU\�WR�FRQGXFW�WKH�DVVLJQPHQW�

��� 8SRQ�WKH�UHTXHVW�RI�7UHDVXU\�DQG�3ROLF\�%RDUG��DQG�FRQVXOWDWLRQ�ZLWK�WKH�0LQLVWHU�RI
(QYLURQPHQW� DQG� /DERXU�� WKH� 2IILFH� RI� WKH� $XGLWRU� *HQHUDO� XQGHUWRRN� WR� H[DPLQH� WKH
JRYHUQDQFH�VWUXFWXUH�DQG�SURFHVVHV�RI�WKH�:RUNHUV·�&RPSHQVDWLRQ�%RDUG�RI�1RYD�6FRWLD�

��� 7KH�DXGLW�ZDV�SODQQHG�DQG�FRQGXFWHG�LQ�DFFRUGDQFH�ZLWK�WKH�DVVXUDQFH�VWDQGDUGV�RI�WKH
&DQDGLDQ�,QVWLWXWH�RI�&KDUWHUHG�$FFRXQWDQWV���7KHVH�VWDQGDUGV�UHTXLUH�DXGLWV�WR�XVH�JHQHUDOO\
DFFHSWHG�VWDQGDUGV�RI�SHUIRUPDQFH�LQ�WKH�DVVHVVPHQW�RI�V\VWHPV�DQG�SURFHVVHV�ZKHUH�VXFK
VWDQGDUGV�H[LVW���:KHUHDV�WKHUH�LV�QR�VLQJOH�ZLGHO\�DFFHSWHG�VRXUFH�RI�VWDQGDUGV�IRU�JRYHUQDQFH
LQ�&DQDGD�RU�DEURDG��WKHUH�KDYH�EHHQ�UHFHQW�VWXGLHV�ZKLFK�KDYH�UHFRPPHQGHG�ZD\V�LQ�ZKLFK
JRYHUQDQFH�FDQ�EH�DVVHVVHG�DQG�LPSURYHG���2QH�DXWKRULWDWLYH�VRXUFH�RI�UHVHDUFK�LQ�WKLV�DUHD
LV�&&$)�)&9,�,QF���D�&DQDGLDQ�UHVHDUFK�DQG�HGXFDWLRQDO�IRXQGDWLRQ�GHGLFDWHG�WR�EXLOGLQJ
NQRZOHGJH�IRU�PHDQLQJIXO�DFFRXQWDELOLW\�DQG�HIIHFWLYH�JRYHUQDQFH��PDQDJHPHQW�DQG�DXGLW���,Q
������ WKH� IRXQGDWLRQ� SXEOLVKHG� VL[� FKDUDFWHULVWLFV� RI� HIIHFWLYH� JRYHUQDQFH�� � 7KHVH
FKDUDFWHULVWLFV�VXJJHVW�WKDW�PHPEHUV�RI�ERDUGV�RI�JRYHUQDQFH�VKRXOG�

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

� understand their purpose and whose interests they represent;

� understand the objectives and strategies of the organization;

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

� be prepared to act to ensure that the organization’s objectives are met and that
performance is satisfactory; and

� fulfill their accountability obligations to those whose interests they represent by
reporting on the performance of the organization.
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��� 7KHVH�VL[�FKDUDFWHULVWLFV�ZHUH�XVHG�DV�FULWHULD�IRU�SODQQLQJ�WKH�DXGLW�DQG�DVVHVVLQJ�WKH
JRYHUQDQFH�VWUXFWXUH�DQG�SURFHVVHV�RI�WKH�:&%���2WKHU�JRYHUQDQFH�UHVHDUFK�DQG�SXEOLFDWLRQV
ZHUH�DOVR�FRQVLGHUHG�LQ�IRUPLQJ�RXU�DVVHVVPHQWV��LQFOXGLQJ�WKRVH�RI�WKH�&DQDGLDQ�,QVWLWXWH�RI
&KDUWHUHG�$FFRXQWDQWV��&&$)�)&9,�,QF���DQG�7RURQWR�6WRFN�([FKDQJH�VSRQVRUHG�FRPPLWWHHV
RQ�FRUSRUDWH�JRYHUQDQFH�

��� 7KH�DXGLW�IRFXVHG�RQ�JRYHUQDQFH�VWUXFWXUHV�DQG�SURFHVVHV���:H�GLG�QRW�XQGHUWDNH�WR
HYDOXDWH�WKH�HIIHFWLYHQHVV�RI�WKH�%RDUG�RU�LQGLYLGXDO�PHPEHUV·�SHUIRUPDQFH�RI�WKHLU�JRYHUQDQFH
UHVSRQVLELOLWLHV���$XGLW�SURFHGXUHV�LQFOXGHG�D�FRPSUHKHQVLYH�VXUYH\�DQG�IROORZ�XS�LQWHUYLHZ
RI�HDFK�%RDUG�PHPEHU��WKH�&KLHI�([HFXWLYH�2IILFHU�DQG�WKH�([HFXWLYH�&RUSRUDWH�6HFUHWDU\�
:H�DOVR�H[DPLQHG�JRYHUQDQFH�UHODWHG�LWHPV�VXFK�DV�%RDUG�SROLFLHV�DQG�JXLGHOLQHV��FRPPLWWHH
VWUXFWXUHV��DJHQGDV��PLQXWHV��PDQDJHPHQW�UHSRUWV��DQG�IRUPDO�UHSRUWLQJ�E\�WKH�%RDUG�WR�LWV
VWDNHKROGHUV��

��� :H�UHFHLYHG�YHU\�JRRG�FRRSHUDWLRQ�IURP�WKH�GLUHFWRUV�DQG�VWDII�RI�WKH�:&%�GXULQJ�RXU
DXGLW���$�UHVSRQVH�E\�WKH�%RDUG�RI�'LUHFWRUV�RI�WKH�:&%�WR�WKLV�UHSRUW�LV�SURYLGHG�LQ�$SSHQGL[
��RQ�SDJH����

��� 3UHYLRXV�DXGLWV�RI� WKH�:&%�E\� WKH�2IILFH� RI� WKH�$XGLWRU�*HQHUDO� DUH� UHSRUWHG� LQ
&KDSWHU����RI�WKH������5HSRUW�RI�WKH�$XGLWRU�*HQHUDO��DQG�LQ�&KDSWHU����RI�WKH������5HSRUW�
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,9���$8',7�2%6(59$7,216

.QRZOHGJH��$ELOLW\�DQG�&RPPLWPHQW

��� (IIHFWLYH� JRYHUQDQFH� UHTXLUHV� D� ERDUG� RI� GLUHFWRUV� FRPSULVHG� RI� SHRSOH� ZLWK� WKH
QHFHVVDU\�NQRZOHGJH��DELOLW\�DQG�FRPPLWPHQW� WR� IXOILO� WKHLU� UHVSRQVLELOLWLHV�� �)DFWRUV� WKDW
ZRXOG�IRVWHU�WKLV�FKDUDFWHULVWLF�LQFOXGH�DSSURSULDWH�FULWHULD�IRU�WKH�VHOHFWLRQ�DQG�UHPXQHUDWLRQ
RI�GLUHFWRUV��RQJRLQJ�HGXFDWLRQDO�SURJUDPV� IRU�GLUHFWRUV��DQG� WKH�SURYLVLRQ�RI� WLPHO\�DQG
UHOHYDQW�LQIRUPDWLRQ�DERXW�WKH�QDWXUH�DQG�RSHUDWLRQV�RI�WKH�RUJDQL]DWLRQ�

2EVHUYDWLRQV

��� 'XULQJ�RXU�DXGLW�RI�WKH�:RUNHUV·�&RPSHQVDWLRQ�%RDUG��ZH�REVHUYHG�WKH�IROORZLQJ
LQVWDQFHV�RI�JRRG�JRYHUQDQFH�VWUXFWXUH�RU�SUDFWLFH�

� 7KH�%RDUG�DSSURYHG�D�VWDWHPHQW�RQ�VNLOO�FDWHJRULHV�WKDW�VKRXOG�EH�FRQVLGHUHG�LQ�WKH
VHOHFWLRQ� RI� GLUHFWRUV� �H�J���PHGLFDO�� OHJDO�� ILQDQFLDO�� DQG� SURYLGHG� D� FRS\� RI� WKH
VWDWHPHQW�WR�WKH�0LQLVWHU�UHVSRQVLEOH�IRU�WKH�:RUNHUV·�&RPSHQVDWLRQ�$FW��

� 7KH� GLUHFWRUV� DUH� SURWHFWHG� IURP� OLDELOLW\� XQGHU� VHFWLRQ� ����E�� RI� WKH� :RUNHUV·
&RPSHQVDWLRQ�$FW�ZKLFK�VWDWHV�´QR�SHUVRQ�PD\�EULQJ�DQ�DFWLRQ�RU�RWKHU�SURFHHGLQJ
IRU�GDPDJHV�LQ�DQ\�FRXUW�RI�ODZ�DJDLQVW�DQ\�PHPEHU�RI�WKH�%RDUG�RI�'LUHFWRUV�µ��6XFK
SURWHFWLRQ�VKRXOG�DVVLVW�LQ�WKH�DSSRLQWPHQW�RI�TXDOLILHG�LQGLYLGXDOV�ZKR�PD\�RWKHUZLVH
KDYH�KDG�FRQFHUQV�DERXW�SHUVRQDO�OLDELOLW\���+RZHYHU��FDUH�PXVW�EH�WDNHQ�WR�HQVXUH�WKH
DEVHQFH�RI�OHJDO�OLDELOLW\�GRHV�QRW�UHVXOW�LQ�FRPSODFHQF\�WRZDUG�WKH�IXOILOPHQW�RI�%RDUG
UHVSRQVLELOLWLHV�

� %RDUG�RI�'LUHFWRUV�PHHWLQJV�DUH�UHJXODUO\�DWWHQGHG�E\�DOO�GLUHFWRUV�

� 1HZ�PHPEHUV�RI�WKH�%RDUG�UHFHLYH�DQ�RULHQWDWLRQ�WR�KHOS�WKHP�XQGHUVWDQG�WKH�:&%
DQG�LWV�RSHUDWLRQV��DV�ZHOO�DV�WR�FODULI\�WKHLU�UROH�DQG�UHVSRQVLELOLWLHV�DV�GLUHFWRUV���7KH\
DUH�DOVR�HQFRXUDJHG�WR�DWWHQG�WKH�$VVRFLDWLRQ�RI�:RUNHUV·�&RPSHQVDWLRQ�%RDUGV�RI
&DQDGD�&ROOHJH�GXULQJ�WKHLU�ILUVW�\HDU�RQ�WKH�%RDUG�

� 'LUHFWRUV�DUH�HQFRXUDJHG�WR�DWWHQG�DGGLWLRQDO�WUDLQLQJ�VHVVLRQV�DW�WKH�DQQXDO�FRQJUHVV
RI�WKH�$VVRFLDWLRQ�RI�:RUNHUV·�&RPSHQVDWLRQ�%RDUGV�RI�&DQDGD���,QGLYLGXDO�GLUHFWRUV
KDYH�DWWHQGHG�RWKHU�VHPLQDUV�DGGUHVVLQJ�PDWWHUV�RI�LPSRUWDQFH�WR�WKH�:&%�

� 7KHUH� DUH� UHJXODU� DQG� WLPHO\� XSGDWHV� SURYLGHG� E\� :&%� VWDII� RQ� WKH� ILQDQFLDO�
LQYHVWPHQW�DQG�SURJUDP�RSHUDWLRQV�RI�WKH�:&%��DQG�GLUHFWRUV�FDQ�DVN�TXHVWLRQV�WR
IXUWKHU�WKHLU�XQGHUVWDQGLQJ�RI�:&%�UHODWHG�LVVXHV��

� %RDUG�PHHWLQJV�DUH�KHOG�LQ�ORFDWLRQV�RXWVLGH�RI�+DOLID[�WZLFH�D�\HDU���7KHVH�PHHWLQJV
HQDEOH�GLUHFWRUV�WR�PHHW�ZLWK�ORFDO�VWDNHKROGHU�JURXSV��H�J���&KDPEHUV�RI�&RPPHUFH�
LQMXUHG�ZRUNHUV�JURXSV��DQG�WR�WRXU�IDFLOLWLHV�UHODWHG�WR�WKH�ZRUN�RI�WKH�:&%��H�J���D
IDFWRU\� RU� SK\VLRWKHUDS\� FHQWUH��� � 7KHVH� RFFDVLRQV� SURYLGH� GLUHFWRUV� ZLWK� DQ
XQGHUVWDQGLQJ�RI�LVVXHV�DQG�FRQFHUQV�DV�SHUFHLYHG�E\�WKH�LQGLYLGXDOV�GLUHFWO\�DIIHFWHG�
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5HFRPPHQGDWLRQV�IRU�,PSURYHPHQW

��� ,Q�FRQGXFWLQJ�RXU�H[DPLQDWLRQ�RI�WKH�JRYHUQDQFH�VWUXFWXUH�DQG�SURFHVVHV�RI�WKH�:&%
ZH�REVHUYHG�DUHDV�ZKHUH�JRYHUQDQFH�FRXOG�EH�VWUHQJWKHQHG���

� 7KH�SRVLWLRQ�RI�FKDLU�RI�WKH�%RDUG�KDV�EHHQ�YDFDQW�VLQFH�0D\��������7KH�GHSXW\�FKDLU
KDV� OHG� %RDUG� DQG� FRPPLWWHH�PHHWLQJV� VLQFH� WKDW� WLPH�� � 7KH� SRVLWLRQ� RI� FKDLU� LV
LPSRUWDQW�WR�WKH�%RDUG·V�IXQFWLRQLQJ�DQG�VKRXOG�EH�ILOOHG�E\�([HFXWLYH�&RXQFLO�DV�VRRQ
DV�SRVVLEOH�DIWHU�D�YDFDQF\�RFFXUV�

� 0HPEHUV�RI�WKH�%RDUG�RI�'LUHFWRUV�DUH�DSSRLQWHG�E\�2UGHU�LQ�&RXQFLO���$�JRDO�LQ
VHOHFWLQJ�QHZ�PHPEHUV�ZRXOG�EH�WR�HQVXUH�LQGLYLGXDOV�KDYH�WKH�QHFHVVDU\�NQRZOHGJH�
VNLOO�DQG�DELOLWLHV� WR� IXOILOO� WKHLU� UHVSRQVLELOLWLHV�DV�%RDUG�PHPEHUV�� �7KH�%RDUG�RI
'LUHFWRUV�FRXOG�DVVLVW�LQ�WKLV�SURFHVV�E\�SUHSDULQJ�D�GHVFULSWLRQ�RI�WKH�UHTXLUHPHQWV�DQG
UHVSRQVLELOLWLHV�RI�HDFK�%RDUG�SRVLWLRQ��FKDLU��GHSXW\�FKDLU�DQG�GLUHFWRU��DQG�SURYLGLQJ
WKH�GHVFULSWLRQV�WR�WKH�0LQLVWHU�UHVSRQVLEOH�IRU�WKH�:RUNHUV·�&RPSHQVDWLRQ�$FW���7KHVH
GHVFULSWLRQV�VKRXOG�DOVR�EH�SURYLGHG�WR�SURVSHFWLYH�PHPEHUV�WR�KHOS�WKHP�XQGHUVWDQG
WKH�UROH��UHVSRQVLELOLW\�DQG�WLPH�FRPPLWPHQW�RI�WKH�SRVLWLRQ�

� 7KH�:RUNHUV·�&RPSHQVDWLRQ�$FW�VWLSXODWHV�WKDW�GLUHFWRU�WHUPV�DUH�QRW�WR�H[FHHG�IRXU
\HDUV��DQG�WKDW�WKH�WHUP�RI�FKDLU�DQG�GHSXW\�FKDLU�QRW�H[FHHG�ILYH�\HDUV���'LUHFWRUV�
LQFOXGLQJ�WKH�FKDLU�DQG�GHSXW\�FKDLU��PD\�EH�UHDSSRLQWHG���+RZHYHU��GLUHFWRUV�DUH
FXUUHQWO\�EHLQJ�DSSRLQWHG�WR�VHUYH�WKUHH�\HDU�WHUPV���7KLV�WHUP�PD\�EH�UHDVRQDEOH�ZKHQ
D�GLUHFWRU�LV�EHLQJ�UHDSSRLQWHG��EXW�D�QHZ�GLUHFWRU�KDV�D�FRQVLGHUDEOH�OHDUQLQJ�FXUYH�WR
RYHUFRPH�EHIRUH�EHFRPLQJ�WRWDOO\�IDPLOLDU�ZLWK�DQG�HIIHFWLYH�LQ�KLV�KHU�RYHUVLJKW�UROH�
:KHQ�D�QHZ�GLUHFWRU�LV�EHLQJ�DSSRLQWHG��FRQVLGHUDWLRQ�VKRXOG�EH�JLYHQ�WR�WKH�PD[LPXP
WHUPV�SHUPLWWHG�E\�OHJLVODWLRQ�LI�WKLV�LV�DFFHSWDEOH�WR�WKH�SHUVRQ�EHLQJ�DVNHG�WR�MRLQ�WKH
%RDUG�

� 6HYHQ�RI� WKH�%RDUG·V� QLQH�PHPEHUV�ZLOO� KDYH� WKHLU� WHUP�H[SLUH� GXULQJ� WKH� SHULRG
'HFHPEHU����������WR�'HFHPEHU������������'LUHFWRU�WHUPV�VKRXOG�EH�VWDJJHUHG�WR�WKH
H[WHQW�SRVVLEOH�WR�HQDEOH�FRQWLQXLW\�RI�NQRZOHGJH�ZKHQ�%RDUG�WXUQRYHU�RFFXUV���$V
ZHOO��ZKHQ�QHZ�PHPEHUV�DUH�DSSRLQWHG��LW�LV�DGYDQWDJHRXV�WR�JLYH�VXIILFLHQW�DGYDQFH
QRWLFH�WR�HQDEOH�WKHP�WR�UHFHLYH�DQ�RULHQWDWLRQ�WR�WKH�:&%�DQG�LWV�LVVXHV�EHIRUH�WKHLU
WHUPV�RIILFLDOO\�EHJLQ�

� 7KHUH�LV�UHJXODU�PRQLWRULQJ�RI�WKH�SHUIRUPDQFH�RI�WKH�DGPLQLVWUDWLRQ�RI�WKH�:&%��EXW
WKHUH�KDV�EHHQ�QR�IRUPDO�HYDOXDWLRQ�RI�WKH�HIIHFWLYHQHVV�RI�LWV�JRYHUQDQFH�IXQFWLRQ���7KH
SHUIRUPDQFH�RI�WKH�%RDUG��DQG�RU�LQGLYLGXDO�GLUHFWRUV��VKRXOG�EH�HYDOXDWHG�RQ�D�UHJXODU
EDVLV���6SHFLILF�FULWHULD�VKRXOG�EH�GHYHORSHG�DJDLQVW�ZKLFK�SHUIRUPDQFH�FDQ�EH�DVVHVVHG
DQG�D�SROLF\�VKRXOG�EH�GHYHORSHG�RQ�KRZ�WKH�HYDOXDWLRQ�ZLOO�EH�DGPLQLVWHUHG��H�J���VHOI�
HYDOXDWLRQ��XVH�RI�FRQVXOWDQWV��

� 7KH�SHU�GLHPV�SDLG�WR�GLUHFWRUV�DUH�DXWKRUL]HG�E\�2UGHUV�LQ�&RXQFLO��ZKLFK�JHQHUDOO\
LQGLFDWH��WKDW�SD\PHQWV�DUH��WR�EH��PDGH�IRU�WLPH�VSHQW�DWWHQGLQJ�%RDUG�RU�FRPPLWWHH
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PHHWLQJV���7KH�DPRXQWV�SDLG�KDYH�QRW�FKDQJHG�LQ�PDQ\�\HDUV�DQG�%RDUG�PHPEHUV�DUH
QRW�DZDUH�RI�DQ\�UHYLHZ�RI�WKH�DSSURSULDWHQHVV�RI�WKH�DPRXQWV���$OVR��ZH�REVHUYHG�WKDW
%RDUG�SROLF\�SURYLGHV�IRU�SD\PHQW�RI�SHU�GLHPV�IRU�WLPH�VSHQW�RQ�%RDUG�EXVLQHVV�RWKHU
WKDQ�DWWHQGLQJ�PHHWLQJV��H�J���SUHSDULQJ�IRU�PHHWLQJV��DWWHQGLQJ�VHPLQDUV��WUDYHO����7KH
SROLF\�IRU�UHPXQHUDWLQJ�:&%�GLUHFWRUV�VKRXOG�EH�UHVHDUFKHG��XSGDWHG�LI�QHFHVVDU\��DQG
IRUPDOO\�DSSURYHG�E\�WKH�%RDUG�DQG�JRYHUQPHQW���$Q\�LQFRQVLVWHQFLHV�EHWZHHQ�SROLF\
DQG�2UGHUV�LQ�&RXQFLO�VKRXOG�EH�UHFWLILHG�

� 7KH� GLUHFWLYHV� JRYHUQLQJ� WKH� UHLPEXUVHPHQW� RI� GLUHFWRU� H[SHQVHV� DUH� FRQWDLQHG� LQ
VHYHUDO�SROLFLHV�DQG�JXLGHOLQHV���:H�IRXQG�VHYHUDO�PLQRU�GLVFUHSDQFLHV�LQ�RXU�UHYLHZ
RI� D� VDPSOH� RI� H[SHQVH� FODLPV�� ERWK� LQ� WHUPV� RI� PDWKHPDWLFDO� FRUUHFWQHVV� DQG
FRPSOLDQFH�ZLWK�SROLF\���:H�UHFRPPHQG�WKDW�GLUHFWRU�H[SHQVH�SROLF\�EH�FRQVROLGDWHG
LQWR� D� VLQJOH� FRPSUHKHQVLYH� GRFXPHQW�� DQG� WKDW� H[SHQVH� FODLPV� EH� JLYHQ� JUHDWHU
VFUXWLQ\�EHIRUH�SD\PHQW�WR�HQVXUH�PDWKHPDWLFDO�FRUUHFWQHVV�DQG�FRPSOLDQFH�ZLWK�%RDUG
SROLF\�

� 7R�HQVXUH�RSHQQHVV�DQG�IDLU�WUHDWPHQW�ZLWKLQ�WKH�%RDUG��D�VXPPDU\�RI�DOO�SD\PHQWV�WR
RU� RQ� EHKDOI� RI� WKH� &KLHI� ([HFXWLYH� 2IILFHU�� ([HFXWLYH� &RUSRUDWH� 6HFUHWDU\� DQG
LQGLYLGXDO�%RDUG�PHPEHUV�VKRXOG�EH�UHSRUWHG�WR�WKH�%RDUG�RQ�DW�OHDVW�DQ�DQQXDO�EDVLV�
7KH�VXPPDU\�VKRXOG�LWHPL]H�SD\PHQWV�DFFRUGLQJ�WR�ORJLFDO�W\SHV��VXFK�DV�VDODU\��SHU
GLHP�� H[SHQVHV�� WUDYHO� DGYDQFHV�� FKDUJHV� PDGH� GLUHFWO\� WR� WKH� :&%�� ZRUNHUV·
FRPSHQVDWLRQ�EHQHILWV��DQG�SD\�LQ�OLHX�RI�YDFDWLRQ�
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3XUSRVH�DQG�,QWHUHVWV�6HUYHG

��� (IIHFWLYH� JRYHUQDQFH� UHTXLUHV� GLUHFWRUV� ZKR� XQGHUVWDQG� WKHLU� SXUSRVH� DQG� ZKRVH
LQWHUHVWV�WKH\�UHSUHVHQW���)DFWRUV�WKDW�ZRXOG�IRVWHU�WKLV�FKDUDFWHULVWLF�LQFOXGH�DQ�DSSURSULDWH
PHWKRG�RI�DSSRLQWLQJ�GLUHFWRUV��JRRG�XQGHUVWDQGLQJ�E\�GLUHFWRUV�RI�WKH�UROH�DQG�UHVSRQVLELOLWLHV
RI�JRYHUQDQFH��DQG�VSHFLILF�SROLFLHV�RQ�WKH�GXWLHV�DQG�H[SHFWDWLRQV�RI�WKH�%RDUG��FRPPLWWHHV�
DQG�LQGLYLGXDO�GLUHFWRUV�

2EVHUYDWLRQV

��� 'XULQJ�RXU�DXGLW�RI�WKH�:RUNHUV·�&RPSHQVDWLRQ�%RDUG��ZH�REVHUYHG�WKH�IROORZLQJ
LQVWDQFHV�RI�JRRG�JRYHUQDQFH�VWUXFWXUH�RU�SUDFWLFH�

� %RDUG�PHPEHUV�DUH�DSSRLQWHG�E\�2UGHU�LQ�&RXQFLO���%RDUG�PHPEHUV�DQG�PDQDJHPHQW
DUH�QRW�LQYROYHG�LQ�VHOHFWLQJ�RWKHU�%RDUG�PHPEHUV�

� %RDUG�PHPEHUV�H[SUHVVHG�WR�XV�DQ�XQGHUVWDQGLQJ�DQG�DFFHSWDQFH�RI�WKHLU�UHVSRQVLELOLW\
IRU�PHHWLQJ�WKH�QHHGV�RI�:&%�FOLHQWV�ZKLOH�HQVXULQJ�HIIHFWLYH�IXQFWLRQLQJ�RI�WKH�:&%�

� 1R�PHPEHU�RI�:&%�PDQDJHPHQW�LV�D�*RYHUQRU�LQ�&RXQFLO�DSSRLQWHG�PHPEHU�RI�WKH
%RDUG�RI�'LUHFWRUV�RU�D�YRWLQJ�PHPEHU�RI�RQH�RI�LWV�FRPPLWWHHV��

� 'LUHFWRUV�KDYH�UHFHLYHG�WUDLQLQJ�RQ�JRYHUQDQFH�WKURXJK�WKH�$VVRFLDWLRQ�RI�:RUNHUV·
&RPSHQVDWLRQ�%RDUGV�RI�&DQDGD�DQG� WKH�&RQIHUHQFH�%RDUG�RI�&DQDGD�� DV�ZHOO� DV
SXEOLFDWLRQV�GHGLFDWHG�WR�JRYHUQDQFH�LVVXHV�

� %RDUG�SROLFLHV�DUH�UHYLHZHG�RQ�D�UHJXODU�EDVLV�DQG�GLUHFWRUV�KDYH�UHDG\�DFFHVV�WR�DOO
SROLFLHV�

� 'HFLVLRQV�RI�%RDUG�FRPPLWWHHV�PXVW�EH�UHFRPPHQGHG�WR�DQG�UDWLILHG�E\�WKH�IXOO�%RDUG�
�
� 7HUPV�RI�UHIHUHQFH�IRU�WZR�RI�WKH�WKUHH�VWDQGLQJ�FRPPLWWHHV�KDYH�EHHQ�GHYHORSHG�DQG

DSSURYHG�E\�WKH�%RDUG�

� 7KH�%RDUG� KDV� FUDIWHG� RUJDQL]DWLRQDO� EHOLHIV� DQG� RSHUDWLRQDO� SULQFLSOHV� WR� SURYLGH
GLUHFWLRQ�IRU�PHPEHUV�RI�WKH�%RDUG�DQG�VWDII�RI�WKH�:&%�

� $�FRQIOLFW�RI�LQWHUHVW�SROLF\�ZDV�DSSURYHG�E\�WKH�%RDUG�LQ������
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5HFRPPHQGDWLRQV�IRU�,PSURYHPHQW

��� ,Q�FRQGXFWLQJ�RXU�H[DPLQDWLRQ�RI�WKH�JRYHUQDQFH�VWUXFWXUH�DQG�SURFHVVHV�RI�WKH�:&%
ZH�REVHUYHG�DUHDV�ZKHUH�JRYHUQDQFH�FRXOG�EH�VWUHQJWKHQHG�

� %DVHG�RQ�RXU�VXUYH\�DQG�LQWHUYLHZ�RI�%RDUG�PHPEHUV��DQG�RXU�UHYLHZ�RI�%RDUG�UHODWHG
GRFXPHQWDWLRQ��ZH�REVHUYHG�WKDW�WKHUH�LV�VLJQLILFDQW�GLYHUJHQFH�RQ�PDQ\�LPSRUWDQW
LVVXHV�EHIRUH�WKH�%RDUG���0DQ\��LI�QRW�PRVW��LVVXHV�SHUWDLQ�WR�WKH�PDQQHU�LQ�ZKLFK�WKH
%RDUG�SHUIRUPV�LWV�JRYHUQDQFH�UROH���:KHUHDV�LW�LV�H[SHFWHG�WKDW�QRW�DOO�GLUHFWRUV�RQ�WKH
%RDUG� ZLOO� DJUHH� RQ� DOO� LVVXHV�� ZH� EHOLHYH� PDMRU� GLVDJUHHPHQWV� KDYH� QHJDWLYHO\
LPSDFWHG�WKH�SURGXFWLYLW\�RI�WKH�%RDUG���:H�UHFRPPHQG�WKDW�WKH�%RDUG�DGGUHVV�WKH
LVVXH�RI�%RDUG�FRKHVLYHQHVV�

� ,Q�WKH������$QQXDO�5HSRUW�RI�WKH�$XGLWRU�*HQHUDO�ZH�UHSRUWHG�WKDW�WKH�%RDUG�ZDV�LQ
WKH� LQLWLDO� VWDJHV� RI� GHYHORSLQJ� D� SURFHVV� WR� H[DPLQH� LWV� JRYHUQDQFH� VWUXFWXUH� DQG
SURFHVVHV�� � 6RPH� HIIRUWV� KDYH� EHHQ�PDGH� LQ� UHFHQW� \HDUV�� EXW� WKHUH� KDV� QRW� EHHQ
VLJQLILFDQW�SURJUHVV���&RPPHQWV�ZHUH�PDGH�WR�XV�DERXW�WKH�DSSURSULDWHQHVV�RI�ZDLWLQJ
IRU�WKH�DSSRLQWPHQW�RI�WKH�QHZ�FKDLU���7KH�%RDUG�VKRXOG�IRUPDOL]H��LQ�WKH�QHDU�IXWXUH�
LWV� JRYHUQDQFH� VWUXFWXUH� DQG� SURFHVVHV� DQG� SUHSDUH� %RDUG�OHYHO� SROLFLHV� RQ� WKH
UHVSHFWLYH�UHVSRQVLELOLWLHV�RI�WKH�%RDUG��FKDLU��GHSXW\�FKDLU��GLUHFWRUV��DV�ZHOO�DV�WKH
YDULRXV� FRPPLWWHHV�� � 6LQFH� WKHUH� LV� QR� LQGLFDWLRQ� RI� ZKHQ� D� QHZ� FKDLU� ZLOO� EH
DSSRLQWHG��ZH�VHH�QR�UHDVRQ�WR�IXUWKHU�GHOD\�WKLV�LPSRUWDQW�SURMHFW�

� $IWHU�WKH�%RDUG�IRUPDOO\�HVWDEOLVKHV�LWV�JRYHUQDQFH�VWUXFWXUH�DQG�SURFHVVHV��LW�VKRXOG
LPSOHPHQW�D�SURFHVV�WR�HQVXUH�WKH\�DUH�UHYLHZHG�DQG�XSGDWHG�RQ�D�UHJXODU�EDVLV�

� 7KH�*RYHUQDQFH�&RPPLWWHH�LV�WKH�RQO\�FRPPLWWHH�RI�WKH�%RDUG�ZKLFK�KDV�QRW�KDG�LWV
WHUPV�RI�UHIHUHQFH�DSSURYHG�E\�WKH�%RDUG���:H�UHFRPPHQG�WKLV�EH�GRQH�DV�VRRQ�DV
SRVVLEOH�

� $W�WKH�WLPH�RI�RXU�DXGLW�WKH�%RDUG�ZDV�FRPSULVHG�RI�D�GHSXW\�FKDLU��DQ�HTXDO�QXPEHU
RI�PHPEHUV�UHSUHVHQWLQJ�ODERXU�DQG�HPSOR\HUV��DV�ZHOO�DV�WZR�PHPEHUV�ZKR�UHSUHVHQW
WKH�SXEOLF�DW�ODUJH���7KH�UHSUHVHQWDWLYHV�RI�ODERXU�DQG�HPSOR\HUV�KDYH�YRWLQJ�ULJKWV�EXW
WKH�PHPEHUV� ¶DW�ODUJH·�GR�QRW�� �7KH�FKDLU��RU�GHSXW\�FKDLU� LI� VLWWLQJ�DV� FKDLU�RI� D
PHHWLQJ��PD\�YRWH�LQ�WKH�FDVH�RI�D�WLH�YRWH���$W�IXOO�FRPSOHPHQW��WKH�%RDUG�KDV�WHQ
PHPEHUV��RI�ZKLFK�RQO\�VL[�KDYH�UHJXODU�YRWLQJ�ULJKWV���:H�UHFRPPHQG�WKDW�WKH�%RDUG
H[DPLQH�YRWLQJ�ULJKWV�ZLWK�WKH�SXUSRVH�RI�PD[LPL]LQJ�HTXDOLW\�DPRQJ�PHPEHUV�LQ
DXWKRULW\�DQG�UHVSRQVLELOLW\���%HFDXVH�YRWLQJ�ULJKWV�DQG�%RDUG�PHPEHUVKLS�DUH�RXWVLGH
RI�WKH�FRQWURO�RI�WKH�%RDUG��UHFRPPHQGDWLRQV�VKRXOG�EH�IRUZDUGHG�WR�WKH�0LQLVWHU
UHVSRQVLEOH�IRU�WKH�:RUNHUV·�&RPSHQVDWLRQ�$FW�
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� &XUUHQWO\��WKH�GHSXW\�FKDLU�RI�WKH�%RDUG�VLWV�DV�FKDLU�RI�HDFK�RI�WKH�WKUHH�VWDQGLQJ
FRPPLWWHHV��DV�GLG�WKH�SDVW�FKDLU�EHIRUH�KLV�WHUP�H[SLUHG���,Q�RUGHU�WR�SURPRWH�JUHDWHU
SDUWLFLSDWLRQ�RI�GLUHFWRUV�LQ�WKH�JRYHUQDQFH�SURFHVV��ZH�UHFRPPHQG�FRQVLGHUDWLRQ�EH
JLYHQ�WR�DSSRLQWLQJ�RWKHU�%RDUG�PHPEHUV�DV�FRPPLWWHH�FKDLUV�

� 7KH�%RDUG·V�FRQIOLFW�RI�LQWHUHVW�SROLF\�ZDV�SUHSDUHG�LQ��������:H�QRWHG�WKDW�D�QXPEHU
RI�GLUHFWRUV�ZHUH�XQIDPLOLDU�ZLWK�WKH�H[LVWHQFH�RU�IRUP�RI�WKH�SROLF\���7KH�%RDUG�VKRXOG
UHYLHZ�WKH�SROLF\�DQG�HQVXUH�LW�LV�SURYLGHG�WR�DOO�QHZ�PHPEHUV�DV�VRRQ�DV�WKH\�MRLQ�WKH
%RDUG���)XUWKHU��FRQVLGHUDWLRQ�VKRXOG�EH�JLYHQ�WR�KDYLQJ�GLUHFWRUV�VWDWH�LQ�ZULWLQJ�HDFK
\HDU�ZKHWKHU�RU�QRW�WKH\�KDYH�DQ\�FRQIOLFWV�LPSDFWLQJ�WKHLU�UROH�DQG�UHVSRQVLELOLWLHV�DV
D�GLUHFWRU�RI�WKH�:&%�
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2EMHFWLYHV�DQG�6WUDWHJLHV

