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INTRODUCTION

Mandate and Under the Audit Act, the Auditor Genera is required to report

Objectives annually to the Legidative Assembly. This, my 1998 Annual Report
provides observations, recommendations and information pertaining
to the audits and examinations of government operations conducted
by the Office during the year. | also provide information on the status
of recommendations in previous reports.

Through the work of the Office, assurance is provided that the
financial statements of the Province, and those Crown corporations
and agencies subject to audit are presented fairly. Through the value-
for-money audit mandate, the Office strives to advance economy and
efficiency in government operations and increased accountability by
departments and agencies to the Legidative Assembly.

Overview Auditing all of government each year is not possible, however | strive
to obtain reasonable audit coverage on a cyclical basis. The audit
program this year covered financia statement audits of the Public
Accounts of the Province, most Crown agencies, the pension funds,
some trust funds and other audits. Special audits and examinations
were performed on a number of programs. My Annual Report for the
1998 session of the Legislative Assembly deals mainly with matters
pertaining to the 1996-97 fiscal year. However, many of the issues
identified remain current and are still being addressed by government.

Asin previous years, my report includes some observations on the
Province’s finances. | have devoted a section of this year’s report to
the issue of Public-Private Partnerships and the impact these
arrangements have on decision-making and financial reporting. My
report also provides a summary of government’s plans and actions to
date to deal with the Year 2000 information technology problem.

The section orgpecial Audits and Examinations summarizes the
results of various program and government-wide audits. The
Financial Statement Audits section lists the financial statement
audits conducted by the Office during the year and includes specific
observations and recommendations on our audits of the Public
Accounts and Appropriations.
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I ntroduction

Acknowledgements

Asaresult of our work we provide recommendations to departments
and agencies to improve management and administration of govern-
ment operations and programs. Each year we contact departments and
agencies to obtain follow-up information on the status of any out-
standing recommendations from previous years. Thisinformation is
included in a separate section of the Annual Report, Update On
Previous Recommendations.

The Standing Committee on Public Accountsperformsan important
role in holding government accountable for its management of public
resources. The role of this Committee is summarized in a separate
section of the report.

Thefinal section of the report on the Office of the Auditor General
provides information on the mandate and responsibilities of the
Auditor General; the operating philosophy of the Office; Office
personnel, administration, and affiliations; and our objectives and
accomplishments over the past year.

| continue to receive good cooperation from Ministers, Deputy
Ministers, Heads of Crown Agencies, and their staff. The cooperation
of client staff at all levelsis essential to maximizing the contribution
the Office makesto theimproved use of public resources. | would also
like to acknowledge the assistance provided by the Legislative Audit
Committee in the administration of my Office.

| am pleased to publicly acknowledge the hard work and profession-
alism of my staff. Without their dedicated work and support, the scope
of the work presented in this report could not have been achieved.
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1. THE PROVINCE'S FINANCES

INTRODUCTION

1.1  ThePublic Accounts of the Province provide readers with the
financial position of the Province at the end of afiscal year, as well

as a summary of where money was spent during that year. The
financial statements fulfil auseful role by providing an overview of

the Province’s finances. They do not, however, provide the entire
financial picture to Islanders because key indicators of financial
condition and their trends over time are not included.

12 Each year we provide information on the trends in key
financial indicators to supplement the data in the Public Accounts. Our
purpose is to provide objective and meaningful analysis to assist the
Members of the Legislative Assembly in understanding the financial
condition of the Province. A clear understanding of the Province’s
financial condition is a necessary beginning for the Legislature’s
annual budget deliberationExhibit 1.1 provides key, summary
information for the last seven years on the financial condition of the
Province.

EXHIBIT 1.1
PROVINCE OF PRINCE EDWARD ISLAND
SUMMARY FINANCIAL STATEMENT INFORMATION
(Millions)

1997 1996 1995 1994 1993 1992 1991
$ $ $ $ $ $ $

Revenue 801.1 802.6 8257 7515 711.8 714.5 706.7
Expenditure 818.9 8034 820.4 821.2 792.7 763.8 724.6
(17.8) (8) 53 (69.7) (80.9) (49.3) (17.9)

Accounting Adjusments _ 6.8 9.3 _ 102 (127) _9.0 _(21) _41
Surplus (Deficit) (11.0) _85 155 (824) (7L9) (51.4) (13.8)

Net debt 1,015.6 981.1 989.6 1,000.9 880.1 791.0 721.0
Debt Charges 1157 121.1 1182 118.0 103.6 944 944
GDP 2,648 2,506 2,381 2,325 2,151 2,078 1,987
Net Debt/GDP 38% 39% 42% 43% 41% 38% 36%
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1. The Province’s Finances

SUSTAINABILITY

1.3 In 1997, the Canadian Institute of Chartered Accountants
released the research report, Indicators of Government Financial
Condition. This project was undertaken to identify a common set of
understandable financial indicators that are relevant to assessing the
financial condition of the federal and provincial governments. The
study recommends a number of core indicators to describe a govern-
ment’s financial condition.

1.4  The study defined the financial condition of a government as
its financial health measured by sustainability, flexibility, and
vulnerability in the context of the overall economic and financial
environment. These measures are explained in the subsequent
sections.

15 Sustainability is the degree to which a government can
maintain existing programs and meet creditor requirements without
increasing the debt burden on the economy. One indicator used to
indicate sustainability is the debt-to-GDP ratio. This ratio measures
the level of debt the government carries as a proportion of its gross
domestic product (GDP). The GDP is the government’s tax base
represented by the total value of goods and services in the economy.
The tax base is the source of revenues that will be used to pay the
government’s debt.

1.6  The accumulation of debt in any one year is not what generates
guestions about sustainkty. It is the accumulation of debt over an
extended period of time relative to the government’s tax base that
eventually can lead to questions about sustainability. A continuous rise
in the debt burden requires more of the tax base to support it, and can
eventually result in a gradual erosion of the public’s standard of living.

1.7  This is not unlike individuals and businesses who face the
same choices in managing their affairs. Individuals can borrow today
to meet present needs, however, if that borrowing persists and
outstanding debts grow faster than their earnings, their standard of
living has to fall. In the long term this trend not only adversely affects
living standards but also could result in serious financial difficulty.

1.8 The net debt is equivalent to the cumulative deficits of a
government. As of March 31, 1997, the Province’s net debt was more
thanone billion dollars. As shown iExhibit 1.2, the net debt-to-

Auditor General of Prince Edward Island -2-



1. The Province’s Finances

FLEXIBILITY

GDP ratio in the nineties has gone from 36 percent to as high as 43
percent and then declined to 38 percent in 1997.

EXHIBIT 1.2
NET DEBT ASA PERCENT OF GDP
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19 A decreasingratio is positive because it demonstrates the rate
of economic growth is higher than the growth in the debt. Although
there are no established benchmarksfor what the optimal debt-to-GDP
ratio should be, it is clear that the lower the ratio, the more room
government has to maneuver in making fiscal choices.

1.10 The second group of indicators measures government’s
financialflexibility, which is the degree to which a government can
increase its financial resources to respond to rising commitments by
either expanding its revenues or increasing its debt burden. A
government reduces its flexibility by continuous borrowing, increasing
revenues through taxation, or deferring capital replacements.

1.11  One measure of financial flexibility is the public debt charges-
to-revenues indicator which is sometimes referred to as “interest bite.”
This indicator provides information on the amount of current revenues
which are used to finance previous deficits. The higher the interest bite
the less that will be available for program spending.

-3- Auditor General of Prince Edward Island



1. The Province’s Finances

EXHIBIT 1.3
DEBT COSTSASA PERCENT OF REVENUE
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1.12 Asindicated in Exhibit 1.3, after steady increases from 1992
to 1994 the interest bite has levelled off at between 14 and 15 percent
of total revenues. However, the deficit for 1997 and projected deficit
for 1998 result in increased debt and related interest charges. Unless
these additional interest charges can be offset by increased revenues
or more attractive rates on renewal of existing debt, the interest bite
will rise.

1.13  Our debt charges were $116 million for the year ended March

31, 1997. Debt charges are government’s first expenditure commit-
ment before any funds can be spent on programs such as health and
education. It should be emphasized that interest charges will not
disappear when annual deficits are eliminated. In fact, the billion
dollar existing debt will have to be rolled over and converted to new
debt until it is paid. The notion that eliminating the annual deficit is
the answer to all our fiscal problems is simply not true. Balancing the
books will stabilize the debt but it will require many years of surpluses

to reduce the debt and the interest charges we pay to service it.

1.14 Another indicator of flexibility is the annual change in net
capital assets. This would show the impact of budgeting decisions on
the remaining useful life of government’s capital assets. Capital assets
include highways, schools, hospitals, and other infrastructure.
Currently the information base is insufficient to support this type of
reporting in the Public Accounts of the Province. Recent recommenda-
tions by the Public Sector Accounting and Auditing Board will require

Auditor General of Prince Edward Island -4 -



1. The Province’s Finances

improved information on the status of capital assets. Unless better
information is provided it will not be evident whether capital
expenditures are keeping pace with the rate of asset deterioration. This
can eventually lead to budgetary problems and reduced flexibility
when government is forced to take remedial action.

1.15 A review of capital expendituresfor the past five years would
indicate we are now in this bind. Even though capital expenditures
have been maintained at a relatively stable level, they have been
insufficient to keep up with the deterioration of our highway system
and depreciation of our buildings and equipment. In fact, the bulk of
the capital expenditures in the last five years has been used for
highways, leaving only $61 million of a total of $241 million for
schools, hospitals, and other infrastructure. More appropriate
information needs to be reported on capital assets and their deprecia
tion so taxpayers can understand the need to enhance the public sector
infrastructure on a planned, ongoing basis. It isimportant to monitor
thisinformation so that corrective action can be taken as capital assets
deteriorate. Otherwise facilities will be inadequate for providing
required services and costs will be deferred to future budgets when
more expensive reconstruction may be required.

1.16 Provincia revenues-to-GDPisthethirdindicator of flexibility.
This indicator shows the extent to which the government is taking
income out of the provincial economy through taxation and user
charges. A rising valuein thisindicator leads to reduced flexibility in
terms of future access to these same revenue bases. In other words, as
government increases taxes and user fees, the ability to increase these
further is reduced. As shown in Exhibit 1.4 the percentage of
provincia revenue-to-GDP has remained relatively constant over the
past Six years.

-5- Auditor General of Prince Edward Island



1. The Province’s Finances

VULNERABILITY

EXHIBIT 1.4
PROVINCIAL REVENUESASA PERCENT OF GDP
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1.17 Vulnerability isthe degree to which a government becomes
dependent on, and therefore vulnerabl e to, sources of funding outside
itscontrol or influence, both domestic and international . The Province
of PEI has no foreign currency debt and is not vulnerable to the risks
of having such debt.

1.18 However, the Province faces a degree of vulnerability as a
result of its dependence on the Federal Government for alarge portion
of its revenue. The Federa Government provides funding in such
fields as health, education, social assistance and manpower training.
Federal transfers as a percentage of total revenues is one indicator of
our degree of dependence on federal assistance. Exhibit 1.5 showsthe
trend in this percentage over the last six years.

EXHIBIT 1.5
FEDERAL TRANSFERSASA PERCENT OF REVENUE
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1. The Province’s Finances

CONCLUSION

1.19 The declining percentage signals less reliance on federal
revenues. However, theflip sideis, this could not be achieved without
increasing provincial revenues, reducing program spending, or
allowing the deficit to rise.

1.20 Overadl, the numbers reveal we are moving in the right
direction. However, even if there is no annual deficit in 1998-99 as
projected, we still have a long way to go. As previously stated,
elimination of the annual deficit does not eliminate the accumulated
debt of more than one billion dollars and the related interest charges.
Also, the investment required to upgrade our schools and hospitals
will pose asignificant budgeting challengein the next few years. This,
combined with our sensitivity to any increase in interest rates, will
make it very challenging for government in its efforts to balance
prudent fiscal management and the maintenance of essential public
services such as health care and education.
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2. PUBLIC - PRIVATE PARTNERSHIPS

BACKGROUND 21 In the last year | have received a number of requests for
comments on the concept of public-private partnerships. In addition,
the Office has been asked on a number of occasions by government
officials to comment on the accounting and audit implications of
entering into these types of arrangements for specific projects. In the
process of responding to these requests | have held a number of
discussions and reviewed a substantial amount of documentation on
this important subject.

2.2 | have concluded that it would be useful to provide Members
of the Legislative Assembly with some relevant information on this
topic and provide indications of how our Office will approach these
arrangements from an audit standpoint.

2.3 It should be noted that some good research has been done on
this topic within government during the last year. For example, a
discussion paper was prepared and submitted to the Department of
Education, and officialsin the Department of the Provincial Treasury
have devel oped recommendations to be included in a policy frame-
work for public-private partnerships. In my view this work provides
agood basis for government to determine a comprehensive strategy
for dealing with public-private partnership opportunities. Government
would be prudent to heed the advice provided in these presentations.

THE CONCEPT 24  The term “public-private partnership” can encompass a wide
variety of arrangements with the private sector. It can include anything
from contracting out specific services to having agreements whereby
assets are built, financed, owned and operated by the private sector.
In between, there could be any number of partnership forms applied
to the delivery of programs and services.

25 There is considerable interest in this concept in other
jurisdictions as well. In fact, a number of projects have already been
completed in other provinces. In our own case, the construction of the
Hillsborough Bridge is an example of a project undertaken through
a public-private partnership arrangement. There are a number of
potential benefits to these projects and naturally with any new
approach there are risks as well. Although there may be some common

Auditor General of Prince Edward Island -8-



2. Public-Private Partner ships

FINANCIAL
REPORTING
IMPLICATIONS

denominators to public-private partnerships, it is more meaningful to
assess the benefits and risks of arrangements of thistype on a project-
by-project basis.

2.6  Thesepartnershipscan beattractiveto government in fulfilling
anumber of its objectives. However, it is clear that for government,
capital projectsin particular are posing amajor challenge because of
thelr direct impact on the debt. From the questions | have received it
is clear that one of the main attractions for considering public-private
partnership arrangements for capital projects is the opportunity the
arrangement might present to have assets constructed without
increasing the debt. Thereisnothing wrong with this objective aslong
asthisdoes not in itself become the overriding factor for deciding on
the arrangement. To do so, to the exclusion of the other risks and
benefits for a specific project, would not be in the long-term best
interests of the taxpayer.