��� (IIHFWLYH�JRYHUQDQFH�UHTXLUHV�GLUHFWRUV�ZKR�XQGHUVWDQG�WKH�REMHFWLYHV�DQG�VWUDWHJLHV�RI
WKH�RUJDQL]DWLRQ�WKH\�JRYHUQ���)DFWRUV�WKDW�ZRXOG�IRVWHU�WKLV�FKDUDFWHULVWLF�LQFOXGH�DSSURSULDWH
GLVFXVVLRQ�DQG�DSSURYDO�RI�RUJDQL]DWLRQDO�PLVVLRQ��REMHFWLYHV�DQG�VWUDWHJLHV��DV�ZHOO�DV�UHJXODU
UHSRUWLQJ�E\�PDQDJHPHQW�RQ�RUJDQL]DWLRQDO�SHUIRUPDQFH�ZLWK�UHVSHFW�WR�LWV�VWUDWHJLF�SODQ��

2EVHUYDWLRQV

��� 'XULQJ�RXU�DXGLW�RI�WKH�:RUNHUV·�&RPSHQVDWLRQ�%RDUG��ZH�REVHUYHG�WKH�IROORZLQJ
LQVWDQFHV�RI�JRRG�JRYHUQDQFH�VWUXFWXUH�RU�SUDFWLFH�

� 7KH� %RDUG� KDV� JLYHQ� DSSURSULDWH� DWWHQWLRQ� WR� DQG� IRUPDOO\� DSSURYHG� WKH� PLVVLRQ
VWDWHPHQW�DQG�VWUDWHJLF�ORQJ�WHUP�EXVLQHVV�SODQ�RI�WKH�:&%�

� (DFK�\HDU��WKH�ORQJ�WHUP�EXVLQHVV�SODQ�LV�XSGDWHG�E\�PDQDJHPHQW�DQG�UHYLHZHG�DQG
DSSURYHG�E\�WKH�%RDUG��DORQJ�ZLWK�WKH�DQQXDO�EXGJHW���

� 7KH�$XGLW�DQG�)LQDQFH�&RPPLWWHH�DQG� WKH� IXOO�%RDUG�RI�'LUHFWRUV� UHFHLYH�UHJXODU
XSGDWHV�IURP�PDQDJHPHQW�RQ�WKH�LPSOHPHQWDWLRQ�DQG�DFKLHYHPHQW�RI�WKH�EXVLQHVV�SODQ
DQG�EXGJHW�

� 7KH�,QYHVWPHQW�&RPPLWWHH�DQG�WKH�IXOO�%RDUG�RI�'LUHFWRUV�UHFHLYH�UHJXODU�XSGDWHV�IURP
PDQDJHPHQW�RQ�WKH�:&%·V�LQYHVWPHQW�DFWLYLWLHV��

� 'LUHFWRUV�KDYH�DQ�RSSRUWXQLW\�WR�GHYHORS�D�JRRG�XQGHUVWDQGLQJ�RI�WKH�:&%�DQG�LWV
LVVXHV�WKURXJK�WKHLU�LQLWLDO�RULHQWDWLRQ��PDQDJHPHQW�SUHVHQWDWLRQV��EULHILQJ�PDWHULDOV�
DQG�DWWHQGDQFH�DW�LQGXVWU\�UHODWHG�VHPLQDUV�DQG�FRQIHUHQFHV��

5HFRPPHQGDWLRQV�IRU�,PSURYHPHQW

��� ,Q�FRQGXFWLQJ�RXU�H[DPLQDWLRQ�RI�WKH�JRYHUQDQFH�VWUXFWXUH�DQG�SURFHVVHV�RI�WKH�:&%
ZH�REVHUYHG�DUHDV�ZKHUH�JRYHUQDQFH�FRXOG�EH�VWUHQJWKHQHG�

� 7KH�:&%�PLVVLRQ�VWDWHPHQW��LQ�SDUW��VWDWHV�´7KH�PLVVLRQ�RI�WKH�:&%�LV�WR�FR�RUGLQDWH
WKH�ZRUNHUV·�FRPSHQVDWLRQ�V\VWHP���µ��6RPH�GLUHFWRUV�H[SUHVVHG�FRQFHUQ�DERXW�WKH
VWDWHPHQW�EHFDXVH�WKH\�GR�QRW�VHH�WKH�:&%�DV�EHLQJ�UHVSRQVLEOH�IRU�FR�RUGLQDWLQJ�WKH
ZKROH�V\VWHP�DQG�RWKHU�SDUWLFLSDQWV��VHH�SDUDJUDSK�����RQ�SDJH����KDYH�QRW�H[SUHVVHG
DJUHHPHQW�ZLWK�WKLV�UROH���:H�UHFRPPHQG�WKH�%RDUG�H[DPLQH�WKLV�LVVXH��LQ�FRQMXQFWLRQ
ZLWK�WKH�IROORZLQJ�UHFRPPHQGDWLRQ�
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� 7KH������5HSRUW�RI�WKH�$XGLWRU�*HQHUDO��&KDSWHU�����LQFOXGHV�D�UHSRUW�RQ�DQ�DXGLW�RI
WKH�:&%�FRQGXFWHG�E\�*UDQW�7KRUQWRQ�0DQDJHPHQW�&RQVXOWDQWV�RQ�EHKDOI�RI� WKH
$XGLWRU�*HQHUDO���2QH�UHFRPPHQGDWLRQ�RI�WKH�DXGLW��QXPEHU�����SDJH�����ZDV�WKDW
VWUDWHJLF�SODQQLQJ�HQFRPSDVV�WKH�ZKROH�ZRUNHUV·�FRPSHQVDWLRQ�V\VWHP��DQG�QRW�MXVW�LWV
LQGLYLGXDO�FRPSRQHQWV���6\VWHP�ZLGH�SODQQLQJ�RI�WKLV�QDWXUH�FRXOG�DGGUHVV�WKH�LVVXH�RI
WKH�:&%·V�PLVVLRQ�VWDWHPHQW�GLVFXVVHG�DERYH���)XUWKHU��WKH�:RUNHUV·�&RPSHQVDWLRQ
5HYLHZ�&RPPLWWHH������ILQDO�UHSRUW��SDJH������UHFRPPHQGV��LQ�SDUW�

$PHQG� WKH� DFW� WR� UHFRQVWLWXWH� WKH� ERDUG� RI� GLUHFWRUV� RI� WKH� :RUNHUV·
&RPSHQVDWLRQ�%RDUG�WR�KDYH�DOO� WKH�UHVSRQVLELOLWLHV�RI�WKH�FXUUHQW�ERDUG�RI
GLUHFWRUV� SOXV� JRYHUQLQJ� RYHUVLJKW� RI� WKH� 2FFXSDWLRQDO� +HDOWK� DQG� 6DIHW\
'LYLVLRQ�� :RUNHUV·� $GYLVHUV� 3URJUDP� DQG� :RUNHUV� &RPSHQVDWLRQ� $SSHDOV
7ULEXQDO���7KH�GHSXW\�PLQLVWHU�RI�(QYLURQPHQW�DQG�/DERXU�DQG�WKH�FKLHI�DSSHDOV
FRPPLVVLRQHU�DUH�WR�EH�DGGHG�DV�QRQ�YRWLQJ�PHPEHUV�RI�WKH�ERDUG�

:H� UHFRPPHQG� WKH� %RDUG�� LQ� FRQVXOWDWLRQ� ZLWK� JRYHUQPHQW� DQG� RWKHU� V\VWHP
SDUWLFLSDQWV��H[SORUH�ZD\V�RI�EHWWHU�FRRUGLQDWLQJ�DQG�SODQQLQJ�IRU��L�H���JRYHUQLQJ��WKH
ZKROH�ZRUNHUV·�KHDOWK��VDIHW\�DQG�FRPSHQVDWLRQ�V\VWHP�
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$SSURSULDWH�,QIRUPDWLRQ

���� (IIHFWLYH�JRYHUQDQFH�UHTXLUHV�GLUHFWRUV�ZKR�NQRZ�DQG�REWDLQ� WKH� LQIRUPDWLRQ� WKH\
UHTXLUH�WR�H[HUFLVH�WKHLU�UHVSRQVLELOLWLHV���)DFWRUV�WKDW�ZRXOG�IRVWHU�WKLV�FKDUDFWHULVWLF�LQFOXGH
D�JRRG�XQGHUVWDQGLQJ�RI�WKH�PDQGDWH�DQG�REMHFWLYHV�RI�WKH�RUJDQL]DWLRQ��DQ�XQGHUVWDQGLQJ�RI
KRZ� PDQDJHPHQW� FDQ� EHVW� UHSRUW� RQ� WKH� DFKLHYHPHQW� RI� REMHFWLYHV�� VHWWLQJ� VSHFLILF
UHTXLUHPHQWV� IRU� WKH� LQIRUPDWLRQ� WKDW�PDQDJHPHQW� LV� WR� SURYLGH� WR� GLUHFWRUV� WR� UHSRUW� RQ
RUJDQL]DWLRQDO�SHUIRUPDQFH��DQG�REWDLQLQJ�LQGHSHQGHQW�DVVXUDQFH�RQ�WKH�YHUDFLW\�RI�FHUWDLQ�RI
WKH�LQIRUPDWLRQ�SURYLGHG�

2EVHUYDWLRQV

���� 'XULQJ�RXU�DXGLW�RI�WKH�:RUNHUV·�&RPSHQVDWLRQ�%RDUG��ZH�REVHUYHG�WKH�IROORZLQJ
LQVWDQFHV�RI�JRRG�JRYHUQDQFH�VWUXFWXUH�RU�SUDFWLFH�

� 7KH�:&%�KDV�IRUPDO�REMHFWLYHV�ZKLFK�DUH�PRQLWRUHG�E\�WKH�%RDUG�XVLQJ�FRUSRUDWH
SHUIRUPDQFH�PHDVXUHV� DSSURYHG�E\� WKH�%RDUG�� �7KHVH�REMHFWLYHV� DQG�SHUIRUPDQFH
PHDVXUHV�DUH�LQFOXGHG�LQ�WKH�DQQXDO�UHSRUW�RI�WKH�:&%�

� 7KH�%RDUG�UHFHLYHV�XSGDWHV�IURP�PDQDJHPHQW�RQ�WKH�DFKLHYHPHQW�RI�WKH�EXVLQHVV�SODQ�
EXGJHW�DQG�LQYHVWPHQW�SODQ��DV�ZHOO�DV�RQ�FXUUHQW�LVVXHV��PDQDJHPHQW�RI�RUJDQL]DWLRQDO
ULVNV�DQG�HIIHFWLYHQHVV�RI�LQWHUQDO�FRQWURO�

� 7KH� %RDUG� KDV� D� IXOO�WLPH� ([HFXWLYH� &RUSRUDWH� 6HFUHWDU\� ZKR� LV� UHVSRQVLEOH� IRU
HQVXULQJ� WLPHO\� FRPPXQLFDWLRQ� EHWZHHQ� WKH� RUJDQL]DWLRQ� DQG� WKH� %RDUG�� � 0RVW
GLUHFWRUV�LQGLFDWHG�WKDW�WKHLU�LQIRUPDWLRQ�UHTXLUHPHQWV�DUH�PHW�EHLQJ�PHW�

� 'LUHFWRUV�GLVFXVV�DQG�FKDOOHQJH�LQIRUPDWLRQ�EHLQJ�SUHVHQWHG�E\�PDQDJHPHQW�DW�%RDUG
PHHWLQJV�

� 6WDQGLQJ�FRPPLWWHHV�UHJXODUO\�UHSRUW�WR�WKH�%RDUG�RQ�WKH�UHVXOWV�RI�GHOLEHUDWLRQV�DQG
VHHN�%RDUG�DSSURYDO�RI�GHFLVLRQV�PDGH�

� 7KH�LQWHUQDO�DXGLWRU�RI�WKH�:&%�DWWHQGV�PHHWLQJV�RI�WKH�$XGLW�DQG�)LQDQFH�&RPPLWWHH�
$XGLW�SODQV�DUH�UHYLHZHG�DQG�DSSURYHG�E\�WKH�FRPPLWWHH��DQG�DOO�UHSRUWV�RI�WKH�LQWHUQDO
DXGLWRU�DUH�UHYLHZHG�E\�WKH�FRPPLWWHH���

� 7KH�%RDUG�PHHWV�ZLWK�WKH�H[WHUQDO�DXGLWRUV�WR�GLVFXVV�WKH�UHVXOWV�RI�WKH�DQQXDO�ILQDQFLDO
VWDWHPHQW�DXGLW���7KH�$XGLW�DQG�)LQDQFH�&RPPLWWHH�PHHWV�ZLWK�WKH�H[WHUQDO�DXGLWRUV
HDUOLHU�LQ�WKH�\HDU�WR�GLVFXVV�DXGLW�SODQV���7KH�H[WHUQDO�DXGLWRU�UHSRUWV�WR�WKH�$XGLW�DQG
)LQDQFH�&RPPLWWHH�RQ�DXGLWRU�LQGHSHQGHQFH�LVVXHV�DQG�WKH�VFRSH�RI�DQ\�QRQ�DXGLW�ZRUN
WR�EH�SHUIRUPHG�
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� 7KH�$XGLW�DQG�)LQDQFH�&RPPLWWHH�SHULRGLFDOO\�FRQGXFWV�D�FRPSHWLWLRQ�WR�VHOHFW�D�ILUP
WR�DXGLW�WKH�:&%·V�DQQXDO�ILQDQFLDO�VWDWHPHQWV���7KH�FRPPLWWHH�UHFRPPHQGV�D�ILUP�WR
WKH�%RDUG�IRU�ILQDO�DSSURYDO�

� 7KH�%RDUG�KDV�LQYHVWPHQW�SROLFLHV�DQG�REMHFWLYHV�DQG�WKH�,QYHVWPHQW�&RPPLWWHH�PHHWV
SHULRGLFDOO\�ZLWK�LQYHVWPHQW�DGYLVRUV�DQG�IXQG�PDQDJHUV�WR�UHYLHZ�WKHLU�SHUIRUPDQFH
LQ�UHODWLRQ�WR�REMHFWLYHV�

5HFRPPHQGDWLRQV�IRU�,PSURYHPHQW

���� ,Q�FRQGXFWLQJ�RXU�H[DPLQDWLRQ�RI�WKH�JRYHUQDQFH�VWUXFWXUH�DQG�SURFHVVHV�RI�WKH�:&%
ZH�REVHUYHG�DUHDV�ZKHUH�JRYHUQDQFH�FRXOG�EH�VWUHQJWKHQHG�

� :H�QRWHG�VRPH�GLVVDWLVIDFWLRQ�DPRQJ�%RDUG�PHPEHUV�ZLWK�WKH�VLJQLILFDQW�DPRXQW�RI
WLPH�VSHQW�DQG�GHWDLO�SURYLGHG�E\�PDQDJHPHQW� LQ� WKHLU�SUHVHQWDWLRQV� WR� WKH�%RDUG�
7KHUH�ZHUH�DOVR�FRQFHUQV�H[SUHVVHG�DERXW�PDQDJHPHQW�VWDII�RWKHU�WKDQ�WKH�&(2�EHLQJ
SUHVHQW�IRU�VLJQLILFDQW�SRUWLRQV�RI�PHHWLQJV���7KH�%RDUG�VKRXOG�IRUPDOO\�HVWDEOLVK�WKH
W\SHV�DQG�H[WHQW�RI�LQIRUPDWLRQ�UHTXLUHG�DW�LWV�PHHWLQJV�DQG�SURYLGH�VSHFLILF�JXLGHOLQHV
WR�PDQDJHPHQW���,Q�DGGLWLRQ��WKH�%RDUG�VKRXOG�LGHQWLI\�ZKHQ�PDQDJHPHQW�VWDII�VKRXOG
EH�SUHVHQW�GXULQJ�%RDUG�PHHWLQJV�

� ,W�LV�LPSRUWDQW�WR�PDLQWDLQ�WKH�LQGHSHQGHQFH�RI�WKH�LQWHUQDO�DXGLW�IXQFWLRQ�IURP�WKH
SHUVRQV�ZKR�DUH�UHVSRQVLEOH�IRU�WKH�RSHUDWLRQV�DXGLWHG���7KH�LQWHUQDO�DXGLWRU�RI�WKH
:&%�UHSRUWV�WR�WKH�&KLHI�([HFXWLYH�2IILFHU���2QH�PHDQV�RI�HQVXULQJ�LQGHSHQGHQFH�RI
WKH�IXQFWLRQ�IURP�PDQDJHPHQW�ZRXOG�EH�WR�KDYH�WKH�LQWHUQDO�DXGLWRU�PDQDJHG�GLUHFWO\
E\�WKH�$XGLW�DQG�)LQDQFH�&RPPLWWHH���$Q�DOWHUQDWLYH�ZRXOG�EH�IRU�WKH�FRPPLWWHH�WR
URXWLQHO\� UHYLHZ� WKH� LQWHUQDO� DXGLWRU·V� MRE� UHVSRQVLELOLWLHV�� UHSRUWLQJ� UHODWLRQVKLSV�
SHUIRUPDQFH�HYDOXDWLRQV�DQG�UHPXQHUDWLRQ�VWUXFWXUH�WR�HQVXUH�WKH�LQWHUQDO�DXGLW�IXQFWLRQ
LV�SULPDULO\� DFFRXQWDEOH� WR� WKH�FRPPLWWHH� DQG� IXQFWLRQV� LQ� DV�REMHFWLYH�PDQQHU�DV
SRVVLEOH��
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$FW�WR�(QVXUH�(IIHFWLYHQHVV

���� (IIHFWLYH�JRYHUQDQFH�UHTXLUHV�GLUHFWRUV�ZKR��RQFH�LQIRUPHG��DUH�SUHSDUHG�WR�DFW�WR
HQVXUH�WKH�RUJDQL]DWLRQ·V�REMHFWLYHV�DUH�PHW�DQG�WKDW�SHUIRUPDQFH�LV�VDWLVIDFWRU\���)DFWRUV�WKDW
ZRXOG�IRVWHU�WKLV�FKDUDFWHULVWLF�LQFOXGH�GLUHFWRUV�DVNLQJ�TXHVWLRQV�WR�XQGHUVWDQG�LVVXHV�EHLQJ
GLVFXVVHG�� PDNLQJ� GHFLVLRQV� EDVHG� RQ� WKH� LQIRUPDWLRQ� UHSRUWHG� DQG� WKH� ZHOIDUH� RI� WKH
RUJDQL]DWLRQ� DQG� LWV� VWDNHKROGHUV�� DQG� HYDOXDWLQJ� WKH� SHUIRUPDQFH�RI� WKH�&KLHI�([HFXWLYH
2IILFHU�RQ�D�UHJXODU�EDVLV�

2EVHUYDWLRQV

���� 'XULQJ�RXU�DXGLW�RI�WKH�:RUNHUV·�&RPSHQVDWLRQ�%RDUG��ZH�REVHUYHG�WKH�IROORZLQJ
LQVWDQFHV�RI�JRRG�JRYHUQDQFH�VWUXFWXUH�RU�SUDFWLFH�

� 7KH�QXPEHU�RI�GLUHFWRUV�DSSRLQWHG�WR�JRYHUQ�WKH�:&%�DSSHDUV�UHDVRQDEOH�

� 'LUHFWRUV�H[SUHVV�D�FOHDU�XQGHUVWDQGLQJ�RI�WKH�LQWHUHVWV�WKH\�VHUYH�

� 7KH� %RDUG� JLYHV� D� UHDVRQDEOH� DPRXQW� RI� WLPH� WR� LWV� JRYHUQDQFH� UHVSRQVLELOLWLHV�
0HHWLQJV�VSDQQHG����GD\V�LQ�FDOHQGDU�\HDU������

� 'LUHFWRUV�DUH�DEOH�WR�UHTXHVW�DQ�LWHP�EH�SXW�RQ�IXWXUH�%RDUG�DJHQGDV�E\�FRQWDFWLQJ�WKH
FKDLU��&(2�RU�([HFXWLYH�&RUSRUDWH�6HFUHWDU\���7KH�%RDUG�VHWV�DQ�DQQXDO�DJHQGD��L�H��
D�VFKHGXOH�RI�VLJQLILFDQW�WRSLFV�DQG�WKH�GDWHV�RI�WKH�PHHWLQJV�LQ�ZKLFK�WKH\�ZLOO�EH
GLVFXVVHG��DQG�PRQLWRUV�SURJUHVV�DJDLQVW�LW���,WHPV�QRW�FRPSOHWHG�DUH�FDUULHG�IRUZDUG
RQ�WKH�DJHQGD�

� 7KH� %RDUG� GHDOV� ZLWK� LVVXHV� VXFK� DV� VWUDWHJLF� SODQQLQJ�� SROLF\� GHYHORSPHQW� DQG
SHUIRUPDQFH�PRQLWRULQJ��EXW�GRHV�QRW�EHFRPH�LQYROYHG�LQ�GD\�WR�GD\�PDQDJHPHQW�OHYHO
GHFLVLRQV�

� 7KH�%RDUG�VHWV�DQQXDO�SHUIRUPDQFH�REMHFWLYHV�IRU�WKH�&KLHI�([HFXWLYH�2IILFHU�DQG�WKHUH
LV�D�IRUPDO�SURFHVV�IRU�WKH�HYDOXDWLRQ�RI�WKH�&(2·V�SHUIRUPDQFH�E\�WKH�%RDUG�HDFK
\HDU�

5HFRPPHQGDWLRQV�IRU�,PSURYHPHQW

���� ,Q�FRQGXFWLQJ�RXU�H[DPLQDWLRQ�RI�WKH�JRYHUQDQFH�VWUXFWXUH�DQG�SURFHVVHV�RI�WKH�:&%
ZH�REVHUYHG�DUHDV�ZKHUH�JRYHUQDQFH�FRXOG�EH�VWUHQJWKHQHG�

� 7KH� %RDUG·V� SKLORVRSK\� LV� WR� DWWHPSW� WR� DUULYH� DW� FRQVHQVXV� RQ� LVVXHV�� DQG� DV� D
FRQVHTXHQFH��LW�FRQGXFWV�IRUPDO�YRWHV�RQ�D�OLPLWHG�QXPEHU�RI�LVVXHV���+RZHYHU��ZH
EHOLHYH�WKH�PLQXWHV�RI�%RDUG�DQG�FRPPLWWHH�PHHWLQJV�GR�QRW�DGHTXDWHO\�GRFXPHQW�DOO
RI�WKH�VLJQLILFDQW�GHOLEHUDWLRQV�DQG�GHFLVLRQV�RI�WKH�%RDUG���:H�UHFRPPHQG�WKDW�PLQXWHV
EH�HQKDQFHG�WR�SURYLGH�D�UHFRUG�RI�DOO�LPSRUWDQW�GHOLEHUDWLRQV��ZKHWKHU�RU�QRW�D�YRWH
RFFXUV�RU�D�FRQVHQVXV�GHFLVLRQ�LV�PDGH�
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� 7KH� %RDUG� DQG� FRPPLWWHHV� UHJXODUO\� KROG� LQ�FDPHUD� VHVVLRQV� WR� GLVFXVV� VHQVLWLYH
PDWWHUV���1R�PLQXWHV�RU�RWKHU�UHFRUGV�DUH�PDLQWDLQHG�IRU�WKHVH�VHVVLRQV���:H�EHOLHYH
WKHUH�LV�D�QHHG�IRU�WKH�%RDUG�DQG�LWV�FRPPLWWHHV�WR�GHPRQVWUDWH�GXH�GLOLJHQFH�DW�DOO
PHHWLQJV�� DQG� WKDW� SULYDF\� GRHV� QRW� SUHFOXGH� UHFRUG� NHHSLQJ�� �0LQXWHV� VKRXOG� EH
SURGXFHG�IRU�LQ�FDPHUD�PHHWLQJV�

� 7KH�VHWWLQJ�DQG�DSSURYDO�RI�WKH�%RDUG·V�DJHQGD�LV�JHQHUDOO\�GRQH�RXWVLGH�RI�%RDUG
PHHWLQJV���0DQ\��LI�QRW�PRVW��JRYHUQDQFH�ERGLHV�VHHN�DFFHSWDQFH�RI�DQ�DJHQGD�IURP
WKH�ZKROH�ERG\�VR�WKDW�WKHUH�LV�ZLGH�SDUWLFLSDWLRQ�LQ�GHFLGLQJ�ZKLFK�LVVXHV�FRPH�EHIRUH
WKH� JURXS�� � ,Q� RXU� RSLQLRQ�� WKH� %RDUG� VKRXOG� IRUPDOO\� DSSURYH� LWV� DJHQGD� DW� WKH
EHJLQQLQJ�RI�HDFK�PHHWLQJ�DQG��DV�D�URXWLQH�SUDFWLFH��HQDEOH�GLUHFWRUV�WR�UHTXHVW�WKDW
WKH�%RDUG�FRQVLGHU�LWHPV�IRU�DGGLWLRQ�WR�WKH�DJHQGD��HLWKHU�IRU�WKH�FXUUHQW�RU�IXWXUH
PHHWLQJV���:H�EHOLHYH�WKH�VDPH�SURFHVV�VKRXOG�EH�XVHG�IRU�FRPPLWWHH�PHHWLQJV�

� $OWKRXJK� WKHUH� DUH� GRFXPHQWHG� SHUIRUPDQFH� H[SHFWDWLRQV� IRU� WKH� &KLHI� ([HFXWLYH
2IILFHU��WKHUH�LV�QRWKLQJ�GHVFULELQJ�WKH�SRVLWLRQ·V�UROHV�DQG�UHVSRQVLELOLWLHV�ZLWK�UHVSHFW
WR�WKH�%RDUG�DQG�WKH�JRYHUQDQFH�IXQFWLRQ���7KHVH�UROHV�DQG�UHVSRQVLELOLWLHV�VKRXOG�EH
GHWHUPLQHG��GRFXPHQWHG�DQG�DJUHHG�WR�E\�ERWK�WKH�&(2�DQG�WKH�%RDUG���7KLV�VKRXOG
LQFOXGH�D�FOHDU�XQGHUVWDQGLQJ�RI�WKH�UROH�RI�WKH�&(2�ZLWK�UHVSHFW�WR�GLVFXVVLQJ�LVVXHV
ZLWK�LQGLYLGXDO�GLUHFWRUV��GXULQJ�DQG�RU�RXWVLGH�RI�%RDUG�PHHWLQJV��ZKLOH�WKH�LVVXHV�DUH
XQGHU�GHOLEHUDWLRQ�E\�WKH�%RDUG�

� :H�IRXQG�WKDW�DOO�%RDUG�PHPEHUV�KDG�D�JHQHUDO�XQGHUVWDQGLQJ�RI�WKH�UHPXQHUDWLRQ
SDFNDJH�IRU�WKH�FXUUHQW�&KLHI�([HFXWLYH�2IILFHU��EXW�PDQ\�KDG�QRW�VHHQ�WKH�FRQWUDFW�RU
ZHUH�QRW�DZDUH�RI�DOO�RI�WKH�GHWDLOV�DW�WKH�WLPH�RI�RXU�DXGLW���7KH�WHUPV�DQG�FRQGLWLRQV
RI�WKH�&(2·V�HPSOR\PHQW�DUH�FXUUHQWO\�XQGHU�UHYLHZ�E\�WKH�*RYHUQDQFH�&RPPLWWHH�
2QFH�ILQDOL]HG�DQG�DJUHHG�WR�E\�ERWK�WKH�&(2�DQG�WKH�%RDUG��DOO�GLUHFWRUV��LQFOXGLQJ
QHZ�PHPEHUV�LQ�WKH�IXWXUH��VKRXOG�EH�PDGH�DZDUH�RI�WKH�WHUPV�DQG�FRQGLWLRQV�RI�WKH
&(2·V�HPSOR\PHQW�

� :H�GLG�QRW�REVHUYH�D�IRUPDO�DSSURDFK�WR�VXFFHVVLRQ�SODQQLQJ�IRU�WKH�SRVLWLRQ�RI�&KLHI
([HFXWLYH� 2IILFHU�� � :H� UHFRPPHQG� WKDW� WKH� %RDUG� GHYHORS� D� GHVFULSWLRQ� RI� WKH
TXDOLILFDWLRQV� UHTXLUHG� IRU� WKH� &(2� SRVLWLRQ�� DQG� HVWDEOLVK� SURFHGXUHV� IRU� WKH
UHFUXLWPHQW�DQG�VHOHFWLRQ�RI�D�QHZ�&(2�ZKLFK�FDQ�EH�LPSOHPHQWHG�LI�D�YDFDQF\�RFFXUV�
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$FFRXQWDELOLW\�2EOLJDWLRQV

���� (IIHFWLYH�JRYHUQDQFH�UHTXLUHV�GLUHFWRUV�ZKR�IXOILO�WKHLU�DFFRXQWDELOLW\�REOLJDWLRQV�WR
WKRVH�ZKRVH�LQWHUHVWV�WKH\�UHSUHVHQW�E\�UHSRUWLQJ�RQ�WKHLU�RUJDQL]DWLRQ·V�SHUIRUPDQFH���)DFWRUV
WKDW�ZRXOG�IRVWHU� WKLV�FKDUDFWHULVWLF� LQFOXGH�GLUHFWRUV�GHOLEHUDWLQJ�DERXW� WKH�PRVW�HIIHFWLYH
PHDQV�RI�UHSRUWLQJ�RQ�WKH�SHUIRUPDQFH�RI�WKH�RUJDQL]DWLRQ��XQGHUVWDQGLQJ�ZKRVH�LQWHUHVWV�WKH\
VHUYH�DQG�WR�ZKRP�WKH\�DUH�DFFRXQWDEOH��DQG�SURYLGLQJ�WLPHO\��UHOHYDQW�DQG�DFFXUDWH�UHSRUWLQJ
WR�WKHVH�LQGLYLGXDOV�DQG�JURXSV�

2EVHUYDWLRQV

���� 'XULQJ�RXU�DXGLW�RI�WKH�:RUNHUV·�&RPSHQVDWLRQ�%RDUG��ZH�REVHUYHG�WKH�IROORZLQJ
LQVWDQFHV�RI�JRRG�JRYHUQDQFH�VWUXFWXUH�RU�SUDFWLFH�

� 7KH�%RDUG�KDV�D�IRUPDO�SROLF\�IRU�FRPPXQLFDWLQJ�WR�VWDNHKROGHUV�

� 7KH�%RDUG�SURYLGHV�DSSURSULDWH�FKDOOHQJH� WR� WKH� LQIRUPDWLRQ�EHLQJ� LQFOXGHG�LQ� WKH
DQQXDO�UHSRUW�DQG�SURYLGHV�ILQDO�DSSURYDO�EHIRUH�UHOHDVH�

� 7KH�DQQXDO�UHSRUW�RI�WKH�:&%�LV�SURGXFHG�DSSUR[LPDWHO\�WKUHH�PRQWKV�DIWHU�\HDU�HQG
DQG�LV�DYDLODEOH�WR�DQ\RQH�ZKR�UHTXHVWV�D�FRS\�RU�YLVLWV�WKH�:&%·V�ZHE�VLWH���7KH
UHSRUW�LV�FRPSUHKHQVLYH�DQG�LQFOXGHV�ILQDQFLDO�DQG�QRQ�ILQDQFLDO�SHUIRUPDQFH�PHDVXUHV�

� 7KH�DQQXDO�ILQDQFLDO�VWDWHPHQWV�RI�WKH�:&%�DUH�DXGLWHG�DQG�LQFOXGHG�LQ�WKH�DQQXDO
UHSRUW�

� 6HQLRU�PDQDJHPHQW�FRPSHQVDWLRQ�DQG�SHU�GLHP�SD\PHQWV�WR�GLUHFWRUV�DUH�GLVFORVHG�LQ
WKH�:&%·V������DQQXDO�UHSRUW��LQ�D�QRWH�WR�WKH�ILQDQFLDO�VWDWHPHQWV�

� $�VLJQLILFDQW�DPRXQW�RI�SODQQLQJ��SHUIRUPDQFH�DQG�RWKHU�LQIRUPDWLRQ�FDQ�EH�DFFHVVHG
WKURXJK�WKH�:&%·V�ZHE�VLWH�

� 7KHUH� DUH� UHJXODU�PHHWLQJV� RI� WKH� FKDLU� DQG�&(2� RI� WKH�:&%�ZLWK� WKH�0LQLVWHU
UHVSRQVLEOH�IRU�WKH�:RUNHUV·�&RPSHQVDWLRQ�$FW�

5HFRPPHQGDWLRQV�IRU�,PSURYHPHQW

���� ,Q�FRQGXFWLQJ�RXU�H[DPLQDWLRQ�RI�WKH�JRYHUQDQFH�VWUXFWXUH�DQG�SURFHVVHV�RI�WKH�:&%
ZH�REVHUYHG�DUHDV�ZKHUH�JRYHUQDQFH�FRXOG�EH�VWUHQJWKHQHG�

� *HQHUDOO\��%RDUG�PHPEHUV�FLWHG�WKH�VDPH�VWDNHKROGHUV�ZKHQ�DVNHG�DERXW�WKH�%RDUG·V
DFFRXQWDELOLW\��DQG�JRYHUQPHQW�ZDV�DOZD\V�FLWHG���+RZHYHU��QHZ�OHJLVODWLRQ�LQ�����
FRPSOLFDWHG� WKH�:&%·V�DFFRXQWDELOLW\� WR�JRYHUQPHQW�E\�FODVVLI\LQJ� WKH�:&%�DV�D
JRYHUQPHQW�DJHQF\�ZKLFK�PXVW�SUHVHQW�LWV�EXVLQHVV�SODQ�DQG�EXGJHW�WR�JRYHUQPHQW·V
7UHDVXU\�DQG�3ROLF\�%RDUG�IRU�DSSURYDO���7KH�%RDUG·V�DFFRXQWDELOLW\�UHODWLRQVKLS�LV
QRZ�VSOLW�EHWZHHQ�WKH�0LQLVWHU�UHVSRQVLEOH�IRU�WKH�:RUNHUV·�&RPSHQVDWLRQ�$FW�DQG�D
FRPPLWWHH�RI�WKH�([HFXWLYH�&RXQFLO��L�H���7UHDVXU\�DQG�3ROLF\�%RDUG����:H�UHFRPPHQG
WKH�%RDUG�PHHW�ZLWK�VHQLRU�JRYHUQPHQW�RIILFLDOV�WR�FODULI\�LWV�UHSRUWLQJ�UHODWLRQVKLS�ZLWK
JRYHUQPHQW�
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� 7KH� ����� DQQXDO� UHSRUW� RI� WKH� :&%� LQFOXGHG� D� QXPEHU� RI� JUDSKV� SRUWUD\LQJ
SHUIRUPDQFH�LQ�YDULRXV�DUHDV�RI�:&%�RSHUDWLRQV���0DQ\�RI�WKH�JUDSKV�FRQWDLQHG�DQ
LQGLFDWLRQ�RI�WKH�RUJDQL]DWLRQ·V�SHUIRUPDQFH�WDUJHW���7KH������DQQXDO�UHSRUW�FRQWDLQV
SHUIRUPDQFH� LQIRUPDWLRQ� LQ� WKH� IRUP�RI�JUDSKV��EXW�GRHV�QRW� LQFOXGH�SHUIRUPDQFH
WDUJHWV���,Q�DGGLWLRQ��WKHUH�LV�OLWWOH�GLVFXVVLRQ�LQ�WKH������DQQXDO�UHSRUW�RI�WKH�UHDVRQV
IRU� FKDQJHV� LQ� QRQ�ILQDQFLDO� SHUIRUPDQFH�� � :H� UHFRPPHQG� WKDW� WKH� SUDFWLFH� RI
SUHVHQWLQJ�SHUIRUPDQFH�WDUJHWV�LQ�DQQXDO�UHSRUWV�EH�UHVXPHG��DQG�WKDW�WKHUH�EH�PRUH
GLVFXVVLRQ�RI�SHUIRUPDQFH�WUHQGV�DQG�WKH�VXFFHVV�RI�WKH�%RDUG�LQ�PHHWLQJ�WDUJHWV�

� 7KH�DQQXDO�UHSRUW�RI�WKH�:&%�FRQWDLQV�D�VHFWLRQ�RQ�JRYHUQDQFH�LQ�ZKLFK�WKH�PDQGDWH�
VWUXFWXUH�DQG�FRPSRVLWLRQ�RI�WKH�%RDUG�RI�'LUHFWRUV�DUH�GHVFULEHG���:H�UHFRPPHQG�WKH
LQIRUPDWLRQ� SUHVHQWHG� LQ� WKH� DQQXDO� UHSRUW� EH� H[SDQGHG� WR� GLVFORVH� PRUH� RI� WKH
JRYHUQDQFH�SUDFWLFHV�RI�WKH�:&%���&RQVLGHUDWLRQ�VKRXOG�EH�JLYHQ�WR�VXPPDUL]LQJ�WKH
PDMRU�DSSURYDOV�UHTXLUHG�RI� WKH�%RDUG��H�J���DSSURYDO�RI�DQQXDO�EXVLQHVV�SODQ�DQG
EXGJHW���WHUPV�RI�UHIHUHQFH�DQG�PHPEHUVKLS�RI�FRPPLWWHHV��SUDFWLFHV�IRU�DVVHVVLQJ
%RDUG�RI�'LUHFWRUV·�SHUIRUPDQFH��DQG�PHDVXUHV�IRU�UHFHLYLQJ�VWDNHKROGHU�IHHGEDFN�
$OVR��WKHUH�VKRXOG�EH�D�FURVV�UHIHUHQFH�WR�ZKHUH�LQIRUPDWLRQ�RQ�UHPXQHUDWLRQ�RI�%RDUG
PHPEHUV�LV�SUHVHQWHG�LQ�WKH�DQQXDO�UHSRUW�
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9���&21&/8',1*�5(0$5.6

��� :H� IRXQG� WKDW� WKH� :RUNHUV·� &RPSHQVDWLRQ� %RDUG� RI� 1RYD� 6FRWLD� KDV� D� IRUPDO
JRYHUQDQFH�IXQFWLRQ�ZKLFK�SOD\V�DQ�DFWLYH�UROH�LQ�GLUHFWLQJ�WKH�RUJDQL]DWLRQ·V�RSHUDWLRQV�
��
��� 7KHUH�LV�DSSURSULDWH�DWWHQWLRQ�WR�WKH�GHYHORSPHQW�RI�NQRZOHGJH�DQG�VNLOOV�DPRQJ�%RDUG
PHPEHUV�DQG�WKHUH�DSSHDUV�WR�EH�JRRG�FRPPLWPHQW�E\�PHPEHUV�WR�WKH�ZRUN�RI�WKH�%RDUG�
0RUH�DWWHQWLRQ�QHHGV�WR�EH�JLYHQ�WR�DSSRLQWPHQW�DQG�UHPXQHUDWLRQ�RI�%RDUG�PHPEHUV�DQG
HYDOXDWLRQ�RI�WKH�HIIHFWLYHQHVV�RI�WKH�%RDUG�LQ�IXOILOOLQJ�LWV�JRYHUQDQFH�UHVSRQVLELOLWLHV�

��� %RDUG�PHPEHUV�KDYH�D�JRRG�XQGHUVWDQGLQJ�RI�WKHLU�SXUSRVH�DQG�WKH�LQWHUHVWV�WKH\�VHUYH�
+RZHYHU��WKHUH�QHHGV�WR�EH�PRUH�DWWHQWLRQ�JLYHQ�WR�GHILQLQJ�WKH�JRYHUQDQFH�SUDFWLFHV�WKH�%RDUG
ZLVKHV�WR�IROORZ���

��� 7KH�%RDUG�LV�LQYROYHG�LQ�GHYHORSLQJ�REMHFWLYHV�DQG�VWUDWHJLHV�IRU�WKH�:&%���+RZHYHU�
WKHUH�DUH�VHYHUDO�JURXSV�LQYROYHG�LQ�WKH�ZRUNHUV·�FRPSHQVDWLRQ�V\VWHP�LQ�DGGLWLRQ�WR�WKH�:&%
DQG�ZH�VHH�D�QHHG�IRU�SODQQLQJ�DQG�FRRUGLQDWLRQ�IRU�WKH�ZKROH�V\VWHP�

��� %RDUG�PHPEHUV�UHFHLYH�D�ODUJH�DPRXQW�RI�SHUIRUPDQFH�DQG�RWKHU�LQIRUPDWLRQ�WR�KHOS
WKHP�LQ�WKHLU�GHOLEHUDWLRQV��DQG�WKHUH�DUH�DXGLW�IXQFWLRQV�WR�SURYLGH�DVVXUDQFH�RQ�LQIRUPDWLRQ
UHFHLYHG�� �+RZHYHU�� WKHUH� LV� D� QHHG� WR� EHWWHU� GHILQH� WKH� H[DFW� W\SHV�� H[WHQW� DQG� IRUP�RI
LQIRUPDWLRQ�GLUHFWRUV�UHFHLYH�IURP�PDQDJHPHQW��DQG�WR�LPSURYH�PRQLWRULQJ�RI�WKH�LQWHUQDO
DXGLW�IXQFWLRQ�

��� 7KH�%RDUG�RI�'LUHFWRUV�KDV�SUDFWLFHV�WR�SURPRWH�HIIHFWLYHQHVV�LQ�GLUHFWLQJ�WKH�EXVLQHVV
RI�WKH�:&%��DQG�FRPPLWV�UHDVRQDEOH�DPRXQWV�RI�WLPH�WR�WKLV�UHVSRQVLELOLW\���7KHUH�LV�URRP
IRU�LPSURYHPHQW�LQ�WKH�GRFXPHQWLQJ�RI�%RDUG�DQG�FRPPLWWHH�PHHWLQJV�DQG�WKH�IRUPDOL]LQJ�RI
WKH�UROH��UHVSRQVLELOLWLHV�DQG�HPSOR\PHQW�WHUPV�RI�WKH�&(2���

��� 7KH� %RDUG� IXOILOV� LWV� DFFRXQWDELOLW\� UHVSRQVLELOLWLHV� WKURXJK� WKH� SURYLVLRQ� RI
FRPSUHKHQVLYH� UHSRUWV� WR� LWV� VWDNHKROGHUV�� �:H� UHFRPPHQGHG�PRUH� DWWHQWLRQ�EH�JLYHQ� WR
JRYHUQDQFH�PDWWHUV�DQG�SHUIRUPDQFH�WDUJHWV�DQG�DFFRPSOLVKPHQWV�LQ�WKH�:&%·V�DQQXDO�UHSRUW�
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$SSHQGL[��

6XPPDU\�RI�5HFRPPHQGDWLRQV

.QRZOHGJH��$ELOLW\�DQG�&RPPLWPHQW

�� 7KH�SRVLWLRQ�RI�FKDLU�VKRXOG�EH�ILOOHG�E\�([HFXWLYH�&RXQFLO�DV�VRRQ�DV�SRVVLEOH�DIWHU�D
YDFDQF\�RFFXUV�

�� 7KH�%RDUG�VKRXOG�SUHSDUH�D�GHVFULSWLRQ�RI�WKH�UHTXLUHPHQWV�DQG�UHVSRQVLELOLWLHV�RI�HDFK
%RDUG�SRVLWLRQ��FKDLU��GHSXW\�FKDLU�DQG�GLUHFWRU��DQG�SURYLGH�WKH�GHVFULSWLRQV�WR�WKH�0LQLVWHU
UHVSRQVLEOH�IRU�WKH�:RUNHUV·�&RPSHQVDWLRQ�$FW���7KH�%RDUG�VKRXOG�SURYLGH�GHVFULSWLRQV�WR
SURVSHFWLYH�PHPEHUV�WR�KHOS�WKHP�XQGHUVWDQG�WKH�UROH��UHVSRQVLELOLWLHV�DQG�WLPH�FRPPLWPHQW
RI�WKH�SRVLWLRQ�

�� :KHQ�D�QHZ�GLUHFWRU�LV�EHLQJ�DSSRLQWHG��JRYHUQPHQW�VKRXOG�JLYH�FRQVLGHUDWLRQ�WR�WKH
PD[LPXP�WHUPV�SHUPLWWHG�E\�OHJLVODWLRQ�LI�WKLV�LV�DFFHSWDEOH�WR�WKH�SHUVRQ�EHLQJ�DVNHG�WR�MRLQ
WKH�%RDUG�

�� 'LUHFWRU� WHUPV� VKRXOG� EH� VWDJJHUHG� WR� WKH� H[WHQW� SRVVLEOH� WR� HQDEOH� FRQWLQXLW\� RI
NQRZOHGJH�ZKHQ�%RDUG�WXUQRYHU�RFFXUV���:KHQ�QHZ�PHPEHUV�DUH�DSSRLQWHG��VXIILFLHQW�DGYDQFH
QRWLFH�VKRXOG�EH�SURYLGHG�WR�HQDEOH�WKHP�WR�UHFHLYH�DQ�RULHQWDWLRQ�WR�WKH�:&%�DQG�LWV�LVVXHV
EHIRUH�WKHLU�WHUPV�RIILFLDOO\�EHJLQ�

�� 3HUIRUPDQFH�RI�WKH�%RDUG��DQG�RU�LQGLYLGXDO�GLUHFWRUV��VKRXOG�EH�HYDOXDWHG�RQ�D�UHJXODU
EDVLV���6SHFLILF�FULWHULD�VKRXOG�EH�GHYHORSHG�DJDLQVW�ZKLFK�SHUIRUPDQFH�FDQ�EH�DVVHVVHG�DQG
D�SROLF\�VKRXOG�EH�GHYHORSHG�RQ�KRZ�WKH�HYDOXDWLRQ�ZLOO�EH�DGPLQLVWHUHG��H�J���VHOI�HYDOXDWLRQ�
XVH�RI�FRQVXOWDQWV��

�� 7KH�SROLF\�IRU�UHPXQHUDWLQJ�:&%�GLUHFWRUV�VKRXOG�EH�UHVHDUFKHG��XSGDWHG�LI�QHFHVVDU\�
DQG�IRUPDOO\�DSSURYHG�E\�WKH�%RDUG�DQG�JRYHUQPHQW���$Q\�LQFRQVLVWHQFLHV�EHWZHHQ�SROLF\�DQG
2UGHUV�LQ�&RXQFLO�VKRXOG�EH�UHFWLILHG�

�� 'LUHFWRU�H[SHQVH�SROLF\�VKRXOG�EH�FRQVROLGDWHG�LQWR�D�VLQJOH�FRPSUHKHQVLYH�GRFXPHQW�
DQG�H[SHQVH�FODLPV�VKRXOG�EH�JLYHQ�JUHDWHU�VFUXWLQ\�EHIRUH�SD\PHQW�WR�HQVXUH�PDWKHPDWLFDO
FRUUHFWQHVV�DQG�FRPSOLDQFH�ZLWK�%RDUG�SROLF\��

�� $�VXPPDU\�RI�DOO�SD\PHQWV�WR�RU�RQ�EHKDOI�RI�WKH�&KLHI�([HFXWLYH�2IILFHU��([HFXWLYH
&RUSRUDWH�6HFUHWDU\�DQG�LQGLYLGXDO�%RDUG�PHPEHUV�VKRXOG�EH�UHSRUWHG�WR�WKH�%RDUG�RQ�DW�OHDVW
DQ�DQQXDO�EDVLV���7KH�VXPPDU\�VKRXOG�LWHPL]H�SD\PHQWV�DFFRUGLQJ�WR�ORJLFDO�W\SHV��VXFK�DV
VDODU\��SHU�GLHP��H[SHQVHV��WUDYHO�DGYDQFHV��FKDUJHV�PDGH�GLUHFWO\�WR�WKH�:&%��ZRUNHUV·
FRPSHQVDWLRQ�EHQHILWV��DQG�SD\�LQ�OLHX�RI�YDFDWLRQ�
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3XUSRVH�DQG�,QWHUHVWV�6HUYHG

�� 7KH�%RDUG�VKRXOG�DGGUHVV�WKH�LVVXH�RI�%RDUG�FRKHVLYHQHVV�

��� 7KH�%RDUG�VKRXOG�IRUPDOL]H��LQ�WKH�QHDU�IXWXUH��LWV�JRYHUQDQFH�VWUXFWXUH�DQG�SURFHVVHV
DQG�SUHSDUH�%RDUG�OHYHO�SROLFLHV�RQ�WKH�UHVSHFWLYH�UHVSRQVLELOLWLHV�RI�WKH�%RDUG��FKDLU��GHSXW\
FKDLU��GLUHFWRUV��DV�ZHOO�DV�WKH�YDULRXV�FRPPLWWHHV��

��� 7KH�%RDUG�VKRXOG�LPSOHPHQW�D�SURFHVV�WR�HQVXUH�JRYHUQDQFH�VWUXFWXUH�DQG�SURFHVVHV
DUH�UHYLHZHG�DQG�XSGDWHG�RQ�D�UHJXODU�EDVLV�

��� 7KH�%RDUG�VKRXOG�DSSURYH�WHUPV�RI�UHIHUHQFH�IRU�WKH�*RYHUQDQFH�&RPPLWWHH�DV�VRRQ
DV�SRVVLEOH�

��� 7KH�%RDUG�VKRXOG�H[DPLQH�YRWLQJ�ULJKWV�ZLWK�WKH�SXUSRVH�RI�PD[LPL]LQJ�HTXDOLW\�DPRQJ
PHPEHUV�LQ�DXWKRULW\�DQG�UHVSRQVLELOLW\���%HFDXVH�YRWLQJ�ULJKWV�DQG�%RDUG�PHPEHUVKLS�DUH
RXWVLGH�RI�WKH�FRQWURO�RI�WKH�%RDUG��UHFRPPHQGDWLRQV�VKRXOG�EH�IRUZDUGHG�WR�WKH�0LQLVWHU
UHVSRQVLEOH�IRU�WKH�:RUNHUV·�&RPSHQVDWLRQ�$FW�

��� 7KH�%RDUG�VKRXOG�FRQVLGHU�DSSRLQWLQJ�%RDUG�PHPEHUV�RWKHU�WKDQ�WKH�FKDLU�DV�FRPPLWWHH
FKDLUV�

��� 7KH�%RDUG�VKRXOG�UHYLHZ�LWV�FRQIOLFW�RI�LQWHUHVW�SROLF\�DQG�HQVXUH�LW�LV�SURYLGHG�WR�DOO
QHZ�PHPEHUV�DV�VRRQ�DV�WKH\�MRLQ�WKH�%RDUG���)XUWKHU��FRQVLGHUDWLRQ�VKRXOG�EH�JLYHQ�WR�KDYLQJ
GLUHFWRUV�VWDWH�LQ�ZULWLQJ�HDFK�\HDU�ZKHWKHU�RU�QRW�WKH\�KDYH�DQ\�FRQIOLFWV�LPSDFWLQJ�WKHLU�UROH
DQG�UHVSRQVLELOLWLHV�DV�D�GLUHFWRU�RI�WKH�:&%�

2EMHFWLYHV�DQG�6WUDWHJLHV

��� 7KH�%RDUG�VKRXOG�UH�H[DPLQH�WKH�:&%·V�0LVVLRQ�6WDWHPHQW��LQ�FRQMXQFWLRQ�ZLWK�WKH
IROORZLQJ�UHFRPPHQGDWLRQ�

��� ,Q�FRQVXOWDWLRQ�ZLWK�JRYHUQPHQW�DQG�RWKHU�V\VWHP�SDUWLFLSDQWV��WKH�%RDUG�VKRXOG�H[SORUH
ZD\V�RI�EHWWHU�FRRUGLQDWLQJ�DQG�SODQQLQJ�IRU��L�H���JRYHUQLQJ��WKH�ZKROH�ZRUNHUV·�KHDOWK��VDIHW\
DQG�FRPSHQVDWLRQ�V\VWHP�

$SSURSULDWH�,QIRUPDWLRQ

��� 7KH�%RDUG�VKRXOG�IRUPDOO\�HVWDEOLVK�WKH�W\SHV�DQG�H[WHQW�RI�LQIRUPDWLRQ�UHTXLUHG�DW
PHHWLQJV�DQG�SURYLGH�VSHFLILF�JXLGHOLQHV�WR�PDQDJHPHQW���,Q�DGGLWLRQ��LW�VKRXOG�LGHQWLI\�ZKHQ
PDQDJHPHQW�VWDII�VKRXOG�EH�SUHVHQW�GXULQJ�%RDUG�PHHWLQJV�
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��� 7KH�)LQDQFH�DQG�$XGLW�&RPPLWWHH�VKRXOG�WDNH�DGGLWLRQDO�VWHSV�WR�HQVXUH�WKH�LQWHUQDO
DXGLW�IXQFWLRQ�LV�SULPDULO\�DFFRXQWDEOH�WR�WKH�FRPPLWWHH�DQG�IXQFWLRQV�LQ�DV�REMHFWLYH�PDQQHU
DV�SRVVLEOH��

$FW�WR�(QVXUH�(IIHFWLYHQHVV

��� 0LQXWHV�VKRXOG�EH�HQKDQFHG�WR�SURYLGH�D�UHFRUG�RI�DOO�LPSRUWDQW�GHOLEHUDWLRQV��ZKHWKHU
RU�QRW�D�YRWH�RFFXUV�RU�D�FRQVHQVXV�GHFLVLRQ�LV�PDGH�

��� 0LQXWHV�VKRXOG�EH�SURGXFHG�IRU�LQ�FDPHUD�PHHWLQJV�

��� 7KH�%RDUG�VKRXOG�IRUPDOO\�DSSURYH�LWV�DJHQGD�DW�WKH�EHJLQQLQJ�RI�HDFK�PHHWLQJ�DQG�
DV�D�URXWLQH�SUDFWLFH��HQDEOH�GLUHFWRUV�WR�UHTXHVW�WKDW�WKH�%RDUG�FRQVLGHU�LWHPV�IRU�DGGLWLRQ�WR
WKH�DJHQGD��HLWKHU�IRU�WKH�FXUUHQW�RU�IXWXUH�PHHWLQJV���7KH�VDPH�SURFHVV�VKRXOG�EH�XVHG�IRU
FRPPLWWHH�PHHWLQJV�

��� 5ROHV�DQG�UHVSRQVLELOLWLHV�RI�WKH�&KLHI�([HFXWLYH�2IILFHU�ZLWK�UHVSHFW�WR�WKH�%RDUG�DQG
WKH�JRYHUQDQFH�IXQFWLRQ�VKRXOG�EH�GHWHUPLQHG��GRFXPHQWHG�DQG�DJUHHG�WR�E\�ERWK�WKH�&(2�DQG
WKH�%RDUG���7KLV�VKRXOG�LQFOXGH�D�FOHDU�XQGHUVWDQGLQJ�RI�WKH�UROH�RI�WKH�&(2�ZLWK�UHVSHFW�WR
GLVFXVVLQJ�LVVXHV�ZLWK�LQGLYLGXDO�GLUHFWRUV��GXULQJ�DQG�RU�RXWVLGH�RI�%RDUG�PHHWLQJV��ZKLOH�WKH
LVVXHV�DUH�XQGHU�GHOLEHUDWLRQ�E\�WKH�%RDUG�

��� $OO�GLUHFWRUV��LQFOXGLQJ�QHZ�PHPEHUV�LQ�WKH�IXWXUH��VKRXOG�EH�PDGH�DZDUH�RI�WKH�WHUPV
DQG�FRQGLWLRQV�RI�WKH�&(2·V�HPSOR\PHQW�

��� 7KH�%RDUG�VKRXOG�GHYHORS�D�GHVFULSWLRQ�RI�WKH�TXDOLILFDWLRQV�UHTXLUHG�IRU�WKH�&(2
SRVLWLRQ��DQG�HVWDEOLVK�SURFHGXUHV�IRU�WKH�UHFUXLWPHQW�DQG�VHOHFWLRQ�RI�D�QHZ�&(2�ZKLFK�FDQ
EH�LPSOHPHQWHG�LI�D�YDFDQF\�RFFXUV�

$FFRXQWDELOLW\�2EOLJDWLRQV

��� 7KH� %RDUG� VKRXOG� PHHW� ZLWK� VHQLRU� JRYHUQPHQW� RIILFLDOV� WR� FODULI\� LWV� UHSRUWLQJ
UHODWLRQVKLS�ZLWK�JRYHUQPHQW�

��� 7KH�SUDFWLFH�RI�SUHVHQWLQJ�SHUIRUPDQFH�WDUJHWV�LQ�DQQXDO�UHSRUWV�VKRXOG�EH�UHVXPHG�
DQG�WKHUH�VKRXOG�EH�PRUH�GLVFXVVLRQ�RI�SHUIRUPDQFH�WUHQGV�DQG�WKH�VXFFHVV�RI�WKH�%RDUG�LQ
PHHWLQJ�WDUJHWV�

��� ,QIRUPDWLRQ�SUHVHQWHG�LQ�WKH�DQQXDO�UHSRUW�VKRXOG�EH�H[SDQGHG�WR�GLVFORVH�PRUH�RI�WKH
JRYHUQDQFH�SUDFWLFHV�RI�WKH�:&%���&RQVLGHUDWLRQ�VKRXOG�EH�JLYHQ�WR�VXPPDUL]LQJ�WKH�PDMRU
DSSURYDOV�UHTXLUHG�RI�WKH�%RDUG��WHUPV�RI�UHIHUHQFH�DQG�PHPEHUVKLS�RI�FRPPLWWHHV��SUDFWLFHV
IRU� DVVHVVLQJ� %RDUG� RI� 'LUHFWRUV� SHUIRUPDQFH�� DQG� PHDVXUHV� IRU� UHFHLYLQJ� VWDNHKROGHU
IHHGEDFN���$OVR��WKHUH�VKRXOG�EH�D�FURVV�UHIHUHQFH�WR�ZKHUH�LQIRUPDWLRQ�RQ�UHPXQHUDWLRQ�RI
%RDUG�PHPEHUV�LV�SUHVHQWHG�LQ�WKH�DQQXDO�UHSRUW�
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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 General.

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 governance.
However, the Board of Directors does recognize that, as with any model, improvements and
further development can be made.

The Board of Directors commenced a review of its governance model in the fall of 2001.  The
Board of Directors identified several aspects of governance that require further development.
Many of the recommendations of the Auditor General’s governance audit correspond to these
issues.  The Board of Directors will consider the audit recommendations that are directed to the
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 believes
that this position has a crucial role in the governance process and that the person appointed to this
position will have vital input into the development of the governance model.  The review of the
Board of Directors’ governance model will resume when a new Chair is appointed.  The Board
notes that the Auditor General encourages the Government to move ahead with the appointment
as soon as possible.

The audit team noted to the Board of Directors that the recommendations are considered best
practices, however an organization should consider them within their environment and specific
context as one model does not fit or meet the needs of every situation.  The Board of Directors
agrees and will consider the recommendations within the specific context of a bi-partite Board
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 a
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 reference
to share with prospective members in helping
them to understand the role, responsibility and
time commitment of the respective positions.

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 of
next steps are to be considered as part of the
process.

Section 4.3, Page 8 When a new director is being appointed
consideration should be given to maximum terms
permitted by legislation if this is acceptable to
the individual being asked to join the board. 
(This is recommended due to the amount of time
it takes for new members to become totally
familiar and effective in their oversight role.)

Gov’t - 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 years
(Conf. Brd. Of Can. data).  In the past initial
terms and reappointments have varied to
facilitate the staggered replacement of
members.

Section 4.3, Page 8 Expiration of Director’s terms should be
staggered to avoid any possibility of having more
than one term ending within the same period of
time.  This will ensure continuity of knowledge
when Board turnover occurs.  It is also suggested
that new members be given the advantage to
receive an orientation to the WCB and its issues
in sufficient advance to the commencement of
their official term as Director.

Gov’t - Province government with chart showing
term periods for members.
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Subject
Recommendation

(Paraphrased from report)
Agency to
Respond

WCB Board of Director Response and
Comments

Section 4.3, Page 8 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).

BoD of
WCB

- This is 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 will review models
and make recommendation to the Board of
Directors.

Section 4.3, Page 9 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.

Gov’t

BoD of
WCB

- This is 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.

Section 4.3, Page 9 It is recommended that the director expense
policy be consolidated into a single
comprehensive document, and that expense
claims be given greater scrutiny before being
paid to ensure they are mathematically correct
and expenses being claimed are in full
compliance with Board policy.

BoD of
WCB

- This is 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.

- Review with internal auditor to ensure
consistency.

- Current director expense policy to be
updated (Governance Comm.)

Section 4.3, Page 9 To ensure openness and fair treatment within the
Board, it is recommended that a summary of all
payments to or on behalf of the Chief Executive
Officer, Executive Corporate Secretary and
individual Board member 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.

BoD of
WCB

- 2001 Annual report include a schedule of
BoD and Senior executive salary.

- The Board agrees as the External Auditors
currently review disbursements to the CEO
& CFO; will now add Corporate Secretary
to this audit.
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Subject
Recommendation

(Paraphrased from report)
Agency to
Respond

WCB Board of Director Response and
Comments

Purpose and Interests
Served
Section 4.6, Page 11

It was observed that there is significant
divergence on many important issues before the
Board, including the manner in which the Board
performs its governance role.  It is recommended
that the Board address the issue of Board
cohesiveness.

BoD of
WCB

- BoD had an external consultant to work on
governance issues; awaiting input of new
Chair to continue given the importance of
that role.

- Will continue with governance development
sessions with new Chair.

Section 4.6, Page 11 It is recommended that the Board 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.

BoD of
WCB

- This is 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.

Section 4.6, Page 11 Once the Board has formally established its
governance structure and processes, it should
implement a process to ensure they are reviewed
and updated on a regular basis.

BoD of
WCB

- Regular cycle of Governance documentation
review could be established with the
Governance Comm.

Section 4.6, Page 11 It is recommended that the Governance
Committee have its terms of reference approved
by the Board as soon as possible.

BoD of
WCB

- Draft terms currently in use.  This is 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.

Section 4.6, Page 11 It is recommended 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.

Gov’t

BoD of
WCB

- The Board of Directors disagrees.  The non-
voting status of the Public at Large members
is important for the consensus building
model.  By maintaining the neutrality of the
non-voting members, they do not have a
perception of bias to either employers or
workers.  As the non-voting members may be
future candidates for the position of Chair,
this perception of non-bias is important.  Not
possessing a vote has not reduced the
participation of the non-voting member, but
in fact it has strengthened it as their input is
fully considered in Board of Director
deliberations.
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Subject
Recommendation

(Paraphrased from report)
Agency to
Respond

WCB Board of Director Response and
Comments

Section 4.6, Page 12 It is recommended that consideration be given to
appointing other Board members as committee
chairs in order to promote greater participation of
directors in the governance process.

BoD of
WCB

- At the June 7th meeting, the Board of Directors
approved the chairing of committees by the
non-voting member (public at large members
and the Deputy Chair) appointed to the
Committees by the Chair.

Section 4.6, Page 12 It is recommended that the Conflict of Interest
policy be reviewed by the Board and provided to
all new members as soon as they join the Board. 
Consideration should also 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.

BoD of
WCB

- Conflict of interest guidelines has been given
to all Board members as part of their
orientation.

- This is 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.

- Could be signed by members each year.

Objectives and Strategies
Section 4.9, Page 13

It is recommended that the Board of Directors
examine the WCB Mission Statement regarding
“The mission of the WCB is to co-ordinate the
workers’ compensation system...” as other system
participants have not expressed agreement with
this role.

BoD of
WCB

- The BoD, as part of the financial planning
cycle has reviewed this statement originally
approved by the BoD in 1995 (published in
1994 Annual Report).

- This is 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; particularly in light of the W.C.
Review Report.

Section 4.9, Pages 13 & 14 Paraphrased from the report: It is felt that system-
wide strategic planning (previously recommended
in the 1998 Auditor General’s report - no. 28 pg.
16) could address the issue of the WCB’s mission
statement.  It is recommended to have 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. 
Reference the recommendation of the WC Review
Committee Report (pg. 258).

Gov’t

BoD of
WCB

- This is 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; particularly in light of the W.C.
Review Report. 
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Subject
Recommendation

(Paraphrased from report)
Agency to
Respond

WCB Board of Director Response and
Comments

Appropriate Information
Section 4.12, Page 16

It is recommended that the Board formally
establish the types and extent of information it
requires at its meetings and provide specific
guidelines to management.  In addition, the
Board should identify when management staff
should be present during Board meetings.

BoD of
WCB

- This is 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.

Section 4.12, Page 16 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 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 is
primarily accountable to the committee and can
function in as objective manner as possible.

BoD of
WCB

- The Audit & Finance Comm. does review
and approve annual audit plan.

- Internal Auditor attends Audit & Finance
Committee meetings (may not attend specific
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.
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Subject
Recommendation

(Paraphrased from report)
Agency to
Respond

WCB Board of Director Response and
Comments

Act to Ensure Effectiveness
Section 4.15, Pages 17 & 18

It is recommended that the minutes of all Board
and Committee meetings be enhanced to provide
a record of all the important deliberations,
whether or not a vote occurs or a consensus
decision is made.

BoD of
WCB

- All decisions of the BoD are recorded in the
minutes.  

- This is 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.

Section 4.15, Page 18 It is recommended that minutes be produced for
in-camera meetings in order for the Board and
its committees to demonstrate its due diligence at
all of its meetings.

BoD of
WCB

- Chair instructs Corp. Sec. to record any
actions or decisions resulting from in camera
session.

- This is 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.

Section 4.15, Page 18 It is recommended that the Board 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
addressing at the current or future meeting.  It is
recommended that the same process be used for
committee meetings.

BoD of
WCB

- Board of Directors approves yearly agenda.
- Each CEO report the next three months

agenda is listed.
- BoD members may add items by providing

notice to Chair and Corp Sec. before one
week prior to meeting; Chair has discretion
to add urgent items at request of members.

- 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
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.

BoD of
WCB

- Act and Board of Directors defines the role
of the CEO; the annual performance plan
identifies the current deliverables for the
CEO.

- This is 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
(Paraphrased from report)

Agency to
Respond

WCB Board of Director Response and
Comments

Section 4.15, Page 18 It is suggested that once the terms and conditions
of the CEO’s employment are 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.

BoD of
WCB

- Will be included in orientation package and
review during yearly CEO evaluation. 
The contracts has been discussed and
recorded in the minutes of the Board over the
years.  Currently the BoD, through the
Governance Committee is seeking to clarify
some points of the contract.

Section 4.15, Page 18 It is recommended that the Board develop a
description of the qualifications required for the
CEO position, and establish procedures for the
search for and selection of a new CEO, which can
be implemented if a vacancy occurs in the
position.

BoD of
WCB

- The Board of Directors has had discussions
on the issue of CEO succession and will be
developing a succession plan in the near
future.

Accountability Obligations
Section 4.18, Pages 19 & 20

It is recommended that the Board meet with senior
government officials to clarify its reporting
relationship with government.

Gov’t
BoD of
WCB

Section 4.18, Page 20 It is recommended 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.

BoD of
WCB

- This has been the case in the past.  It was a
drafting oversight that the Corporate
Performance Measures targets (for those
measures that targets are set) were excluded
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 presented
in the annual report be expanded to disclose more
of the governance practices of the WCB. 
Consideration should be given to discussing major
approvals required of the Board (e.g., approval of
annual business plan and budget), terms of
reference and membership of the committees,
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.

BoD of
WCB

- This is 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.

- Revised Governance section could include the
material suggested in the 2002 annual report
(for release in April 2003).
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7.

FINANCE -
NOVA SCOTIA PUBLIC SERVICE

LONG TERM DISABILITY PLAN TRUST FUND

BACKGROUND

6.5 The Nova 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 Plan is 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 II Health Sciences Centre, members of the Canadian Union of Public
Employees (CUPE) and employees of various crown entities such as Nova Scotia Innovation
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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RESULTS IN BRIEF

7.7 The following are the principal observations from our audit.

� 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.  The impact of recent Plan changes designed to reduce this deficit over a 15-
year period needs to be managed and closely monitored to ensure effectiveness.  The
Board of Trustees needs to develop a plan to accomplish this.

� 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.

� 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.

� 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.  

� 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.

� 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 sponsors.  The criteria 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 this assignment consisted of interviews with management at the LTD Office,
the current Board Chair, past Board Chairs and other Trustees.  We interviewed 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 providers to 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 An actuarial liability update prepared for the Plan at June 1, 2002 indicates a liability of $63.8
million, subsequent to the May 2002 changes to 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 Growth in the 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
risen to $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.

� 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). 

� 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.

� 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.  

� 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 contributors were increased to reflect the increased cost and risk associated
with this group.  These increased rates became effective March 1995.

� Recommendations of the Board of Trustees to deal with the declining financial
position of the Plan have not been dealt with on a timely basis by the Plan sponsors.
This is discussed further in paragraph 7.32.

7.15 The Board of Trustees and the Plan sponsors have undertaken initiatives in an attempt to deal
with the unfunded liability.  In 1996 a Joint Review Committee (JRC) was formed.  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 In addition 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:

� By category of employment, the Nova Scotia LTD Plan experience ranged from
150% to over 500% of the claims incidence rates seen in other jurisdictions.

� 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.

� 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 a funding strategy.  The funding strategy was prepared by the (then) Executive
Director and approved by the Board of Trustees in December 2000.  The strategy was prepared based
on a review 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 all stakeholders in developing effective
and efficient means of service delivery);

- evaluation of claims incidence (through statistical analysis and 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 its financial condition and long-term viability.  These amendments are noted in Exhibit
7.4.

7.20 The changes were proposed and analyzed through the fall and winter of 2001-02.  There was
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 changes.  The
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 changes.  Concerns 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 Review of 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 individuals.  Although 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 detail in paragraph 7.46 below.
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Leave Management

7.26 As can be seen from Exhibit 7.4, the recent Plan changes are strictly financial 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 This concern is also shared by several members of the Board.  During the course of the audit,
we interviewed Trustees to obtain their views on governance and other matters (see further
discussion of this in 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 It is generally 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.
This is usually two to four weeks prior to the expiration of STI benefits which run for 100 work days.
Therefore, intervention may not take place until almost five months after the individual has left
work. 

7.30 PSC indicated it has certain initiatives planned with respect to leave management, including
STI.  A draft policy entitled Disability Management Policy was prepared in 1995 but was not
finalized, approved or implemented.  In 2001, the PSC prepared a Proposal for Strategic
Management of Short-term Illness and Long-term Disability.  Funding for the proposal could not be
secured.  