2.7  From our standpoint we will be following a consistent
approach in our audit of any capital projects. Two main criteria will
be used when providing assurance to the L egid ature on these projects:

» |sthe substance of the transaction accounted for in accordance
with appropriate accounting principles applied on a consistent
basis?

» Wasdueregard for value for money exercised in determining the
option chosen?

2.8 These two main criteria require some elaboration. The
accounting treatment for any transaction including one involving
public-private partnerships must be based on the substance of the
transaction. Legal agreements can be crafted to meet most of the
technical requirements of an accounting recommendation. However,
this does not necessarily mean the overriding consideration of
substance over form has been met. For example, |ease agreements can
be drawn up as operating leases but if the substance of the transaction
isredly acapital lease then proper accounting treatment di ctates that
it be accounted for as a capital lease. Under an operating lease, annual
charges are made to operations for the use of an asset which is owned
by the private developer. A capital lease on the other hand transfers
substantially all the risks and benefits to the government and is in
substance the acquisition of an asset, and is accounted for as such. A

-9- Auditor General of Prince Edward Island



2. Public-Private Partner ships

case in point is the Hillsborough Bridge which was legally structured
to be an operating lease, but when ownership considerations and the
risks and benefits assumed by the Province are assessed, it isin
substance a capital expenditure. The Department of the Provincial
Treasury recognized this and recorded the transaction as an expendi-
ture.

2.9  If appropriate accounting treatments are not applied to these
transactions, the whole area of financial reporting is opened up to
inconsistencies and manipulation. This can only result in a distortion
of our actual financial condition. Some argue that the current
accounting requirements are too onerous and are causing the creativity
behind some public-private partnerships. These same accounting
principles are in place for al jurisdictions. In my view, the level of
debt governments are carrying is more likely the problem, and
attempts through these arrangements to minimize it are understand-
able. However, the integrity of government’s financial reporting
cannot be compromised in the process.

2.10 The second criterion is even more important and involves due
regard for value for money. No option should be chosen based solely
on the accounting implications. It is essential that each project be
assessed and the impact of all costs versus the benefits be thoroughly
analyzed. Depending on the complexity of the arrangement there are
numerous considerations to be assessed in determining the most cost-
effective option. Needless to say costs, although not the only factor,
are the major factor in deciding these projects. That is why the
assessment of proposed projects must include a thorough analysis of
all costs over the life cycle of the arrangement. For example, it may
be advantageous to enter into an operating lease because the arrange-
ment will not result in an increase in the debt. However, if the cash
flow requirements over the life of the project make the acquisition of
the asset less costly, that option is the most economical for the
taxpayer.

211 Public-private partnerships are an option for government in
fulfilling its objectives. Whether or not they are entered into is a policy
decision to be made by government. If a decision is made to enter into
this kind of arrangement, the same value-for-money considerations
that are taken into account in other government decisions still apply
and steps need to be taken to ensure this occurs.
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2. Public-Private Partner ships

2.12 Public-private partnerships can be an innovative option for
delivering programs and constructing infrastructure in the public
sector. However, measures must be built in to protect the public
interest and government’s investment.

Recommendation

2.13 | recommend that government deter mine overall guiding
principles which will serve as the basis for decisions on public-
privatepartner ship proposals. | naddition, compr ehensivepolicies
should be established for assessing specific proposals and
implementing approved projects.

-11- Auditor General of Prince Edward Island




3. INFORMATION TECHNOLOGY
AND THE YEAR 2000

INTRODUCTION 3.1  Governments, businesses, and other organizations around the
world are faced with alooming crisisin the information technology
(IT) field. This crisis is known as the Year 2000 problem, or the
millennium bug.

3.2  Theproblem stemsfromthe early days of system devel opment
where it became common practice to represent the year by atwo digit
code. Thusthe year 1998 would be represented as "98". Today many
operational computer systems and programs continue to rely on atwo
digit year. When the Year 2000 is processed, these systems could
interpret the year "00" as meaning the year 1900 or as some type of
system initialization date, such as the date on which the system was
created or implemented.

3.3  Datesare commonly used in computer systems. The incorrect
interpretation of a date value can have serious and far reaching
conseguences in the processing of information and the resulting
outputs of the system. For example, the Year 2000 could produce
erroneous results in applications which calculate loan interest.
Similarly, aY ear 2000 date could produce unexpected resultsin other
date sensitive applications such as pension systems, registration and
licensing systems, accounting systems, scheduling and time manage-
ment systems, and so on. The Year 2000 problem is not limited to
large computer systems. Personal computers and work stations at
home and in most offices are also at risk.

YEAR 2000 IN THE 34  The provincial government is not immune to the Y ear 2000
PROVINCIAL challenge. Departments and agencies rely heavily on information
GOVERNMENT technology in their day to day operations and in delivering programs

and services. Failure of some of these systems could have dramatic
consequences to the citizens of the Province. These consequences
range from inconvenience to economic hardship.

35 The purpose of this section of our report is to provide
information to the Legidative Assembly on the efforts being made to
address the Y ear 2000 challenge in government. We believe the high
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3. Information Technology and the Year 2000

cost of the work required and the possible consequences of failure
make it important that the members of the Legidature be aware of this
project.

3.6  Some of the information contained in this section has been
gathered from the departments and agenciesinvolved inthe Y ear 2000
effort. In addition, our status as an observer and participant on a
number of government committees has allowed us to make several
observations on the Y ear 2000 initiative. An audit of the individua
efforts being undertaken by departments and agencies has not been

carried out.
YEAR 2000 3.7  In order to successfully address the Y ear 2000 challenge, a
PROJECT well-defined approach must be chosen and implemented. The Province

has defined six phasesinits Y ear 2000 project plan. These six phases
are described in the paragraphs which follow.

Phase 1 - Awareness 3.8  Thisphaseof the project includes efforts necessary to mobilize
and organize government’s resources to address the Year 2000 issue.
Key components of this phase include:

« Promoting awareness of the Year 2000 problem;

« Obtaining senior management support for the Year 2000 project;
and

« Defining the project and establishing a project management
structure.

3.9  While many of the components of this phase have already been
completed, maintaining awareness and senior management support is
necessary throughout the life of the project. It is said that the Year
2000 project is the most significant ITitiative to be undertaken by
organizations. Without continued support from senior management
such a major undertaking is likely to fail.

Observations

3.10 In July of 1996 the Supply and Services Division of the
Department of the Provincial Treasury coordinated presentations to
a large group of government senior managers and IT planners. This
presentation, designed to illustrate the Year 2000 problem and the
need for immediate action, was later repeated for government deputy
ministers.

-13- Auditor General of Prince Edward Island



3. Information Technology and the Year 2000

3.11 In September 1996 Supply and Servicesinitiated effortson the
Y ear 2000 project. The overal project management structure hassince
evolved including:

« the assignment of responsibility to each department and agency
for managing their own Y ear 2000 problems;

« theassignment of a'Year 2000 coordinator in each department to
manage and coordinate action at the departmental level;

« the assignment of an overal Year 2000 project manager to
coordinate the government-wide project, track progress, and deal
with common issues; and

» the establishment of areporting structure.

3.12 Quarterly progress reports are being made to Treasury Board
by the overall project manager. The same provincial progress report
is presented to the deputy heads. In addition to this reporting structure,
each department or agency should have its own reporting protocol for
monitoring their Y ear 2000 project responsibilities.

Phase 2 - Assessment 3.13 Inthe assessment phase of the project a detailed inventory of
government’s IT resources was taken in order to estimate the effort
and cost of ensuring that the systems can process Year 2000 dates.

Observations

3.14 Initial assessments of each department were coordinated by
information system consultants from the Supply and Services Division

of the Provincial Treasury. The Division assisted departments in the
preparation of an inventory and carried out research in order to come
up with standards that could be applied to estimate the cost of repair.
Estimates were subsequently refined at the departmental level.

3.15 In March 1997, the assessment phase was essentially
complete. The results were consolidated for all government and
presented to deputy heads and Treasury Board in April and May of
1997. In total, the assessment phase anticipated costs of approximately

$2.3 million.
Phase 3 - Detailed 3.16 In this phase the output from the assessment phase is used to
Analysis/Planning further refine cost estimates, establish budgets, and conduct the

detailed planning on what changes have to be made as well as the
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3. Information Technology and the Year 2000

schedule for carrying out those changes, testing the changes, and
implementing the changes.
Observations

3.17 InMay 1997 al departments were instructed to have a 'Y ear
2000 coordinator in place and to take steps to prepare a high level
three year plan for their Year 2000 efforts. These plans were com-
pleted in the summer of 1997, and have been aggregated by the project
manager for purposes of monitoring and management of the overall
project.

3.18 InJune 1997 the project manager and departmental Y ear 2000
coordinators began to meet regularly asagroup in order to coordinate
efforts, share information, and work together on common problems.
Asof December 1997 the Detailed Analysis and Planning Phase was
essentially complete.

Phase 4 - Conversion 3.19 In this phase the detailed plan is put into action. Actual
and Testing conversion of program code and testing the repairs is expected to
consume the largest part of the project schedule and is therefore the
phase that is most likely to contribute to budgetary and schedule

slippage.

Observations

3.20 TheProvince’s mainframe computer hardware has undergone
upgrading to accommodate the increased demands for testing Year
2000 program changes whilillscarrying out the normal day to day
production schedule. In addition, the upgrading of the mainframe
operating software to a Year 2000 compliant version is underway.
Completion is expected in the winter of 1998. These changes in the
data processing centre are necessary initial steps to ensure the
mainframe environment is ready to process the upgraded mainframe
applications of departments and agencies.

3.21 A certain amount of overlap of the project phases exists at this
point. All departments are currently working in this phase of the
project while some departments have actually completed some of their
applications and have moved into the implementation phase for those
systems. A number of key applications have been repaired and are
being tested. These include motor vehicle registration, drivers
licensing, driver records management, and corporations registry.
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3. Information Technology and the Year 2000

Phase 5 -
Implementation

Phase 6 - Post
Implementation

CHALLENGES
AND
EXPOSURES

3.22 In addition to repairing applications, some departments are
implementing new systems. This avoids the need to repair existing
systems and provides the opportunity to upgrade and incorporate new
functionality. For example, the Department of Community Affairsand
Attorney Genera is proceeding with implementing a new courthouse
automation system which will replace six existing systems that would
otherwise need repair.

3.23 In this phase the tested applications are put into production.
In many systemsthis phasewill also require the conversion of existing
data. As noted above there are some systems entering this phase.

3.24 In this phase, systems in production are monitored and
corrective action taken where necessary. This phase will run beyond
the Y ear 2000.

3.25 A number of challenges lie ahead in the Province’s Year 2000

efforts. Some of these challenges may pose a threat to the project
schedule, thereby impacting on the overall success of the project. A
number of these exposures are outlined below:

Competing Priorities - The day-to-day operation of departments
places demands on information technology resources. For
instance, new system development or modification and enhance-
ment of existing systems to deal with changes in legislation or
policy will continue. These demands compete with Year 2000
efforts for the same limited resources. Senior management must
ensure Year 2000 projects are the top priority and will have to find
ways to deal with the other initiatives.

Retaining IT Staff - The Year 2000 problem is a global problem.
As the Year 2000 approaches, there is an ever growing shortage
of technical staff. As a result, organizations are significantly
increasing compensation packages to attract personnel. Govern-
ments have much more limited flexibility to match these salary
demands and as a result are exposed to the risk of losing person-
nel. Failure to retain sufficient staff resources could jeopardize the
project schedule. The same issue could significantly drive up the
overall cost of the project. Some action has taken place provin-
cially to deal with staffing issues. The Province has worked with
the Federal Government, through the Knowledge Economy
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3. Information Technology and the Year 2000

Partnership, to train programmers. Some of these trainees are now
employed in the Province’s Year 2000 effort.

« Managing the Supply Chain - Government relies on a number of
vendors for a variety of products and services necessary for
operations. For example, a number of software products are
purchased from vendors. The timing and availability of Year 2000
compliant upgrades can have an impact on the Province’s Year
2000 readiness. Suppliers of services such as electricity and
telecommunications are also vital components. Year 2000 failures
within these providers could impact on government’'s service
delivery. Determining the state of readiness of key suppliers and
their products is a challenging and critical component of Year
2000 efforts.

« Capping the Problem - Proper management of the supply system
must also ensure that ongoing acquisitions of hardware, software,
and third-party developed systems are Year 2000 ready. Non-
compliant products have been sold throughout the 1990s and
continue to be sold today. As an example, the financial informa-
tion system acquired by the Province in 1995 is not Year 2000
compliant and must be upgraded.

« Other Interdependencies - A number of systems interface with
external systems and in many cases exchange data. Failure in those
external systems or anomalies in the data that is exchanged can
impair the operations of government systems.

CONTINGENCY 3.26 One of the unique things about the Year 2000 project is that

PLANS the deadline for completion cannot be modified. The Gartner Group,
an industry research firm, has reported that 70 percent of IT projects
fail, are cancelled, or are more than one year late. Should this happen
with the Year 2000 effort, then systems will fail.

3.27 If schedule slippage occurs, departments may have to consider
the option of devoting their efforts to saving their most mission-
critical systems first and deferring other work. In such a scenario, a
contingency operating plan would be necessary for those systems
which are being deferred. Contingency plans are not currently being
made as part of the Province’s Year 2000 effort.
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3.28 We observed that there has been some effort made on a
government-wide basis to prioritize some of the Y ear 2000 work. For
example, five maor systems from different departments were
identified astheinitial priority for the programmer repair team. This
type of approach, if applied consistently within each department, will
help to ensure that key systems are completed and that schedule
dlippage will only impact on lower priority systems. We also noted
that the project manager has developed a Y ear 2000 watch list of key
government systemsthat are to be repaired or replaced. Project status
on these systems is subject to closer scrutiny.

3.29 The Province’s Year 2000 project management structure is
well positioned to monitor project effort on a government-wide basis.
This has the benefit of being able to identify schedule problems as
they arise in departments or agencies. Once problems are identified,
corrective action or contingency plans can be implemented.