Recommendation 7.2

We strongly recommend that the effectiveness of current short-term illness
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. 



),1$1&(���129$�6&27,$�38%/,&�6(59,&(�/21*�7(50�',6$%,/,7<�3/$1�75867�)81' ���

�

Governance, Accountability and Performance Management

7.31 We interviewed seven of the eight Board Trustees in early 2002.  Our objective was to solicit
responses from each of these Trustees on questions related to governance, accountability, and
performance management.  Unfortunately, we were unable to 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.

� The Trust Agreement outlines roles and responsibilities for both the Trustees and 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 changes to the Plan were the responsibility of the
Plan sponsors and that Trustee involvement with these changes was in
recommending and implementing them. 

� Each Trustee was concerned about individual ability to discharge fiduciary
responsibility with respect to the Plan.  Although the Trust Agreement establishes the
powers of the Trustees to do what is necessary “...to accomplish the objectives of the
Plan and enable the employees to obtain benefits under the Plan in the most efficient
and economical manner”, the Plan sponsors determine the nature and extent of
benefits provided under the Plan and the contribution rates.  This may limit the ability
of the Trustees to effectively meet their responsibility in this regard.

� All Trustees expressed frustration with the time it has taken to make changes to the
Plan.  As noted previously, the Plan has been in financial difficulty since shortly after
its inception in 1985.  A review of correspondence maintained by a former 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 this in
several of the following years. 

� There is a difference 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 The issue 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 and
arrangements for the Plan be undertaken.  This review should include 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 the
Plan, i.e., current contributors and claimants.

7.34 Accountability and performance management - Our audit plan included several criteria
related to accountability and performance management, and our assessment of these is noted in
Exhibit 7.1.  In general, the Trustees felt 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 meetings was adequate and timely.  We noted that reports from service providers were
given to the Board as required.  The reports provided by the investment manager, investment trustee,
claims administrator and actuary appear to provide adequate financial and other information to 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 a timely basis
and clearly indicate the impact the recent changes have had in addressing
the unfunded liability of the Plan.

Claims Administration, Appeals and Rehabilitation

7.36 Claims incidence - 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 titled Performance Evaluation of Service
Standards.  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 beneficiary files - 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 schedule 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
is mandatory.  We are not sure of the extent to which these guidelines have been implemented as we
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 compares to 123 referrals to
September 30, 2001.  The claims administrator could not provide information to indicate the
percentage of active claims (excluding those defined as permanent claims) involved in rehabilitation
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 Office is
working with the claims administrator to obtain this information.

Other Issues

7.43 Procurement - The N.S. LTD Plan uses external service providers for the following
functions:

- actuarial;

- legal;

- investment management;

- investment trustee; and

- claims administration.

7.44 We reviewed the arrangements with each of the service providers to the Plan.  As noted 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 this audit were procured
through tender.  These services totaled about $.965 million for the year ended December 31, 2001.

Recommendation 7.6

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, written documentation justifying this decision
should be noted in the Board minutes.
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7.45 Recoveries - The Plan is entitled to recoveries from several sources:

- Canada Pension Plan (CPP);

- Employment Insurance (EI);

- 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 in the condition of the LTD
recipient. 

CONCLUDING REMARKS

7.47 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.

7.50 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 reporting
of the Plan’s financial position
and operating results between
and among the Board of Trustees,
the Plan’s sponsors and
participants, and service
providers to the Plan.

Partially Met There is regular reporting to the
Board of Trustees, and reports to the
Plan sponsors are made periodically.

Service providers are provided with
relevant information as needed.

An annual report, including the financial
position of the Plan, should be made
available to Plan participants.

There should be a system in place
to ensure reporting requirements
specified in contracts or
agreements are met.

Met Reports from service providers are
included on the agenda of each Board
meeting.

Information provided should be
sufficient to allow for informed
decision making with respect to
the Plan’s future, and should also
provide adequate detail to
monitor the Plan’s performance.

Met Information on the Plan’s financial
situation is available on a monthly
basis and allows for regular
monitoring of its performance.

There should be Terms of
Reference for Trustees and Chair
of the Board which detail roles
and responsibilities.

Met No specific Terms of Reference, but
roles and responsibilities are
documented in the Trust Agreement.

Objectives for the Plan should be
established and communicated,
and plans should be developed
and targets identified to meet
these objectives.

Met The Plan was established as an
income replacement benefits program
for eligible participants with
disabilities.
Objectives for the continued
operation of the Plan have been
established through targets related to
its financial and claims performance.

Performance against established
targets should be measured and
reported.

Not met A system for monitoring financial and
claims performance needs to be
established.
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Exhibit 7.1 (Cont’d)

Criteria Assessment Key Controls and Other
Considerations

Key Suggestions

SECTION B - FUNDING STRATEGY

Objectives - To gather information on the performance of the Plan since its inception, including information with respect to additional 
participants entering the Plan.
To review the Board’s plans for addressing the unfunded liability.

There should be documentation
to support decisions made with
respect to the direction of the
Plan, including the admission of
new participants to the Plan,
premium and benefit rates, and
investment policies.

Met Recent Plan changes have been
supported with extensive analysis by
the Plan’s actuary.

Appropriate actuarial valuations
should be performed when new
groups are to be admitted to the
Plan.

Partially Met Several groups joined the Plan
without actuarial valuations in the
mid-1990s.  

The Board of Trustees determined that
valuations are now required for new
entrants.

There should be an approved
funding strategy to address the
deficiencies of the Plan.

Met The funding strategy was approved by
the Board of Trustees in December
2000.

The implementation of the
funding strategy should be
monitored and its progress
compared with an approved
schedule.

Not met Not all aspects of the funding strategy
were implemented.  The Board of Trustees
is developing a plan to monitor and
evaluate the effectiveness of the approved
changes.  Other aspects of the strategy
need to be re-evaluated.

SECTION C - CLAIMS ADMINISTRATION 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 approved
standards for the provision of
claims administration and appeal
services.

Partially Met The Board of Trustees has approved
service standards for claims
administration and appeals, although
these have not been implemented.
Standards presently used by the
service provider for claims
administration and appeal services
have been developed over time.

Standards for these services should be
implemented.  The Board of Trustees has
included these in the contract for claims
administration services which is currently
under negotiation.

There should be a process for
monitoring and reporting
performance against service
standards.

Not met A system for monitoring and
evaluating these services is not in
place.

The proposed contract now includes
benchmarks for evaluating claims
administration services.  Once contract
negotiations are completed, a system for
monitoring and evaluating should be
established.

The contract for claims
administration and appeal
services should be awarded in
accordance with procurement
policies and procedures.

Not met The current contract for claims
administration services was not
awarded as a result of a tendering
process.

There should be documentation to support
the decision not to tender, and to indicate
that these services provide due regard for
economy and efficiency.  
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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.
There is no formal agreement with the
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.  The Board 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 guidelines include
some benchmarks for performance
evaluation, but as the guidelines have
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 a regular 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.

There should be documentation 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 determine if investment management services are provided with due regard for economy and efficiency.

There should be an investment
strategy for the Plan which is
based  on  ana lys i s  and
consideration of an appropriate
level of risk.

Met There is an investment policy for the
LTD Plan Trust Fund.  
The rate of return established for the
Plan is comparable to the rate used
for other Provincial benefits plans.

An analysis of the rate of return should be
performed to ensure the unfunded liability
of the Plan has been considered fully.

Investment results should be
compared with  selec ted
benchmarks on a periodic basis.

Met The investment manager provides
information to compare the Plan
results with those of selected indices
on a regular basis.

The contract for investment
services should be awarded in
accordance with procurement
policies and procedures.

Not met The services provided by the
investment manager are not tendered.

There should be documentation to support
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 amounts to which it is entitled.

There should be a system to
ensure amounts to be received
from third parties are complete
and recovered on a timely basis.

Met CPP and other possible recoveries are
identified during the application
process.

Beneficiaries should be asked to update
information related to recoveries on a
periodic basis.  The need for this has been
identified by the LTD Office.
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Exhibit 7.2

* as of June 1, 2002
Exhibit 7.3

*estimated
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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.

• Eligibility criteria for continued coverage after 24 months was reduced from 80% to 75% of pre-disability earnings.

• Premiums increased with employers and employees continuing to cost share on a 50/50 basis.

• 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 bi-weekly.

• Premium contributions and coverage will end 100 days prior to an employee reaching age 60, or after accumulating
35 years of pensionable service, whichever comes first.

• Annual indexing of benefits will be determined based on the financial viability of the Plan.



��� ),1$1&(���129$�6&27,$�38%/,&�6(59,&(�/21*�7(50�',6$%,/,7<�3/$1�75867�)81'

�

Exhibit 7.5

Exhibit 7.6
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8.

HEALTH -
ACCOUNTABILITY OF DISTRICT HEALTH AUTHORITIES

BACKGROUND

8.1 In recent years, the health care system in Nova Scotia has undergone considerable 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).  The basis for the move to DHAs was the 1999 Report of the Task Force on Regionalized
Health Care.  The Health 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 The DHAs were established effective January 1, 2001 under the District Health Authorities
General Regulations.  One of the two PHCCs, the Queen Elizabeth II Health Sciences Centre, is
governed by the Board of the Capital District Health Authority.  The IWK Health Centre (IWK), the
second PHCC, is the only organization that does not come under the authority of a DHA.  However,
the accountability relationship established by the Health Authorities Act applies to the IWK as well.
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 legislation 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 million, 2001 - $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.

RESULTS IN BRIEF

8.5 The following are the principal observations from this audit.

� 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.

� 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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provided in the 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.  

� 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.  

� There is a need for further guidance by DOH with respect to DHA accounting
policies.  The current policies are not consistent among DHAs.  Comparability would
be enhanced if the Department established accounting policy requirements for DHAs.

 
� 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.

� 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.

� 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.

AUDIT SCOPE

8.6 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 DHAs 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’s Guidance on Control, CCAF-FCVI Inc’s Six Principles of Effective Governance,
Health Authorities Act, CICA’s Information Technology Control Guidelines and Canadian Institute
of Health Information’s Guidelines 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 required to “govern, 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 Act.” (Sections 19(a) and (b))  Districts must
submit business plans, audited financial statements, management letters, annual reports and any other
information required by the Minister to the Department.   

8.9 Roles, responsibilities and objectives - 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 Act to 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 Requirements - which details the roles and responsibilities of the
parties involved for that year’s business planning process.  This document sets deadlines for the
receipt of DHAs’ 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 established in Health
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 reviewing Health 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 allowing 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.  This file
should contain all correspondence between the Department and the DHA
as well as any documents required by legislation.

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 that all “major
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 include “a 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 year.”  Five of the ten DHAs included indicators in their 2001-
02 annual reports.  These indicators differed 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 participates in 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 MIS data).  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
indicators in the future.  
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8.19 There is no consistent performance reporting by the DHAs to DOH beyond the statistical
information to compile the 15 financial CIHI indicators.  Some DHAs discuss indicators in business
plans or provide outcome measures in annual reports while others do not.  Although Health Services
Business Plan Requirements and the Health Authorities Act refer to the need for DHAs to report
performance information, DOH has not followed up in cases where DHAs have been non-compliant
because DOH management believes there is a need to work on a framework for all Districts.  

8.20 A draft document has been prepared in an effort to identify key DHA performance indicators
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.
This document is still in a draft stage and is intended 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
performance reporting by DHAs.  This should include measuring common
performance indicators against pre-established benchmarks.

8.21 Compliance with legislation - The Health Authorities Act is a key piece of legislation that
establishes a number 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
legislation.  Some of the requirements under the Act have been discussed in paragraphs 8.9 to 8.19
above.  

8.22 The Act requires the 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 a formal written response.  Throughout the process, budget targets changed and
the Districts submitted revised plans based on the new targets.  Each time targets 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
DHAs to incorporate CHB plans in business plans and provide explanations for 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, DHAs
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 approved it.”  DOH 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 in addition to the funding approval.
This would help to clarify the government’s performance expectations for the DHAs.
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Recommendation 8.3

We recommend that the Department submit DHA business plans to
Executive Council for approval as required by the Health Authorities Act.

8.25 Section 21(2) of the Act requires DHAs to submit annual reports to DOH that include audited
financial statements and a report 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 as required 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
Guidelines for Management Information Systems in 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.  

� 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.

� Capitalization threshold - 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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� Comparable accounting treatment of specific items - Nine of the ten DHAs received
deficit funding from DOH for the 2001-02 fiscal year.  Through discussions with the
DHAs, DOH requested that deficit funding be disclosed in a manner that would show
the deficit prior to the receipt of such funding.  Only two of the nine DHAs receiving
deficit funding complied with the Department’s request.  This leads to a lack of
comparability of the audited financial results for the Districts.

� 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
issue and enhance comparability.

Recommendation 8.5

We recommend that the Department of Health establish accounting
policies and give more direction to the District Health Authorities in this
area. 

District Health Authority Database Management Information 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 from the Guidelines 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
quarterly 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 The quarterly 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 Use of information - Conversion of the DHAs’ financial and Statistical chart of accounts
began in 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 Statistical 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 guidance and
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.

� “Develop a policy framework and consistent provincial approach to revenue
generation by DHAs in connection with their provision of non-insured services.” (p.
108)

� “Develop a funding methodology for DHAs that ensures equity and consistency.” (p.
29)

� “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 We followed up to determine status and planned completion of these initiatives.

8.39 Summary - Two of the three priorities, a revenue generation policy framework and a funding
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 Revenue generation policy framework - There is a policy 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 is at a very high
level.  Management does not see the development of a more detailed policy framework as a priority
at this time and the project has been deferred with no planned completion date.  

8.41 Funding formula - Currently, funding to the DHAs is not based on a formula, but rather on
DHA business plans, targeted funding, efficiency information in the Clinical Services Master Plan,
and historical negotiations.  This funding is generally 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 a formula for 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 is required to develop
the methodology.  Since this could not be achieved in the current year without more resources the
project was deferred indefinitely.  

8.42 The adequacy of funding for DHAs has been a major 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 a funding formula to rationalize funding allocations to
the DHAs would be beneficial.  We acknowledge it would be a major undertaking for the
Department and the DHAs 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 - The Nova Scotia Health Information System (NShIS) was initiated to  provide timely
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 facilities in DHAs 1 to 8 and provide linkages to 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 this initiative.  A steering
committee is 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 status reports are provided by the project manager to communicate accomplishments,
issues, plans for resolution and next steps.  These reports are 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  The July 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 accountability,
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

Exhibit 8.2
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DEPARTMENT OF HEALTH’S RESPONSE

The Department feels this chapter is a fair 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.  I do note, however, that our original
interpretation of Section 56 (2) of 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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9.

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 Exhibit 9.2).  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
report from that review (dated March 27, 2002) and found that it confirmed many of our findings and
observations.

9.5 The term procurement 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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RESULTS IN BRIEF

9.6 The following are our principal observations from this audit.

� We found several instances where the Department of Health was not compliant with
the requirements of the Provincial Procurement Policy or its 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.

� In our detailed testing of procurement transactions, we found that 14 of 37 items in
our sample were neither tendered nor appropriately exempted under the alternative
procurement practices section of the Procurement Policy.

� 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.

� 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 We tested 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, a procurement 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

We recommend that the Department of Health complete its reorganization
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 stated “...in the Department of Health most POs [purchase
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 purchase
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
requesting the goods or services.  The requisition is then 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 defeats the
efficiencies and controls offered through the CFMS procurement module.  The module includes the
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 The alternative procurement process begins when a department and the Procurement Branch
jointly decide there is only one suitable supplier or it is not practical to invite tenders for 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 alternative
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 The Procurement Policy requires the requesting Deputy Minister or equivalent to recommend
alternative procurement practices in specific cases.  The 1996 Procurement Policy required the
Deputy Minister to seek approval from the Priorities and Planning Committee.  The January 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
requesting 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 practices was “to
ensure compatibility with existing technology.”  Such 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 a department.  However, alternative procurement should not
be used to increase the amount purchased from a supplier who originally won the proprietary
position through a tender.  This may be an indication that the tender did not adequately cover the
requirements of the project.  Further, this practice means subsequent purchases from the proprietary
vendor will 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., Alternative 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.

Inadequate 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.

Inadequate 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 Our audit included 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&PW in 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”.  Good accountability requires proper approval
of exemptions under 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 practices in this area.

9.28 The Province has extensive policies in the procurement area, and the Corporate Financial
Management System incorporates many good control features.  These controls are only effective if
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

AUDIT CRITERIA

1) Departmental procurement polices should be consistent with the Provincial Procurement Policy.

2) Applicable provisions of the Government Procurement Policies should be complied with by departments.

3) There should be a process to enable management to monitor and ensure that all procurements made by the
Department are properly documented and recorded in the Province’s Corporate Financial Management System.

4) There should be a system to ensure that reviews of procurement transactions are carried out on a regular and
timely basis by the Department.

5) All alternative procurements should be reported to the Procurement Branch.

6) For alternative procurements, there should be an approved recommendation from the Deputy Minister of the
requesting Department (post January 26, 2001), or an approved recommendation from Priorities and Planning
Committee (post January 1, 1996).

7) Alternative procurement processes should meet the circumstances described in Sections 8.1 to 8.19 of the
Government Procurement Policy (see Exhibit 9.2).

8) An alternative procurement practices report should be completed by the Procurement Branch on a regular basis
and forwarded to the Minister of T&PW.

9) The Procurement Branch alternative procurement report should be complete and accurate.
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Exhibit 9.2

EXTRACT FROM PROVINCE OF NOVA SCOTIA POLICY 
ON GOVERNMENT PROCUREMENT

JANUARY 26, 2001

8. Alternative Procurement Practices

Departments wishing 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 a joint request to
the Deputy Minister of the requesting Department who will then approve or reject the recommendation.  In case 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 properly
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 such as those
described below.  Such processes are not to be used for the purpose of avoiding competition or to discriminate against
specific suppliers.  Each instance requires the prior approval of the appropriate Deputy Minister.  These circumstances
are:

8.1 an unforeseeable situation of urgency or emergency where the good, service, or construction requirement 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 licenses,
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 supplied 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 a 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 for research,
experiment, study, or original development, but not for any subsequent purchases
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Exhibit 9.2 (Cont’d)

8.10 the purchase of goods under exceptionally advantageous circumstances such as bankruptcy or receivership, but
not for routine purchases

8.11 the procurement of original works of art

8.12 the procurement of subscriptions to newspapers, magazines, or other periodicals

8.13 processes that foster the development of minority businesses

8.14 processes that foster the development of sheltered workshop programs

8.15 goods intended for resale to the public

8.16 goods and services from persons with disabilities, philanthropic institutions, or through employment equity
programs

8.17 services of expert witnesses, specifically in anticipation of litigation or for the purpose of conducting litigation

8.18 medical services for persons in 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 HEALTH’S RESPONSE

While the Department generally agrees with the findings of this chapter, I 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 were the result of lack of understanding of provincial procurement policy as
opposed to disregard to the policy.  To eliminate this situation the Department is developing a
Procurement Training Module with staff of the Department of Transportation and Public Works that
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 Transportation and Public Works.  Staff training sessions will 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.  As well, it is our 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 services intended to support the health and well-being of individuals
with an identified need.  Home care services are part of this integrated system.

10.2 Home Care Nova Scotia (HCNS) has been in operation since June 1, 1995.  Its mission is to
“deliver an array of services to assist Nova Scotians of all ages who have assessed unmet needs in
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 of $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.  This involves 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 sites in October 2000 in two 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 rate as well (see Exhibit 10.2).  In addition to the increase in overall patient numbers, the
percentage of acute care patients has also been increasing, from 7% in 1996-97 to 19% in 2000-01
(see Exhibit 10.2).  Year-end statistics for 2000-01 show costs of over $81 million for a caseload of
over 25,000 clients.  The primary costs include services for nursing care, home support services and
home oxygen supply (see Exhibit 10.3).  

10.10 There is no single piece of legislation 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).

RESULTS IN 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 accountability 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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has the authority to approve alternative 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.

� The Department attempted to rationalize home support agency funding with the
development of new funding guidelines for 2001-02.  These new funding guidelines
are a significant step forward in attempting to provide funding on a consistent basis
for all agencies.  We recommend that, in conjunction with implementation of the
guidelines, the Department review and assess existing controls to ensure that services
paid for are valid and authorized by HCNS,  and that deficits funded are attributable
only to HCNS work, and not a result of poor management practices by the agencies.

� 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’s Standards for Comprehensive Health Services; the Office of the
Auditor General of Canada’s Financial Management Capability Model; the Canadian Institute of
Chartered Accountants Criteria of Control Board’s Guidance on Control; the Organization of
Economic and Cultural Development’s Best Practice for Charging for Government Services; and
Home Care Nova Scotia’s Standards for Quality Service Edition 3 and Policy and Procedure
Manual.

10.15 The general criteria used in our review are summarized as follows.

� There should be formal contracts with service provider agencies and a protocol for
reviewing and signing contracts.

� Service provider arrangements should be in accordance with government
procurement policies.



��� +($/7+���+20(�&$5(�129$�6&27,$

��

� 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 The Department rolled out the Single Entry Coordinated Access (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 performance indicators.   According to HCNS management, factors
contributing to the lack of strategic planning include Departmental reorganizations, restructuring of
Branch management, explosive program growth, information systems and administrative staff
resource levels. 

10.17 The program does not have documented strategic or operational plans.  An adequate planning
framework would include longer-range strategic planning and annual operational plans which would
set out the actions required in the short term to achieve the long-term plan.  

10.18 The deficiency 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 developing the 2001-
02 budget for home care, a proposal was put forth to eliminate light housekeeping with a resulting
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 Scotia provides nursing
services dates back to 1994 and expired on April 1, 1996.  The per visit rates used to calculate semi-
monthly payments to the VON are still the same as the contract which expired in 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
a lump 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.  Increases in
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nursing wages, acuity levels of patients, and larger territories requiring 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 drivers indicated above.  There does not appear to be any formal documentation defining exactly
how this deficit is to 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 At the end of each fiscal year, the Department reviews financial 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 costs in excess of the contract rates, and $.8 million for the VON
deficit, of which the Department funds 80%.  Some of this amount was advanced during the year and
the final settlement paid to the VON after netting previous payments was $240,222.  At the time of
writing this Report, the calculation of additional funding requirements for 2000-01 had not been
finalized by the Department as it had not yet received all the required financial information from the
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 calculation 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 management indicated
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 results and 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
understood 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 deficit funded 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 its new 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 Compliance with 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 Although the Deputy Minister has the authority to approve alternative procurement processes
under the Government Procurement Policy, the exemption has not been documented and reported
as required. 

10.38 The procurement of home oxygen service providers conforms with the Government
Procurement Policy.

Recommendation 10.5

We recommend that the Department of Health review the arrangements for
acquisition of nursing and home support services for Home Care Nova
Scotia.  The Department should comply with the Government Procurement
Policy and either subject these services to 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 have responsibility for its own arrangement.  Contracts
should include clearly-defined performance expectations and require
reporting of achievement.

Standards for Quality Service to Clients

10.39 Policy 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 is updated as policies and procedures are
implemented or revised.

10.40 Compliance with administrative standards - We reviewed a small number of client files to
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 Compliance audits - Home Care Nova Scotia policies provide for an audit of service provider
agencies to determine whether agencies are complying with HCNS policies and procedures.  These
audits are to be performed on a regular basis according to a predetermined schedule.  Department
management indicated that each agency should undergo a compliance audit in each fiscal period.
This target is not being met.

10.42 Agency auditing tool - To facilitate conducting agency compliance audits, HCNS has
developed 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
(CCHSA) in 2001 of the Home Care Nova Scotia Program.  This accreditation survey did not take
place.

10.43 In many cases, conducting agency compliance audits is 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 service as authorized by HCNS; that the time spent providing the service is consistent 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
Department 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
provides 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 clients for no charge, home support services for $8 per hour to a monthly maximum of $480 and
home oxygen services to a maximum monthly fee of $180, depending on client income.  See Exhibit
10.5 for a reproduction of Schedule 1 - Home Care Fee Determination Tables 2001-02.  All fees are
collected from the client by the service provider agency and offset the agency expenditures funded
by HCNS. 

10.48 At the present time HCNS does not have procedures in place to ensure that 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 a client fee, as
the majority of clients fall below income thresholds.

10.49 The fees charged to the client are not intended to recover the full cost of providing the
service.  There is 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 practices in the scope of its agency audits.  We also recommend
that the Department perform regular comparisons of the full costs of home
support and oxygen services to the fee schedule to ensure that the charge
is appropriate.  

Follow-up to 1996 Audit

10.51 Chapter 7 of the 1996 Report of the Auditor General included a number 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 1996.� �Seeking 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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DGGUHVVHG� WKHVH� LVVXHV�� � 6HUYLFHV� SURYLGHG
XQGHU�VDPH�DUUDQJHPHQWV�ZKLOH�PLQLPL]LQJ
VHUYLFH�SURYLGHU�FRVWV�

���� :H�QRWHG�WKDW�WKH�OHWWHU�SURYLGHG�WR�KRPH�VXSSRUW
DJHQFLHV�LQGLFDWLQJ�WKHLU�EXGJHW�DOORFDWLRQ�IRU�WKH
\HDU� GRHV� QRW� VSHFLILFDOO\� UHTXLUH� DGKHUHQFH� WR
+RPH�&DUH�1RYD�6FRWLD�SROLFLHV�DQG�SURFHGXUHV�
DQG� LW� GRHV�QRW� FRQWDLQ� DQ�DXGLW�SURYLVLRQ�� �:H
UHFRPPHQG�WKHVH�IHDWXUHV�EH�LQFRUSRUDWHG�LQWR�DQ\
DJUHHPHQWV� ZLWK� VHUYLFH� SURYLGHUV�� � :H� DOVR
UHFRPPHQG� WKDW�'2+�H[SORUH� RWKHU� RSWLRQV� IRU
GHOLYHU\�DQG�IXQGLQJ�RI�KRPH�VXSSRUW�VHUYLFHV�WR
GHWHUPLQH�LI�FRVWV�FDQ�EH�UHGXFHG�

0HQWLRQHG� VSHFLILFDOO\� LQ� /HWWHUV� RI
8QGHUVWDQGLQJ� ZLWK� DJHQFLHV� DQG� EXVLQHVV
UHYLHZ� SURFHVV� DGGUHVVHG� WKHVH� LVVXHV�
6HUYLFHV�SURYLGHG�XQGHU�VDPH�DUUDQJHPHQWV
ZKLOH�PLQLPL]LQJ�VHUYLFH�SURYLGHU�FRVWV�

���� 7KHUH�LV�DQ�LQIRUPDO�3HHU�5HYLHZ�V\VWHP�DW�+RPH
&DUH�1RYD�6FRWLD�ZKLFK�DOORZV�&DUH�&RRUGLQDWRUV
WR� UHFHLYH� IHHGEDFN� DV� WR� WKH� DSSURSULDWHQHVV� RI
WKHLU�DVVHVVPHQWV���:H�EHOLHYH�WKLV�V\VWHP�VKRXOG
EH� IRUPDOL]HG� DQG� LQFOXGH� D� SHULRGLF� UHYLHZ� RI
VHOHFWHG� &DUH� 3ODQV� WR� HQVXUH� WKH� DSSURSULDWH
SURYLGHU� KDV� EHHQ� DXWKRUL]HG�� DQG� WR� HQVXUH
YROXQWHHU� VHUYLFHV� KDYH� EHHQ� DSSURSULDWHO\
FRQVLGHUHG�

,QIRUPDO� SURFHVV� DXJPHQWV� IRUPDO
GRFXPHQWHG�SURFHVVHV�

���� 7KHUH�DUH�GRFXPHQWHG�WLPH�IUDPHV�IRU�FRPSOHWLRQ
RI� DVVHVVPHQWV� IRU� FOLHQWV� HQWHULQJ� +RPH� &DUH
1RYD�6FRWLD� WKURXJK�GLVFKDUJH� IURP�KRVSLWDO� RU
XSRQ� UHIHUUDO� WR� +RPH� &DUH� 1RYD� 6FRWLD� E\� D
SK\VLFLDQ�� �7KHVH� LQGLYLGXDOV�DUH�FRQWDFWHG�E\�D
&DUH�&RRUGLQDWRU�ZLWKLQ�����GD\V�RI�DGPLVVLRQ�LQWR
+RPH�&DUH�1RYD�6FRWLD���:H�QRWHG�WKDW�WKHUH�DUH
VWDQGDUG�UHVSRQVH�WLPHV�IRU�FRQWDFWLQJ�FOLHQWV�ZKR
DFFHVV�+RPH�&DUH�1RYD�6FRWLD�WKURXJK�WKH������
QXPEHU�� � :H� EHOLHYH� VWDQGDUGV� VKRXOG� DOVR� EH
HVWDEOLVKHG� IRU� WKH� LQLWLDO� DVVHVVPHQW� RI� FOLHQWV
HQWHULQJ� +RPH� &DUH� 1RYD� 6FRWLD�� DQG� IRU� WKH
UHDVVHVVPHQW�RI�H[LVWLQJ�FOLHQWV�

,QLWLDWHG� LQ������DQG�QRW�FRPSOHWHG��EXW� LV
QRZ�UHRUJDQL]HG�LQ�EURDGHU�FRQWH[W�RI�6($�
0'6�+&� ZKHQ� LPSOHPHQWHG� UHFRPPHQGV
TXDUWHUO\�DVVHVVPHQWV�
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3DUDJUDSK 5HFRPPHQGDWLRQV�IURP������$XGLW 6WDWXV�SHU�'HSDUWPHQW�RI�+HDOWK

���� 6RPH�&KURQLF�+RPH�&DUH�FOLHQWV�DUH�FKDUJHG�IRU
KRPH�VXSSRUW�VHUYLFHV���7KH�PD[LPXP�FKDUJHV�IRU
KRPH� VXSSRUW� VHUYLFHV� DUH� ��� SHU� KRXU� WR� D
PD[LPXP�RI������SHU�PRQWK���7KHUH�LV�QR�FKDUJH
IRU� QXUVLQJ� VHUYLFHV� IRU� &KURQLF�+RPH�&DUH� RI
+RPH�+RVSLWDO�&DUH�FOLHQWV���+RPH�+RVSLWDO�&DUH
FOLHQWV� DUH� DOVR� QRW� FKDUJHG� IRU�PHGLFDWLRQ� DQG
VXSSOLHV�UHODWHG�WR�WKHLU�DFXWH�FRQGLWLRQ���&KURQLF
+RPH�&DUH� FOLHQWV� DUH� QRW� FKDUJHG� IRU� VXSSOLHV
GXULQJ� QXUVLQJ� YLVLWV�� � ,QGLYLGXDOV� ZKR� UHTXLUH
QXUVLQJ�VHUYLFHV�WKURXJK�+RPH�&DUH�1RYD�6FRWLD
DUH� DXWRPDWLFDOO\� HOLJLEOH� IRU� KRPH� VXSSRUW
VHUYLFHV� ZKLFK� PD\� EH� ELOOHG�� � +RPH� VXSSRUW
VHUYLFHV� RQO\� DUH� DYDLODEOH� WR� RWKHUV� ZKR� PHHW
ILQDQFLDO� FULWHULD�� � 3ROLFLHV� VWDWH� WKDW� ´ORZ� ULVN
LQGLYLGXDOV�ZKR�UHTXLUH�RQO\�FOHDQLQJ�DQG�ODXQGU\�
ZKR�DUH�ILQDQFLDOO\�DEOH�WR�PDNH�SURYLVLRQ�IRU�VXFK
VHUYLFH�� DUH� LQHOLJLEOH� IRU� DGPLVVLRQ� WR� WKH
SURJUDP�µ� � :H� EHOLHYH� WKDW� WKLV� SROLF\� LV� QRW
VSHFLILF� HQRXJK� DQG� WKDW� WKH� WHUP� ´ILQDQFLDOO\
DEOHµ�VKRXOG�EH�PRUH�FOHDUO\�GHILQHG�

3ROLF\�DUHD�LV�XQGHU�UHYLHZ�DW�SUHVHQW�DQG�WKH
IHH� VFKHGXOH� LV� RQH� RI� WKH� NH\� DUHDV� RI
UHYLHZ���6($�SROLF\�FRPPLWWHH�WR�UHYLHZ�

���� +RPH� VXSSRUW� FKDUJHV� WR� FOLHQWV� DUH� EDVHG� RQ
&DQDGD� $VVLVWDQFH� 3ODQ� LQFRPH� JXLGHOLQHV�
+RZHYHU��FOLHQWV�DUH�QRW�UHTXLUHG�WR�SURYLGH�DQ\
SURRI�RI� LQFRPH�� �7KH�SROLF\�PDQXDO�QRWHV� WKDW
LQFRPH�LQTXLULHV�QHHG�QRW�EH�PDGH�RI�LQGLYLGXDOV
ZKR�DUH�ZLOOLQJ�WR�SD\�WKH�PD[LPXP�KRPH�VXSSRUW
IHH�SHU�PRQWK��������

$�V\VWHP�VKRXOG�EH�LPSOHPHQWHG�E\�+RPH�&DUH
1RYD�6FRWLD�WR�YHULI\�FOLHQWV·�LQFRPH�WR�H[WHUQDO
VRXUFHV�

1RW�DOO�&DUH�&RRUGLQDWRUV�KDYH�GLUHFW�RQ�OLQH
DFFHVV� WR� FRPSXWHUV�� � ,Q� IXWXUH��PD\� EH� D
FRQVLGHUDWLRQ���$W�SUHVHQW��ZH�UHTXHVW�WR�VHH
FRS\�RI�,QFRPH�7D[�UHWXUQ�DQG�XVH�OLQH����
ILJXUH�

���� $JHQF\�DXGLWV�ZHUH�SHUIRUPHG�IRU�WKH�ILUVW�WLPH�LQ
PLG��������:H�ZHUH�LQIRUPHG�WKDW�WKH�SXUSRVH�RI
WKLV�ILUVW�DWWHPSW�DW�DJHQF\�DXGLWV�ZDV�WR�IDPLOLDUL]H
ERWK�WKH�DXGLWRUV�DQG�WKH�DJHQFLHV�ZLWK�WKH�FRQFHSW
RI�WHVWLQJ�FRPSOLDQFH�WR�VWDQGDUGV���&RQWUDFWV�ZLWK
WKHVH�DJHQFLHV�GR�QRW�SUHVHQWO\�LQFOXGH�D�SURYLVLRQ
IRU�WKHVH�DXGLWV�WR�WDNH�SODFH�DQG�ZH�UHFRPPHQG
WKDW� +RPH� &DUH� 1RYD� 6FRWLD� REWDLQ� WKH� SURSHU
DXWKRULW\�

921�FRQWUDFW�QRW�UHYLVHG���6DPH�RQH�VWLOO�LQ
HIIHFW�

���� 7KH�$JHQF\�$XGLW�7RRO�VKRXOG�SURYLGH�JXLGHOLQHV
IRU�WKH�QXPEHU�RI�FOLHQW�DQG�SHUVRQQHO�ILOHV�WR�EH
H[DPLQHG�GXULQJ�WKH�DXGLW�

&RQVLGHUHG��EXW�QRW�GRFXPHQWHG�LQ�7RRO�
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Exhibit 10.6 (Cont’d)

3DUDJUDSK 5HFRPPHQGDWLRQV�IURP������$XGLW 6WDWXV�SHU�'HSDUWPHQW�RI�+HDOWK

���� 7KH�$JHQF\�$XGLW� 7RRO� VKRXOG� UHTXLUH� WKDW� WKH
GRFXPHQWDWLRQ�EH�H[DPLQHG�IRU�FRPSOHWHQHVV�DQG
DFFXUDF\�� � )RU� H[DPSOH�� WKH� UHTXLUHG
GRFXPHQWDWLRQ� IRU�RQH� VWDQGDUG� LV� D� VXSHUYLVLRQ
VFKHGXOH���&KHFNLQJ�IRU�H[LVWHQFH�RI�WKH�VFKHGXOH
LV� QRW� VXIILFLHQW�� � 7KH� 7RRO� VKRXOG� UHTXLUH� WKH
DXGLWRU� WR� UHYLHZ� WKH� VFKHGXOH� WR� GHWHUPLQH
ZKHWKHU�DOO�VHUYLFH�SURYLGHUV�KDYH�EHHQ�REVHUYHG�
RU� ZLOO� EH� REVHUYHG�� E\� WKH� DJHQF\� VXSHUYLVRU
ZKLOH�SHUIRUPLQJ�WKHLU�GXWLHV�LQ�D�FOLHQW·V�KRPH�
7KH�VWDQGDUG�VKRXOG�DOVR�EH�H[SDQGHG�WR�LQGLFDWH
ZKHWKHU�WKH�6XSHUYLVRU�KDV�REVHUYHG�WKDW�WKH�FDUH
JLYHU�LV�SURYLGLQJ�RQO\�WKRVH�VHUYLFHV�DXWKRUL]HG
E\�WKH�&DUH�&RRUGLQDWRU�

'RFXPHQWHG� LQ� $XGLW� 7RRO� (GLWLRQ� �� �
6WDQGDUG�������,QGLFDWRU�������DQG�SDJH����

���� 2QH�RI�WKH�ILQDQFH�VWDQGDUGV�UHTXLUHV�WKH�DXGLWRU�WR
HQVXUH� DOO� VHUYLFHV� ELOOHG� WR� +RPH� &DUH� 1RYD
6FRWLD� KDYH� EHHQ� SURYLGHG� E\� HPSOR\HHV� RI� WKH
DJHQF\��DOO�VHUYLFHV�LQYRLFHG�KDYH�EHHQ�SURYLGHG�
DQG� WKDW� WKH� DJHQF\� FRPSOLHV� ZLWK� +RPH� &DUH
1RYD�6FRWLD�SURJUDP�JXLGHOLQHV�DQG�LWV�FRQWUDFWXDO
REOLJDWLRQV� RU� IXQGLQJ� DJUHHPHQWV� LQ� FRQQHFWLRQ
ZLWK� WKH� VXEPLVVLRQ� RI� LQYRLFHV�� � 7KLV� VWDQGDUG
SUHVHQWO\�DSSOLHV�RQO\� LQ�QXUVLQJ�DJHQFLHV�� �7KH
VWDQGDUG�VKRXOG�EH�UHZRUGHG�VR�WKDW�LW�LV�DSSOLFDEOH
WR�KRPH�VXSSRUW�DJHQFLHV�DV�ZHOO�

'RFXPHQWHG�LQ�$XGLW�7RRO�(GLWLRQ�����������
6WDQGDUG������DQG�DSSOLHV�WR�DOO���VHH�SDJH��
GHILQLWLRQ�RI�DJHQF\�

���� :H� UHYLHZHG�DXGLW� ILOHV� DQG�RU� UHSRUWV� UHVXOWLQJ
IURP�WKH����DJHQF\�DXGLWV�FRQGXFWHG�WR�GDWH���7KH
UHVXOWV� RI� DJHQF\� DXGLWV� DUH� UHSRUWHG� WR� WKH
'LUHFWRU�RI�+RPH�&DUH�1RYD�6FRWLD�DQG�WR�'2+
VHQLRU�PDQDJHPHQW�� � 7KHUH� LV� D� UHTXLUHPHQW� WR
IROORZ�XS� RQ� WKH� UHFRPPHQGDWLRQV�PDGH� WR� WKH
DJHQF\�DV�D�UHVXOW�RI�WKH�DXGLW�ZLWKLQ�WKUHH�PRQWKV
RI�WKH�DXGLW���)ROORZ�XS�SURFHGXUHV�KDYH�QRW�WDNHQ
SODFH� WR� GDWH� DQG� ZH� UHFRPPHQG� WKDW� WKHVH� EH
SHUIRUPHG�GXULQJ�WKH�QH[W�URXQG�RI�DJHQF\�DXGLWV�

6SHOOHG� RXW� LQ� GHYHORSPHQW�UHILQHPHQW� RI
DXGLW�SURFHVV��(GLWLRQ���RI�$XGLW�7RRO�

���� 7KH�OLQNDJH�EHWZHHQ�WKH�VXUYH\�TXHVWLRQV�DQG�WKH
REMHFWLYHV� RI� WKH� SURJUDP�ZDV� QRW� VWURQJ����:H
UHFRPPHQG� WKDW� VXUYH\� TXHVWLRQV� DQG� RWKHU
HYDOXDWLRQ�PHWKRGV�EH�GHVLJQHG�WR�UHODWH�WR�VSHFLILF
SURJUDP�REMHFWLYHV�

8VH�SURIHVVLRQDO�V��WR�VXUYH\�DQG�GHYHORS�

���� +RPH�VXSSRUW�DJHQFLHV�SURYLGH�PRQWKO\�UHSRUWV�WR
+RPH� &DUH� 1RYD� 6FRWLD� UHJLRQDO� RIILFHV�� � 7KH
UHSRUWV�LQGLFDWH�WKH�WRWDO�QXPEHU�RI�VHUYLFH�KRXUV
IRU�+RPH�&DUH�1RYD�6FRWLD�FOLHQWV�DOWKRXJK�WKH\
DUH�QRW�EURNHQ�GRZQ�E\�VHUYLFH�KRXUV�SHU�FOLHQW�
7KH�VHUYLFH�KRXUV�DUH�QRW�YHULILHG�WR�VHUYLFH�KRXUV
SHU�WKH�FDUH�SODQ�DQG�ZH�UHFRPPHQG�WKLV�EH�GRQH
DV�SDUW�RI�WKH�DJHQF\�DXGLWV�DV�QRWHG�LQ�SDUDJUDSK
�����

'RFXPHQWHG� LQ� $XGLW� 7RRO� (GLWLRQ� �� �
6WDQGDUG� ���� ,QGLFDWRU� ������ DQG� 6WDQGDUG
����,QGLFDWRU������
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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 Scotia was “severely disadvantaged”.  Although “pockets” of research existed,
Nova Scotia was impaired 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
in January 2000.  The Foundation became a nucleus for a collaborative and integrated health research
community in Nova Scotia.  The Board of Directors consists of at least 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 The legislation sets out three main purposes of the Foundation:

- fostering health research throughout the Province by assisting, collaborating with 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 In addition, the Foundation offers workshops, develops collaborative programs, and fosters
discussions with researchers.

11.4 The Foundation offers two 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 expenditures in the four areas as follows:

� 40% medical research

� 15% health outcomes

� 15% health services

� 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 a researcher or program
for the first one or two years prior to the researcher seeking continuing support from an agency
providing research funding for a longer 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, or sponsor, 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
CHSRF.  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
issued unqualified audit opinions to the Directors of the Foundation for each of the two fiscal periods
to date.

RESULTS IN BRIEF

11.13 The following are the principal observations from this audit.

� 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.

� 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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� 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.

� Our audit testing revealed that grant payments to sponsoring institutions in the first
two competitions did not require ethical approval by a duly-constituted institutional
research ethics committee prior to release of funds to the institution.  The Foundation
has modified the funding requirements to include ethical approval prior to release of
funds to the administering institution.

� There is a need for the Foundation to improve its practices for monitoring the results
of grant expenditures.  We recommend that the Foundation require the sponsoring
institutions to certify that the grant funds have been expended in a manner consistent
with the requirements of the Objectives and Guidelines.

� The Health Research Foundation does not have a written investment policy.  We
recommend that the Board approve an investment policy to provide guidance for staff
and professional investment advisors when investing Foundation funds.

� 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 its timing of the payment of the annual grant to the
Foundation to provide for a better matching with the cash flow needs of the
Foundation.

� The Foundation requires two signatures on cheques in amounts greater than $50,000,
but only one signature for lesser amounts.  We recommend that two signatures be
required for all cheques.

� 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.

� The organization should have a plan for the future, monitor progress in achieving the
plan, and take corrective action as required.

� Accountabilities and responsibilities should be clearly defined.

� There should be controls over grant approval, disbursement and monitoring
processes.

� 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 In an 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 a result, it is 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 performance in achieving plans
and targets including 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 projects and 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 résumés 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 contain “a formal
recommendation” for the budget amount that is “consistent with [the] scientific recommendations”.
In our testing of a sample of research grants, we found a lack 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 procedures to 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 wording “that any research carried out with funds from
the Foundation will have the approval of a duly-constituted 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 the first two competitions, the Foundation placed the responsibility 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 guidelines listed
in the guide.  Requirements have been modified.  Future grant disbursements are to be released at
the institutional 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
recipients by requiring the sponsoring institutions’ finance departments to
submit annual financial reports of grant expenditures.

Investment Activities/Financial Management

11.48 The Health Research Foundation does not have a written investment policy.  We believe that
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 government 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
grant be 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 as single line item with no further detail.  Provision of a Statement of Revenues
and Expenditures for the Restricted Fund, as described in the CICA Handbook, would result in better
financial statement disclosure.

Recommendation 11.7

We recommend that the Nova Scotia Health Research Foundation provide
a Statement of Revenues and Expenditures for the Restricted Fund in its
financial statements.

CONCLUDING REMARKS

11.53 The Foundation has progressed in all areas since it 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 projects and the Foundation itself.
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Exhibit 11.1

A LOOK AHEAD

(Extracted from the 2000-01 Nova Scotia Health Research 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 partners in
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 to health
researchers in Nova Scotia.  We will also have additional funds this year to support health research in the
province.  In fiscal 2000, we recorded a surplus from the annual provincial government grant that supports the
Foundation.  It was created - as projected - because we were not fully staffed, nor in full operation, until late
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 prospective
applicants.  The key to getting grant money is being able to show funders that a project is worthy of financial
support.  At the NSHRF, we firmly believe our role goes beyond handing out awards to helping researchers
compete successfully on a national and international scale.

� Launch a Capacity Building Program to work toward the creation of a vibrant and productive research
environment in Nova Scotia through initiatives that support and encourage research, competency, interest and
enhanced activity.

� Sponsor a targeted research workshop to further assist researchers and partners.  This will be an annual event
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, facilitating
dialogue, cooperation and partnerships among health research bodies promoting and supporting research on
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 distribute
it to our stakeholders and partners.

� Complete and issue the final copy of our report “Health - Related Research: Provincial Support,” a cross-
Canada profile outlining the nature and degree of provincial support available to health researchers across the
country.

� Continue to develop the strengths we have built during our first full year of operation.  We will keep on striking
a balance between an increasing sense of focus and broad-based vision as we move into the years ahead.
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Exhibit 11.2

Exhibit 11.3
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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 Research Foundation (NSHRF) held its first grant competition in May 2000 under the
direction of a temporary Board of Directors and 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 2000-01 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 progress in further improving our monitoring and
reporting processes.  We are pleased to have had the opportunity for this audit to
inform our efforts in this regard.

� 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

I would like to comment on two aspects of the Nova Scotia Health Research Foundation chapter of
the 2002 Report of the Auditor General.  My understanding is that the Chair of the Health Research
Foundation will also be forwarding some comments.

Section 11.50 and the last bullet in Section 11.13 speak to the way the Department budgets for our
annual contribution to the Research Foundation.  Our base budget includes an 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 endeavors to allocate additional funds at our year-end while maintaining our approved
forecasted position.

As well, Section 11.51 and the seventh bullet of Section 11.13 comments on the timing of our
contribution to the Foundation and the Foundation’s distribution of grants.  In keeping with the
intent of an arm’s length relationship the Department feels the timing of our contributions are
appropriate and this methodology will be maintained.

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
programs and services they deliver, on health system performance and on progress towards
the priorities set forth...; and collaborate on the development of a comprehensive framework
using jointly agreed comparable indicators such that each government will begin reporting
by September, 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.

12.5 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 engagement - specified 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 a team of auditors from 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 accompanying Highlights and Discussion Report and Executive Summary
are available on the internet at http://www.gov.ns.ca/health/pirc/.  Our Auditor’s Report is located
on page 5 of the Technical 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.

RESULTS IN BRIEF

12.10 The following are the principal observations from our audit.

� 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.

� 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
preparation of Reporting to Nova Scotians on Comparable Health and Health 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 specifications and
standards of presentation approved by the Conference of Deputy Ministers.

12.12 The criteria used 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.



202 HEALTH - AUDIT OF PERFORMANCE INDICATORS

12

Exhibit 12.1

AUDITOR’S REPORT

To the Minister of Health and the Members of the Legislative Assembly of Nova Scotia

I have audited the health indicators presented in the Nova Scotia Department of Health’s Reporting to Nova Scotians
on Comparable Health and Health System Indicators: Technical Report, dated September 30, 2002.  The Conference
of Deputy Ministers defined the specific indicators to be regularly reported to Canadians.  Reporting health indicators
is the responsibility of the Department of Health.  My responsibility is to express an opinion on the health indicators
based on my audit.  However, my responsibility does not extend to assessing the performance achieved or the relevance
of the health indicators.

Except as explained, in the following four paragraphs, I conducted my audit in accordance with the standards for
assurance engagements of the Canadian Institute of Chartered Accountants.  Those standards require that I plan and
perform an audit to obtain reasonable assurance whether the health indicators are free of significant misstatement.  To
this end, I audited these health indicators to determine whether they meet the criteria set out in Appendix 1.  My audit
included examining, on a test basis, evidence supporting the health indicators and disclosures.  My audit also included
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)

� 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
� 30-day Stroke In Hospital Mortality Rate
� Total Knee Replacement Rate
� Total Hip Replacement Rate
� Risk Adjusted Acute Myocardial Infarction Re-Admission Rate
� Risk Adjusted Pneumonia Re-Admission Rate; and
� Age Standardized Rate of Hospitalization for Ambulatory Care Sensitive Conditions

At this time, I 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 for 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
� Five year Age Standardized 180-day Stroke Survival Rate
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I was unable to conclude on the accuracy of these two indicators because Statistics Canada uses as one of its data sources
the Discharge Abstract Database (DAD) maintained by CIHI, and Statistics Canada has not made a formal 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 Coli Incidence Rate; and
� Chlamydia Incidence Rate

Participation in these databases is voluntary, and there is a lack of formal federal/provincial/territorial agreements on data
sharing, data standards and data definitions.  The quality assurance processes for these databases are inadequate to ensure
the accuracy of the data, and Health Canada states, in the Federal health indicators report, that improvements are required
in data quality.  The Nova Scotia Department of Health decided to draw the data for seven of these indicators (all except
Prevalence of Diabetes) from databases at the Nova Scotia Department of Health rather than Health Canada.  I audited
the seven indicators drawn from Nova Scotia databases (all except Prevalence of Diabetes) and found them to be
accurate.  I 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 Scotia records.  As noted in the report
by the Department of Health, the source data for this indicator could not be verified and may include multiple admissions
for the same client.  All records required to audit the data had not been retained by the Department of Health.  Therefore,
I am unable to form an opinion on the accuracy of the data or on the adequacy of disclosure for this indicator.

In my opinion, except for the 18 indicators mentioned in the preceding four paragraphs, the remaining indicators included
in the Department of Health’s Report and subject to my audit are, in all significant respects, presented fairly in
accordance with the criteria in Appendix 1 and the definitions approved by the Conference of Deputy Ministers.
Furthermore, the Department of Health has noted four indicators where there is a departure from the requirements
established by the Conference of Deputy Ministers.  I have determined that the circumstances relating to those departures
were properly described by the Department of Health.

The Department of Health indicated that three of these indicators could not be presented because the source data is not
presently available, and that an additional indicator (Cardiac Wait Times) departs in some respects from the definition
established by the Conference of Deputy Ministers because of the way in which the data were compiled by the Maritime
Heart Centre.

The Nova Scotia report includes comparative health indicators relating to other governments (provincial, territorial, and
federal).  Health indicators for some provinces and territories and for Canadian government programs have been audited
by legislative auditors while, for other provinces, legislative auditors have been engaged to perform specified auditing
procedures.  Appendix 2 includes an explanation of the difference between those two types of engagements, and details
regarding the nature of the engagement performed in each of the jurisdictions.  The auditors’ findings and observations
resulting from engagements in other Canadian jurisdictions are included in the respective governments’ reports and are
neither reproduced in the Nova Scotia Department of Health report nor audited by my Office.



204 HEALTH - AUDIT OF PERFORMANCE INDICATORS

12

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.  I 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.

Adequate 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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Audit Opinion
CICA 5025

Specified Auditing Procedures
CICA 9100

Nova Scotia Alberta

British Columbia Ontario

Saskatchewan New Brunswick

Manitoba Prince Edward Island

Quebec Newfoundland and Labrador

Canada

Yukon

Northwest Territories

Nunavut

Appendix 2

VERIFICATION OF COMPARATIVE INFORMATION FROM OTHER JURISDICTIONS

The governments of Canada, the Provinces and the Territories have adopted different approaches to meet the September
2000 First Ministers Meeting Communiqué on Health requirement with respect to “third party verification” for their
health reports.  Some have engaged their legislative auditor to provide audit assurance on their health reports and others
have asked for specified auditing procedures to be applied.  The paragraphs below outline the major differences between
an audit assurance engagement and a specified auditing procedures engagement.  For a complete comparison, please refer
to CICA Handbook Section 5025 for audit assurance engagements and Section 9100 for specified auditing procedures
engagements.  I believe, for reasons described in the following paragraphs, that an audit under CICA Handbook Section
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 audit opinion,
on a report prepared by management.  The auditor determines the nature, extent, timing, appropriateness and sufficiency
of audit procedures, which, in the auditor’s judgment, are necessary to provide assurance concerning the subject matter,
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 applying auditing
procedures specified by management.  As the extent of specified auditing procedures may vary from engagement to
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 procedures actually
applied and only the factual results of those procedures, leaving the reader to determine the fairness of the information.

The following is a list of jurisdictions that have engaged their legislative auditor to provide audit assurance on their heath
reports and those that have asked for specified auditing procedures to be applied.
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13.

SERVICE NOVA SCOTIA AND MUNICIPAL RELATIONS -
FUEL AND TOBACCO TAX 

BACKGROUND

13.1 The Department of Service Nova Scotia and Municipal Relations (SNSMR) is responsible
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.  These taxes are paid to the Province by the wholesalers based on sales
of tobacco products to 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 In accordance with Federal legislation, sales of tobacco on native reserves to status Indians
are exempt from tax.  The government requires special marking of packaging to distinguish tax-free
from taxable 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
products to retailers and consumers.  The taxes are 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 Gasoline and diesel fuel used in certain circumstances is not taxed.  Tax-exempt fuel can be
used to operate qualified machinery in designated activities such as lumbering, farming, fishing and
aquaculture.  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 is dyed (marked).  Companies or individuals must
obtain a consumer exemption permit to be allowed to purchase marked fuel.

13.6 The government’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.

RESULTS IN BRIEF

13.7 The following are our principal observations from this audit.

� The Department has a broad mandate under the Revenue Act and Regulations.  We
did not observe any unmet legislative requirements. 
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� 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. 

� 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.  

� As a result of a 1991 Provincial Court decision, gasoline purchased on a reserve by
a status Indian is exempt from Provincial taxes.  The government established a
process to refund the fuel tax previously paid by band members who purchased fuel
from on-reserve gasoline retailers.  In July 2002 government reached a tentative
agreement with the Eskasoni band to refund band members $16 million for fuel taxes
paid (including interest).  The government is negotiating agreements with the
remaining 12 bands.  The total cost of this rebate program is estimated to be $19.6
million. 

� There are serious deficiencies in the planning, monitoring and documentation of tax
audits and inspections, and insufficient auditing of oil company head offices, gasoline
retailers and tobacco wholesalers. 

� There are reasonable systems and good documentation to support measures taken to
pursue infractions of law discovered by the Department.

AUDIT SCOPE

13.8 In November 2002 we completed a broad scope audit at Service Nova Scotia and 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 tests and
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 Tobacco wholesalers and fuel oil companies are required to submit monthly returns and remit
all taxes collected.  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 a return
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 returns.  Certain fish processing plants
have been issued a restricted retailer license to sell tax-exempt fuel, and they too submit a 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 sales 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.  This would 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
this data is 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.  It includes detailed financial and statistical information.  Revenue forecasts are 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 The thirteen First Nation bands in Nova Scotia are allowed a monthly 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 a reserve 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
Section 87 of the Indian Act.  The annual dollar value of this exemption, 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 is actively
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 reasonableness.
Reports are generated to help 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 As a result of a 1991 Provincial Court decision, gasoline purchased on a reserve by a status
Indian is exempt from Provincial taxes.  The government is currently collecting fuel tax on such
purchases, but is developing a system that will allow band members to purchase tax-exempt gasoline
at the point-of-sale on reserves.  This system is scheduled to be operational by December 2002.  Each
band member who possesses a valid Nova Scotia driver’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. 
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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
members who purchased fuel from on-reserve gasoline retailers.  In July 2002  government reached
a tentative agreement with the Eskasoni band to refund band members $16 million for fuel taxes paid
(including interest).  The government is negotiating agreements with the remaining 12 bands.  The
total cost of this rebate program is estimated to be $19.6 million.

Inspections 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 interprovincial 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 policies and procedures currently being followed
are from the sales tax 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 also concluded that there are serious deficiencies in the planning and monitoring of
inspection 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.  There is little 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 a timely 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
inspections 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 There is 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 We also observed that time reporting by auditors and compliance officers is inconsistent and
lacking in detail.  Such reporting is not a formal requirement of the Department and appears to be
a voluntary continuation of practices employed by the former Provincial Tax Commission.  As a
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 an inspection 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 complete and contain sufficient information to support the conclusions derived.
Also, there is no system to ensure that a follow-up inspection occurs when significant irregularities
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 several 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, gasoline retailers
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 information system improvements be implemented to
facilitate a more effective and efficient inspection and audit process.

13.34 We also noted a significant change in the amount of resources dedicated to inspections and
audits over the last several years.  In 1993, there were 39 individuals dedicated to inspections and
audits relating to tobacco and fuel tax.  Staff numbers were 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 area of the Department.  It was unclear to us whether 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 ensure all tax-related responsibilities are fulfilled in the
most efficient and effective manner. 

13.35 We examined a sample of inspection reports pertaining to tobacco retailers, gasoline retailers
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 errors in 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
procedures performed and conclusions drawn from audits and 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 the 20th of the
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 have it analysed.  The analysis will 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 a disciplinary 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 legal 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 a suspension from handling tax-exempt fuel for 60 days is imposed.  Notification of
the length of suspension is sent to both the offender and the fuel company which supplied the marked
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 a tobacco product vendor is convicted of illegal actions (e.g. selling to an unlicensed retail
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, there is no formal system to ensure the time lines are met.  We encouraged 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.

� Tobacco wholesalers are required to provide security, in the form of surety bonds,
based upon the volume of tobacco products they sell.  However, this commenced in
1996 and tobacco wholesalers who were licensed prior to that time are not required
to provide a surety bond.  Since there is a cost to tobacco wholesalers to provide
surety bonds, we believe it is not reasonable to use an implementation date as the
only criteria to decide which wholesalers should provide security.  

� Applicants requesting a bulk fuel vendor permit are required to have a motive fuel
wholesaler licence from the Department of Environment and Labour.  However, there
is no procedure to ensure this licence is in place.

� 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
surety bonds 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 surety bonds from companies required to provide them. 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 systems to ensure it
complies with the Revenue Act and Regulations as they relate to tobacco and gasoline and diesel oil
taxes. 

13.52 Systems for issuing and monitoring licences and permits 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 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 criteria were used in our audit of Service Nova Scotia and Municipal Relations. 

� The Department should comply, and have systems to ensure compliance, with applicable
provisions of Provincial legislation and regulations.

� 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.

� There should be a system to ensure that inspections and audits are carried out in a reasonable
manner and on a regular and timely basis.

� There should be reasonable follow-up of recommendations and warnings resulting from
inspections and audits.
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Exhibit 13.2
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Exhibit 13.3

SERVICE NOVA SCOTIA AND MUNICIPAL RELATIONS
LICENCES AND PERMITS ISSUED

AS AT MARCH 31, 2002

TOBACCO

Type of Permit Number
Issued

Tobacco Manufacturer 12

Tobacco Wholesaler 37

Purchase and Sell Unmarked Tobacco 32

Stamp Imported Tobacco 2

Tobacco Retail Vendor 2,210

Designated Retail Vendor 44

Total 2,337

FUEL

Type of Permit Number
Issued

Fuel Agent 33

Bulk Plant 59

Fuel Retail Vendor 546

Fuel Retail Vendor - Fish Plant 74

Marine Tax Rate 54

Exempt Consumer 4,428

Total 5,194
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Exhibit 13.4

SERVICE NOVA SCOTIA AND MUNICIPAL RELATIONS
TYPES OF LICENCES AND 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 Relations is in 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 plans in
place for addressing them.

We have applied for capital to implement an integrated revenue control system for all of our revenue
lines, including taxes.  In the interim, we have requested Internal Audit to review our back office
processes and recommend improvements.

In 2001-2002, we carried out more than 3,000 audits and inspections.  The focus of this activity has
been in areas of fuel and tobacco taxation, where the risk of loss to the Province is highest.  Our
enforcement strategy includes working closely with the Canada Customs and Revenue Agency, as
well as staff from other jurisdictions.  We have planned a review of our enforcement program for
the 2002-2003 fiscal year, and it will be completed.  We have also reserved funding for two more
positions should this prove necessary.

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 with more
than 20 years experience.  However, the Department will be taking steps to improve the planning
process.

In the last two years, staff have replaced and eliminated weaknesses in the licensing system,
implemented three tobacco tax increases, and addressed the exemption for purchases of fuel by
Natives on reserves.  The licensing review covered over 10,000 permits, eliminating over 3,000 that
were out of date.  The implementation of a three-year renewal period will allow us to keep these
permits up to date.  The audits and inspections of tobacco inventories after the tax increases yielded
over $3,000,000 in revenue.  Now that these projects are largely completed, attention can be placed
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 revenues.
Revenues are forecast based on economic activity and changes in consumption patterns (i.e. the rate
of people quitting smoking).  Except for unusual and one-time events, the actual revenues meet or
exceed forecasts, which tells us that there is no significant tax evasion and no increase in tax
evasion, in this area.

Finally, the Department would like to express its appreciation to the Auditor General for this review
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 responsibility for
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. 

14.4 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).

14.5 The Province has entered into two interprovincial agreements relating to government
procurement.  The Atlantic Procurement Agreement strives to eliminate any discrimination among
Atlantic Canadian provincial governments in the awarding of procurement contracts to businesses
operating in the Atlantic Provinces.  The Agreement on Internal Trade is an accord signed by all First
Ministers in Canada aiming to eliminate barriers to trade, investment and mobility within Canada.
Both agreements are administered by interprovincial committees.

14.6 The Procurement Branch has a staff of 22 and a budget 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. 

RESULTS IN 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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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 procurement is being
conducted without consultation or agreement of Procurement Branch staff.  Not all
alternative procurement is 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 requirement to report alternative procurement transactions,
or even differences of opinion, to a central government organization such as Treasury
and Policy Board. 

AUDIT SCOPE

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 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.

14.9 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 The primary legislation dealing with government procurement is the Government Purchases
Act.  It was last revised in 1992.  It is a relatively brief piece of legislation, and there are no
regulations.  The Act only regulates the purchasing of goods.  There is no legislation to regulate the
purchasing of services by government.  

14.13 The last 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 changes to 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 We examined the policy to see if it was consistent with the Government Purchases Act.  We
noted three exceptions.

� 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. 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.  

� 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.  

� The Government Procurement Policy applies to all purchases of goods and services
(including construction and facility leasing).  The Government Purchases Act 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 legislation has not yet been introduced in the House of
Assembly.

14.16 The Procurement Branch maintains a policy and procedure manual.  The manual was updated
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.  An operating 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 there is day-to-day contact with individuals and groups
wishing to do business with the government.

14.18 In February 2000 a study of the government’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 Legislation, 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
questions 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 an 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 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.  The policy indicates that 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, as they are for any other legislated or policy
requirements, to the Minister responsible for the organization.  However, there are no requirements
that government organizations report on compliance with procurement policies.  In addition, we
found that while the Procurement Branch does monitor procurement by government departments and
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 responsibility for 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 A report of 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 We believe there 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 be included in the reports to identify areas of
concern, government organizations which appear to be regularly contravening the Government
Procurement Policy, and policy initiatives to be considered to address problem areas.  Furthermore,
senior management does not perform any formal monitoring to ensure transaction reviews are
appropriately documented, all observations have been sent to the client organizations and reasonable
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
the role of the Procurement Branch needs to 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-
alternative) 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 indicated the purchase was made using alternative procurement methods (4
of 65 items tested);

 
- approval from client organization staff to award tenders was not on file (2 of 65 items

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
where to find requested documents.  Difficulties in locating documentation indicates a need for more
formal documentation and filing standards.  It also shows that the Procurement Branch does not
always examine documentation in support of the procurement transactions it helps to 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 a lack 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. 



��� TRANSPORTATION AND PUBLIC WORKS - PROCUREMENT BRANCH

��

14.33 Procurement transactions need to be recorded consistently in CFMS 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, there is minimal, 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 CFMS, because
there is no competitive procurement process involved.  Such payments are processed through the
accounts payable module of CFMS.  However, we found that client organizations sometimes bypass
the procurement process and Procurement Branch involvement by processing procurement
transactions through the accounts payable module of CFMS rather than the procurement module.
Procurement Branch staff monitor transactions processed through the accounts payable module for
improper recording of purchases, and questionable transactions are followed up.  However, we noted
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 situations goods and services are
obtained 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
alternative or substitute exists; and

- work to be performed according to the terms of a warranty 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 agree to the proposal, a joint recommendation is
made to the Chief Executive Officer of the client organization (e.g., Deputy Minister).  If
Procurement Branch staff do not agree, alternative procurement can proceed with the approval of
the CEO.  In all cases, an alternative procurement practices form is to be completed, signed by the
CEO and provided to the Procurement Branch.

14.37 We selected a sample of alternative procurement transactions recorded in CFMS.  They were
mostly transactions involving sole-source purchasing.  We made the following observations.
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� The section number of the policy under which the alternative procurement was
undertaken was not identified in 6 of 12 items tested.

� There was insufficient information to determine if the procurement met the criteria
required to be an alternative procurement transaction in 12 of 12 items tested.

� The approval of the Deputy Minister was not recorded in 4 of 12 items tested.

� The procurement transaction was not listed on the summary report of alternative
procurement transactions in 9 of 12 items tested.

� The transaction was classified as an alternative procurement even though it followed
the regular procurement process in 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.

� The section number of the policy under which the alternative procurement was
undertaken was not noted in 2 of 8 items tested.

� The reason for using alternative procurement methods was not sufficiently explained
in 2 of 8 items tested, and/or there was insufficient information to determine if the
procurement was a valid alternative procurement transaction in 3 of 8 items tested.

� Other required information was not recorded in 4 of 8 items tested.

14.39 We concluded that some policies relating to alternative procurement are not always followed
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, the dollar value of alternative procurement transactions reported
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 amounts to explain the difference, and no procedures in place to ensure
full reporting by client organizations. 

14.40 We were informed 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 alternative procurement practices.  However, we noted that explanations in
this report for individual transactions were often insufficient to give a full sense of why alternative
procurement practices were used.   

14.41 All purchase orders for purchases by government departments and agencies over $25,000 are
to be approved and issued by the Procurement Branch.  Accordingly, procurement staff can delay
such a transaction if they believe it is not in accordance with the procurement policy.  In theory, the
Branch is in 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 a good or service through 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 alternative procurement transactions in client
organizations.  Government Procurement Policy does not specifically state that the Procurement
Branch is responsible for 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
alternative 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 alternative
procurement transactions to be reported to the then Policy and Planning Secretariat.  This placed an
element of control over higher-risk procurement practices in a central body with some authority over
individual government organizations.  With the change in 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
believe there needs to be a better system to address known 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.  The Procurement 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 are a number 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 confidence in the
procurement process and ensure all procurement is carried out in an open
and fair manner, there be some level 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 major
responsibility for the Procurement Branch.
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14.47 The Procurement Fiscal Year End Report contains statistics on payments to vendors which
are reported under various categories.  Procurement Branch staff do not believe they have identified
all vendors who should be included in these statistics.  There is no statement in the Report about this
limitation in the information.

14.48 A business plan is a key 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

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
Public Works. 

� Standards -  The Procurement Branch should have sufficient information to determine where
procurement policies are in need of development or change.  There should be systems in 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 Legislation - Applicable provisions of Provincial legislation and regulations
should be complied with.  Procurement policies should be consistent with Provincial legislation and
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 a regular 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.  The
Procurement Branch should determine and report whether procurement legislation and policy is
being properly implemented and is achieving its objectives.
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Exhibit 14.2

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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DISTRIBUTION OF TRANSACTIONS BY VALUE
(OVER AND UNDER TENDERING THRESHOLDS)

DISTRIBUTION OF CONTRACTS BY COMPETITION TYPE

Exhibit 14.4
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Exhibit 14.5

LEGISLATION, POLICY AND GUIDELINE DOCUMENTS FOR GOVERNMENT PROCUREMENT

Legislation Agreements

Government Purchases Act Atlantic Canada Procurement Agreement

Policies
Agreement on Internal Trade

Policy on Government Procurement Guides

Summary and Overview of Policy Procurement Branch Tenders Brochure

Government Procurement Process Request for Quotations

Province of Nova Scotia Procurement Manual /
Policies and Procedures

Requests for Proposals or Expression of Interest

Environmentally Responsible Procurement Policy Standard Instructions

Facilities Procurement Guide General Instructions

Construction Contract Guidelines Supplements to General Instructions

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

Each document is available for viewing at: www.gov.ns.ca/finance/tour/policy.asp 
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Exhibit 14.6

EXCERPTS FROM GOVERNMENT PROCUREMENT POLICY

1. Policy Objective

The objective of this 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.

The Government of Nova Scotia is committed to:

• ensuring that the government’s requirements for goods, services, construction, and facilities are met through
an open and fair process that provides the highest degree of competition and value to the Province

• 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 business
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 economic
opportunities for Nova Scotians

• treating out of province bidders in the same way as their jurisdictions would treat bidders from Nova Scotia

• 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 competitive prices in
accordance with procedures established by the Procurement Branch of the Department of Transportation & Public
Works.

Goods with an estimated value above $5,000 will be posted on an electronic public bid notice system website. In
addition, bids may also be invited from selected suppliers where required to ensure an adequate degree of competition.

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 rationale for
the contract award, available for public review, the lowest competent tender will be accepted.
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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 be invited from selected suppliers where required to ensure an adequate degree of
competition.

In order to establish the best value of the services offered, bids will be evaluated on price, qualifications, experience, past
performance, and the capacity of the bidder to meet the criteria stated in the bid documents. Unless there is a valid and
written rationale for the contract award, available for public review, the lowest competent tender will be accepted.