CONCLUSION 3.30 The Year 2000 problem presents a significant challenge for
businesses and governments world wide. The Province does have a
Year 2000 project plan in place and reasonable steps are being taken
to deal with this issue to the extent problems can be anticipated. On
the other hand, there are several challenges and exposures which could
impact on the success of the effort. There is a management structure
in place which appears to be well positioned to monitor progress and
deal with project problems as they become apparent. In the final
analysis, our preparedness will be put to the ultimate test on January
1, 2000.
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4. INTRODUCTION TO SPECIAL AUDITS

AND EXAMINATIONS

AUDIT PROCESS

4.1  Subsection 13(2) of the Audit Act establishes the mandate for
special auditsand examinations. It statesthat the Auditor General may
conduct any audit or examination he considers necessary to determine
whether any agency of government is achieving its purpose, is doing
so economically and efficiently and is complying with the applicable
statutory provisions.

4.2  Duetothesize and complexity of the Province’s operations,

it is not possible to audit all programs each year. Audits are conducted
on a cyclical basis and various factors are considered in deciding on
the annual audit program such as the results of previous audits,
financial impact, and significance to the Legislature.

43  Our special audits and examinations are conducted in
accordance with the auditing standards established by the Canadian
Institute of Chartered Accountants and are conducted in a number of
stages. During the planning phase we gather information to gain an
understanding of the program or organization and prepare an audit
plan. We collect and analyze evidence, and develop our findings and
recommendations during the next stage. In the reporting phase we
prepare a draft report for discussion with the auditee. A final report
is issued to the department or agency and we request a written
response on each report.

44  Most of our audits result in recommendations to address
problems identified. However, we do not infringe on management’s
right to select the most appropriate course of action to deal with any
problems or issues arising from our audits. We are concerned,
however, that the issues be satisfactorily addressed.

45  Section 16 of the Audit Act requires me to call attention to any
matters considered necessary to be brought to the attention of the
Legislative Assembly. This year we are reporting on the following
special audits and examinations; Queens Region Health and Commu-
nity Services - Phase 1, The Infrastructure Program, Souris Food Park
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Development Projects, Inspection Services, Provincial Tax Revenues
and Department of Transportation and Public Works.

5. QUEENS REGION HEALTH AND
COMMUNITY SERVICES-PHASE 1

INTRODUCTION 51  Magor reforms were undertaken in the health care sector in
1993 with the enactment of the Health and Community Services Act.
The health care sector accounts for 37 percent of total provincial
expenditures and impacts on every resident of Prince Edward Island.
Total health care sector expendituresin 1996-97 were $304.5 million
of which 46 percent were made through the Queens Region, as
illustrated in Exhibit 5.1.

EXHIBIT 5.1
HEALTH CARE SECTOR
EXPENDITURES
1996-97
(Millions)

Department & Agency $77. 4
Eastern Klngs $9.3
Southern Klngs $13.5 Queens $13g 3
West Prince $14 7

East Prince $50 3

52  Abreakdown of expendituresfor QueensRegionisasfollows:

(millions)
Acute Care/Mental Health $63.7
Primary Services 42.7
Senior Services 15.1
Assigned Programs 10.7
Correctional Services 5.3
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Administration and Community Projects 1.8
$139.3
5.3  Inaccordance with Section 13 of the Audit Act we conducted
OBJECTIVES an audit of the Queens Region Health and Community Services. The
AND SCOPE objective of the audit was to assess the adequacy of management
practices and controls in place at the Queens Region.

54  The Queens Region accounts for almost half of al the
expenditures in the health care sector. The Region provides the full
range of programs offered through the other regions as well as
additional programs for the entire Province. Given the magnitude and
complexity of the expenditures and delivery systems, we limited our
scope for this phase of the audit to six broad projects dealing with
issues that affect the entire region. These included the following;
governance, strategic planning, operational planning, financial
controls, human resource management, and purchasing. In future we
will audit other programs.

OVERALL 5.5  Under hedlth reform, legislation was enacted in 1993 which

COMMENTS resulted in a complete restructuring of the health care system. Four
level swere established including the Department of Health and Social
Services, the Policy Council, the Health and Community Services
Agency, and theregional authorities. Each of these entities had unique
responsibilities under the Act but also a number of matters were
common to each.

5.6  Therevised organizationa framework posed many challenges
from the beginning. The introduction of the regional authorities under
the Act changed the accountability relationships significantly. The Act
provided for theregional authoritiesto undertake most of the program
delivery responsibilities and become the focal point for public
accountability. The Department, the Policy Council and the Agency
were to primarily deal with setting standards, strategic planning,
funding, evaluation, and control.

5.7  Our previouswork at the Agency, audits of welfare assistance

and this year’s work on the Queens Region revealed that there were
problems in making the new organizational structure work. Under
ideal circumstances, adjusting to the new environment would have
been a difficult transition. What actually transpired was far from ideal
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and therewere numerous stumbling blocksin attempting to implement
arevised health care system for the Province.

5.8  Unfortunately what may look reasonable and workable on
paper must face the test of practical reality in implementation. The
changes required were wide-ranging and affected everyone in the
system including the public, front-line workers, senior management,
the Agency, and the Department. To have successful implementation
there would have to be cooperation and coordination among these key
players. If these working relationships were to be cultivated,
leadership would have to be focused and consistent.

5.9  Thiswas not the case. There has been extensive turnover in
the senior ranks of the health care system. Since 1993, there have been
five Deputy Ministers of Heath and Social Services, two Chief
Executive Officers of the former Agency, three Chief Executive
Officers of the Queens Region and extensive changes in senior
management positions across the entire system. In addition there was
achange in government, anew Minister and further amendments to
the Legidation altering authorities and responsibilities. This combina
tion of events portrays a health care system that has been in the throes
of change and uncertainty since 1993. Given thelack of consistent and
firm direction, and the absence of an integrated strategic plan to guide
the health care system through this period of transition, it has been
challenging for those working in the health care sector.

5.10 Thisaudit report takes no position on policy decisions made
in the past or contemplated for the future. However, this report does
demonstrate that strong, consistent, focused leadership along with an
integrated strategic plan is needed to bring stability and a sense of
direction to a situation that has gone on for too long.

5.11 Eventhough an assessment of overall progress signifies many
of the larger issues are yet unsolved, we did observe many initiatives
to make improvements. Many individuals and groups of individuals
throughout the system have dedicated substantial efforts to make
improvements to health care in the Province. Much of thiswork is
valuable and its contribution to improved heath and community
services can be maximized if a more integrated and coordinated
approach is taken in the future. The remainder of this report deals
primarily with issues arising from our audit of the Queens Region.
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Thisreport provides observations and recommendations that we hope
will be helpful inimproving management practices and accountability
in the entire health care sector.

DETAILED AUDIT OBSERVATIONS

Budget and Actual 5.12 A comparison of budget to actual expenditures indicates the
Expenditures Queens Region has been over budget for the last two years as
illustrated in Exhibit 5.2.

EXHIBIT 5.2
QUEENSREGION
COMPARISON OF BUDGET
TO ACTUAL EXPENDITURES

(Millions)
Surplus (Deficit)
Original Budget  Before Special
Budget Actual Difference Transfers Warrant
1996-1997
Net Expenditures $119.8 $1341  ($14.3) $5.4
$(8.9
1995-1996
Net Expenditures $115.1 $1254 ($10.3) .1
$(6.2)
1994-1995
Net Expenditures $113.6 $121.2  ($7.6) $8.6
$10

5.13 Queens Region generally followed the same budget process
which was used throughout the provincial government. The budget
from Queens Region was forwarded to the Agency, which in future
will be the Department, where it was consolidated into the budget for
the entire health care sector and included in the Budget Estimates
submitted to the Legislative Assembly.

5.14 Thedynamics of this process in the Queens Region is cause
for concern. Normally the planning process would lead to operational
objectives that are approved or modified, and then funded with an
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approved budget. This has not been the case in the Queens Region.
The 1995-96 budget of the Queens Region was $6.1 million less than
the actual expenditures of the prior year. For 1995-96 the Region had
adeficit of $6.2 million. The budget for 1996-97 was $5.6 million less
than the expenditures of the prior year. For 1996-97 the Region had
a deficit of $8.9 million. These deficits were covered by special
warrants.

5.15 Inpursuing answers asto how these deficits arose and the steps
taken to implement the budget reductions, we were advised that the
Region did not adjust its programs or its original budget after being
informed of the reductions. Management advised us that programs
were not adjusted because they were directed by government to
continue core programs as in the past. As a result the budgeted
amounts presented and approved in the L egid ative Assembly were not
the same as the budget used by the Region to monitor and control
spending. No plan existed for implementing the reduced budget
approved by the Legidative Assembly.

5.16 Management of the Region acknowledged that they knew from
the first day of the fiscal year that the Region would overspend its
budget. We weretold that efforts were made by the Agency and all the
regional authoritiesto identify waysto achieve expenditure reductions
across the health care sector, but there was difficulty in obtaining
consensus and government approval. These efforts were unsuccessful
and in the meantime the Region continued to operate the programs as
before, at historic expenditure levels.

5.17 To compound the problem there is insufficient information
presented to the Legidative Assembly. Theinformation in the Budget
Estimates does not include a breakdown of budget information by
regional authority. In addition there isinadequate detail to allow for
reasonable questions and debate on specific items. For example, the
Budget Estimates contain a one line item for the Queen Elizabeth
Hospital for expenditures amounting to $48 million. In contrast, there
are 12 pages of detail supporting the $18 million budget for the
Department of Agriculture. In addition the financia statements of the
Region do not include a comparison of actual to budgeted expendi-
tures. Asaresult it is not evident from the public financial documents
for the Queens Region that in 1996-97 the Region was $8.9 million
over budget.
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Financial Control
Systems

Recommendations

5.18 The budget for the Queens Region, included in the
Estimatesto the L egidative Assembly, should be supported by a
financial plan and be implemented by the Region.

519 Thebudget information in the Estimates should provide
a breakdown by Region and more details on expenditures for
largeitems such as the Queen Elizabeth Hospital.

5.20 The financial statements of the Queens Region should
provide a comparison of budget to actual expenditures by
program and in total for each fiscal year.

5.21 With the creation of Queens Region Health and Community
Services several organizationswere amal gamated into one. The Queen
Elizabeth Hospital had its own customized financial system whilethe
sections of the Department of Health and Social Services that were
transferred, as well as Addiction Services, used the government’s
financial information system. Queens Region management decided
to maintain the existing systems with modifications as required until
the financial component of the Island Health Information System was
implemented in June 1997.

5.22 The complexities of dealing with the two systems made it
inefficient to create monthly financial statements for regional
management and the Board of Directors, therefore, they were not
prepared. The implementation of the new financial system, subsequent
to the 1996-97 year end, is expected to improve the financial reporting
capabilities of the Region.

5.23 Several Board policies assign the responsibility for budgeting
and financial control to the Chief Executive Officer (CEO) of the
Region. The policy stipulates the CEO cannot budget to spend more
funds than can be expected to beaived, and cannot spend more
funds in one year than have been received subjedinited ability

to use short-term debt. The Region incurred deficits in the last two
years, but the Board and the Agency were informed the Region was
operating at a deficit. The CEO advised that assurances were received
from the Agency that additional funding would be provided.
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5.24 The Board policies require reports to monitor budgeting,
financial condition and asset protection. The purpose of these reports
is to inform the Board on adherence to the policies and allow the
Board to assess whether adherenceto the policiesishaving the desired
results. Thereis no standard financial report for internal monitoring
of financial condition, however, there have been frequent presentations
and discussions at the Board level over the past year.

Recommendation

5.25 A standard monthly financial report should be prepared
and presented to the Board showing year to date expenditures
compared to budget.

Organization and 5.26 In 1992, aTransition Team was established to recommend an

Governance implementation plan for the recommendations in the report “Health
Reform: A Vision for Change” developed by the PEI Health Task
Force under the government reform initiative. At that time health
services were delivered through numerous organizations including;
the Department of Health and Social Services, the Hospital and Health
Services Commission, Addiction Services, as well as hospitals,
nursing homes, correctional facilities, and community organizations
each with its own leadership, mandate and goals.

5.27 The Transition Team made recommendations which provided
the blueprint for the Health and Community Services Act, 1993.
Under the Act, the Minister of Health and Social Services was
responsible for assuring the provision of essential health and
community services and for overall leadership to promote and
maintain the good health and social well being of Prince Edward
Island residents.

5.28 Under the original Health and Community Services Act, the
Council on Health and Community Services Policy was established
as an advisory body to the Minister while the Health and Community
Services Agency was responsible for providing direction, defining
core programs and services, and monitoring the delivery of services
by the regional authorities.

529 Amendments were made to the Health and Community
Services Act in 1997 which resulted in the elimination of the Agency
and the Policy Council, more direct accouiltgbfrom the regional
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Accountability

health authorities to the Minister, and the transfer of all powers from
the Agency to the Minister.

5.30 Thesdtructureof the health care sector on Prince Edward 1sland
has been in a state of change for an extended period. The legidative
changesin 1997 have required yet another adjustment in how health
careis governed and managed. These changes, combined with alack
of continuity at the Deputy Minister and senior management levels,
are making it difficult for those working in the health care sector to
bring stability back into the system.

531 The recent legidative changes eliminated the Agency,
expanded the degree of authority and control to be exercised by the
Minister, and changed the reporting responsibilities of the regional
authorities. The parameters of decision-making need to be clarified.
To date, the reporting responsibilities of the CEO, and the roles of the
Board of Directors of the Queens Region and the Department, have
not been adequately ironed out. These issues need to be addressed if
a system that has been struggling with change and uncertainty is to
move forward in afocused and coordinated partnership.

Recommendation

5.32 Therolesof theBoard of Directorsof the Region, and the
Departmental administration should be clearly defined.

5.33 Anamendment to the legidlation removed the requirement for
board members to be elected. The Board of Directorsin place April
1, 1997 was to remain in place until superseded by a process to be
defined in the regulations. Recently regul ations were approved giving
the Minister authority to appoint board members. Government is now
reviewing options to determine the future role of the regional boards.

5.34 Inorder for theMinister to providedirection, set standardsand
monitor the delivery of servicesthrough the regions asrequired by the
legidlation, a framework for setting goals and reporting on perfor-
mance must be established. Thiswould include:

» clearly delegated responsibility from the Minister to the regions;

e agreement on results to be achieved and how they will be
measured;

» periodic reporting on results; and
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« approval or sanctioning of these results by the Minister.

5.35 Certain aspects required for an accountability framework are
in place within the health care system but integrated planning and
reporting, based on results, has not been achieved. For example, under
the Act, responsibility for the delivery of core services rests with the
Region. However, there has not been agreement on the results to be
achieved. The Region provides information to the Ministry on a
regular basis but without agreement on clearly defined objectives and
results to be achieved, reporting on performance and progress in
achieving goasis difficult.

5.36 An amendment to the Financial Administration Act in 1996
requiresthe Region to submit astatement of goalsand results achieved
during the reporting period. The Region has not included a statement
of goalsand resultsachieved in their 1996-97 annual report. However,
thereisathree-year phasein period for this new requirement with the
understanding that reporting entitieswill make best effortsto meet the
spirit and intent of the annual reporting framework as quickly as
possible.

Recommendations

5.37 An accountability framework should be established
including clearly defined agreement on the resultsto be achieved
by the Queens Region.

5.38 Performanceinformation should be provided periodically
to the Ministry and thisinformation should be compared to the
expected resultsfor the Region.

5.39 The Region should comply with the requirements of the
Financial Administration Act, and prepare a statement of goals
and results achieved.

Strategic Planning 5.40 Thehedlth care sector provides abroad range of serviceswhich
have been developed under separate pieces of legidation. A planis
necessary to integrate the goal's and objectives for these services and
ensurethereis congruencein thedirection of the various divisionsand
programs. A strategic plan which prioritizes objectives is even more
critical during periods of significant change.
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541 In 1994 the Council on Health and Community Services Policy
developed and published five societal health goals. These goals were
issued in draft form and were presented but not formally approved by
Executive Council. The following year the Health and Community
Services Agency developed the Provincial Health Plan which
established four long-term goals at the Ministry level. The Provincial
Health Plan does not mention the societal health goals nor does it
illustrate how performance toward the goalswithin the Plan will assist
in the achievement of each of the broad health goal s established by the
Council on Health and Community Services Policy.

542 Wefound agreat deal of effort was directed toward planning
at each of the various levelsin the health care sector, however these
planning efforts were not directly linked. The desired outcomes at the
societal level cannot be traced to the priorities identified in the
Provincial Health Plan, and then to the performance required at the
regiona level. Rather than taking the direction from the level above
and working within that, each level carried out their planning efforts
separately. In summary, an integrated strategic plan for the health care
system still does not exist five years after health reform was initiated.

Recommendation

543 A strategic plan should be prepared for the health care
sector. This plan should belinked to and form the basisfor plans
in each region.

5.44  During 1995-96 awell-defined strategic planning process was
undertaken within the Region but it was not carried through to
completion due to anticipated legidlative and structural changes. The
processinvolved staff from al levels of the organization and included
extensive consultation sessions. It resulted in the development of
mission and values statements for the Region. Client-focused groups
were established which identified goals for those particular clients
needs but this was not carried through to specific action plans.

545 The Canadian Council on Health Services Accreditation,
which formerly accredited facilities, has developed a more comprehen-

sive regional accreditation methodology whicifl e undertaken in

Queens Region in June 1998. With the impending accreditation, focus
has shifted from developing action plans foreseen in the strategic
planning process to preparation for the accreditation. This requires the
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collection and analysis of a wide variety of information and a
consideration of processesthat will provide an opportunity to identify
and plan for improvements in service.

Recommendation

546 Regional management should document a strategic plan
for the Region with goals and strategieswhich arein linewith a
strategic plan for the health car e sector approved by theMinistry.

Board Policies 5.47 The policy governance model in place within the Region
requires the Board to develop four categories of policies:

policies on intended results;

policies that limit CEO authority;

policies that prescribe how the Board itself will operate; and
policiesthat delineate the manner in which governance is linked
to management.

5.48 TheBoard has spent agreat dedl of timein policy development
and assessment but at the date of our fieldwork, policies on intended
results were still under development and were not approved. The
development of these policies, which define the results to be achieved
by the organization, is significant. Development of meaningful
policies on results to be achieved would have to be linked to and flow
from a strategic plan for the health care sector, approved by the
Ministry.

Recommendation

549 TheBoard of Directors of Queens Region should obtain
direction from theMinistry on thegoalsand resultsto beachieved
asabasisfor preparingits policies on intended results.

MANAGEMENT 550 Our report was issued to the Queens Region Health and

RESPONSE Community Services in December 1997. Management intends to
provide a written response to indicate how our observations and
recommendations will be addressed.
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6. THE INFRASTRUCTURE PROGRAM

INTRODUCTION

6.1  InJanuary 1994, the Province entered into an Infrastructure
Program Agreement with the Federal Government. The purpose of the
cost-shared Agreement isto invest in projectsin order to renew and
enhance the quality of Canada’s and Prince Edward Island’s infra-
structure, and provide for timely and effective employment creation.

6.2  The program involves three parties with funding for projects
shared equally among the federal and provincial governments and the
grant recipients. The Agreement and its amendments provide for total
funding of $42.6 million by all three parties. All projects are to be
completed by March 31, 1999. As at the date of our audit field work
in October 1997, total spending on approved infrastructure projects
was $36 million. Projects were approved or rejected through three
rounds of funding as shown kExhibit 6.1.

EXHIBIT 6.1
PROGRAM ACTIVITY

Applications
Approved Reected
# Millions # Millions
Round 1 - March 1994 47 $21.1 100 $ 846
Round 2 - January 1995 65 14.6 67 99.2
Round 3 - May 1997 _ 69 _6.9 100 32.6
181 42.6 267 176.4

OBJECTIVESAND
SCOPE

6.3  The objective of our audit was to assess the management
practices in place for program administration and delivery. Our audit
covered projects in all three funding rounds.

OVERALL AUDIT
OBSERVATIONS

6.4  The Infrastructure Program had a very positive impact on
Prince Edward Island. As of May 1997, in excess ofrdizon had
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been approved under this program to enhance the Province’s infra-
structure and create employment. The program was well received and
gave municipalities considerable flexibility in planning and imple-
menting projects.

6.5  Our audit examined the administration of the program. Over
400 applications were assessed in the three funding rounds, indicating
a keen interest in the program and the need for well-defined adminis-
trative policies and procedures.

6.6  We noted some areas where improvements are required:

« administrative policies and procedures should be approved by the
management committee and this approval should be documented
in the minutes of committee meetings;

« decisions on project applications need to be explained and
documented; and

« payment procedures were not adequate to demonstrate that funds
were spent in accordance with the terms of the approved projects.

DETAILED AUDIT OBSERVATIONS

Roles and 6.7 At the outset of our audit we reviewed the organizational

Responsibilities structure for the program. We expected there to be a clear definition
of the roles and responsibilities of the parties involved, including a
clearly defined management structure.

6.8  The Federal-Provincial Agreement gives the management
committee the authority and responsibility for administering the
Infrastructure Program, including the development of guidelines for
project review and selection and the establishment of management
systems. The Management Committee is comprised of two federal and
two provincial representatives.

6.9  Under the program, all projects are to be approved by the
Management Committee. We were advised this requirement was
followed, however, approvals were not documented in Committee
minutes. In fact, minutes of the Management Committee were not kept
until May 1997.
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AdherenceTo
Selection Criteria

6.10 Theactua day to day administration of the program is carried
out by staff of the Department of Community Affairs and Attorney
General. Significant decisions concerning funding advances, holdback
payments, project changes, and other matters were made based on
administrative guidelines and policies developed by program staff.
These policy guiddines were not formally approved by the Manage-
ment Committee.

Recommendations

6.11 Decisionson project approvals should be documented in
the Management Committee minutes.

6.12 Administrative guidelines and policies defining the
decision-making parameter sfor program staff should beformally
approved by the M anagement Committee.

6.13 Weexamined asample of projects which had been approved
for funding under the program. The selection criteriafor the projects
are broad, leaving much of the discretion for project approval to the
subjective assessment of the decision-makers. This process, combined
with alack of documentation for decisions taken, precluded us from
assessing the reasonableness of the projects selected compared to
those rejected.

6.14 The infrastructure agreement does not specifically exclude
private sector projects, however thewording of the agreement suggests
that the thrust of the program is for public oriented projects. In
addition, one of the criteriaused for project selection states that lower
priority will be given to private sector projects which provide
guestionable public good. We noted three projectsin our sample that
included private sector interests. These projects were supported by the
municipalitiesinvolved and approved by the Management Committee.
However, there were no explanations as to why these particular
projects were given priority over other strictly public sector projects
which were rejected.

6.15 Oneof themain objectives of the program isto providetimely
and effective employment creation. There was no indication that the
employment levels indicated on project applications had any bearing
on those projects selected for funding. As well, there was nothing to
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suggest that the employment levelswere reviewed to ensure they were
reasonable.

6.16 The Federal-Provincia Agreement states one of the selection
criteria under the program is that projects should be incremental or
cause a significant acceleration of investment. Providing funds for
projects that would have been undertaken anyway would not
accomplish the program objectives of creating additional investment
and employment. Compliance with this criterion by applicants was
difficult to establish and in many cases the Management Committee
did not have an effective means of addressing and eval uating against
this criterion. Program officials indicated that it was often difficult to
determine if a project would be incrementa thus they were forced, to
agreat extent, to rely on the declaration of the applicant.

Recommendation

6.17 Inaddition tothebroad selection criteria, moredefinitive
guidelines should be in place to guide staff in assessing project
applications. All decisionstoapproveor regject applicationsshould
be supported by sufficient documentation.

Use of Contracts 6.18 Management Board policy requires that contracts be used
where conditions are attached to funding. Throughout the three rounds
of the program a letter of offer was sent to the potential recipient
outlining the terms and conditions attached to the grant. Essentially
thisletter of offer servesasacontract. Applicantssign the letter if they
accept the terms. The Minister of Community Affairs and Attorney
General signs the letter on behalf of the Infrastructure Program.

6.19 We compared the contents of this|etter to the guidelines for
contracts recommended in the Management Board Policy and
Procedures Manual. As aresult of our review we noted a number of
deficienciesin the letter of offer used.

6.20 Wedso noted five instances where the letter of offer was not
issued until after the project was started. In another example we found
no letter of offer for a $200,000 project.
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Support for Expenses
Claimed

6.21 Changesto the nature or funding levels of projects frequently
occurred, but the corresponding letters of offer were not amended to
reflect these changes. These changesincluded additional fundsfor cost
overruns, and using unspent project funds for different projects. Also,
letterswere never amended to refl ect extensionsto deadlines specified
inthe original letter.

Recommendation

6.22 Thecontent of lettersof offer for publicly funded projects
should be consistent with Management Board policies for
contracts, conditional grants, and funding agreements.

6.23 A number of claims submitted by grant recipients were not
properly supported by paid invoices and other supporting documen-
tation. Basic claim procedures would require that paid invoices be
presented with the request for payment in accordance with the
conditions of the program. These procedures were not followed and
the Department needsto follow up on anumber of projectswhere paid
Invoices were not received. Otherwise, thereis no documentation that
these expenditures were incurred or that they complied with the
requirements of the project approval. We found anumber of instances
where claims were paid with insufficient supporting documentation
including the following examples:

« A $300,000 project for constructing anew recreational community
building was approved to cover the building costs but not the
related recreational equipment that was also going to be pur-
chased. Since the building was not going to be completed by
March 31, 1996, program staff advised the municipality that any
equipment required should be purchased in advance and the claim
submitted before March 31, 1996. A claim was submitted and paid
based on invoices for the recreational equipment. As of the date
of our audit all of the invoicesrelated to the building construction
component of the project have not been received.

« A $555,000 claim for aroadway project was paid based on aletter
from the project engineer to amunicipal official. The letter stated
the amount of the anticipated final payment due to the contractor,
and indicated that the cost should be finalized within a week.
Documentation to support this payment was not obtained until
over ayear later.

-37- Auditor General of Prince Edward Island




6. TheInfrastructure Program

« Payment on a $200,000 project was processed based solely on
correspondence from an auditor which stated the municipality had
incurred costs of $228,000. Invoices to support these costs as
required under the program were not provided.

6.24 We noted some instances where large payments were made to
recipients before expenditures were incurred or before supporting
invoices were provided. The advance payments appear to have been
made because budgeted funds were at risk of being unspent by the end
of thefiscal year. The practice of advance payments means that some
payments are made without any evidencethat the projectswere carried
out in accordance with the conditions of the program. Following are
examplesfrom our audit sample where advance payments were made:

e A community received an advance of $230,000 from the Prov-
ince’s 1995-96 budget. The project was to have been largely
completed in 1995-96 but delays caused less work to be completed
than expected by March 31, 1996. Invoices supporting the advance
were not received until 1997.

* Another community received a $300,000 advance in March 1996.
Supporting invoices covering this advance were not received until
September 1996.

Recommendations
6.25 Grantsshould not be paid until supporting invoices have
been submitted and verified.

6.26 Stepsshould betaken to obtain supporting invoices or to
demand refundsfor thosepr ojectsnot supported by paid invoices.

Goods and 6.27 Grant recipients, depending on their status, are eligible for a

Services Tax refund of all or a large portion of GST paid on expenditures. The issue
of GST rebates was not clearly addressed until after payments for
projects in Round One had started. This led to inconsistent treatment
of similar situations and some overpayments to grant recipients at the
beginning of the program. The rebates effectively reduced the cost of
a project to an amount that was lower than the initially approved
project costs. Project costs submitted in the claims should have been
net of any GST rebates. Failure to properly consider the implications
of the GST cost the program at least $35,000.
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Overpayments

Other Administrative
| ssues

Recommendation

6.28 Grant programswhich fund expendituressubject to GST
should addresstheissue of any rebatesto grant recipients.

6.29 Aspart of our review of the claim payment process we noted
weaknesses in the monitoring of project costs. We found three
examples where recipients claimed the same expense items twice.
Theseitemswere not detected by program staff and were subsequently
paid twice.