Specialized 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. Major insurance services may be renewed on an annual 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 facilitate the
development of a departmental data base. Consultants will be selected from the departmental data base and interviewed,
and a fee will be established.  Consultants for assignments with an estimated value greater than $50,000 will be selected
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, which will
include an assessment of competence, experience, cost, and other factors specific to the requirement as identified in the
guidelines.

6. Procurement of Construction

Construction requirements with an estimated value of up to and including $10,000 will be acquired by departments at
competitive prices, in accordance with procedures established by the Procurement Branch of the Department of
Transportation & Public Works.

Construction requirements 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 be invited from selected suppliers where required to ensure an
adequate degree of competition.

Construction competitions will be carried out in accordance with the Construction Contract Guidelines developed by the
Department of Transportation & Public Works.

Bids may be evaluated on price, past performance, and the capacity of the bidder to meet the criteria stated in the bid
documents. Unless there is a valid and written rationale for the contract award, available for public review, the lowest
competent tender will be accepted.
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7. Procurement of Facilities

All building lease requirements are to be acquired by way of public advertisement, in accordance with the Government’s
Facilities Procurement Guide developed by the Department of Transportation & Public Works.

8. Alternative Procurement Practices

Departments wishing 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 a joint request to
the Deputy Minister of the requesting Department who will then approve or reject the recommendation. In case 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 properly
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 such as those
described below. Such processes are not to be used for the purpose of avoiding competition or to discriminate against
specific suppliers. Each instance requires the prior approval of the appropriate Deputy Minister. These circumstances
are:

8.1 an unforeseeable situation of urgency or emergency where the good, service, or construction requirement 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 licenses,
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 supplied 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 a 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 for research,
experiment, study, or original development, but not for any subsequent purchases
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8.10 the purchase of goods under exceptionally advantageous circumstances such as bankruptcy or receivership, but
not for routine purchases

8.11 the procurement of original works of art

8.12 the procurement of subscriptions to newspapers, magazines, or other periodicals

8.13 processes that foster the development of minority businesses

8.14 processes that foster the development of sheltered workshop programs

8.15 goods intended for resale to the public

8.16 goods and services from persons with disabilities, philanthropic institutions, or through employment equity
programs

8.17 services of expert witnesses, specifically in anticipation of litigation or for the purpose of conducting litigation

8.18 medical services for persons in 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, appreciates the
extensive audit done by the Auditor General’s staff, and their helpful approach was certainly
of value in strengthening the procurement operations of government.  Action on all items is
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 the P3
process is not currently in use on any projects.  The document is available should any public
body wish to pursue the P3 arrangement at any future time.  For non P3 projects, a Request
for Proposal process is used.

Paragraph 19
The Procurement Branch reviews it policies and procedures as required and updates the
website.  The suggestion by the Auditor General is appreciated and will be included in our
annual work plans so that the review is documented and changes in documents can be kept
on file for historical purposes.  We have included this in our business plans so that the
review is done annually each January.

Paragraph 24
Agree - However, public bodies have the responsibility to their respective Ministers to
comply with the Government’s policy objective of fair and open procurement.  The
Procurement Branch has established good working relationships with these public bodies;
three examples being the use of the Procurement Branch website for advertising tenders,
discussions on procurement policy applications and assistance in resolving complaints.

Paragraph 25
Agree - All four Atlantic provinces agreed that the reporting by MASH Sector entities was
not required.  There have been no complaints about Nova Scotia MASH Sector purchases
from other jurisdictions, and it has been more effective to concentrate on joint purchasing
advantages such as school buses, and being a source of advice and assistance to these other
publicly funded organizations.

Paragraph 26
The Procurement Branch is responsible for all standing offers for government departments.
The standing offer requirements are normally reviewed before their expiry dates to
determine if the standing offer should be re-tendered/renewed or cancelled.  Suppliers to the
information technology standing offers have all been advised that contracts will be
terminated if prices held on the database are not updated.  The system flags the vendor with
a warning if prices are not updated monthly.  The Procurement Branch also does periodic
surveys to ensure the technical information is up to date.  The most recent survey was done
in June 2002.

Paragraph 27
The analysis by the Procurement Branch is a monthly review of compliance with the
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. Staff review of transactions for CFMS procedural compliance, and advising users
on observations;

c. Staff review of accounts payable transactions to identify transactions that should
have been recorded in the Procurement Module.

These compliance reviews have proven to be very effective in reducing the number and types
of observations in CFMS operations.  We have also documented our compliance review
processes and have sent this information 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 correctly by
departments.  This is considered an effective way to train CFMS users to ensure they follow
procedures.  The Procurement Branch has reviewed the compliance documentation 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 document.
The Procurement Branch recently sent a document to all Directors of Finance 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 require
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 procurement is 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 addition, 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.



TRANSPORTATION AND PUBLIC WORKS - PROCUREMENT BRANCH 243

��

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
approvals with the appropriate buying group supervisor or seek direction from the Director
Purchases prior to approving the purchase order.

Paragraph 33
This has been a discussion point on construction contracts and the current process is that
awards are approved by the respective engineering group.  The Procurement Branch issues
the CFMS purchase order after reviewing the award recommendation.  Amendments are
recorded in the CFMS as soon as received from the engineering group.  Although there are
two methods of amending contracts, all amendments are entered in the CFMS.  As suggested
by the audit, a written protocol for amendments is being prepared by the Procurement
Branch to cover construction contracts.

Paragraph 34
Procurement Branch has prepared a list of typical accounts payable transactions, 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
program with departments covers the procedures to distinguish between procurement entries
and accounts payable entries.  The Comptroller, Department of Finance, has recently set up
a joint Finance/Procurement working group, chaired by the Director of Purchases to review
procedures 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 the training currently being given to 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 its tasks will be to 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 procurements reported by departments.  A review of CFMS reports shows that
further outreach and training for users is required, for example, users often record a
purchase from a standing offer as sole source, as it 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
procurements requires a regular outreach/training program for users.  An outreach project
was carried out in June 2002, focusing on this area.  In addition, the CFMS training 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
There is no requirement in the Government Procurement Policy to report to Treasury Board
on alternate procurements.  There is no evidence to indicate deputy ministers are abusing
the alternate procurement process.  The only other method of controlling alternate
procurements would be to have them all 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 or CEO
of each department/agency as specified in the Procurement Policy.  It is our experience that
deputy ministers/CEO’s are aware of their responsibilities under the Procurement Policy.
Procurement Branch has issued seventeen process/procedure documents and promulgated
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 training
and outreach to departments on alternate procurements.  One outreach session was done in
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 who may
choose to present it to Cabinet or the House of Assembly.  The report is also sent to the
Auditor General’s office for information.  The report for next year and follow on years will
be amended to include the record of all alternate procurements (un-tendered contracts)
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 alternate
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 procedure
documents now scheduled for January 2003.
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&RUSRUDWLRQ�WRWDOHG�������PLOOLRQ���'XH�WR�KLJKHU�WKDQ�H[SHFWHG�WUDIILF�YROXPHV�DQG�WROO�UHYHQXHV�
WKH�&RUSRUDWLRQ�UHSDLG������PLOOLRQ�RI�VXERUGLQDWHG�QRWHV�LQ�DGYDQFH�RI�WKHLU�SODQQHG����\HDU
PDWXULW\� GDWH�� � 7KH� &RUSRUDWLRQ·V�0DUFK� ���� ����� ILQDQFLDO� VWDWHPHQWV� UHSRUW� UHYHQXHV� RI
�������������QHW�HDUQLQJV�RI��������DQG�DQ�DFFXPXODWHG�GHILFLW�RI��������������

���� 7KH�&RUSRUDWLRQ�LV�JRYHUQHG�E\�D�RQH�PHPEHU�%RDUG���7KH�VROH�GLUHFWRU�ZDV�DSSRLQWHG
&KDLUPDQ�RI�WKH�%RDUG�E\�([HFXWLYH�&RXQFLO��DQG�LV�DOVR�3UHVLGHQW�RI�WKH�&RUSRUDWLRQ���7KH
&RUSRUDWLRQ�KDV� IRXU� VWDII�PHPEHUV� LQFOXGLQJ� WKH�3UHVLGHQW�� �7KH�&RUSRUDWLRQ�FRQWUDFWV� WKH
PDQDJHPHQW�RI�WKH�WROO�SOD]D�WR�D�SULYDWH�FRPSDQ\�ZKLFK�HPSOR\V����SHRSOH���0DLQWHQDQFH�RI�WKH
URDG�LV�FRQWUDFWHG�WR�WKH�'HSDUWPHQW�RI�7UDQVSRUWDWLRQ�DQG�3XEOLF�:RUNV��73:���

���� 7KH�ILQDQFLDO�VWDWHPHQWV�RI�WKH�&RUSRUDWLRQ�DUH�DXGLWHG�DQQXDOO\�E\�D�SULYDWH�DXGLWLQJ�ILUP�
7KLV�LV�RXU�VHFRQG�DXGLW�RI�WKH�&RUSRUDWLRQ���,Q������ZH�H[DPLQHG�WKH�SULYDWH�SDUWQHU�VHOHFWLRQ
SURFHVV�DQG�WKH�DFFRXQWDELOLW\�VWUXFWXUH�DQG�UHSRUWLQJ�HVWDEOLVKHG�IRU�WKH�SURMHFW���7KH�UHVXOWV�RI
WKH�DXGLW�ZHUH�SUHVHQWHG�LQ�&KDSWHU����RI�WKH������5HSRUW�RI�WKH�$XGLWRU�*HQHUDO��

5(68/76�,1�%5,()

���� 7KH�IROORZLQJ�DUH�RXU�SULQFLSDO�REVHUYDWLRQV�IURP�WKLV�DXGLW�

� 7KH�&RUSRUDWLRQ�UHSRUWV�WR�WKH�'HSDUWPHQW�RI�7UDQVSRUWDWLRQ�DQG�3XEOLF�:RUNV�RQ
D� WLPHO\� EDVLV�� EXW� 73:� GRHV� QRW� SURYLGH� DFFRXQWDELOLW\� LQIRUPDWLRQ� RQ� WKH
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&RUSRUDWLRQ�WR�WKH�+RXVH�RI�$VVHPEO\���1R�FRUSRUDWH�DQQXDO�UHSRUWV�RU�EXVLQHVV
SODQV�KDYH�EHHQ�WDEOHG�LQ�WKH�+RXVH�RI�$VVHPEO\�

� 7KH�&RUSRUDWLRQ�GRHV�QRW�KDYH�GRFXPHQWHG��GHILQHG�SHUIRUPDQFH�PHDVXUHV�WKDW
DUH�IRUPDOO\�PRQLWRUHG�DQG�UHSRUWHG�

� 7KHUH�DUH�LQFRQVLVWHQFLHV�EHWZHHQ�WKH�+LJKZD\�����:HVWHUQ�$OLJQPHQW�$FW�DQG
VXEVHTXHQW�)LQDQFLDO�0HDVXUHV�OHJLVODWLRQ�ZKLFK�KDYH�QRW�EHHQ�IXOO\�DGGUHVVHG�E\
JRYHUQPHQW����

� $� SULPDU\� REMHFWLYH� IRU� EXLOGLQJ� WKH� ������� PLOOLRQ� +LJKZD\� ���� :HVWHUQ
$OLJQPHQW�ZDV�WR�LPSURYH�WUDYHOHU�VDIHW\���+RZHYHU��QHLWKHU�WKH�&RUSRUDWLRQ�QRU
WKH�JRYHUQPHQW�KDYH�IRUPDOO\�VWXGLHG�DQG�UHSRUWHG�GHDWKV�DQG�DFFLGHQWV�UHODWHG�WR
WKH�QHZ�KLJKZD\���

� 7KH�&RUSRUDWLRQ�GRHV�QRW�SUHSDUH�D�FRPSUHKHQVLYH�EXVLQHVV�SODQ�ZKLFK�LQFOXGHV
JRDOV��RXWFRPHV�DQG�SHUIRUPDQFH�PHDVXUHV���

� 7KH�&RUSRUDWLRQ�LV�FRPSO\LQJ�ZLWK�LWV�OHJLVODWLRQ�DQG�UHJXODWLRQV���$W�WKH�WLPH�RI
RXU� DXGLW�� WKH� &RUSRUDWLRQ� ZDV� QRW� FRPSO\LQJ� ZLWK� WZR� UHTXLUHPHQWV� RI� ��
DJUHHPHQWV�WR�ZKLFK�LW�LV�D�VLJQDWRU\��

� 7KH� &RUSRUDWLRQ� KDV� DSSURSULDWH� RSHUDWLQJ� DQG� FDSLWDO� EXGJHWDU\� SURFHVVHV�
+RZHYHU��LW�GRHV�QRW�SHUIRUP�UHJXODU�FDVK�IORZ�SURMHFWLRQV�DV�SDUW�RI�LWV�SODQQLQJ
SURFHVV�

� 7KH�'HSDUWPHQW�RI�7UDQVSRUWDWLRQ�DQG�3XEOLF�:RUNV�SURYLGHV�DQQXDO�KLJKZD\
PDLQWHQDQFH� VHUYLFHV� DQG� WHFKQLFDO� H[SHUWLVH� IRU�PDMRU�KLJKZD\� UHSDLUV� WR� WKH
&RUSRUDWLRQ��EXW�GRHV�QRW�UHFRYHU�WKH�IXOO�FRVW�RI�WKH�VHUYLFHV���

$8',7�6&23(

���� ,Q�6HSWHPEHU������ZH�FRPSOHWHG�D�EURDG�VFRSH�DXGLW�RI�+LJKZD\�����:HVWHUQ�$OLJQPHQW
&RUSRUDWLRQ�LQ�DFFRUGDQFH�ZLWK�6HFWLRQV���DQG����RI�WKH�$XGLWRU�*HQHUDO�$FW���2XU�DXGLW�ZDV
SHUIRUPHG� LQ� DFFRUGDQFH� ZLWK� DXGLWLQJ� VWDQGDUGV� HVWDEOLVKHG� E\� WKH� &DQDGLDQ� ,QVWLWXWH� RI
&KDUWHUHG�$FFRXQWDQWV��DQG�DFFRUGLQJO\�LQFOXGHG�VXFK�WHVWV�DQG�RWKHU�SURFHGXUHV�DV�ZH�FRQVLGHUHG
QHFHVVDU\�LQ�WKH�FLUFXPVWDQFHV���7KH�REMHFWLYHV�RI�WKLV�DVVLJQPHQW�ZHUH�WR�H[DPLQH�DQG�DVVHVV�WKH�

� TXDOLW\�DQG�WLPHOLQHVV�RI�UHSRUWLQJ�WR�WKH�0LQLVWHU�RI�7UDQVSRUWDWLRQ�DQG�3XEOLF
:RUNV�DQG�WKH�+RXVH�RI�$VVHPEO\��

� SODQQLQJ��PRQLWRULQJ�DQG�FRQWURO�RI�WKH�ILQDQFLDO�RSHUDWLRQV�RI�WKH�&RUSRUDWLRQ��

� FRPSOLDQFH�ZLWK�3URYLQFLDO�OHJLVODWLRQ�DQG�UHJXODWLRQV��DQG

� GXH� UHJDUG� IRU� HFRQRP\� DQG� HIILFLHQF\� LQ� WKH� &RUSRUDWLRQ·V� GHFLVLRQV� DQG
DFWLYLWLHV�

���� $XGLW�FULWHULD�ZHUH�GHYHORSHG�WR�DVVLVW�LQ�RXU�SODQQLQJ�DQG�FRQGXFW�RI�WKH�DXGLW���7KH
FULWHULD�ZHUH�GLVFXVVHG�ZLWK�WKH�&RUSRUDWLRQ�DQG�DFFHSWHG�DV�DSSURSULDWH�E\�VHQLRU�PDQDJHPHQW
RI�73:���6HQLRU�PDQDJHPHQW�RI�WKH�&RUSRUDWLRQ�DFNQRZOHGJHG�WKDW�WKH�SULQFLSOHV�GHYHORSHG
DSSHDU�UHDVRQDEOH��EXW�FRXOG�QRW�GHWHUPLQH�ZKHWKHU�WKH�FULWHULD�ZHUH�VXLWDEOH���7KH�FULWHULD�DUH
GHVFULEHG�LQ�([KLELW���������
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���� $V�SDUW�RI�WKLV�DVVLJQPHQW��ZH�LQWHUYLHZHG�WKH�VWDII�RI�+LJKZD\�����:HVWHUQ�$OLJQPHQW
&RUSRUDWLRQ��WKH�WROO�SOD]D�PDQDJHPHQW�FRUSRUDWLRQ�DQG�WKH�'HSDUWPHQW�RI�7UDQVSRUWDWLRQ�DQG
3XEOLF�:RUNV���:H�DOVR�H[DPLQHG�PLQXWHV��FRQWUDFWV��LQYRLFHV�DQG�QXPHURXV�RWKHU�GRFXPHQWV
UHODWHG�WR�WKH�WROO�KLJKZD\��

35,1&,3$/�),1',1*6

$FFRXQWDELOLW\

����� 7KHUH�DUH�IRXU�SULQFLSDO�SDUWQHUV�LQ�WKH�RSHUDWLRQV�RI�WKH�+LJKZD\�����:HVWHUQ�$OLJQPHQW�
WKH�3URYLQFH�� WKH�&RUSRUDWLRQ�� WKH�ILQDQFLHUV��DQG� WKH� WROO�SOD]D�RSHUDWRU�� �:H�UHYLHZHG�WKH
DFFRXQWDELOLW\� VWUXFWXUHV� LQ� SODFH� �([KLELW� ������ DQG� UHSRUWLQJ� IURP� WKH� &RUSRUDWLRQ� WR� WKH
3URYLQFH��WKURXJK�WKH�'HSDUWPHQW�RI�7UDQVSRUWDWLRQ�DQG�3XEOLF�:RUNV��

����� &RUSRUDWLRQ�VWDWXV���7KH�&RUSRUDWLRQ�ZDV�FUHDWHG�E\�WKH�+LJKZD\�����:HVWHUQ�$OLJQPHQW
&RUSRUDWLRQ�$FW�LQ�-XO\��������7KH�$FW�QRWHV�WKH�SXUSRVH�RI�WKH�&RUSRUDWLRQ� LV�´WR�SURYLGH
ILQDQFLQJ��GHVLJQ��FRQVWUXFWLRQ��RSHUDWLRQ��DQG�PDLQWHQDQFH�RI�WKH�:HVWHUQ�$OLJQPHQW�RI�+LJKZD\
�����7UDQV�&DQDGD�+LJKZD\��LQ�WKH�&RXQWLHV�RI�&ROFKHVWHU�DQG�&XPEHUODQG�E\�D�SDUWQHUVKLS�RI
WKH�SXEOLF�DQG�SULYDWH�VHFWRUV�µ��

����� 7KH�&RUSRUDWLRQ�ZDV�VWUXFWXUHG�WR�EH�D�SULYDWH�HQWLW\�DW�DUPV�OHQJWK�IURP�WKH�3URYLQFH�
6HYHUDO�GRFXPHQWV�ZH�H[DPLQHG�QRWH�WKDW�D�SULPDU\�SXUSRVH�RI�WKH�&RUSRUDWLRQ�ZDV�WR�HQVXUH�WKDW
SURMHFW� ILQDQFLQJ�ZDV�¶QRQ�UHFRXUVH·� WR� WKH�3URYLQFH��PHDQLQJ� WKH�JRYHUQPHQW�ZRXOG�QRW�EH
UHVSRQVLEOH� IRU� DQ\�GHIDXOW�RQ� WKH�GHEW�� �7KH�GHEW�ZRXOG�QRW�EH� UHFRUGHG� LQ� WKH�3URYLQFH·V
ILQDQFLDO�VWDWHPHQWV�DQG�WKH�3URYLQFH·V�FUHGLW�UDWLQJ�DQG�ERUURZLQJ�FDSDFLW\�ZRXOG�EH�SUHVHUYHG�
$FFRUGLQJO\��WKH�$FW�GHFODUHV�WKDW�WKH�3URYLQFH�LV�QRW�OLDEOH�IRU�DQ\�GHEW�RI�WKH�&RUSRUDWLRQ�DQG
WKDW� WKH�&RUSRUDWLRQ� LV�QRW� D� FURZQ�FRUSRUDWLRQ�RU� DQ�DJHQW�RI� WKH�3URYLQFH�� �7KH�$FW� DOVR
H[HPSWV�WKH�&RUSRUDWLRQ�IURP�YDULRXV�3URYLQFLDO�OHJLVODWLRQ��LQFOXGLQJ�WKRVH�UHODWLQJ�WR�WD[HV�DQG
IUHHGRP�RI�LQIRUPDWLRQ�DQG�SURWHFWLRQ�RI�SULYDF\���+RZHYHU��WKH�$FW�VWDWHV�´WKH�&RUSRUDWLRQ�LV
DQ�DJHQF\�RI�JRYHUQPHQW�ZLWKLQ�WKH�PHDQLQJ�RI�WKH�$XGLWRU�*HQHUDO�$FW�DQG�WKDW�$FW�DSSOLHV�WR
WKH�&RUSRUDWLRQ�µ

����� 7KH�3URYLQFLDO�)LQDQFH�$FW�GHILQHV�D�FURZQ�FRUSRUDWLRQ�DV�RQH�ZKHUH�WKH�*RYHUQRU�LQ
&RXQFLO�LV�HQWLWOHG�WR�DSSRLQW�DQG�UHPRYH�DW�OHDVW�D�PDMRULW\�RI�LWV�GLUHFWRUV��DQG�ZKHUH�DW�OHDVW
���� RI� RXWVWDQGLQJ� YRWLQJ� VKDUHV� DUH� RZQHG� E\� JRYHUQPHQW�� � 7KH� JRYHUQPHQW� RZQV� WKH
&RUSRUDWLRQ·V�RQH�RXWVWDQGLQJ�VKDUH�DQG�DSSRLQWV�WKH�VROH�'LUHFWRU�RI�WKH�%RDUG���+RZHYHU��EDVHG
RQ�OHJDO�DGYLFH�REWDLQHG�E\�WKH�&RUSRUDWLRQ��WKH�GHILQLWLYH�ZRUGLQJ�RI�WKH�&RUSRUDWLRQ·V�HQDEOLQJ
OHJLVODWLRQ�JLYHV�LW�SUHHPLQHQFH�RYHU�WKH�3URYLQFLDO�)LQDQFH�$FW��

����� $FFRXQWDELOLW\�UHTXLUHPHQWV���7KH�&RUSRUDWLRQ·V�DFFRXQWDELOLW\�DQG�UHSRUWLQJ�UHTXLUHPHQWV
DUH�RQO\�GHILQHG�LQ�WKH�YDULRXV�DJUHHPHQWV�WR�ZKLFK�WKH�&RUSRUDWLRQ�LV�D�VLJQDWRU\��VXFK�DV�WKH
2PQLEXV�$JUHHPHQW�DQG�WKH�6HQLRU�%RQG�,QGHQWXUH���7KH�DJUHHPHQWV�SURYLGH�IRU�DFFRXQWDELOLW\
RQO\�WR�WKH�ERQGKROGHUV�DQG�WKH�3URYLQFH���7KH�&RUSRUDWLRQ·V�HQDEOLQJ�OHJLVODWLRQ�LV�FOHDU�LQ�LWV
LQWHQWLRQ�WKDW�WKH�&RUSRUDWLRQ�LV�QRW�DQ�DJHQW�RI�WKH�FURZQ���$FFRUGLQJO\��PDQDJHPHQW�RI�WKH
&RUSRUDWLRQ�PDLQWDLQV�WKH�&RUSRUDWLRQ�KDV�QR�GLUHFW�DFFRXQWDELOLW\�WR�WKH�+RXVH�RI�$VVHPEO\�RI
1RYD�6FRWLD�

����� :H�SUHYLRXVO\�UHSRUWHG�������5HSRUW�RI�WKH�$XGLWRU�*HQHUDO��WKDW�LW�ZDV�RXU�RSLQLRQ�WKDW
WKH�&RUSRUDWLRQ�VKRXOG�EH�DFFRXQWDEOH�WR�WKH�+RXVH�RI�$VVHPEO\�VLQFH�WKH�&RUSRUDWLRQ�LV�RZQHG
DQG�FRQWUROOHG�E\�WKH�3URYLQFH�DQG�LV�PDQDJLQJ�DQ�DVVHW�VLWXDWHG�RQ�3URYLQFLDOO\�RZQHG�ODQG���
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����� 7KHUH�KDYH�EHHQ�QR�FKDQJHV�WR�WKH�OHJLVODWLRQ�VLQFH�RXU�ODVW�DXGLW���'XULQJ�WKLV�DXGLW��ZH
REVHUYHG�WKDW�WKH�&RUSRUDWLRQ·V�DUPV�OHQJWK�IURP�JRYHUQPHQW�VWDWXV�GRHV�QRW�H[LVW�LQ�SUDFWLFH�
7KH�*HQHUDO�0DQDJHU�RI�WKH�&RUSRUDWLRQ�LV�RQ�VHFRQGPHQW�IURP�73:��DQG�WKH�3UHVLGHQW�ZDV
SUHYLRXVO\� D�'HSXW\�0LQLVWHU� RI�73:�DQG� LV� UHTXLUHG�E\�2UGHU� LQ�&RXQFLO� WR� DELGH�E\� WKH
*RYHUQPHQW·V�&RUSRUDWH�&RGH�RI�&RQGXFW�IRU�&LYLO�6HUYDQWV���6WDII�RI�WKH�&RUSRUDWLRQ�VHHN
GLUHFWLRQ�IURP�73:�PDQDJHPHQW�IRU�RSHUDWLRQDO�GHFLVLRQV���$OVR��WKH�ILQDQFLDO�VWDWHPHQWV�RI�WKH
&RUSRUDWLRQ�DUH�FRQVROLGDWHG�LQWR�WKH�3URYLQFH·V�DQQXDO�ILQDQFLDO�VWDWHPHQWV���:H�FRQWLQXH�WR�FDOO
IRU�D�UHFRJQLWLRQ�RI�IRUPDO�DFFRXQWDELOLW\�RI�WKH�&RUSRUDWLRQ�WR�WKH�+RXVH�RI�$VVHPEO\�

5HFRPPHQGDWLRQ�����

:H�UHFRPPHQG�WKDW�WKH�&RUSRUDWLRQ·V�DFFRXQWDELOLW\�UHTXLUHPHQWV�EH
EURDGHU��DQG�LQFOXGHG�LQ�OHJLVODWLRQ�VR�WKH\�PD\�RQO\�EH�FKDQJHG�E\�WKH
+RXVH�RI�$VVHPEO\��WR�ZKLFK�ZH�EHOLHYH�WKH�&RUSRUDWLRQ�LV�XOWLPDWHO\
DFFRXQWDEOH�

����� $FFRXQWDELOLW\� UHSRUWLQJ� �� &ODXVHV� LQ� WKH� 2PQLEXV� $JUHHPHQW� DQG� WKH� 6HQLRU� %RQG
,QGHQWXUH�UHTXLUH�WKH�&RUSRUDWLRQ�WR�VXEPLW�PRQWKO\�UHSRUWV�WR�WKH�3URYLQFH�DQG�TXDUWHUO\�UHSRUWV
WR�WKH�ERQGKROGHUV·�UHSUHVHQWDWLYH���7KH�TXDUWHUO\�UHSRUW�WR�WKH�ERQGKROGHUV·�UHSUHVHQWDWLYH�LV
DSSURYHG�E\�WKH�3UHVLGHQW�DQG�WKH�*HQHUDO�0DQDJHU�RI�WKH�&RUSRUDWLRQ��DQG�LV�DOVR�UHYLHZHG�E\
WKH�&RUSRUDWLRQ·V�H[WHUQDO�DXGLWRU��

����� 7KH�&RUSRUDWLRQ� LV�FRPSO\LQJ�ZLWK�PRVW�PDMRU�UHSRUWLQJ�UHTXLUHPHQWV� LQ� WKH�YDULRXV
DJUHHPHQWV�DQG�LV�SURYLGLQJ�WKH�LQIRUPDWLRQ�LQ�D�WLPHO\�DQG�FRPSOHWH�PDQQHU���+RZHYHU��WKH
VLJQLILFDQW� LQIRUPDWLRQ� GHVFULEHG� EHORZ� LV� DEVHQW� IURP� WKH� &RUSRUDWLRQ·V� UHSRUWLQJ� WR� WKH
ERQGKROGHUV·� UHSUHVHQWDWLYH�� �0DQDJHPHQW� LQGLFDWHG� WKDW� WKLV� ZDV� GXH� WR� DQ� RYHUVLJKW� DQG�
VXEVHTXHQW� WR� EHLQJ� LQIRUPHG� RI� WKH�PDWWHU��PHDVXUHV�ZHUH� XQGHUWDNHQ� WR� FRPSO\�ZLWK� WKH
UHTXLUHPHQWV��
�

� $UWLFOH� �� RI� WKH� 6HQLRU� 7ROO� 5HYHQXH�%RQG� ,QGHQWXUH� UHTXLUHV� DQQXDO� DXGLWHG
ILQDQFLDO�VWDWHPHQWV�WR�GLVFORVH�WKH�EXGJHW�LQ�WKH�6WDWHPHQW�RI�/RVV�DQG�'HILFLW�
7KLV�LV�QRW�EHLQJ�GRQH�

� 7KH�WUXVWHH�LV�QRW�VHQW�D�VWDWHPHQW�RI�UHLPEXUVDEOH�H[SHQGLWXUHV�IURP�WKH�WROO�SOD]D
RSHUDWRU�IRU�UHYLHZ���5HLPEXUVHPHQWV�WR�WKH�RSHUDWRU�DUH�QRW�KHOG�IRU����GD\V�VR
WKH�WUXVWHH�FDQ�UHYLHZ�WKH�H[SHQGLWXUHV�SULRU�WR�SD\PHQW��

����� $W� WKH� WLPH� RI� RXU� DXGLW�� WKH�&RUSRUDWLRQ�ZDV� QRW� FRPSO\LQJ�ZLWK� D� UHTXLUHPHQW� WR
FRPSDUH�DQG�H[SODLQ�YDULDQFHV�LQ�\HDU�WR�GDWH�EXGJHW�DQG�DFWXDO�UHVXOWV�LQ�TXDUWHUO\�ILQDQFLDO
VWDWHPHQWV���+RZHYHU��WKH�&RUSRUDWLRQ�VWDUWHG�UHSRUWLQJ�WKLV�FRPSDULVRQ�DQG�LV�QRZ�LQ�FRPSOLDQFH
ZLWK�WKLV�UHTXLUHPHQW�RI�WKH�6HQLRU�%RQG�,QGHQWXUH���

5HFRPPHQGDWLRQ�����

:H�UHFRPPHQG�RQJRLQJ�PRQLWRULQJ�RI�DOO�DJUHHPHQWV�DQG�LQGHQWXUHV�EH
XQGHUWDNHQ�WR�HQVXUH�FRPSOLDQFH�ZLWK�DOO�FRUSRUDWH�UHTXLUHPHQWV��

����� :H�DOVR�VXJJHVWHG�WKDW�DOO�LQWHUQDO�DQG�H[WHUQDO�VWDWHPHQWV�RI�UHYHQXH�DQG�H[SHQVHV�LQFOXGH
EXGJHW�DPRXQWV�DSSURYHG�E\�WKH�ERQGKROGHUV·�UHSUHVHQWDWLYH�DQG�WKH�3URYLQFH���

����� 7KHUH�LV�UHJXODU�DQG�WLPHO\�UHSRUWLQJ�E\�WKH�&RUSRUDWLRQ�WR�WKH�3URYLQFH���7KH�&RUSRUDWLRQ
LV�UHSUHVHQWHG�RQ�WKH�6WHHULQJ�&RPPLWWHH�IRU�WKH�:HVWHUQ�$OLJQPHQW�ZKLFK�DOVR�KDV�PHPEHUV
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IURP�WKH�3URYLQFH���7KH�&RUSRUDWLRQ�LV�DOVR�D�PHPEHU�RI�WKH�-RLQW�$GYLVRU\�&RPPLWWHH�ZKLFK
LQFOXGHV� UHSUHVHQWDWLYHV� IURP� WKH� 3URYLQFH� DQG� WKH� WROO� SOD]D� RSHUDWRU� �([KLELW� ������� � 7KH
FRPPLWWHHV�PHHW�TXDUWHUO\���7KHUH�LV�D�FRUSRUDWH�$QQXDO�*HQHUDO�0HHWLQJ�ZKLFK�LV�DWWHQGHG�E\
UHSUHVHQWDWLYHV�IURP�WKH�&RUSRUDWLRQ�DQG�WKH�JRYHUQPHQW��WKH�ERQGKROGHUV·�UHSUHVHQWDWLYH��DV�ZHOO
DV�WKH�&RUSRUDWLRQ·V�OHJDO�DQG�DXGLWLQJ�ILUPV���7KH�0LQLVWHU�RI�7UDQVSRUWDWLRQ�DQG�3XEOLF�:RUNV
DWWHQGV� WKH� $QQXDO� *HQHUDO�0HHWLQJ� DQG� KLV� 'HSXW\�0LQLVWHU� LV� D� PHPEHU� RI� WKH� 6WHHULQJ
&RPPLWWHH���7KURXJK�WKHVH�PHHWLQJV�WKH�&RUSRUDWLRQ�DGYLVHV�WKH�0LQLVWHU�DQG�'HSXW\�0LQLVWHU
RQ� WKH�&RUSRUDWLRQ·V� RSHUDWLRQV� DQG� VWDWXV�� �2WKHU�73:�RIILFLDOV� DUH�PHPEHUV� RI� WKH� -RLQW
$GYLVRU\�&RPPLWWHH���'XULQJ�RXU�DXGLW�ZH�ZHUH�LQIRUPHG�WKDW�WKH�6WHHULQJ�&RPPLWWHH�GLG�QRW
PHHW�IRU�HLJKW�PRQWKV�GXULQJ�������EXW�KDV�PHW�WKUHH�WLPHV�LQ������

����� 7KH�&RUSRUDWLRQ·V�DQQXDO�UHSRUW�LV�SUHSDUHG�RQ�D�WLPHO\�EDVLV�DQG�LV�SURYLGHG�WR�73:�E\
2FWREHU�IROORZLQJ�WKH�&RUSRUDWLRQ·V�0DUFK����\HDU�HQG���$OWKRXJK�WKHUH�LV�UHSRUWLQJ�IURP�WKH
&RUSRUDWLRQ�WR�73:��WKHUH�LV�QR�GLUHFW�UHSRUWLQJ�RI�VLJQLILFDQW�FRUSRUDWH�LQIRUPDWLRQ�WR�WKH�+RXVH
RI�$VVHPEO\���7KH�&RUSRUDWLRQ·V�DQQXDO�UHSRUW�KDV�QHYHU�EHHQ�WDEOHG�LQ�WKH�+RXVH�RI�$VVHPEO\
DQG�LWV�EXVLQHVV�SODQ�LV�QRW�LQFOXGHG�LQ�WKH�JRYHUQPHQW·V�SXEOLFDWLRQ�RI�FURZQ�DJHQF\�EXVLQHVV
SODQV�WDEOHG�LQ�WKH�+RXVH���7KH�&RUSRUDWLRQ·V�ILQDQFLDO�VWDWHPHQWV�DUH�LQFOXGHG�LQ�WKH�3URYLQFLDO
3XEOLF�$FFRXQWV�DQG�RWKHU�FRUSRUDWH�LQIRUPDWLRQ�LV�DYDLODEOH�IURP�WKH�&RUSRUDWLRQ·V�ZHEVLWH�
+RZHYHU��WKH�&RUSRUDWLRQ�LV�D�SDUW�RI�WKH�JRYHUQPHQW�UHSRUWLQJ�HQWLW\��L�H���LW�LV�FRQVROLGDWHG�LQWR
WKH�3URYLQFH·V�ILQDQFLDO�VWDWHPHQWV��DQG�ZH�EHOLHYH�LWV�DQQXDO�UHSRUWV�DQG�EXVLQHVV�SODQV�VKRXOG
EH�WDEOHG�LQ�WKH�+RXVH�RI�$VVHPEO\��

����� 3HUIRUPDQFH�UHSRUWLQJ���7KH�&RUSRUDWLRQ·V������DQQXDO�UHSRUW�QRWHV�JRDOV�UHODWLQJ�WR
FXVWRPHU� VHUYLFH�� KLJKZD\� VHUYLFHDELOLW\�� DQG� D� VDIH� DQG� HIILFLHQW� KLJKZD\�� � +RZHYHU�� WKH
&RUSRUDWLRQ� GRHV� QRW� KDYH� IRUPDO� GHILQHG� SHUIRUPDQFH� LQGLFDWRUV� UHODWLQJ� WR� WKHVH� JRDOV�
0HDVXUDEOH� SHUIRUPDQFH� LQGLFDWRUV� DQG� WDUJHWV� VKRXOG� EH� GHYHORSHG� WR� PRQLWRU� DQG� UHSRUW
SURJUHVV�WRZDUG�FRUSRUDWH�JRDOV�

����� +RZHYHU�� WKH�&RUSRUDWLRQ� GRHV�PHDVXUH� VRPH� DVSHFWV� RI� SHUIRUPDQFH�� �7KH�YDULRXV
DJUHHPHQWV�ZLWK�WKH�ERQGKROGHUV·�UHSUHVHQWDWLYH�DQG�WKH�3URYLQFH�GHILQH�FRQWUDFWXDO�UHTXLUHPHQWV
RI�WKH�&RUSRUDWLRQ��H�J���GHEW�SD\PHQW�VFKHGXOHV����7KURXJK�TXDUWHUO\�DQG�PRQWKO\�UHSRUWLQJ�DQG
WKH�$QQXDO�*HQHUDO�0HHWLQJ��SHUIRUPDQFH�DJDLQVW�FRQWUDFWXDO�UHTXLUHPHQWV�LV�UHSRUWHG�WR�WKH
PDMRU�VWDNHKROGHUV���7KH�$QQXDO�5RDGZD\�0DLQWHQDQFH�$JUHHPHQW�DOVR�VSHFLILHV�DQQXDO�URDG
PDLQWHQDQFH�SHUIRUPDQFH�VWDQGDUGV�DQG�VWDQGDUGV�IRU�FROOHFWLRQ�RI� WKH� WROOV�E\� WKH� WROO�SOD]D
PDQDJHPHQW�FRPSDQ\�ZKLFK�DUH�PHDVXUHG�DQG�UHSRUWHG�XSRQ���7KH�&RUSRUDWLRQ�PDLQWDLQV�D
ZHEVLWH�ZKLFK�FRQWDLQV�VRPH�FXUUHQW�LQIRUPDWLRQ�RQ�WROO�URDG�RSHUDWLRQV�

����� ,Q�������ZKHQ�WKH�SODQ�WR�SURFHHG�ZLWK�WKH�SURMHFW�ZDV�DSSURYHG�E\�JRYHUQPHQW��RQH�RI
WKH�SULPDU\�IDFWRUV�DQG�KLJKHVW�SULRULWLHV�ZDV�WKH�VDIHW\�RI�WUDYHOHUV�RQ�SXEOLF�KLJKZD\V���,W�ZDV
DQWLFLSDWHG�WKDW�GHDWKV�DQG�DFFLGHQWV�ZRXOG�GHFOLQH�ZLWK�WKH�FRPSOHWLRQ�RI�D�IRXU�ODQH�GLYLGHG
KLJKZD\�DQG�GLYHUVLRQ�RI�DOO�WUXFN�WUDIILF�WR�WKH�QHZ�URDG���7KH�&RUSRUDWLRQ·V�ZHEVLWH�VWDWHV�́ 7KH
H[LVWLQJ�WZR�ODQH�KLJKZD\�KDV�WKH�KLJKHVW�SHUFHQWDJH�RI�WUXFNV�WUDYHOLQJ�RQ�LW�LQ�WKH�SURYLQFH��RQ
DQ\�JLYHQ�GD\��RQH�LQ�IRXU�YHKLFOHV�²�KLJK�VSHHG�WUDQVSRUW�WUXFNV�KHDGLQJ�WR�PDUNHW�DQG�ORZ�VSHHG
ORFDO�WUDIILF�WXUQLQJ�RQ�DQG�RII�WKH�URDG�²�LV�DQ�RQJRLQJ�GDQJHU���0RUH�WKDQ����IDWDOLWLHV�LQ�WKH
SDVW�GHFDGH�PDNH�>WKH@�KLJKZD\�DQ�LQWROHUDEOH�VWDWLVWLF��DQG�RQH�WKH�QHZ�KLJKZD\�LV�GHVLJQHG�WR
FKDQJH�µ��73:�FRPSLOHV�VWDWLVWLFV�RQ�KLJKZD\�GHDWKV�DQG�DFFLGHQWV��([KLELW���������+RZHYHU�
DW�WKH�WLPH�RI�RXU�DXGLW��QHLWKHU�WKH�&RUSRUDWLRQ�QRU�73:�KDG�VWXGLHG�RU�UHSRUWHG�XSRQ�VWDWLVWLFDO
WUHQGV�UHODWLQJ�WR�WKH�VDIHW\�RI�WKH�+LJKZD\�����:HVWHUQ�$OLJQPHQW���
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5HFRPPHQGDWLRQ�����

:H�UHFRPPHQG�WKDW�DFFLGHQW�DQG�GHDWK�VWDWLVWLFV�EH�PRQLWRUHG�E\�73:
RU�WKH�&RUSRUDWLRQ�DQG�UHSRUWHG� LQ� WKH�&RUSRUDWLRQ·V�DQQXDO�UHSRUW�
DORQJ� ZLWK� DQ\� DYDLODEOH� H[SODQDWLRQV� IRU� WUHQGV� RU� YDULDQFHV� IURP
H[SHFWDWLRQV�

)LQDQFLDO�0DQDJHPHQW

����� :H�H[DPLQHG� D� QXPEHU� RI� DUHDV� UHODWHG� WR� ILQDQFLDO�PDQDJHPHQW�� �2XU� ILQGLQJV� DUH
UHSRUWHG�LQ�WKH�IROORZLQJ�SDUDJUDSKV�

����� %XVLQHVV�SODQQLQJ���7KH�&RUSRUDWLRQ�SUHSDUHG�D�EXVLQHVV�SODQ�IRU�WKH���������ILVFDO�\HDU
DW�WKH�UHTXHVW�RI�WKH�3URYLQFLDO�7UHDVXU\�DQG�3ROLF\�%RDUG���7KLV�ZDV�WKH�&RUSRUDWLRQ·V�ILUVW
EXVLQHVV�SODQ���:H�REVHUYHG�WKDW�LW�GLG�QRW�GRFXPHQW�FRUSRUDWH�JRDOV��REMHFWLYHV��SHUIRUPDQFH
PHDVXUHV�RU�RXWFRPHV��WKRXJK�FRUSRUDWH�JRDOV�DUH�LGHQWLILHG�LQ�WKH�&RUSRUDWLRQ·V������DQQXDO
UHSRUW���

5HFRPPHQGDWLRQ�����

:H� UHFRPPHQG� WKDW� D�PRUH� IRUPDO�� FRPSUHKHQVLYH� EXVLQHVV� SODQ�EH
SUHSDUHG�HDFK�\HDU�DQG�XVHG�WR�HQKDQFH�WKH�&RUSRUDWLRQ·V�SODQQLQJ�DQG
EXGJHWLQJ�SURFHVV�

����� )LQDQFLDO�UHSRUWLQJ���0RQWKO\�ILQDQFLDO�UHSRUWV�DUH�VXEPLWWHG�WR�WKH�3URYLQFH�DQG�TXDUWHUO\
ILQDQFLDO� UHSRUWV� DUH� GLVWULEXWHG� WR� WKH� ERQGKROGHUV·� UHSUHVHQWDWLYH�� � 5HSRUW� FRQWHQW� DQG
SUHSDUDWLRQ�GDWHV�PHHW�WKH�UHTXLUHPHQWV�VSHFLILHG�LQ�WKH�YDULRXV�DJUHHPHQWV��ZLWK�H[FHSWLRQV�DV
GHVFULEHG� LQ� SDUDJUDSK� ������ DERYH�� � $XGLWHG� ILQDQFLDO� VWDWHPHQWV� DUH� LQFOXGHG� LQ� WKH
&RUSRUDWLRQ·V�DQQXDO�UHSRUW�DQG�9ROXPH���RI�WKH�3XEOLF�$FFRXQWV��

����� &DVK� IORZ� DQDO\VLV� �� &XUUHQWO\�� QR� FDVK� IORZ� SURMHFWLRQV� DUH� EHLQJ� SUHSDUHG� E\� WKH
&RUSRUDWLRQ�RQ�D�UHJXODU�EDVLV���:H�EHOLHYH�FDVK�IORZ�SURMHFWLRQV�ZRXOG�KHOS�VXSSRUW�GHFLVLRQ
PDNLQJ�LQ�WKH�&RUSRUDWLRQ·V�DQQXDO�DQG�ORQJHU�WHUP�SODQQLQJ�SURFHVVHV�ZLWK�UHVSHFW�WR�GHEW�DQG
RSHUDWLRQDO�UHTXLUHPHQWV���)RU�H[DPSOH��WKH�'HEW�6HUYLFH�5HVHUYH�UHTXLUHPHQW�LQFUHDVHV�LQ������
DQG�WKH�&RUSRUDWLRQ�ZLOO�EH�UHTXLUHG�WR�KDYH�DSSUR[LPDWHO\����PLOOLRQ�LQ�WKH�5HVHUYH�DFFRXQW�
$W�WKH�WLPH�RI�RXU�DXGLW��WKH�5HVHUYH�DFFRXQW�EDODQFH�ZDV�DSSUR[LPDWHO\����PLOOLRQ�

5HFRPPHQGDWLRQ�����

:H�UHFRPPHQG�WKH�&RUSRUDWLRQ�SUHSDUH�D�WKUHH�WR�ILYH�\HDU�FDVK�IORZ
SURMHFWLRQ�EDVHG�RQ�PDQDJHPHQW·V�EHVW�HVWLPDWHV�RI� IXWXUH�RSHUDWLQJ
UHVXOWV�� GHEW� UHSD\PHQW�� URDG� UHSDLUV�� UHVHUYH� IXQGLQJ�� DQG� RWKHU
VLJQLILFDQW�VRXUFHV�DQG�XVHV�RI�FDVK��

����� 5HVHUYH�IXQGV���7KH�6HQLRU�%RQG�,QGHQWXUH�UHTXLUHV�WKH�&RUSRUDWLRQ�WR�PDLQWDLQ�WKUHH
UHVHUYH�DFFRXQWV��WKH�3URMHFW�$FFRXQW��WKH�&DSLWDO�5HVHUYH�$FFRXQW��DQG�WKH�'HEW�6HUYLFH�5HVHUYH
$FFRXQW�� �0DQDJHPHQW�PRQLWRUV� WKHVH� DFFRXQWV� WR� HQVXUH� FRPSOLDQFH�ZLWK� WKH� WHUPV�RI� WKH
LQGHQWXUH���$V�UHTXLUHG��D�'HEW�6HUYLFH�&RYHUDJH�5DWLR�LV�FDOFXODWHG�DQG�UHSRUWHG����GD\V�DIWHU
WKH�HQG�RI�HDFK�TXDUWHU�WR�WKH�WUXVWHH�DQG�WKH�ERQGKROGHUV·�UHSUHVHQWDWLYH����
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����� 2SHUDWLRQDO�EXGJHWLQJ���7KH�&RUSRUDWLRQ�KDV�D�WLPHO\�EXGJHW�SURFHVV���7KH�&RUSRUDWLRQ
UHFHLYHV�WKH�EXGJHW�RI�WKH�WROO�SOD]D�RSHUDWRU�LQ�$XJXVW��IRU�WKH�\HDU�EHJLQQLQJ�RQ�WKH�IROORZLQJ
-DQXDU\����DQG�VHQGV�WKH�WROO�SOD]D�EXGJHW�WR�73:�IRU�DSSURYDO�E\�2FWREHU�����$V�UHTXLUHG��WKH
&RUSRUDWLRQ·V�EXGJHW�LV�VHQW�WR�WKH�ERQGKROGHUV·�UHSUHVHQWDWLYH����GD\V�EHIRUH�WKH�ILVFDO�\HDU
EHJLQV�RQ�$SULO�����

����� &DSLWDO�EXGJHWLQJ���7KH�&RUSRUDWLRQ�KDV�D�FDSLWDO�SROLF\�DQG�EXGJHWLQJ�SURFHVV�ZKLFK
LQYROYH�DSSURYDO�E\�ERWK�WKH�3URYLQFH�DQG�WKH�ERQGKROGHUV·�UHSUHVHQWDWLYH�SULRU�WR�LQFXUUHQFH�RI
FDSLWDO�H[SHQGLWXUHV���7KH�&RUSRUDWLRQ�KDV�DQ�LQGHSHQGHQW�HQJLQHHU�FRQGXFW�UHJXODU�DQDO\VLV�RI
ORQJ�WHUP�URDG�PDLQWHQDQFH�UHTXLUHPHQWV� DQG�SURMHFWHG�H[SHQGLWXUHV� WR������� �7KH�VWXG\� LV
FRQGXFWHG�WR�HQVXUH�WKH�0DMRU�0DLQWHQDQFH�5HVHUYH�)XQG�LV�DGHTXDWHO\�IXQGHG���7KH�&RUSRUDWLRQ
XVHV�SURMHFWLRQV�LQ�LWV�EXGJHWLQJ�SURFHVV�WR�SODQ�IRU�FDSLWDO�PDLQWHQDQFH�H[SHQGLWXUHV���

����� /RQJ�WHUP�SODQQLQJ���$�ORQJ�UDQJH�SODQQLQJ�SURFHVV�VKRXOG�FRQVLGHU�YDULDEOHV�VXFK�DV
GHPRJUDSKLFV��LQIUDVWUXFWXUH�SODQQLQJ��WUDIILF�DQG�FDSDFLW\�UHTXLUHPHQWV�DQG�LQFOXGH�ILQDQFLDO
LQIRUPDWLRQ�VXFK�DV�FDVK�IORZ�SURMHFWLRQV�DQG�DQWLFLSDWHG�FDSLWDO�DQG�PDLQWHQDQFH�FRVWV���$����
\HDU�FDVK�IORZ�SURMHFWLRQ�ZDV�SUHSDUHG�LQ������DV�SDUW�RI�WKH�EXVLQHVV�FDVH�WR�VXSSRUW�WKH�:HVWHUQ
$OLJQPHQW�SURMHFW���7KH�&RUSRUDWLRQ�KDV�QRW�XSGDWHG�WKH�FDVK�IORZ�SURMHFWLRQV�RU�GRQH�PXFK
RWKHU� ORQJ�WHUP� SODQQLQJ� EHFDXVH� WUDIILF� YROXPHV�� UHYHQXHV� DQG� UHVXOWDQW� FDVK� IORZV� KDYH
H[FHHGHG�WKH�RULJLQDO�SURMHFWLRQV���

5HFRPPHQGDWLRQ�����

:H� UHFRPPHQG� WKDW� FDVK� IORZ� SURMHFWLRQV� EH� SUHSDUHG� UHJXODUO\� WR
LGHQWLI\� FKDQJHV� �H�J��� SUHGHWHUPLQHG� WROO� LQFUHDVHV�� IRUHFDVWHG� GHEW
UHSD\PHQWV�� ZKLFK�PD\� FDXVH� SRWHQWLDO� FDVK� VKRUWDJHV� RU� DIIHFW� WKH
&RUSRUDWLRQ·V�DELOLW\�WR�IXQG�UHVHUYH�DFFRXQWV�

�
����� $XGLW� UHFRPPHQGDWLRQV� ��7KH�&RUSRUDWLRQ�KDV� LPSOHPHQWHG�EXVLQHVV�SURFHVV�FKDQJHV
UHFRPPHQGHG� E\� LWV� H[WHUQDO� DXGLWRU�� DQG� WKHUH� ZHUH� QR� IXUWKHU� UHFRPPHQGDWLRQV� IRU
LPSURYHPHQW�LQ��������2XU������DXGLW�UHFRPPHQGHG�WKDW�WKH�&RUSRUDWLRQ�UHYLHZ�WKH�SURMHFW�DIWHU
D�\HDU�RU�WZR�RI�KLJKZD\�RSHUDWLRQV�WR�H[DPLQH�WKH�DFFXUDF\�RI�WKH�DVVXPSWLRQV�PDGH�LQ�WKH
EXVLQHVV�FDVH�WR�HVWDEOLVK�WKH�:HVWHUQ�$OLJQPHQW·V�SURMHFW�YLDELOLW\���$�VWXG\�ZDV�FRQGXFWHG�RQ
WKH�SHULRG�RI�KLJKZD\�FRQVWUXFWLRQ�DQG�D�UHSRUW�ZDV�SUHSDUHG�E\�WKH�73:�,QWHUQDO�$XGLW�'LYLVLRQ
LQ��������+RZHYHU��QR�VWXG\�ZDV�FRQGXFWHG�RQ�WKH�ILUVW�RU�VHFRQG�\HDUV�RI�RSHUDWLRQ���:H�ZHUH
LQIRUPHG�E\�ERWK�73:�DQG�&RUSRUDWLRQ�RIILFLDOV�WKDW�WKH\�VDZ�QR�QHHG�IRU�D�UHYLHZ�DV�WKH�SURMHFW
LV�DXGLWHG�DQQXDOO\�E\�DQ�H[WHUQDO�DXGLWRU�DQG�WKH�KLJKZD\�KDV�H[FHHGHG�IRUHFDVWHG�WUDIILF�YROXPHV
DQG�UHYHQXH�IORZV�

&RPSOLDQFH�ZLWK�/HJLVODWLRQ

����� 7KH�&RUSRUDWLRQ�ZDV�FUHDWHG�E\�WKH�+LJKZD\�����:HVWHUQ�$OLJQPHQW�$FW�RI��������,W�LV
D�SULYDWH�FRUSRUDWLRQ�FUHDWHG�E\�VWDWXWH�DQG��DV�VXFK��KDV�QR�PHPRUDQGXP�RI�DVVRFLDWLRQ�RU
DUWLFOHV� RI� LQFRUSRUDWLRQ�� � 7KH� VROH� REMHFWV� RI� WKH� &RUSRUDWLRQ� DUH� WKH� ILQDQFLQJ�� GHVLJQ�
FRQVWUXFWLRQ��RSHUDWLRQ�DQG�PDLQWHQDQFH�RI�WKH�:HVWHUQ�$OLJQPHQW��

����� 7KH�FDSLWDO�RI�WKH�&RUSRUDWLRQ�FRQVLVWV�RI�RQH�VKDUH�RZQHG�E\�+HU�0DMHVW\�LQ�ULJKW�RI�WKH
3URYLQFH�DQG�LW�LV�QRW�WUDQVIHUDEOH���%\�VWDWXWH��WKH�&RUSRUDWLRQ�LV�QRW�OLDEOH�WR�WD[DWLRQ�DQG�LV
H[HPSW�IURP�WKH�3XEOLF�8WLOLWLHV�$FW��WKH�)UHHGRP�RI�,QIRUPDWLRQ�DQG�3URWHFWLRQ�RI�3ULYDF\�$FW�
DQG�WKH�3URYLQFLDO�)LQDQFH�$FW���
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����� :KHQ����DJUHHPHQWV� WR� ILQDQFH��GHVLJQ��FRQVWUXFW��RSHUDWH�DQG�PDLQWDLQ� WKH�:HVWHUQ
$OLJQPHQW�ZHUH�VLJQHG�LQ�������WKH�&RUSRUDWLRQ·V�ODZ\HUV�SUHSDUHG�D�OLVW�RI�DSSUR[LPDWHO\����
FRUSRUDWH�DQG�3URYLQFLDO�REOLJDWLRQV���&RUSRUDWLRQ�VWDII�PRQLWRU�WKH�REOLJDWLRQV�DQG�HQVXUH�WKH
&RUSRUDWLRQ·V�FRPSOLDQFH�ZLWK�LWV�OHJLVODWLRQ��

����� 2Q�-XQH���������WKH�)LQDQFLDO�0HDVXUHV��������$FW�UHFHLYHG�5R\DO�$VVHQW���$PRQJ�RWKHU
SURYLVLRQV��WKLV�OHJLVODWLRQ�SURYLGHG�IRU�VWULFWHU�DFFRXQWDELOLW\�RI�JRYHUQPHQW�RUJDQL]DWLRQV�WR
JRYHUQPHQW���7KH�&RUSRUDWLRQ�LV�VSHFLILFDOO\�QDPHG�DV�DQ�HQWLW\�ZKLFK�LV�H[SHFWHG�WR�IROORZ�VRPH
RI�WKH�QHZ�DFFRXQWDELOLW\�UHTXLUHPHQWV���7KH�&RUSRUDWLRQ·V�ODZ\HUV�UHYLHZHG�WKH�OHJLVODWLRQ�DQG
SURYLGHG�DQ�DQDO\VLV�DQG�RSLQLRQ�RQ�LWV�DSSOLFDELOLW\�WR�WKH�&RUSRUDWLRQ���2Q�$XJXVW����������WKH
&RUSRUDWLRQ� FRUUHVSRQGHG� ZLWK� 73:� VWDWLQJ� WKHUH� LV� XQFHUWDLQW\� DERXW� WKH� DXWKRULW\� RI� WKH
)LQDQFLDO�0HDVXUHV��������$FW�RYHU�WKH�EXVLQHVV�RI�WKH�&RUSRUDWLRQ�EHFDXVH�RI�LQFRQVLVWHQFLHV
ZLWK�WKH�&RUSRUDWLRQ·V�HQDEOLQJ�OHJLVODWLRQ���7KH�&RUSRUDWLRQ�KDV�QRW�UHFHLYHG�DQ\�LQVWUXFWLRQV
RU�GLUHFWLYHV�IURP�WKH�JRYHUQPHQW�UHODWHG�WR�WKH�DSSOLFDELOLW\�RI�WKH�)LQDQFLDO�0HDVXUHV�������
$FW���6LQFH�WKHQ��WKH�)LQDQFLDO�0HDVXUHV��������$FW�DQG�WKH�)LQDQFLDO�0HDVXUHV��������$FW�KDYH
EHHQ�SURFODLPHG�LQ�WKH�+RXVH���:H�H[SHFW�WKH�DSSOLFDELOLW\�RI�WKHVH�SLHFHV�RI�OHJLVODWLRQ�WR�WKH
&RUSRUDWLRQ�LV�VLPLODUO\�LQ�GRXEW�

����� :H�UHYLHZHG�WKH�+LJKZD\�����:HVWHUQ�$OLJQPHQW�$FW�DQG�WKH�5HJXODWLRQV�WR�WKH�$FW�DQG
FRQFOXGHG�WKDW�WKH�&RUSRUDWLRQ�LV�FRPSO\LQJ�ZLWK�LWV�OHJLVODWLRQ���:H�QRWHG�WKDW�WKH�&RUSRUDWLRQ·V
DXGLWRUV��ERQGKROGHUV·�UHSUHVHQWDWLYH�DQG�WUXVWHH�UHFHLYH�UHJXODU�LQIRUPDWLRQDO�UHSRUWV�DQG�ZH
XQGHUVWDQG� WKH\� DOVR�PRQLWRU�ZKHWKHU� WKH�&RUSRUDWLRQ� LV� FRPSO\LQJ�ZLWK� YDULRXV� DVSHFWV� RI
RQJRLQJ�DJUHHPHQWV���7KH�&RUSRUDWLRQ�DOVR�ILOHV�TXDUWHUO\�FHUWLILFDWLRQV�RI�FRPSOLDQFH�ZLWK�WKH
WHUPV�RI�WKH�6HQLRU�%RQG�,QGHQWXUH���

9DOXH�IRU�0RQH\

����� &RUSRUDWLRQ�H[SHQVHV�IRU�WKH�\HDU�HQGHG�0DUFK����������WRWDOHG�DERXW�������PLOOLRQ�
8VXDOO\��WKH�&RUSRUDWLRQ�UHTXHVWV�WKUHH�TXRWHV�IRU�SXUFKDVHV�ZKHQ�DQ�H[SHQVH�LV�H[SHFWHG�WR
H[FHHG����������6HYHUDO�FRVWV�LQFXUUHG�E\�WKH�&RUSRUDWLRQ��VXFK�DV�ERQGKROGHU�DQG�WUXVWHH�IHHV
����������� DQG� DPRUWL]DWLRQ� DQG� GHSUHFLDWLRQ� �������������� DUH� QRW� VXLWHG� WR� QHJRWLDWLRQ� RU
WHQGHU���,QWHUHVW�RQ�ORQJ�WHUP�GHEW��������������LV�DW�D�SUHGHWHUPLQHG�UDWH��EXW�WKH�&RUSRUDWLRQ
KDV�WKH�RSWLRQ�WR�UHGHHP�GHEW�EHIRUH�LWV�VFKHGXOHG�PDWXULW\���

����� :KHQ�VLJQLILFDQW�PDWWHUV�DULVH�WKDW�PD\�DIIHFW�LWV�FRVWV�RU�RSHUDWLRQV��WKH�&RUSRUDWLRQ
FRPPLVVLRQV�VWXGLHV�E\�FRQVXOWDQWV�RU�RWKHU�H[SHUWV�WR�SURYLGH�DGYLFH�DQG�RSWLRQV���,Q������WKH
&RUSRUDWLRQ�UHTXHVWHG�D�VSHFLDO�VWXG\�RI�WKH�FDVK�IORZ�DQG�GHEW�SRVLWLRQ�RI�WKH�&RUSRUDWLRQ�DQG
D�VWXG\�RI�WKH�HIIHFW�RI�WKH�3URYLQFLDO�)LQDQFLDO�0HDVXUHV��������$FW���,Q�DGGLWLRQ��WKHUH�DUH
UHJXODU�RSHUDWLRQDO�UHYLHZV�RI�WKH�WROO�SOD]D�RSHUDWLRQV�DQG�YDULRXV�URDG�PDLQWHQDQFH�VWXGLHV���

����� 3URYLQFLDO� SURMHFW� VWXGLHV� �� 2QH� REMHFWLYH� RI� WKH�:HVWHUQ� $OLJQPHQW� SURMHFW� ZDV� WR
FRQVWUXFW�WKH�URDG�DW�D�FRVW�ZKLFK�ZDV�ORZHU�WKDQ�LI�LW�KDG�EHHQ�EXLOW�E\�73:���,Q�$SULO������WKH
,QWHUQDO� $XGLW� 'LYLVLRQ� RI� 73:� FRPSOHWHG� D� VWXG\� RI� WKH�:HVWHUQ� $OLJQPHQW� SURMHFW�� � ,W
FRQFOXGHG�WKH�IROORZLQJ�

� 7KH�GHVLJQ�DQG�FRQVWUXFWLRQ�FRVWV�RI�WKH�WROO�URDG�HTXDOHG�ZKDW�LW�ZRXOG�KDYH�FRVW
LI�WKH�3��SURFHVV�KDG�QRW�EHHQ�IROORZHG���

� 7KH�SULYDWH�SDUWQHU�HPSOR\HG�FUHDWLYH�VROXWLRQV�WKDW�ZHUH�WLPH�VDYHUV�

� ,W�ZDV�QRW�GHWHUPLQDEOH�ZKHWKHU�WKHVH�FUHDWLYH�VROXWLRQV�ZHUH�FRVW�VDYHUV�
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����� $V�QRWHG�DERYH��WKH�VWXG\�E\�73:·V�LQWHUQDO�DXGLWRUV�IRFXVHG�RQ�GHVLJQ�DQG�FRQVWUXFWLRQ
FRVWV���,Q�WKH������5HSRUW�RI�WKH�$XGLWRU�*HQHUDO�ZH�UHSRUWHG�WKDW�WKH�FRVW�RI�ERUURZLQJ�WR
ILQDQFH�WKH�WROO�URDG�H[FHHGHG�WKH�3URYLQFLDO�ERUURZLQJ�UDWH�E\�DSSUR[LPDWHO\������$W�WKDW�WLPH�
ZH�HVWLPDWHG�WKDW�WKH�FXUUHQW�YDOXH�RI�WKH�FRVW�RI�WKH�KLJKHU�LQWHUHVW�UDWHV�ZRXOG�KDYH�EHHQ�LQ�WKH
UDQJH�RI�����PLOOLRQ�WR�����PLOOLRQ��DQG�FRQFOXGHG�WKDW�WKH�URDG�OLNHO\�FRVW�PRUH�WKDQ�LI�LW�KDG
EHHQ�ILQDQFHG�E\�WKH�JRYHUQPHQW��

����� ([FHVV� FDVK� �� 7KH�:HVWHUQ� $OLJQPHQW·V� SURMHFW� ILQDQFLQJ� ZDV� VXSSRUWHG� E\� D� ����
EXVLQHVV�FDVH�WKDW�SURMHFWHG�H[SHFWHG�WUDIILF�YROXPHV��UHYHQXHV�DQG�H[SHQVHV���7R�GDWH��WKH�DFWXDO
WUDIILF�YROXPHV�DQG�UHVXOWDQW�UHYHQXHV�KDYH�H[FHHGHG�SURMHFWHG�ILJXUHV���7KH�&RUSRUDWLRQ·V�����
PLOOLRQ�VXERUGLQDWH�QRWH�ZDV�UHSDLG�IURP�H[FHVV�FDVK�LQ������DQG�������DSSUR[LPDWHO\����\HDUV
EHIRUH�WKH�SODQQHG�UHGHPSWLRQ���

����� ,Q������WKH�&RUSRUDWLRQ�FRPPLVVLRQHG�D�VSHFLDO�VWXG\�FRPSDULQJ�WKH�FDVK�IORZ�DQG�GHEW
SRVLWLRQ�XQGHU�IRXU�GLIIHUHQW�DOWHUQDWLYHV�RYHU�WKH����\HDU�OLIH�RI�WKH�SURMHFW���$V�D�UHVXOW�RI�WKH
RSWLRQV�SUHVHQWHG�LQ�WKH�VWXG\��73:�GLUHFWHG�WKH�&RUSRUDWLRQ�WR�XVH�H[FHVV�FDVK�WR�UHSD\�GHEW�
UDWKHU�WKDQ�UHPLWWLQJ�WKH�FDVK�WR�WKH�3URYLQFH�

����� 7KH�DJUHHPHQWV�VLJQHG�WR�SURYLGH�ILQDQFLQJ�IRU�WKH�WROO�KLJKZD\�LQFOXGHG�FRPPLWPHQWV
IRU� UHJXODU� WROO� LQFUHDVHV�� � 7R� ������ WROOV� KDYH� EHHQ� LQFUHDVHG� DV� SODQQHG�� � 7ROO� UHYHQXHV
FRQWLQXHG�WR�H[FHHG�H[SHFWHG�UHYHQXHV���&RQVXPHU�3ULFH�,QGH[�EDVHG�WROO�LQFUHDVHV�RI�������ZHUH
SODQQHG�IRU�FDUV�DQG�UHFUHDWLRQDO�YHKLFOHV�LQ������DQG�IRU�WUXFNV�LQ�������EXW�WKH�&RUSRUDWLRQ
UHFHLYHG�WKH�DJUHHPHQW�RI�WKH�ERQGKROGHUV·�UHSUHVHQWDWLYH�WR�GHIHU�WKH�SODQQHG�WROO�LQFUHDVHV�XQWLO
�������6HHNLQJ�WR�GHIHU�WKH�WROO�LQFUHDVHV�FRVW�WKH�&RUSRUDWLRQ�DSSUR[LPDWHO\����������ZKLFK
LQFOXGHG���������SDLG�WR�WKH�ERQGKROGHUV·�UHSUHVHQWDWLYH�WR�DFFHSW�D�ZDLYHU�RI�WROO�LQFUHDVHV���7KH
&RUSRUDWLRQ� SURMHFWHG� WKDW� DSSUR[LPDWHO\� ��������� UHYHQXH� ZRXOG� EH� ORVW� LQ� ������ DQG
�����������ZRXOG�EH�ORVW�LQ�������

����� &RUSRUDWH� LQYHVWPHQWV� PXVW� EH� PDGH� LQ� KLJK� TXDOLW\�� XQFRQGLWLRQDOO\� JXDUDQWHHG
LQVWUXPHQWV�ZKLFK�DUH�GHILQHG�DV�´SHUPLWWHG�LQYHVWPHQWVµ�LQ�WKH�ILQDQFLQJ�DJUHHPHQWV���'XH�WR
WKHLU�TXDOLW\��WKH�������PLOOLRQ�RI�LQYHVWPHQWV�RQO\�HDUQHG�DQ�DYHUDJH�LQWHUHVW�RI�������LQ������
�����7KH�LQWHUHVW�UDWH�SDLG�RQ�WKH�RXWVWDQGLQJ�GHEW�RI�WKH�&RUSRUDWLRQ�H[FHHGV�������,I�GHEW�LV
UHSDLG��D�¶PDUNHW�PDNH�ZKROH�SUHPLXP·��D�SHQDOW\�IRU�HDUO\�GHEW�SD\PHQW��PXVW�DOVR�EH�SDLG�WR
WKH�GHEW�KROGHUV���

5HFRPPHQGDWLRQ�����

:H� UHFRPPHQG� WKDW� WKH� &RUSRUDWLRQ� GHWHUPLQH� ZKHWKHU� LW� LV� PRUH
EHQHILFLDO�WR�KROG�H[FHVV�FDVK�RU�UHSD\�RXWVWDQGLQJ�GHEW���7KH�DQDO\VLV
VKRXOG�LQFOXGH�UHYLHZLQJ�FDVK�IORZ�SURMHFWLRQV�WR�HQVXUH�WKH�&RUSRUDWLRQ
ZLOO�KDYH�VXIILFLHQW�FDVK�WR�PHHW�DOO�RI�LWV�IXWXUH�REOLJDWLRQV�

����� 7ROO�SOD]D�RSHUDWLQJ�FRQWUDFW���7KH�WROO�SOD]D�LV�RSHUDWHG�XQGHU�DJUHHPHQW�ZLWK�D�SULYDWH
FRPSDQ\���7KH�FRQWUDFW�ZLWK�WKH�FRPSDQ\�FRXOG�EH�UHQHZHG�LQ������RU�WKH�&RUSRUDWLRQ�FRXOG
DVVXPH�WKH�GXWLHV�RI�WKH�WROO�SOD]D�RSHUDWRU���$FFRUGLQJ�WR�DJUHHPHQW��LI�WKH�GXWLHV�ZHUH�DVVXPHG
WKH�&RUSRUDWLRQ�ZRXOG�KDYH�WR�SD\�WKH�SULYDWH�RSHUDWRU�D�RQH�WLPH����������IHH���+RZHYHU��WKH
DPRXQWV�SDLG�WR�WKH�RSHUDWRU�LQFOXGH�DQ�DQQXDO�����PDQDJHPHQW�IHH�����������IRU����������
7KH�&RUSRUDWLRQ�SHUIRUPHG�DQ�DQDO\VLV�RI�WKH�WROO�SOD]D�RSHUDWLQJ�FRQWUDFW���6XEVHTXHQW�WR�WKH
FRPSOHWLRQ�RI�RXU�DXGLW�ILHOGZRUN��WKH�&RUSRUDWLRQ�GHFLGHG�QRW�WR�H[HUFLVH�WKH�RSWLRQ�WR�WDNH�RYHU
WKH�WROO�SOD]D�RSHUDWLRQ��
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����� +LJKZD\� PDLQWHQDQFH� DQG� PDMRU� UHSDLUV� �� 7KH� &RUSRUDWLRQ� LV� UHVSRQVLEOH� IRU� WKH
PDLQWHQDQFH�RI�WKH�WROO�KLJKZD\���73:�SURYLGHV�DQQXDO�DQG�ORQJ�WHUP�KLJKZD\�PDLQWHQDQFH�LQ
DFFRUGDQFH�ZLWK�DJUHHPHQWV�ZLWK�WKH�&RUSRUDWLRQ���7KH�DJUHHPHQWV�DUH�HOLJLEOH�IRU�UHQHZDO�LQ
����� DQG� WKH� WHUPV� RI� WKH� DJUHHPHQWV� FDQ� EH� QHJRWLDWHG� XSRQ� UHQHZDO�� � &RVWV� RI� DQQXDO
PDLQWHQDQFH�DUH�SDLG�E\�WKH�&RUSRUDWLRQ�WR�73:�DQG�FRVWV�RI�ORQJ�WHUP�PDLQWHQDQFH�DQG�UHSDLUV
DUH�SDLG�E\�WKH�&RUSRUDWLRQ�GLUHFWO\�WR�WKH�VHOHFWHG�FRQWUDFWRU��WKURXJK�WKH�WUXVWHH����$Q\�FRVW
LQFXUUHG�E\�73:�LQ�PDQDJLQJ�DQQXDO�DQG�ORQJ�WHUP�UHSDLUV�LV�UHFRYHUDEOH�IURP�WKH�&RUSRUDWLRQ�

����� 73:�KDV�VHW�XS�VHSDUDWH�DFFRXQWV�WR�DFFXPXODWH�DQG�PRQLWRU�WKH�GLUHFW�FRVWV�RI�DQQXDO
PDLQWHQDQFH���7KH�'HSDUWPHQW�SHUIRUPHG�D�IRXU�\HDU�DQDO\VLV�RI�LWV�FRVWV�XQGHU�WKH�DJUHHPHQW
IRU�DQQXDO�PDLQWHQDQFH��H�J���VQRZ�UHPRYDO��VDOWLQJ��OLQH�SDLQWLQJ�����������LQ�����������DQG
FRQFOXGHG�WKDW�LW�LV�UHFRYHULQJ�IURP�WKH�&RUSRUDWLRQ�DOO�GLUHFW�FRVWV�RI�SURYLGLQJ�WKH�VHUYLFH�
+RZHYHU��WKH�'HSDUWPHQW�HVWLPDWHV�WKDW�LQGLUHFW�DQG�RWKHU�FRVWV�DVVRFLDWHG�ZLWK�VHUYLFHV�SURYLGHG
WR�WKH�&RUSRUDWLRQ����������HVWLPDWH�������������FRXOG�EH�LQ�WKH�UDQJH�RI�����WR�����RI�LWV
GLUHFW�FRVWV��DQG�DUH�QRW�EHLQJ�UHFRYHUHG�IURP�WKH�&RUSRUDWLRQ��

����� 'XH�WR�D�WKUHH�\HDU�ZDUUDQW\�RQ�WKH�URDG·V�FRQVWUXFWLRQ�������ZDV�WKH�ILUVW�\HDU�DQ\�FRVWV
ZHUH� LQFXUUHG� IRU�PDMRU� UHSDLUV� ��������� �� ������������� � 73:� SURYLGHV� WKH� WHFKQLFDO� DQG
PDQDJHULDO�H[SHUWLVH�IRU�PDMRU�UHSDLUV�DQG�LV�UHLPEXUVHG�IRU�LWV�DFWXDO�GLUHFW�FRVWV�LQ�SURYLGLQJ
WKHVH�VHUYLFHV���$IWHU�ZH�FRPSOHWHG�DXGLW�ILHOGZRUN��73:�VHW�XS�D�VHSDUDWH�DFFRXQW�WR�DFFXPXODWH
DQG�PRQLWRU�WKHVH�FRVWV�

5HFRPPHQGDWLRQ�����

:H�UHFRPPHQG�WKDW�LQGLUHFW�DQG�RWKHU�FRVWV�DVVRFLDWHG�ZLWK�WKH�DQQXDO
PDLQWHQDQFH�DQG�PDMRU�UHSDLU�VHUYLFHV�SURYLGHG�WR�WKH�&RUSRUDWLRQ�EH
LGHQWLILHG��DFFXPXODWHG�DQG�PRQLWRUHG���73:�VKRXOG�FRQVLGHU�ZKHWKHU
IXWXUH�DJUHHPHQWV�ZLWK�WKH�&RUSRUDWLRQ�SURYLGH�IRU�IXOO�FRVW�UHFRYHU\�WR
WKH�'HSDUWPHQW���

&21&/8',1*�5(0$5.6

����� ,Q�RXU�RSLQLRQ��+LJKZD\�����:HVWHUQ�$OLJQPHQW�&RUSRUDWLRQ�VKRXOG�EH�DFFRXQWDEOH�WR
WKH�+RXVH�RI�$VVHPEO\��DQG�IXOILOO�LWV�DFFRXQWDELOLW\�WKURXJK�UHSRUWLQJ�VLPLODU�WR�WKDW�UHTXLUHG�RI
RWKHU�JRYHUQPHQW�FRUSRUDWLRQV�DQG�DJHQFLHV���7KLV�ZRXOG�LQFOXGH�WDEOLQJ�&RUSRUDWH�SODQV��DV�ZHOO
DV�ILQDQFLDO�DQG�QRQ�ILQDQFLDO�SHUIRUPDQFH�UHSRUWV��LQ�WKH�+RXVH�

����� 7KH�&RUSRUDWLRQ�KDV�DSSURSULDWH�V\VWHPV�DQG�SUDFWLFHV�WR�PDQDJH�WKH�ILQDQFLDO�DVSHFWV�RI
LWV� RSHUDWLRQV�� � ,W� FRPSOLHV� ZLWK� LWV� FRUSRUDWH� OHJLVODWLRQ� DQG� UHJXODWLRQV�� WKRXJK� WKHUH� LV
XQFHUWDLQW\�ZLWK�UHVSHFW�WR�WKH�DSSOLFDWLRQ�WR�WKH�&RUSRUDWLRQ�RI�VXEVHTXHQW�3URYLQFLDO�ILQDQFLDO
PHDVXUHV� OHJLVODWLRQ�SDVVHG�E\� WKH�+RXVH�RI�$VVHPEO\�� �:H�FRQFOXGHG� WKDW� WKH�&RUSRUDWLRQ
FRQGXFWV�LWV�RSHUDWLRQV�ZLWK�GXH�UHJDUG�WR�HFRQRP\�DQG�HIILFLHQF\�
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([KLELW�����

$8',7�&5,7(5,$

$XGLW�FULWHULD�DUH�UHDVRQDEOH�DQG�DWWDLQDEOH�VWDQGDUGV�RI�SHUIRUPDQFH�DQG�FRQWURO��DJDLQVW�ZKLFK�WKH�DGHTXDF\�RI
V\VWHPV�DQG�SUDFWLFHV�FDQ�EH�DVVHVVHG���7KH\�UHODWH�WR�WKH�DXGLW�REMHFWLYHV�GHYHORSHG�IRU�DQ�DVVLJQPHQW�DQG�DUH�XVHG
WR�GHVLJQ�GHWDLOHG�DXGLW�WHVWV�DQG�SURFHGXUHV���7KH�IROORZLQJ�FULWHULD�ZHUH�XVHG�LQ�RXU�DXGLW�RI�WKH�+LJKZD\����
:HVWHUQ�$OLJQPHQW�&RUSRUDWLRQ�

� 5HSRUWLQJ�WR�WKH�JRYHUQPHQW�DQG�0LQLVWHU�VKRXOG�EH�WLPHO\���7KH�DQQXDO�UHSRUW�RI�WKH�&RUSRUDWLRQ
VKRXOG�EH�WDEOHG�LQ�WKH�+RXVH�RI�$VVHPEO\�RQ�D�WLPHO\�EDVLV���$FFRXQWDELOLW\�UHSRUWLQJ�VKRXOG
DGHTXDWHO\�DGGUHVV�DOO�VLJQLILFDQW�DUHDV�RI�FRUSRUDWH�UHVSRQVLELOLW\�DQG�SHUIRUPDQFH���7KHUH�VKRXOG
EH�DGHTXDWH�V\VWHPV�WR�HQVXUH�WKH�DFFXUDF\�DQG�FRPSOHWHQHVV�RI�LQIRUPDWLRQ�UHSRUWHG�

� 7KHUH�VKRXOG�EH�DGHTXDWH�SODQQLQJ�DQG�EXGJHWLQJ�IRU�WKH�ILQDQFLDO�UHTXLUHPHQWV�RI�WKH�&RUSRUDWLRQ�
7KHUH�VKRXOG�EH�UHJXODU�DQG�WLPHO\�PRQLWRULQJ�RI�ILQDQFLDO�SHUIRUPDQFH���7KHUH�VKRXOG�EH�DGHTXDWH
FRQWURO�RYHU�WKH�DVVHWV��UHYHQXHV�DQG�H[SHQGLWXUHV�RI�WKH�&RUSRUDWLRQ�

� 0DQDJHPHQW�VKRXOG�EH�DZDUH�RI�DOO�OHJLVODWLRQ��UHJXODWLRQV�DQG�DJUHHPHQWV�ZKLFK�DSSO\�WR�WKH
&RUSRUDWLRQ�� �7KH�&RUSRUDWLRQ� VKRXOG� FRPSO\�ZLWK� DOO� DSSOLFDEOH� OHJLVODWLRQ�� UHJXODWLRQV� DQG
DUWLFOHV���0DQDJHPHQW�VKRXOG�PRQLWRU�WKH�&RUSRUDWLRQ·V�FRPSOLDQFH�ZLWK�OHJLVODWLRQ��UHJXODWLRQV
DQG�DUWLFOHV�

� 'XH�UHJDUG�IRU�HFRQRP\�DQG�HIILFLHQF\�VKRXOG�EH�D�FRPSRQHQW�RI�WKH�&RUSRUDWLRQ·V�SODQQLQJ�
3URFXUHPHQW�VKRXOG�EH�FRQGXFWHG�LQ�D�IDLU��RSHQ�DQG�FRPSHWLWLYH�PDQQHU��LQ�FRPSOLDQFH�ZLWK�DQ\
JRYHUQPHQW�SROLFLHV�ZKLFK�DSSO\�WR�WKH�&RUSRUDWLRQ���5HSRUWLQJ�DQG�PRQLWRULQJ�SURFHVVHV�VKRXOG
EH�DGHTXDWH�WR�HQDEOH�PDQDJHPHQW�WR�RYHUVHH�WKH�HIILFLHQF\�DQG�HFRQRP\�RI�LWV�GHFLVLRQV�DQG
FRUSRUDWH�RSHUDWLRQV�
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([KLELW�����

:HVWHUQ�$OLJQPHQW�RSHQHG�IRU�WUDIILF�RQ�1RYHPEHU������������'DWD�SUHVHQWHG�WR�WKDW�GDWH�DUH�IRU�WKH�ROG�7UDQV�
&DQDGD�WZR�ODQH�URDG�WKURXJK�WKH�:HQWZRUWK�9DOOH\���$IWHU�1RYHPEHU����������WKH�GDWD�LQFOXGH�WKH�ROG�WZR�ODQH
URDG�DQG�WKH�QHZ�GLYLGHG�IRXU�ODQH�&REHTXLG�3DVV�
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([KLELW�����

+,*+:$<�����:(67(51�$/,*10(17�&25325$7,21
$&&,'(17�$1'�)$7$/,7<�67$7,67,&6

:HVWHUQ�$OLJQPHQW�RSHQHG�IRU�WUDIILF�RQ�1RYHPEHU������������'DWD�SUHVHQWHG�WR�WKDW�GDWH�DUH�IRU�WKH�ROG�7UDQV�
&DQDGD�WZR�ODQH�URDG�WKURXJK�WKH�:HQWZRUWK�9DOOH\���$IWHU�1RYHPEHU����������WKH�GDWD�LQFOXGH�WKH�ROG�WZR�ODQH
URDG�DQG�WKH�QHZ�GLYLGHG�IRXU�ODQH�&REHTXLG�3DVV�
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'(3$570(17�2)�75$163257$7,21�$1'�38%/,&�:25.6·�5(63216(

7KH�'HSDUWPHQW�RI�7UDQVSRUWDWLRQ�DQG�3XEOLF�:RUNV�ZDQWV�WR�DFNQRZOHGJH�WKH�WLPH�DQG�HIIRUW
VSHQW�E\�WKH�$XGLWRU�*HQHUDO·V�RIILFH�RQ�WKH�+LJKZD\�����:HVWHUQ�$OLJQPHQW�&RUSRUDWLRQ�UHYLHZ�

:H�EHOLHYH�WKH�UHSRUW�DFFXUDWHO\�UHIOHFWV�WKH�RSHUDWLRQV�RI�WKH�&RUSRUDWLRQ�DQG�WKH�'HSDUWPHQW·V
UROH�LQ�WKLV�LPSRUWDQW�KLJKZD\�SURMHFW�

,W� KDV� EHFRPH� FOHDU� WR� WUDQVSRUWDWLRQ�DJHQFLHV� DFURVV�1RUWK�$PHULFD� WKDW� FRQWUROOHG�DFFHVV
KLJKZD\V�DUH�QRW�RQO\�VDIHU��EXW�WKH\�SURYLGH�PDQ\�RWKHU�VRFLDO�DQG�HFRQRPLF�EHQHILWV�

7KH� WZLQQLQJ�RI�+LJKZD\����� IURP�1HZ�*ODVJRZ� WR� WKH�1HZ�%UXQVZLFN�ERUGHU��DQG�UHFHQW
LPSURYHPHQWV�LQ�WKDW�SURYLQFH��KDYH�FRPELQHG�WR�FUHDWH�D�PXFK�PRUH�HIILFLHQW�WUDQVSRUWDWLRQ
FRUULGRU��7KLV�URXWH�LV�DQ�HVVHQWLDO�OLQN�IRU�UHJLRQDO�WUDGH�DQG�WRXULVP��DQG�ZLOO�KHOS�SURYLGH
LPSURYHG�JDWHZD\�OLQNDJHV�DQG�PRELOLW\�WKURXJKRXW�$WODQWLF�&DQDGD��7KH�+LJKZD\�����:HVWHUQ
$OLJQPHQW�&RUSRUDWLRQ�SOD\HG�DQ�LPSRUWDQW�UROH�LQ�EULQJLQJ�WKLV�DERXW�

$V�DQ�HFRQRPLF�FRUULGRU��WKLV�URXWH�FRQQHFWV�1RYD�6FRWLD�ZLWK�WKH�UHVW�RI�&DQDGD�DQG�WR�PDUNHWV
LQ�WKH�8QLWHG�6WDWHV��,W�DOVR�FDUULHV�1RUWK�$PHULFDQ�WUDIILF�WR�&DSH�%UHWRQ��DQG�YLD�IHUU\��WR
1HZIRXQGODQG�

$QG�RI�FRXUVH��VDIHU��PRUH�HIILFLHQW�KLJKZD\V�KHOS�WLH�RXU�FRPPXQLWLHV�WRJHWKHU�
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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 Scotia is the beneficial
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 created “for the purpose of
constructing, managing and controlling Phase II of the Metro Centre Complex”.  This 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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As a result, current operating losses 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 For the 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.

RESULTS IN BRIEF

16.11 The following are the principal results from this year’s review.  

� 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.

� 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.

� 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.

� 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.

� 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 process and criteria for determining bonus amounts and eligibility
should be defined, implemented and documented.

SCOPE OF REVIEW

16.12 The objective of this assignment was to examine selected 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 Upon incorporation 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 is not 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 a willingness 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 accountabilities 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 the CEO “to faithfully, 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 requirements for 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.

� 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 this event.  TCL indicated that it was not made aware
of the requirement for Executive Council approval for such financial transactions and
obligations and that providing event performance guarantees is in 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 the
Corporation’s need to issue event performance guarantees with the
requirements of the Provincial Finance Act for prior Executive Council
approval.
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� 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 states “a performance 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. 

� 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 risks related 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 goals and objectives of the Corporation.  TCL has economic
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 a well-established system of monthly internal financial reporting.
TCL also has established internal business and 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 has a bonus system in place for senior management, including the CEO.  Amounts and
eligibility 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.

� 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.

� 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.

� 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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TRADE CENTRE LIMITED
GOVERNANCE AND ACCOUNTABILITY CHART
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TRADE CENTRE LIMITED (EXCLUDING HALIFAX METRO CENTRE)
FINANCIAL HIGHLIGHTS SUMMARY

For the Years Ended March 31

1993 1994 1995 1996 1997 1998 1999 2000 2001 2002

Revenues
Convention Centre
Office Tower

PNS
Other

Exhibition Park
ACWTC & Windows
Other income

 
$ 2,571,465

1,430,952
251,687

-    
521,137
120,110

$ 3,088,114

1,429,487
257,142

-    
486,430

61,016

$ 3,802,500

1,379,246
446,049

-    
369,909
112,710

 $ 4,127,398

1,419,982
452,131

-    
441,731
163,807

$ 4,117,489

1,410,113
369,870

-    
621,193
150,339

$ 4,496,698

1,601,689
378,850

-    
638,167
114,104

$ 4,223,703

1,596,041
341,082

-    
691,791
248,383

$ 5,190,150

1,519,182
463,040

-    
627,766
274,898

$ 5,122,152

1,695,850
428,342

1,479,383
659,147
166,425

$ 4,440,049

1,697,953
416,640

1,558,984
585,926

72,854

Revenues 4,895,351 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%

Operating income (loss) (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
HRM subsidy
NS operating subsidy (surplus)

(1,236,283)
416,117

1,080,540

(1,210,735)
420,074
662,112

(1,148,194)
425,020
310,217

(1,078,866)
430,290
(91,053)

(1,060,063)
442,763

(251,725)

(1,418,004)
445,862

-    

(1,468,381)
449,206

-    

(1,556,937)
457,292

-    

(1,548,703)
471,925

-    

(1,642,534)
473,341

-    

Loss for 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 $ 1,263,827 $ 1,207,281 $ 1,212,516 $ 654,941 $ 330,330 $ 1,030,337 $ 73,993 $ 153,503 $ (297,024) $ (35,751)

Note: The above financial highlights are derived from the financial statements and related information of TCL.
          n/a - not available

E
xhibit 16.2
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Exhibit 16.3

TRADE CENTRE LIMITED
SENIOR MANAGEMENT COMPENSATION

For the Years Ended March 31

1997 1998 1999 2000 2001 2002

Trade Centre Limited (TCL)

Operating income (loss)
(before HRM subsidy, amortization, and 
  operating subsidy) $ (40,698) $ 237,479 $ 118,168 $ 278,148 $ (195,246) $ (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 $ 183,249 $ 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 $ 273,249 $ 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 $ 674,298 $ 728,245 $ 678,092 $ 679,771

Bonuses 82,000 90,000 90,000 100,000 89,500 -    

Total $ 624,265 $ 729,863 $ 764,298 $ 828,245 $ 767,592 $ 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

Increase in 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%
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TRADE CENTRE LIMITED’S RESPONSE

Thank you for the opportunity to preview the Trade Centre Limited Draft Audit Report.  I found the
final report to be clearly documented and professionally presented.  However, we do have a few
points that I 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 Service
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 amounts were
not pensionable due to the following reasons:
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� The management bonus did not form part of the contractual obligations with 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 organization’s
performance, then Trade Centre Limited would have ensured that pension deductions
were remitted.

� To ensure future compliance, the Director of Pension Services has advised Trade
Centre Limited that a legal opinion would be considered if this should arise again
in the future.  This will eliminate any possibility of a contradiction of the PSSA Act.

Section 16.25

With reference to cost allocations between TCL and HMC - they are consistently reviewed on an
annual basis and particularly at year-end to determine if changes or adjustments are required.  The
allocations are based upon actual direct costs identified at source, formulas based upon patterns
of use over time and by actual metered charges.  Our external auditors as part of their annual audit
review examine the allocations on an annual basis.

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 respect to
signing contracts relating to the Metro Centre and the liability of the Province of Nova Scotia as
shareholder of Trade Centre Limited.  The general nature of the contracts entered into by Trade
Centre Limited do not appear to fall within any extraordinary circumstances in which the
fundamental rule of company law (i.e. limited liability exists to protect shareholders from liability
incurred by the company) might be lifted.  Therefore, the separate legal status of Trade Centre
Limited should be respected and the Province, as shareholder, would generally not have any liability
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 (1994-1997)
Act by the Public Sector Compensation Restraint Board.  Trade Centre Limited worked diligently
with the Compensation Restraint Board to ensure we followed the specifics of Bill 52.  Timely
information was received from the Chairperson and the Administrator & Chief Executive Officer
of the Public Sector Compensation Restraint Board.  Trade Centre Limited found the Board to be
informative, timely and responsive to our questions and concerns.
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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 is done on monthly bases via 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 Funds for the fiscal year 2000-2001 reveals many examples where provincial grants
and funding is reported as gross revenues.  This is consistent with Trade Centre Limited reporting,
in accordance with GAAP, as shown in our annual audited financial statements.

Exhibit 16.2 reports the Halifax Regional Municipality (HRM) payments as a subsidy to be reflected
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
as it is reported 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 STATEMENTS AND
MANAGEMENT LETTERS

INTRODUCTION

17.1 The financial 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 auditors licensed under the
Public Accountants Act.  A list of crown corporations, agencies, funds and trusts that prepare annual
financial statements is included in Appendix II of this Report, on page 291.

17.2 Section 17 of the Auditor General Act permits this Office to conduct additional reviews of
those entities where 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 The financial statements of the Public Archives of Nova Scotia were subjected to a review,
rather than an audit, as the operating budget of the Archives is now part of the annual budget of the
Department of Tourism and Culture.

FINANCIAL STATEMENT AUDITS BY PRIVATE SECTOR AUDITORS

17.4 We reviewed the audited financial statements and reports prepared 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 Controls and 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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� The auditors of the IWK Health Centre noted that a complete disaster recovery plan
is not in place.

� The auditors of the Annapolis Valley Regional School Board noted the need for
increased control over fundraising at the school level.

� The auditors of the Halifax Regional School Board made reference to weaknesses in
internal controls and policies and procedures related to the information technology
system for Board administration and schools.  Although they noted improvements in
the payroll 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 a formal 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.

The auditors also noted a need for a capital assets sub-ledger to control capital assets.

� The auditors of the Southwest Regional School Board reported concerns over the
lack of a formal disaster recovery plan.

� The auditors of District Health Authorities 1, 2, 3, 4, 5 and 6 noted concerns over the
level of computer controls.

� The auditors of the Nova Scotia Community College noted that there should be a
disaster recovery plan in place.

� The auditors of the Waterfront Development Corporation noted concerns surrounding
access and password controls.

FINANCIAL STATEMENT AUDITS BY THE OFFICE OF THE AUDITOR GENERAL

17.9 The Auditor General is responsible for the annual audit of the summary consolidated
financial statements of the Province of Nova Scotia.  See Chapter 2 for comments and observations.

17.10  The Auditor General is also 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
firms and provided oversight supervision for the audits.  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 all such write-offs be approved by the Executive Council.
Subsequent 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.  This is 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 Business Incorporated (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
put in 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 a timely 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 in its annual financial statements.  The results of a
separately contracted review of internal controls identified 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 slips is needed. 

17.24 Atlantic Provinces Special Education Authority - Formal policies to address collection and
regular summary reporting of overdue accounts receivable and the approval of write-offs should be
put in place. 

Legislative and Policy Compliance Considerations

17.25 We noted situations where there was lack of compliance with legislation or policy.  Although
they were not of a nature to require a reservation of the audit opinion, some were significant enough
to warrant discussion in this Chapter.

17.26 Members’ Retiring Allowances Act -  Amendments need to be made to the Act to allow for
the issuance of a formal waiver from the Canada Customs and Revenue Agency with regard to
member contribution limits.  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 For example, 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 the June 30th

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 Every year the Estimates, representing the government’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. 

18.5 Section 9(2)(e) of the Provincial Finance Act requires that the Public 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.

RESULTS IN BRIEF

18.6 The following are the principal results from our 2002 review of additional appropriations and
special warrants.

� 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.  

� 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 obtained “no later than ninety days
after tabling of the Public Accounts”.

� There were no special warrants approved for the 2001-02 fiscal year.

SCOPE OF REVIEW

18.7 The objective of our annual review of additional appropriations and special warrants was to
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 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 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 original spending authority limits.

18.10 It must be acknowledged that a significant portion (i.e., more than half) of these totals relate
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 legislation 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 support effective 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

EXTRACTS FROM THE PROVINCIAL FINANCE ACT
(As revised 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 as is deemed necessary be appropriated accordingly.

(3) Commencing with the fiscal 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) Upon receipt of such report, the Minister may make a report 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 Legislature is in 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
Department of Business and Consumer Services
Department of Community Services
Department of Economic Development

Departmental Operations
Funds for Strategic Investment

Department of Education
Department of Justice
Assistance to Universities
Department of Health
Emergency Measures Organization of Nova Scotia 
Government Contributions to Benefit Plans
Technology and Science Secretariat
Nova Scotia Petroleum Directorate
Department of Transportation and Public Works
Capital Purchase Requirement (TCA)
Debt Service Costs
Sinking Fund Instalments and Serial Retirements

$ -    
-    

3,054,479
-    
-    

28,994,653
96,000,552

2,668,423
-    
-    

171,741
144,278

19,122,126
-    
-    
-    

26,528,526
6,686,500

$ 183,371,278

$ 549,143
269,725

7,866,633
-    
-    

15,915,346
13,867,000

-    
2,257,000

61,247,798
1,038,503

20,638,907
-    

502,556
4,057,829

287,524,120
-    

34,468,000

$ 450,202,560
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19.

CASH AND OTHER LOSSES

BACKGROUND

19.1 The Government of Nova Scotia Management Manual 200, Chapter 8 requires that
departments, boards, or commissions report any instances of loss of public money or public property
to the Department of Finance and to the Office of the Auditor General.  Finance is responsible 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 summarizes the losses identified by or reported to us by entities included as part of the
Government Reporting Entity (see Appendix II for listing).

RESULTS IN BRIEF

19.3 The following summarizes the principal findings from our review.

� 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.

� Not all departments and crown agencies comply, on a timely 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 a summary listing of the cash and property losses reported to us for the year ended March
31, 2002.  This review did not consider write-offs of uncollectible receivables or advances approved
annually by Executive Council. 

19.5 We sent letters to 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

Losses Reported

19.6 The following 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 Losses    Cash Property Recoveries   Total

Agriculture and Marketing
Economic Development
Environment and Labour
Finance
Health
Justice
Service Nova Scotia and Municipal Relations
Tourism and Culture 
Transportation and Public Works

Other Crown Entities Reporting Losses

Highway 104 Western Alignment Corporation
Nova Scotia Liquor Commission
Cape Breton Island Housing Authority
District Health Authority #9 (Capital District Health
  Authority)
District Health Authority #4 (Colchester East Hants
  District Health Authority)
District Health Authority #5 (Cumberland Health
  Authority)
District Health Authority #7 (Guysborough 
  Antigonish Strait District Health Authority)
Emergency Measures Organization of Nova Scotia
IWK Health Centre
Nova Scotia Community College
Nova Scotia Arts Council
Nova Scotia Securities Commission

Total Reported

$ 754
-    
438
-    
-    
645

2,443
1,391

-    
5,671

4,627
11,961

-    

-    

-    

-    

-    
 1,083

-    
768
-    
157

18,596

$ 24,267

$ -    
2,500

-    
3,000
3,550
7,750

-    
5,000

12,152
33,952

-    
84,334
34,741

19,469

10,479

18,781

2,875
-    

25,486
56,274

1,478
-    

253,917

$ 287,869

$ -    
-    
-    
-    
-    
-    
-    
-    
-    
-    

(3,285)
-    

(32,006)

(18,417)

(3,200) 

(13,281)

(2,375)
 (569)

(16,089)
(6,374)

(978)
-    

(96,574)

$ (96,574)

$ 754
2,500

438
3,000
3,550
8,395
2,443
6,391

12,152
39,623

1,342
96,295

2,735

1,052

7,279

5,500

500
514

9,397
50,668

500
157

175,939

$ 215,562

19.7 Losses or 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 Regional 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 is a
retail organization.  As such, it is subject 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.  As a self-service retail organization, it is inevitable 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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Appendix I

AUDITOR GENERAL ACT

SECTION 8

The Auditor General shall examine in 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 special 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

(a) accounts have been faithfully and properly kept;

(b) 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
allocation of the capital and revenue receipts;

(c) money which is authorized to be expended by the Legislature has been expended
without due regard to economy or efficiency;

(d) money has been expended for the purposes for which it was appropriated by the
Legislature and the expenditures have been made as authorized; and

(e) essential records are maintained and the rules and procedures applied are sufficient
to safeguard and control public property.

SECTION 9

(1) The Auditor General shall report annually to the House of Assembly on the financial
statements of the Government that are included in the public accounts required under
Sections 9 and 10 of the Provincial Finance Act, respecting the fiscal year then
ended.

(2) The report forms part of the public accounts and shall state

(a) whether the Auditor General has received all 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 as to whether they are on a basis
consistent with that of the preceding year.

(3) 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) 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 reports in 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;

(f) a special warrant, made pursuant to the provision of the Provincial Finance
Act, authorized the payment of money; or

(g) money that is authorized to be expended by the Legislature has not been
expended with due regard to economy and efficiency.

(2) The annual report of the Auditor General shall be laid before the House of Assembly
on or before December 31st of 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.

(3) 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).

(4) 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.

(5) 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.

(6) 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

(1) 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) The opinion of the Auditor General shall be tabled with the budget address.

SECTION 15

Notwithstanding any provision of this Act, the Auditor General may, and where directed by the
Governor in Council or the Management Board shall, make an examination and audit of

(a) 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

(c) the Auditor General has been provided with the funding the Auditor General
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

(1) Where the Governor in Council pursuant to this Act or any other Act has directed 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

(a) deliver to the Auditor General immediately after the completion of the audit
a copy of the report of findings and recommendations to management and a
copy of the audited financial statements relating to the agency of government;
and

(b) make available to the Auditor General, upon request, and upon reasonable
notice, all working papers, schedules and 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 examine the 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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Appendix II

FINANCIAL STATEMENTS

Entity Classification Financial Statement
 Auditor

Agricultural Organizations
Nova Scotia Crop and Livestock Insurance Commission GSO Auditor General

Art and Cultural Organizations
Art Gallery of Nova Scotia GSO Ernst & Young
National Sports Centre Atlantic GPA Deloitte & Touche
Nova Scotia Arts Council GSO Hornby Tinkham Marshall
Nova Scotia Talent Trust Trust Auditor General
Public Archives of Nova Scotia GSO PricewaterhouseCoopers (review)

Educational Institutions
Annapolis Valley Regional School Board GSO Mackenzie, Morse and Brewster
Atlantic Provinces Special Education Authority GPA Auditor General
Cape Breton Victoria Regional School Board GSO Roach Perry Anderson
Chignecto-Central Regional School Board GSO KPMG
Collège de l’Acadie GSO Saxton Comeau
Conseil Scolaire Acadien Provincial GSO Saxton Comeau
Halifax Regional School Board GSO Grant Thornton
Nova Scotia Community College GSO Deloitte & Touche
Southwest Regional School Board GSO Grant Thornton
Strait Regional School Board GSO Grant Thornton

Environmental and Natural Resource Organizations
Canada-Nova Scotia Offshore Petroleum Board GPA Deloitte & Touche
Nova Scotia Primary Forest Products Marketing Board GSO Auditor General
Nova Scotia Resources Limited GBE KPMG
Resource Recovery Fund Board Incorporated GSO Grant Thornton
Sydney Environmental Resources Limited GSO J.T. Nash Limited
Tidal Power Limited GSO Unaudited

Gaming and Alcohol Organizations
Atlantic Lottery Corporation GBPA KPMG
Interprovincial Lottery Corporation GBPA KPMG
Nova Scotia Gaming Corporation GBE Auditor General
Nova Scotia Gaming Foundation GSO Auditor General
Nova Scotia Harness Racing Incorporated GSO Auditor General
Nova Scotia Liquor Corporation GBE KPMG
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Entity Classification Financial Statement
 Auditor

Health Organizations
Canadian Blood Services GPA KPMG
District Health Authority 1 (South Shore District

Health Authority) GSO Deloitte & Touche
District Health Authority 2 (South West Nova

District Health Authority) GSO Deloitte & Touche
District Health Authority 3 (Annapolis Valley

Health Authority) GSO Deloitte & Touche
District Health Authority 4 (Colchester East Hants

District Health Authority) GSO Grant Thornton
District Health Authority 5 (Cumberland Health

Authority) GSO Grant Thornton
District Health Authority 6 (Pictou County

Health Authority) GSO Grant Thornton
District Health Authority 7 (Guysborough

Antigonish-Strait District Health Authority) GSO KPMG
District Health Authority 8 (Cape Breton 

District Health Authority) GSO KPMG
District Health Authority 9 (Capital District

Health Authority) GSO Ernst & Young
Insured Prescription Drug Plan Trust Fund GSO Unaudited
IWK Health Centre GSO Grant Thornton
Nova Scotia Health Research Foundation GSO Lyle Tilley Davidson
Provincial Drug Distribution Program GSO Ernst & Young

Housing Authorities (Note 1)
Annapolis Valley Housing Authority GSO Mackenzie, Morse and Brewster
Cape Breton Island Housing Authority GSO KPMG
Eastern Mainland and Cobequid Housing Authorities GSO Deloitte & Touche
Metropolitan Regional Housing Authority GSO Grant Thornton
South Shore Housing Authority GSO Mackenzie, Morse and Brewster
Tri-County Housing Authority GSO Saxton Comeau

Justice Organizations
Law Reform Commission GSO Unaudited
Nova Scotia Legal Aid Commission GSO Auditor General
Nova Scotia Police Commission GSO Grant Thornton
Public Trustee Trust Funds Trust Auditor General

Lending Organizations and Funds
Fisheries and Aquaculture Loan Board GSO Auditor General
Industrial Expansion Fund GSO Auditor General
Nova Scotia Business Incorporated GSO Auditor General
Nova Scotia Farm Loan Board GSO Auditor General
Nova Scotia Film Development Corporation GSO Levy Casey Carter MacLean
Nova Scotia Government Fund Trust Deloitte & Touche
Nova Scotia Housing Development Corporation GSO Auditor General
Nova Scotia Municipal Finance Corporation GSO KPMG
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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

Note 1 - The Housing Authorities are included in the financial statements of the Province through the Nova Scotia
Housing Development Corporation.