6.30 Two of the examplesinvolved different projects sponsored by
the same municipality. Duplicate payments amounting to $281,000
occurred in November 1995. The municipality subsequently discov-
ered the errors and notified program administrators in June 1996. At
that time the municipaity did not offer to repay the overpayment but
instead requested approval to apply the overpayments against other
municipal projects which had not been previoudy approved under the
Infrastructure Program. Thiscourse of action was accepted by program
officials.

6.31 In another example, a municipality claimed a holdback
payment twice. This $27,000 duplicate payment went undetected by
program staff.

Recommendation

6.32 Claim processing procedures should be reviewed and
revised, wher enecessary, to ensureinvoicesareonly claimed once.

6.33 Invoices were not aways applied against the correct project.
For example, larger municipalities often had two or more projects
proceeding at the same time, including both round one and round two
projects. In an attempt to prevent funds from lapsing, program staff
would apply the first invoices submitted to the first project approved
even if they did not relate to that project. In the end the payments
made on a project may include invoices from two or three different
projects. This practice is inappropriate and results in misleading
information on actual project costsin each fiscal year.
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Recommendation

6.34 Paid invoices, submitted as support for grant payments,
should be applied against the specific projectsthey relateto.

MANAGEMENT 6.35 Our audit report was issued to the Department in December

RESPONSE 1997. As of the date of this report, the Department of Community
Affairs and Attorney General was in the process of preparing a
detailed response.
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/. SOURISFOOD PARK DEVELOPMENT PROJECTS

INTRODUCTION

7.1  Lastyear, aspart of our audit of development incentives and
lending activities of the Ministry of Economic Development and
Tourism, we performed preliminary work on projects administered by
the Souris Food Park Devel opment Corporation. We identified issues
for further audit work at that time. In addition, we received a request
from the Deputy Minister of Economic Development and Tourism to
review the projects undertaken by the Corporation.

7.2  Asaresult of afirein 1993 amajor fish processing facility in
Kings County wasdestroyed. TheMinistry of Economic Devel opment
and Tourism began pursuing economic prospects for location in the
area to offset job losses. The Souris Food Park Development
Corporation was incorporated as a wholly owned subsidiary of
Enterprise PEI in 1994. The Corporation was established to act as an
agent through which the funding from the Eastern Kings Redevelop-
ment Initiative would flow. The objective of the Corporation is to
design, construct, own and operate afood processing industrial mall
and park.

7.3 Exhibit 7.1 summarizes the expenditures to March 31, 1997
for projects administered by the Souris Food Park Development
Corporation.
EXHIBIT 7.1
SOURISFOOD PARK DEVELOPMENT CORPORATION
EXPENDITURESAS OF MARCH 31, 1997

(Millions)
Actual Forecast

Federal Provincial Total Expenditures
Infrastructure
- Genera Infrastructure $6.6 $0.5 $7.1 $7.3
- Seafood Plant Design Fees 04 - 04 04
- Dim Sum Plant Design Fees 0.3 - 0.3 0.3
Seafood Processing Plant
- Building - 3.0 3.0 3.0
- Cold Storage 3.6 - 3.6 4.0
Dim Sum Processing Plant
- Building 0.2 _ - 0.2 2
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OBJECTIVESAND
SCOPE

Totals $111  $35 $146  $152
7.4 Inaccordance with Section 13 of the Audit Act we conducted
areview of projects administered by the Souris Food Park Develop-
ment Corporation. Our objective was to assess the adequacy of the
management procedures and controls in place for the administration

of construction and consultant contracts.

7.5  Our examination focused on expenditures incurred by the
Souris Food Park Development Corporation during the 1996-97 year
under both construction and consultant contracts. We assessed whether
standard procedures were followed, appropriate approvals were
obtained, and controlsin place functioned properly.

OVERALL AUDIT
OBSERVATIONS

7.6  Toreplacethe loss of amajor employer in 1993, the federa
and provincia governments entered into an agreement to stimulate
economic development in eastern Kings County. Under the Eastern
Kings Redevelopment Initiative, the Souris Food Park Devel opment
Corporation spent approximately $15 million as of March 31, 1997.
Thesefundswere used in the construction of general infrastructure and
a seafood processing facility.

7.7  Our audit found that the construction contracts were tendered
and except for the site services contract, were substantially in
accordance with the tender costs and specifications. Consultant fees
amounting to $1.2 million were incurred for design, project manage-
ment and construction management for these projects and approxi-
mately $800,000 of this amount was not subject to a competitive
bidding process. Approximately $600,000 of the consultant fees
pertained to the design of two processing plants. One of these projects
was a seafood processing plant and the other was a proposed food
processing operation that did not get beyond the design stage. The
construction costs of these projects were 100 percent publicly funded.

7.8 Public funds amounting to $7 million were spent on the
construction of a seafood processing facility that was leased to the
operator for $1 per year for five years, with an option to purchase for
$1 at the end of the lease term.
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DETAILED AUDIT OBSERVATIONS

Souris Food Par k
Infrastructure

7.9  The infrastructure project involves a number of different
aspectsof the physical park including waste treatment, roads, lighting,
and fencing. The construction of these components along with all
design and engineering costs form the park infrastructure. A budget
of $7.7 million was approved for park infrastructure under the Eastern
Kings Redevelopment Initiative.

7.10 The engineering consulting fees associated with the project
involved both project management and construction management.
Project management involves bringing the project from the concept
stage to the construction stage, including acquiring the necessary
expertise to complete the design and prepare the tender documents.
Construction management involves the coordination of contractors and
oversight of the construction schedule.

7.11 A competitive process led to the selection of a primary
consultant for the project. The contract with the consultant consisted
of two components. The project management portion of the contract
was afixed amount while the construction management part was on
aper diem basiswith asubmitted bid, and additional staff costs were
to be charged at amounts listed in the contract.

7.12 Designfeesof $244,000, for the park infrastructure, were also
paid to the primary consultant. This component was not subject to a
competitive process. The Corporation agreed with this approach based
on the explanation from the consultant that time constraints would not
permit tendering and the costs would be lower.

7.13 The primary consultant was retained by the private sector
operators for the two processing plants sated to be constructed in the
Food Park. Thisdesign work was not tendered. Wewereinformed that
the operators wanted the primary consultant to be retained as their
design engineer. The design fees of $555,000 were paid with public
funds and included under infrastructure costs.

7.14  Exhibit 7.2 shows the breakdown of payments to the primary
consultant. Total payments amounted to $1,514,000. Of this amount
$1,234,000 was for consultant fees, $148,000 related to out-of-pocket
costs reimbursed to the consultant, and the remaining $132,000 was
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Seafood Processing
Plant

for provincial tax. Of the $1,234,000 in consultant fees, approximately
$800,000 was not subject to a competitive process.

EXHIBIT 7.2
SOURIS FOOD PARK
DESIGN/ENGINEERING COSTS
TO MARCH 31, 1997
(Thousands)

Fees Disbur se-
Bid Actual ments  PST Total

Project Management $169  $159 $68 $16  $243
Construction Management 115 276 5 30 311
Seafood Processing

Design/Engineering - 356 34 39 429
Dim Sum Processing

Design/Engineering - 199 39 21 259
Other 244 2 26 272

$284 $1,.234 $148 $132 $1,514

7.15 During congtruction of the infrastructure a change order system
was in place and contract changes were appropriately approved.
However, the construction contract for site services was increased
from the amount tendered of $536,000 to the amount paid of $932,000
without a competitive process. The primary consultant stated he did
not tender the additional construction because of time constraints and
confidence in the fairness of the price received on the original tender.

Recommendation

7.16 All consulting work carried out for publicly-funded
projects should be subject to a competitive process and be
authorized under a signed contract.

7.17 In 1995 a decision was made by government to replace the
Usen Fisheries plant, which was destroyed by fire, with a state of the
art seafood processing plant. This plant was constructed at a cost of
approximately $7 million which was cost-shared by the federal and
provincial governments.

7.18 Business proposals were not requested from operators within
the industry to determine who should be the recipient of the proposed
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Dim Sum Processing
Plant

new processing facility. Instead, senior government officials
approached an operator in the area with experience and a record of
success.

7.19 In December 1995 a lease agreement was signed between the
private sector operator and Souris Food Park Devel opment Corpora
tion. The plant was constructed and leased to the operator at $1 per
year for five years with the option to purchase for $1 at that time.
Under this arrangement the Souris Food Park Development Corpora
tion was to approve the design and specifications of the plant. We
found no documented approval of the design and specifications by the
Corporation although we were informed that staff were familiar with
it.

Recommendations

7.20 For major projects, business proposals should be publicly
invited.

7.21 Staff should ensurethat terms and conditionsincluded in
funding agreements ar e followed.

7.22 One of the projects prospected to locate in the Souris Food
Park was a food processing plant. The original budget under the
Eastern Kings Redevel opment Initiativeincluded aplant, cold storage,
and equipment totalling $5.8 million. In addition, the design fees
would be paid as part of the Souris Food Park Infrastructure Project.
This project was to be a joint venture between a company based in
Chinaand a company owned by three Canadian citizens with strong
connections in China. We were advised a consultant provided
assurance to government that these investors were legitimate in their
intentions and had resourcesto support their proposal. This consultant
was paid $40,000 for hisservices, however, no documented report was
received.

7.23 Theletter of offer was sent to the potential investors of the
food processing plant in June 1995. Preliminary design work was
undertaken by the design engineers with more technical work
performed between the signing of the letter of offer and the signing
of theleasein June 1996. Souris Food Park Devel opment Corporation
moved ahead on construction of the infrastructure to support the
processing plant, including the waste treatment facility which was
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designed specifically for the project with the intention of expanding

it, if required, to accommodate new tenants. In the fall of 1996
concernswere raised about the potential investors’ commitment to the
project, and construction of the building was not started. Costs of the
waste treatment facility were $2.2 million as at March 31, 1997. We
were told additional costs for the facility would have to be incurred
for commissioning and modifications if it is to be used for a different
project.

7.24  Design, consulting and legal costs associated with the project
amounted to approximately $300,000. Costs of approximately
$200,000 were also incurred for site preparation but staff indicated this
work is generic and will benefit the next tenant.

Recommendation

7.25 Consulting service engagements should specify the wor k
to bedone and include the requirement for awritten report.

MANAGEMENT 7.26 The Corporation has responded to our report and intends to
RESPONSE follow our recommendations in future projects.
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INSPECTION SERVICES

INTRODUCTION

81 The Planning and Inspection Services Division of the
Department of Community Affairs and Attorney General is responsi-
blefor the protection of public health and safety through itsinspection
and licensing activities.

8.2  Revenues for inspection related activities during 1996-97
amounted to $660,000 while expendituresfor the same period totalled
$1.3 million. Inspection activities are carried out by four sections of
the Inspection Services Branch. These sections include: Boilers,
Propane, and Plumbing; Electrical and Elevators; Property Develop-
ment; and the Fire Marshall.

OBJECTIVESAND
SCOPE

8.3  Weconducted an audit on the Inspection Services Branch for

the 1996-97 fiscal year. Our objective was to assess management
practices and controls over inspection activities. We also examined

the Branch’s compliance with the major provisions of legislation
dealing with inspections.

OVERALL AUDIT
OBSERVATIONS

84  We found no significant problems in the Division’s compli-
ance with legislation. However, improvements are required in the
database systems used to record and report on the permits and licenses
issued. The data accumulated for each type of inspection activity
should be reviewed with the objective of enhancing management
reporting. To improve control and monitoring of revenues, upgrading

of the various manual and computerized systems is needed.

DETAILED AUDIT OBSERVATIONS

M anagement
Information

8.5  Each of the four sections within the Inspection Services Branch
maintains its own computerized databases. We expected the sections
to use their databases for monitoring of activities, reporting, and,
where possible, to assist in implementing their priority inspection
strategies. We also expected a comparison to be possible between
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Boilers and Pressure
Vessels

Electrical Permits

revenue collected and the related inspection activity. In general we
found limited reporting capabilities and minimal use of the databases
to monitor the inspection activities. The following paragraphs contain
a brief discussion of the major databases used by each section, the
shortcomings noted, and the improvements required.

8.6  One of this Section’s major tasks is inspecting installations
containing boilers or pressure vessels. In 1996-97 the Section
performed approximately 1,360 inspections. The legislation requires
that a certificate of inspection be issued on initial inspection, however,
the frequency of subsequent inspections is at the discretion of the chief
inspector. We examined the priority strategies employed by the
Division in selecting sites for inspection, and found them to be
satisfactory.

8.7 We did note that inspection planning is hampered by
deficiencies in the database. Out-of-service installations, which do not
require an inspection, are not identified in the database. This obsolete
information should be flagged and removed, or be readily identifiable.
In addition, the absence of information in the database on the types of
facilities makes it difficult to obtain lists which would be useful for
planning inspections. This is important because the Section often
chooses to inspect similar facilities during the same time period.

8.8 The Regulations to the Electrical Inspection Act require
permits to be obtained by contractorsdach job. The Section has
discretionary powers on what electrical jobs they inspect. The Section
has a strategy that calls for targeting higher risk areas for inspections.

8.9  We noted the electrical permits database does not provide
information which could automatically highlight permits that meet the
priority inspection criteria. The inspectors do not have readily
accessible information to assist in identifying jobs for inspection. The
use of a computer system to automatically identify permits which meet
the criteria would help ensure a more consistent application of the
priority inspection policies. In addition, the system does not provide
for the creation of management reports to monitor the activities of the
inspectors.

8.10 We found weaknesses in the administration of electrical
defects. A defect occurs as a result of an inspector noting that
corrective action is required on a particular job. All outstanding
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defects of the contractors are to be addressed prior to renewing their
annual license. We found that 10 contractors had defects indicated on
14 permits and no follow-up was made on these prior to renewing the
license. This occurred because lists of defects are manually prepared
and updated by staff, with no reference to the database information on
permits issued.

8.11 Weasofound alack of regular monitoring, reporting, follow-
up, and updating of the outstanding jobs listed on the system. For
example, as of April 1997 we found that 540 permits were indicated
as unfinished, yet the jobs were submitted more than seven months
earlier. Staff acknowledged many of these jobs were probably
completed, but the status in the database had not been updated. In
order for the permit database to be useful, the database should be kept
current and accurate.

Property 8.12 The Property Development Section is responsible for issuing

Development permits under the Planning Act, the Environmental Protection Act,
and the Roads Act. Staff annually process approximately 1,000 on-site
sewage permits and a similar number of building permits.

8.13 Wefound that regulatory compliance was adequate however,
we noted some inefficiency in permit processing. This was primarily
duetothevariety of databases maintained for permits. The opportunity
for sharing information and minimizing the datarecording effort isnot
being fully realized. Similar data is being accumulated in separate
databasesfor building, sewage, subdivision, and entrance-way permits.
The same applicant often requires all of these permits. Datais being
accumulated by severa staff and maintained in several locations
without an overall plan of what should be accumulated and how it is
to beintegrated and used. The option of maintaining fewer databases,
or more cross-referencing of related permit data should be explored.

Fire Marshall 8.14 TheFire Prevention Act givesthe Fire Marshall discretion on
which fires to investigate and which buildings to inspect. The
Provincia Fire Marshall's office also does safety inspections for
license renewal purposes.

8.15 We were concerned with the limitations of the information
system used to document inspection results. Reports for each facility
are maintained in separate word processing files. However, there is
limited ability to query and summarize the contents of all the files.
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Thismakesit difficult for staff to monitor and follow up on any report
recommendations,

Recommendations

8.16 TheDivison should review all existing databasesin order
to identify the necessary infor mation to be accumulated and how
it can be most efficiently obtained.

8.17 Management reports should be designed to assist in the
Implementation of priority inspection guidelinesand monitoring
of the inspection activities.

Invoicing and 8.18 Revenues of the Branch in 1996-97 totalled $660,000. A
Accounts Receivable variety of manual and computerized systems are used in the collection
Systems process. These systems are cumbersome and require extensive

administration. In addition, the systems do not provide timely access
toinformation that is necessary for managing revenues. Thefollowing
paragraphs contain a brief description of the major subsystems.

Electrical Permits 8.19 Electrical permits produce revenues of approximately
$250,000. The permit/application forms are submitted by contractors.
Staff input the data to a computerized system, which records permits
Issued, produces monthly billing statements, and maintains accounts
receivable bal ances.

8.20 Therearefew reportswhich can be viewed or printed from the

system other thanthe contractor’'s monthly statement. Controls are not

in place to ensure that all permits issued have resulted in an accurate
billing to a contractor account.

821 We also noted that payments received could be better
controlled. Staff enter payment information to the computerized
system, but no balancing is done against the bank deposits to ensure
the completeness and accuracy of the records.

Boilers and Pressure 8.22 In 1996-97, a total of 1,200 invoices were processed generating
Vessels $140,000 in revenue. A computerized system produces invoices based
on the inspection report data entered.
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8.23 The computer system does not produce any summary reports
of the invoices issued, nor does it maintain accounts receivable
balances by customer. A manua system is used to keep track of
invoices. However, controls are not adequate to ensure all payments
are properly reflected in the records. In addition, information is not
maintained on customer balances for further follow-up.

Elevator Inspections 8.24 Invoices totalling approximately $24,000 are produced in
advance at the beginning of each year and are mailed to clients as
inspections are performed. The system for managing these receivables
is inefficient, inflexible and prone to errors. For example, some
invoices were paid, but were listed as outstanding.

Recommendations

8.25 Thefeadbility of having one system for all invoicing and
accountsreceivable management should beinvestigated.

8.26 The invoicing and accounts receivable systems should
provide useful management information such as: balances by
customer account; the age of accounts; and details of invoicesand
paymentsfor balancing purposes.

Revenue Recording 8.27 Charlottetown and Summerside offices use cash registersto
record, control, and summarize daily cash receipts. The cash register
summary is used to record revenue into the Province’s Financial
Information System. Insufficient information, however, is maintained
on the source of the cash receipts which makes it difficult to refer back
to the specific permits, licenses or fees.

8.28 Six types of licenses are issued for the Electrical and Elevators
Section and the Boilers, Propane, and Plumbing Section. We found
that no comparison can be made between the licenses issued and the
revenues recorded in the Financial Information System. This occurs
because the revenue categories are too broad to identify each license
type. We also noted that records are not maintained in the license
database concerning the date and receipt number of payments. As a
result, staff cannot check to ensure that revenue has been collected for
all licenses issued. In addition, staff have difficulty in following up
disputes over license payments.
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Recommendations

8.29 Data should be accumulated which allowsfor theintegra-
tion of information with other databases and the reporting of
revenue by type and location.

8.30 Revenuedatafor licensefees collected should be accumu-
lated and compared to arecord of licensesissued.

MANAGEMENT 8.31 The Department of Community Affairs and Attorney General

RESPONSE has prepared a detailed written response to our report. Management
agrees with our recommendations and some have aready been
implemented.
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9. PROVINCIAL TAX REVENUES

INTRODUCTION

9.1 Provincia tax revenues amounted to $375.6 million for the
year ended March 31, 1997. Exhibit 9.1 illustrates the sources of
provincial tax revenue.

EXHIBIT 9.1
TAX REVENUES 1996-97

Others $6.1M
Health(Liquor) $9.1M
Health (Tobacco) $13.9M

Sales $130.2M Corp. Income $20.5M

?R Gas $26.9M

Property $39.2M

Personal Income $129.7M

9.2  The Taxation and Property Records Division of the Depart-

ment of the Provincial Treasury has responsibility for the administra-

tion of the Province’s tax systems. The budgeted expenditures of the
Division for the 1996-97 fiscal year are $4.6 million. The majority of
this budget, approximately $2.9 million, is for payroll.

OBJECTIVES
AND SCOPE

9.3  Our audit objective was to assess the management practices
and controls associated with the Province’s taxation systems, and to
follow up on the observations of past audits. The audit covered the
1996-97 fiscal year. Specifically, we examined the following taxation
related areas:
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» Property tax and assessments governed by the Real Property
Assessment Act and the Real Property Tax Act;

» Salestax governed by the Revenue Tax Act;

« Gasolinetax governed by the Gasoline Tax Act;

» Health tax on tobacco governed by the Health Tax Act; and

« The Division’s Tax Audit Section.

OVERALL AUDIT
OBSERVATIONS

9.4  Gasoline tax revenue approximates $27 million annually. The
Department receives monthly statements from oil companies to
support taxes paidach month. However, the Department does not
attempt to verify the completeness and accuracy of the information
reported.

9.5  Property tax revenue totalled approximately $39 million for

the year ended March 31, 1997. The Division needs to review its
property assessments in terms of uniformity and relation to market
values. Improvements are needed in the management of assessments
for farm properties and the monitoring of compliance to policies.

9.6  Health tax on tobacco totalled approximatglyt million for
the 1996-97 year. We made recommendations for improvements in
the monitoring of monthly returns filed by wholesalers.

9.7  Sales tax collected during 1996-97 totalled approximately $130
million. The Department’s entire audit effort is devoted to this tax
area. The process in place to select accounts for audit appears
reasonable.

DETAILED AUDIT OBSERVATIONS

Gasoline Tax

9.8  Gasoline tax is levied at an amount per litre as specified in the
Gasoline Tax Act. Total gas tax revenue for the year ended March 31,
1997, was $26.9 million.

9.9 Thetax is paid by oil companies (agents) based on their sales,
transfers or deliveries of gasoline or diesel oil. Gas retailers effectively
pay the tax in advance to the agents and subsequently recover the tax
upon sale to consumers.
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Property Tax

9.10 Seven oil companies remit tax on a monthly basis, which
accounts for 99 percent of the revenue collected. Each oil company
submits a monthly statement. These statements are checked by the
Division for clerica accuracy but there are no audit procedures
employed to verify the information reported on sales and inventory
levels. In effect, the Division relies exclusively on the information
reported by the agents on the monthly returns.

9.11 Since fuel is taxed based on distributions by agents, it is
important that the Province be assured that all inventory movements

are properly accounted for. Because the Division no longer does any

audit work on the agents’ records there is no way of assuring that all
of the agents’ fuel inventory and distributions have been properly
accounted for. Our review of the monthly statements filed by the
agents revealed that in a few instances the agents reported a negative
ending inventory. Division staff do not investigate these unusual
occurrences.

9.12 The agents are permitted to transfer product among themselves
on a tax-exempt basis. We found that the Division does not reconcile
these tax-exempt transfers. Without such a control, the Province is
essentially losing track of this taxable product and cannot be assured
that the product will eventually be taxed. These tax-exempt transfers
are substantial and require closer monitoring.

Recommendation

9.13 TheDivision should:

o carry out periodic audits of oil companies to determine
compliance with legidlation;

e seek explanationsin caseswhereunusual inventory balances
arereported by the oil companies; and

» reconciletax exempt sales and purchases between oil compa-
nies.

9.14 Provincial property tax revenue for the year ended March 31,
1997 was $39.2 million on approximately 88,500 assessed properties.

9.15 The Real Property Assessment Act currently requires that all
properties be appraised at least once every ten years. This appraisal
cycle had previously been set at five years. In 1985 our Office noted
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the Section had difficulty in meeting the five-year cycle. The
legidation was changed in 1994 to increase the cycleto ten years. The
most recent cycle was completed by the Section in 1995.

9.16 The Section has decided to wait until 1999 to begin work on
the next cycle in order to use a new automated assessment data
collection system currently under devel opment. With the existing staff
complement it appears as though a ten-year time frame to complete
reappraisals on all properties is reasonable. However, the four-year
delay in starting work on the next cycle effectively gives the Section
only six yearsto reappraise all properties.

9.17 The Real Property Assessment Act indicates that uniformity
of assessment is one of the objectives in the property assessment
process. The Assessment Section trand ates thisinto atarget of having
assessments fall within arange of 90 to 105 percent of market values.

9.18 Wereviewed the most recent information on land values that
had been gathered by the Section. This information consisted of a
sample of 137 land sales occurring throughout the Province during
1994 and 1995. The data shows that the assessed value of land in
Prince County was, on average, 77 percent of the market price while
in Queens and Kings Counties, the assessed value was approximately
83 percent of market price. The data suggeststhat the target range was
not being achieved and assessed values compared to market values
were inconsistent among counties.

9.19 Weadsoreviewed the results of a study by the Section which
compared assessments to selling prices on over 100 residences which
were sold in 1995. It shows that the assessed values on over half of
the residences sold were lower than the target range of 90 to 105
percent of the actual selling prices.

Recommendation

9.20 The Department should:

e continue to monitor assessed values compared to market
values,

e compare assessed valuesto their targets, and

» takecorrective action where necessary.
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9.21 Policy and procedures manuals exist to assist staff assessors.
Assessors often have significant discretion in the application of policy.

We found that there is limited monitoring of assessors’ work. There
is also no regular summary reporting system to highlight areas of
policy or procedure that are not being properly and consistently
applied.

9.22 The building depreciation policy is a good example of a policy
that is often overridden. The policy manual provides standard
depreciation rates based on the age of a building. Assessors frequently
adjust depreciation amounts to a figure which they judge to be
reasonable. We analysed the depreciation figures of a sample of 307
similarly aged farm buildings. Management has stated that deviations
of up to 10 percent from the policy manual depreciation rates would
be reasonable. We found that 30 percent of the buildings in our sample
exceeded this acceptable range.

Recommendation

9.23 Management of the Assessment Section should carry out
more monitoring of assessors’ work. This should include
combination of: exception reporting; an approval process fof
policy deviations; and reviews of similar properties to ensur
consistency.

D

112

9.24 The Real Property Assessment Act provides for a reduced
assessment for farm land used by a bona fide farmer. The farm
assessment rate is established in policy, where good farm land is
assessed at $150 per acre. The market value of farm land hasincreased
substantially since 1989 when these rates were established and
consequently the value of the tax concession on farm properties has
increased as well.

9.25 Therearetwo key aspectsto the legidation in the application
of afarm assessment. The owner must qualify as a bonafide farmer
under the Act, defined as a person who spends more than 50 percent
of his working time on the farm and, receives annually more gross
cash income from the sale of farm products than from other employ-
ment. In addition the farm assessment only applies to the portion of
the property used in afarm enterprise.
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9.26 A bonafidefarmer status declaration is required to be signed
if afarmer isrequesting bona fide farmer status for the first time or
if there is a review required. The declaration is used to establish
whether the individua qualifies for bonafide farmer status, primarily
in relation to major sources of income. We noted thisinformation is
not verified. In addition, there is no information requested in the
declaration concerning the use of the land in question.

9.27 Approximately 25 yearsago, when bonafidefarmer statuswas
established inthelegidation, alist was developed of bonafidefarmers
from records existing at that time. Thereis no periodic review of the
bona fide farmer status for these properties. However, if there is a
change in ownership then the property is flagged for review. We
noted, where the purchaser has bona fide farmer status, the practice
is to apply the status to the new property without requiring a new
declaration. Whether the new property is being used within the farm
enterprise is not normally questioned.

9.28 Wereviewed the database of farm assessment properties. Of
the 10,357 properties subject to bona fide farmer status we found that
4,900 have not been reviewed since the records were computerized
in 1984. There may be propertiesin thistotal which no longer qualify
for bonafide farmer status. Thisis apotential loss of revenue for the
Province.

9.29 In addition, we found that the current practice of taxing
properties based on farm assessment rates is not supported by the
legidation. Section 7 of the Real Property Tax Act states that both the
taxes calculated based on a farm assessment and the tax difference
between the farm assessment and a real property assessment are
payable. In effect thiswould require payment of taxes based on afull
real property assessment. It appears that there may have been some
typographical error in the preparation of the legidlation.
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Health Tax on
Tobacco

Recommendation

9.30 The Assessment Section should:

» periodically review and update rates established for farm
assessments,

e request documentation to support theincome declaration in
bona fide farmer applications;

» subject bonafidefarm propertiesto aperiodic review process
to ensuretheir continued eigibility; and

» ensurethewording of the Real Property Tax Act allows for
the collection of tax based on a far m assessment.

9.31 Inour previousaudit of health tax on tobacco we reported that,
unlike commissions granted in the sales tax system, there was no
upper limit placed on tobacco tax commissions. Subsequent to that
audit the Regulations were changed and now tobacco wholesalers are
limited to a maximum commission of $12,000 per annum. Whereas
the commissions amounted to $550,000 in 1992-93, the 20 wholesal-
ersin 1996-97 will be limited to maximum commissions amounting
to $240,000, resulting in savings of approximately $310,000 per year.

9.32 Due to reporting deficiencies, monitoring of the monthly
returns for reasonableness based on inventory movements is not
possible. For example, tobacco manufacturers do report to the
Division on their sales of product to wholesalers. However, dueto the
lack of inventory information supplied by the wholesalers, the
Divisionisnot ableto ensurethey are accounting for al of the taxable
product that is received. Although the Division does retain the right
to conduct audits of the wholesalers, the practice in recent years has
been to focus audit activity on retail sales tax.

Recommendation

9.33 TheDivision should:

e requiretobacco wholesalersto fully complete their monthly
tax return; and

« monitor wholesale inventory levels to ensure all taxable
product is being accounted for.
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Sales Tax

Tax Audit Section

9.34 Every retail vendor isan agent of the Minister for the purpose
of collecting salestax. Each month, vendors must submit areturn and
remit the tax collected less acommission calculated at three percent
of the tax collected to a maximum of $500 per year.

9.35 Wefoundthat in general the controlsfor processing tax returns
were adequate. One weakness noted was that the monthly returnsfiled
by vendors, in alarge number of cases, were incomplete. Vendors do
not alwaysreport the amount of taxable sales or purchases, and instead
simply report the tax due. The Division is not attempting to have this
situation corrected.

9.36 Wea so noted that adjustments entered into the system are not
subject to interest and penalties and this can result in aloss of revenue.
Also, the method of calculating interest on taxes not collected by the
due date can result in lost revenue and needs to be reviewed.

Recommendations

9.37 Proceduresfor processing return adjustments should be
reviewed to ensurethat interest and penalty chargesare applied
correctly.

9.38 Management should consider the feasibility of modifying
systemsto calculate interest on a daily basisfrom the due date.

9.39 TheAudit Section isresponsible for carrying out audits of the
various businesses involved in the collection and remittance of taxes.
Thefocus of this Audit Section has been on auditing for compliance
with the Revenue Tax Act.

9.40 There are approximately 7,500 vendors registered with the
Division for the purposes of revenue tax collection. All vendors
cannot be audited, even on acyclical basis. It isimportant, therefore,
that the Audit Section has a sound strategy for planning the audits that
it will undertake each year.

9.41 Management has decided that the Audit Section will direct its
audit resources with the objective of maximizing audit recoveries. We
found that this objectiveis reflected in the manner in which accounts
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are selected for audit. The selection process targets vendors to obtain
maximum recovery of tax. Given the audit objectives established by
the Section, we are satisfied that the process used to produce the list
of planned audits is reasonable.

9.42 Weexpected the Audit Section to utilize atime accounting and
budgeting system to assign budgets and monitor staff resources
utilized on audit projects. We found that the Section assigns work
ordersand captures the hours spent on each job. However, the Section
does not assign time budgets to the assignments. Without time
budgeting it is difficult to identify problem assignments; to highlight
poor employee performance; or to set out a reasonable expectation of
how many audits can be accomplished in the year.

Recommendation

9.43 Time budgets should be established for all audit activity
assigned, and actual results should be compared to the time
budgets. Time budgeting should be utilized in the audit planning
process to identify a reasonable objective or target number of
auditsfor theyear.

9.44 The Audit Section reports annually on the recovery that it has
achieved. As part of our audit we attempted to follow up on the
reported figures to determine if the amounts reported were actually
collected in the long run.

9.45 Wenoted audit recovery figures are not adjusted for amounts
reduced or adjusted subsequent to the audit assessment. The effect of
thisisthat the audit recovery figures reported are different from the
amounts that are ultimately collected. The total amountsinvolved are
not known because the values are not easily extracted from the sales
tax system.

9.46 In order to assess the collectibility of audit assessments we
examined the account balances outstanding from the 1993-94 year
through to the 1996-97 year and cross referenced those audits against
bad debt write-offs of sales tax accounts. Based on this analysis, we
found that collection of audit assessments has not been a problem and
that the history of write-offs of audit accountsis not significant. We
concluded, therefore, that collectibility of audit recoveriesis not a
major issue.
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Recommendation

9.47 For the purposes of monitoring and reporting, the Audit
Section should track any adjustmentsfromtheoriginally reported
audit recovery figures.

MANAGEMENT 9.48 Our report was issued to the Department of the Provincial
RESPONSE Treasury. We discussed the report with management and a written
response will be provided on our observations and recommendations.
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10. DEPARTMENT OF

TRANSPORTATION AND PUBLIC WORKS

INTRODUCTION

10.1 InJanuary 1997, | received arequest from the Department of
Transportation and Public Works to perform audit work on a number

of issues of concern to the Minister regarding the Department’s
operations. | advised the Minister that my Office does not perform
fraud investigations and that our review would be limited to a review
of internal controls as well as economy and efficiency issues. | also
indicated that if, in the course of this work, we encountered evidence
of fraud | would turn the matter over to the RCMP for investigation.

10.2 | further advised the Minister that the scope and work
performed would be determined by my Office and a summary of the
results would be reported in my next report to the Legislative
Assembly. Based on this understanding a letter was forwarded to me
by the Deputy Minister indicating the specific matters the Department
wanted to have examined by my Office.

10.3 On June 10, 1997, | issued a special report arising from this
request by the Department. On September 15, 1997 the Department
released this report. Management has recently informed me that the
issues identified are being addressed. We intend to follow up on the
corrective action taken by the Department.

OBJECTIVES
AND SCOPE

104 We did not perform an audit of all programs and activities of
the Department of Transportation and Public Works. Our work was
limited to an examination of the following matters:

» purchase and placement of new culverts, and use or disposal of
used culverts;

» storage of culverts and other materials used in highway mainte-
nance;

 truck rentals from employees; and

« follow up on the North River Bridge Project.
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OVERALL AUDIT
OBSERVATIONS

10.5 Our examination found no evidence of crimina activity.
However, we did find serious deficiencies in management practices
and internal controlsin anumber of instances.

10.6 The absence of basic controlsin some instances precluded us
from establishing whether the Department had suffered losses through
wrongful misappropriation of assets by individualsinside or outside
the Department. Thisisaserious problem but not anew one. We have
in past audits aerted the Department to the internal control deficien-
cies raised in this report. In various audits as far back as 1988 we
made recommendations to strengthen controls over areas susceptible
to loss. Although commitments and efforts were made to correct these
deficiencies, the basic problems still persisted.

10.7 We again made a number of recommendations to establish
basic internal controls in a number of areas vulnerable to loss. It is
essential that the control deficiencies identified be addressed so that
management can be confident that al reasonable steps have been taken
to prevent and detect possible losses. Management is now aware of
the control deficiencies and istaking stepsto correct these problems.
We intend to perform whatever follow-up is necessary to determine
whether these weaknesses in internal control are being addressed.

DETAILED AUDIT OBSERVATIONS

Culverts

10.8  Culvertspurchased during 1996-97 totalled $1.5 million. Most
purchases are publicly tendered each year, with a separate tender for
each county.

10.9 Controls were inadequate over culverts issued to private
contractors, who were hired to install culverts. District supervisors
assigned jobs to these contractors. Without notification from the
district supervisors, Department staff issued shipping orders, which
authorized the supplier to release culverts to contractors, and bill the
Department.
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Recommendations
10.10 District supervisorsshould authorizetheredease of culverts
to private contractors.

10.11 District supervisor s should submit to Department staff a
written summary of culvert installations.

10.12 Culverts were sometimes delivered to a Department stockpile
when no one was present to sign the freight dip. Payment processing
staff did not follow up unsigned freight dipsto ensure that the culverts
were actually delivered to the Department. Also, in the case of part
shipments, there was inadequate communication to let staff know
whether an entire shipment was actually received.

Recommendation

10.13 Unsigned freight slips should befollowed up with district
supervisorsto ensurethat all culverts purchased werereceived.

10.14 Management Board approved an Inventory Management policy
to encourage the efficient management of inventories, and to ensure
accounting for inventories is carried out in a manner such that al
requirementsfor adequate control and accurate, timely information are
met. The policy makes departments responsible for ensuring that
physical controls over inventories are adequate to protect against 10ss,
theft, damage and misuse.

10.15 Culverts were stored in stockpiles located at five sites in
Queens County, six sites in Kings County and two sites in Prince
County. We estimate that culverts stockpiled at March 31, 1997 had
avalue of $300,000. Of these, culverts costing $200,000 were stored

at sites having inadequate physical controls to safeguard against
unauthorized removal. Proper controls such as perimeter fencing,
locked gates, and “no trespassing” signs are even more important now
that the Department charges a fee for culverts.

Recommendation

10.16 Security measures should be strengthened to safeguard
against unauthorized removal of culverts.
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10.17 A system to record all movement of inventory is a basic
inventory control. In our 1987 and 1994 audits of Inventory Manage-
ment and our 1991 audit of Highway Maintenance, we reported
inadequate record-keeping and alack of accountability for the use of
culverts. That situation remained unchanged and the Department was
not complying with the Management Board policy on Inventory
Management. Inventories on hand were not periodically reconciled to
records of purchases and transfers out of stock. As aresult manage-
ment did not know if all culverts were accounted for.

Recommendation

10.18 The Department should implement a record-keeping
system for culverts purchased, used, and in inventory.

10.19 Weweretold that staff were instructed to return to stock any
used culverts suitable for reuse, but few culverts were reused because
In most cases they were extensively rusted or became damaged while
being removed. A few used culverts were sold at a price equal to 25
percent of replacement value. During 1996-97, sales of new and used
culvertstotalling $15,000 were reported in Prince County. There were
no similar sales reported in either Queens or Kings Counties.

10.20 Customerswereinvoiced for purchases, but invoices were not
sent on a timely basis. There was no accounts receivable listing of
amounts owed to the Department, and no follow-up of unpaid
invoices. We estimated that accounts receivable for culvert sales
totalled $11,000 asat April 30, 1997, of which $10,000 was outstand-
ing for more than ayear.

10.21 In addition to culverts, the Department sold small quantities
of sand and salt. These sales totalled approximately $130,000
annually. Administrative staff invoice customers for their purchases,
based on various information dlips completed by loader operators.
Therewas no follow-up to account for dips, only some of which were
prenumbered. This made it difficult to ensure that all sales revenue
was recorded.
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Asphalt Chips

Recommendation

10.22 Controlsover salesrevenueshould beimproved by theuse
of prenumber ed salesdips, timely invoicing of salesand follow-up
of accountsreceivable.

10.23 Asphalt chipsare planed from road surfaces as part of highway
construction projects. During 1995, the Department started recycling
these chips for various jobs such as shoulder repairs, culvert instal-
lations, and road repairs. The Department has aso experimented with
pavement resurfacing, whereby chips are spread and compacted to
provide anew paved surface at a cost substantially lower than paving
with new asphalt. Based on management’s information, we estimated
that the value of asphalt chips used in 1996-97 was over $400,000.

10.24 In Prince County, most asphalt chips are reused as they are
planed, and were stockpiled for the first time in 1996. Records were
not kept of the number of loads removed from the highway construc-
tion project or delivered to the stockpile, so there was no way of
knowing if all asphalt chips were actually delivered. Prenumbered
tickets were used to record the loads removed from storage, and these
were agreed to the number of loads delivered for reuse and to an
estimate of inventory on hand at year end.

10.25 In Queens County, asphalt chips were stockpiled in 1995 but
in 1996 they were reused as soon as they were planed. Controls over
the inventory were weak. Prenumbered tickets issued at the construc-
tion site in 1995 were not signed by a checker at the storage com-
pound, which made it difficult to determine if all of the chips were
actually delivered. Adequate controls were in place to record chips
removed from construction projects during 1996. However, although
tickets were used to record chips removed from storage, the Depart-
ment did not attempt to reconcile these to the quantities used or in
inventory at year end.

10.26 Asphalt chips were not stockpiled in Kings County, but were
hauled from construction projects directly to other locations for reuse.
Construction personnel recorded the number of loads leaving the
construction site and maintenance personnel recorded the number of
loads delivered to the maintenance site, but these records were not
reconciled.
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Recommendation

10.27 Controlsshould bestrengthened to ensurethat all asphalt
chipsfrom highway construction projects are accounted for.

Truck and 10.28 The Department meets a significant portion of itstravel and

Equipment Rentals equipment needs by renting from itsempl oyees and the private sector.
Rentalstotalled $4.4 million in 1996-97. The various types of rentals
included trucks, loaders, backhoes, rollers, chainsaws and power
plants. We identified truck rentals totalling $600,000 from 135
employees during the first ten months of 1996-97.

10.29 Our 1991 audit report on Highway Maintenance commented
that truck and equipment rentals during 1990-91 totalled over $3
million, and that the management information system did not provide
further details such as rental cost by rental type, frequency, and
seasonal needs. We recommended that information be available to
allow management to make informed sourcing decisions. We also
recommended a study of the benefits of acquiring rather than renting
3ton trucks and rollers, and suggested that the two alternatives might
be compared on a pilot basis by replacing some of the rentals with
purchased equipment. We were told in January 1993 that the
Department was reviewing itsrenta practices, but we recently learned
that the recommended pilot project did not get off the ground. Some
smaller items such as grass trimmers and chainsaws were purchased,
and results demonstrated that purchasing is more cost effective than
renting. However, the Department had not looked into purchasing
replacements for some of the larger rented items such as 3 ton trucks,
rollers, and backhoes.

Recommendation

10.30 Wereiterate our 1991 recommendation that the Depart-
ment keep track of basic management information on truck and
equipment rentalstofacilitatethemost cost-effectivedecisionsfor
obtaining these items.

10.31 Our 1991 audit report on Highway Maintenance a so noted that

the practice of renting light duty trucks from employees on an hourly

basis did not comply with the Province’s travel policy. This policy
provided for reimbursement based on the number of kilometers and
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there was an additional per diem alowance for transporting work
crews or heavy equipment. In February 1993, Treasury Board
exempted the Department from the travel policy, to alow for
establishment of a schedule of hourly rates for truck and equipment
rentals. At the same time, the Board expressed concern about the
overall cost of renting trucks for crews, and directed the Department

to forward for review and approval itsinternal policy for truck rentals,

and to provide its proposed strategy for determining rates for fiscal

year 1993-94 and beyond. The Department did not comply with this
directive, and continued to rent ¥ ton and % ton trucks from
employees on an hourly basis. We identified truck rentals totalling
$300,000 during 1996-97 from 88 employees, 14 of whom were paid
a total of $117,000.

Recommendation

10.32 The Department should comply with Treasury Board’s
1993 directive and provide the requested information concerning
truck rentals.

Mechanical Branch 10.33 There are nine Management Board policies related to govern-
Vehicle ment vehicles, having the overall objective and intent to assist
Purchases departments to meet their vehicle transportation requirements at the

lowest possible cost concurrent with safety requirements and
maximum efficiency. One requirement is for each department to
include with its annual budget submission, a fleet plan showing
planned vehicle acquisitions and deletions for the year.

10.34 During 1996-97, the Mechanical Branch purchased six trucks
costing $168,000, none of which were included in its vehicle fleet

plan. Management could not explain why two of these were not
included. Staff said that four larger trucks did not need to be included
because such vehicles are not subject to government’s Fleet Manage-
ment System (FMS). This explanation was not valid because,
notwithstanding their exclusion from the FMS, larger vehicles were
not similarly excluded from the Management Board policy on vehicle
acquisitions.

Recommendation

10.35 All planned vehicle acquisitions should be included with
the annual budget submission to Management Board.
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North River
Bridge Project

10.36 A %2 ton 4x4 pickup was purchased in April 1996 at a cost of
$30,900 less trade in of $3,300. Several of the specifications exceeded
operational requirements. Also, the employee for whom this truck was
purchased was ineligible for assignment of a government vehicle
because the annual government travel was less than the amount
required.

Recommendation

10.37 Government vehicles should be assigned to employeesin
accor dance with Management Board policy.

10.38 A number of unresolved issues concerning the North River
Bridge existed at the completion of our 1995 audit of Highway
Construction. These were of an engineering and technical nature and
included: the quality of the concrete in the bridge deck; the quality of
the pavement in the approaches; the length of time to complete the
project; and contract completion by the consultant hired to test the
asphalt. Management provided us with information on the action taken
to address these problems.

MANAGEMENT
RESPONSE

10.39 Management advised that a number of the recommendations
have already been implemented and work is continuing on the
remainder.
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STATEMENT AUDITS

INTRODUCTION

11.1  Section 13 of the Audit Act establishes the mandate for
financial audits of the Public Accounts, Crown controlled or owned
corporations, and the trusts and funds held by any agency of govern-
ment insofar as they are not subject to financial audit by an external
auditor.

11.2 Financial statements are management’s responsibility and
reflect management’s assertions. They provideinformation that isused
to make important economic decisions. It is essential that the reader
has confidence in the quality of that information.

11.3 The auditor’s responsibility is to provide an opinion on the
financial statements based on an examination carried out in accor-
dance with generally accepted auditing standards. These standards
have been established over time and continue to evolve with the
changing economic environment. The auditor is independent of
management and can objectively assess the accounting principles used,
and the estimates and other decisions made by management as
reflected in the financia statements. The result is an Auditor’s Report
which adds credibility to the assertions of management.

11.4 A substantial part of the Office'sresources are used to perform
financial audits required by legidation. The objective of this type of
audit isto express an opinion on the financial position and operating
results of an entity. Therefore, the main output is often limited to a
standard Auditor’s Report on the financial statements.

11.5 In addition to issuing an Auditor’s Report on the financial
statements, the auditor may observe problemsin the quality of records
and financial controls. Problems may also be noted in other areas. In
these cases audit findings and recommendations are reported in a
management |etter addressed to the department or agency.
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FINANCIAL 11.6 Following is alist of financial statement audits performed
STATEMENT during the year.
AUDITS

Public Accounts
Consolidated (Summary) Financial Statements
Operating Fund
Crown Agencies
Health and Community Services Agency
Liquor Control Commission
Lotteries Commission
Housing Corporation
Grain Elevators Corporation
Agricultura Insurance Corporation
Charlottetown Veterinary Clinic
Museum and Heritage Foundation
Crown Building Corporation
Aquaculture and Fisheries Research Initiative Inc.
Agricultural Research Investment Fund Inc.
Pension Funds
Civil Service Superannuation Fund
Teachers’ Superannuation Fund
MLA Pension Fund (Old)
MLA Pension Fund (New)
Trust Fundsand Other Audits
Public Trustee
Self-Insurance and Risk Management Fund
Supreme Court Trust Accounts
Advisory Council on the Status of Women
Human Rights Commission
Carnegie Endowment Fund

11.7 In addition to a standard Auditor's Report, we issued a
management letter for the majority of the financial audits listed above.
In these letters we brought to management’s attention any problems
identified as a result of our audit work. We made recommendations
on required improvements and the recommendations are at various
stages of implementation.

11.8 In the following sections we provide summary information on
our audits of Public Accounts and Appropriations.
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BACKGROUND

Financial Highlights

12.1 In accordance with the Financial Administration Act, the
Comptroller prepares the Public Accounts of the Province and the
Provincial Treasurer tables them in the Legislature.

12.2  ThePublic Accounts containstwo setsof financia statements;
the Operating Fund and the Consolidated (Summary) Financial
Statements. The Operating Fund financial statements provide the
financial position and results of operations for government depart-
ments. The Consolidated (Summary) Financial Statements disclose
the financial position of government as a whole by including the
Operating Fund plus Crown corporations and agencies.

12.3 ThePublic Sector Accounting and Auditing Board (PSAAB)
of the Canadian Ingtitute of Chartered Accountants makes recommen-
dations to improve and harmonize public sector financial reporting,
and auditing practices. Currently, the Consolidated (Summary)
Financia Statementsarein compliancewith most of the recommenda-
tions of PSAAB.

12.4 Following is a comparison of revenue and expenditures for
March 31, 1997 and March 31, 1996 from the Consolidated
(Summary) Financial Statements.

Year Ended March 31

(millions)

1997 1996 Change

Revenue $801.1 $802.6 $ (15

Expenditures 818.9 803.4 15.5
Surplus (Deficit) before

Adjustments (17.8) (.8) (17.0)

Accounting Adjustments 6.8 9.3 (2.5)

Surplus (Deficit) $(11.0) $ 85 $(19.5)

OBJECTIVES
AND SCOPE

12,5 In accordance with the Audit Act, we performed an audit of
the Public Accounts of the Province for the year ended March 31,
1997. Our audit was performed in accordance with generally accepted
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auditing standards and accordingly included such tests and other
procedures as we considered necessary in the circumstances.

DETAILED AUDIT OBSERVATIONS

Contractual
Obligations

Public Sector
Accounting and
Auditing Board
(PSAAB)

12.6  During 1996-97 the Province entered into a contract with
Hillsborough Bridge Development Inc., (HBDI), asubsidiary of Strait
Crossing Inc. (SCI) for the Hillsborough Bridge project. The project
has been arranged so that HBDI will finance, construct, own and
operate the bridge and the Province has entered into afive-year lease
with HBDI for the use of the bridge. The total cost of the project is
expected to exceed $20 million. Subsequent to year end, it was
decided that HBDI expenditures of $4.9 millionincurred to March 31,
1997 would be recorded by the Province as an expenditure and an
account payable. The remaining cost of the project will be recorded
over the next two fiscal years. Wewill conduct an audit of the project
when it is completed.

12.7 Severa important changes have been made to the Province’s
financial reporting practices in recent years. We continue to work with
the Comptroller’s Office on outstanding financial presentation issues
and will hold further discussions on new PSAAB accounting recom-
mendations. A number of current topics are of interest.

Tangible Capital Assets

12.8 The Public Sector Accounting and Auditing Board has just
released a new section on Tangible Capital Assets which came into
effect in September 1997. This section recommends that a new
Statement of Tangible Capital Assets be prepared providing informa-
tion on the Province’s capital assets. Tangible capital assets are a
significant economic resource managed by governments and a key
component in the delivery of many government programs and include
roads, buildings, vehicles, equipment, land, and bridges. Providing
information about tangible capital assets held and the cost of using
those assets to deliver programs will improve financial statement
presentation. Such information is useful for assessing performance and
for making resource allocation decisions. It would also provide
managers with more complete information to manage the tangible
capital assets for which they are responsible, to plan for asset
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maintenance and replacement, and to monitor total program costs.
Additional information will have to be obtained and recorded in the
Public Accounts to implement this recommendation.

Government Reporting Entity

12.9 The Public Sector Accounting and Auditing Board recom-
mends what to include in the government reporting entity and defines
the parameters for determining how each government entity should
be accounted for. Some smaller agencies are till not properly
classified or are excluded from the government reporting entity
entirely.

Consolidated Budget Estimates

12.10 In prior years we have commented on the need for Consoli-
dated (Summary) Budget Estimates. The current Budget Estimates
relate to the Operating Financia Statements making it difficult for
comparison to the Consolidated (Summary) Financial Statements.
Given the importance of the Consolidated (Summary) Financial
Statements in providing a comprehensive picture of al government
activities, users should be provided with a Consolidated (Summary)
Budget so actual results can be compared to budget.

Timely Financial Statements

12.11 Wecontinue to support the Department’s intention to have the
Public Accounts released on a more timely basis. Previously, in
accordance with the Financial Administration Act, the audited Public
Accounts were usually tabled in the Legislative Assembly approxi-
mately one year after the fiscal year end. Releasing the Public
Accounts this long after the end of a reporting period greatly reduces
the usefulness of the financial information. The 1997 amendment to
the Financial Administration Act now allows for the Public Accounts
to be formally released upon completion. Again this year, delays were
encountered in completing the Public Accounts for audit. The
Comptroller's Office agrees that earlier release is desirable and is
working to achieve this.
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Recommendations

12.12 The Comptroller's Office should work toward the
preparation and disclosure of information on capital assets i
accordance with the PSAAB recommendation.

12.13 The Department of Provincial Treasury should preparsé
consolidated budget estimates for approval by the Legislatiy
Assembly.

12.14 The Public Accounts should be prepared and released
a more timely basis.

-

\L*4

on

Financial Statement 12.15 Asaresult of our audit we commented on several aspects of

Presentation the financial statement presentation. Although the comments do not
affect the bottom line, additional disclosure and clearer presentation
would make the financia statements more informative to the reader.
In our opinion further improvementsto the overall presentation should
be made. Following are some of the examples relating to the
Consolidated (Summary) Financial Statements of the Provincefor the
year ended March 31, 1997.

The Statement of Net Debt contains a $23.5 million figure for the
net increase from consolidated operations yet there is no
explanation of what the number represents and no breakdown of
the total.

Note 3(d) of the Operating Fund financial statements contains a
list of larger provincial commitmentsat March 31, 1997. Thisnote
is not included under the Consolidated (Summary) Financial
Statements even though the commitments are still applicable.
Note 2(f) of the Operating Fund financia statements describes
activities within the Sinking Fund and other significant changes.
Again thisinformation is not included in the notes to the Consoli-
dated (Summary) Financial Statements.

Thefinancia statement noteson the various pension funds contain
information on how the unfunded pension obligation was
calculated at the time of the most recent actuarial studiesin 1996.
A more recent estimate was prepared at March 31, 1997 resulting
ina$29 million decrease from the previous net unfunded liability.
However, the note to the Public Accounts was not updated to
explain the changes causing the decrease.
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Sinking
Fund/Funded Debt

12.16 Other similar items necessary for consistent and accurate
financial statement disclosure were brought to the attention of the
Department of the Provincia Treasury.

Recommendation

12.17 Notedisclosurein thePublic Accountsshould becomplete,
and consistent between the Operating Fund and the Consolidated
(Summary) Financial Statements.

12.18 Thelargest single liability of the Province isits outstanding
debentures which account for $1 billion of the Province’s $1.7 billion
total liabilities. This debt is funded by annual contributions to a
Sinking Fund. These contributions, along with the investment income
earned, will be used to repay long-term debt upon maturity. At March
31, 1997, Sinking Fund assets amounted to $405 million. The Sinking
Fund includes $134 million in funds that have accumulated over and
above the legal requirement needed for the principal redemption of
individual debentures. This $134 million amount is known as the
Market Contingency Fund.

12.19 The Market Contingency Fund balance increased significantly
during the period 1985 to 1995 partly because it was not used for its
original intended purpose of repaying underfunded issues upon
maturity. In previous audits we suggested a strategy be prepared on
how these funds would be used. Beginning in 1995 government took
actions that will result in significant reductions in the Market
Contingency Fund.

12.20 The special transfers to the Civil Service and Teachers’
pension funds, which will total $193 million over a ten year period,
will come from the Market ContingencyRd. Overall this transfer
will have no effect on the Province’s total net debt as it is applying
existing assets against the unfunded pension liabilities. Also a
debenture that was underfunded by $11 million was retired in April
1996 and for the first time the shortfall was covered from the Market
Contingency Fund.

12.21 In addition, the Province discontinued making the discretionary
Sinking Fund contributions on Canada Pension Plan loans in April
1996. The Sinking Fund for Canada Pension Plan loans has accumu-
lated $103 million in assets which, combined with future earnings, is
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expected to be sufficient to retire the $155 million outstanding at
March 31, 1997.

12.22 The Sinking Fund investments include large amounts of
Province of PEI debentures. Essentially this means the Province has
bought back its own debt issues and continues to record both an asset
and liability of the same amount. In 1997-98, $88 million of these
holdings will be "defeased" or cancelled resulting in offsetting
reductions to both assets and liabilities with no effect on the net debt.
Thiswill aso reduce Sinking Fund earnings and interest charges on
debt by about $9.2 million.

12.23 The Sinking Fund Investment Policy should be reviewed and
updated. Following are some observations from our audit of the Fund:

» The Sinking Fund Investment Policy indicates 1/12 of the annual
Sinking Fund provisionisto be credited each month to the Sinking
Fund. However since this policy has been prepared, a change has
been made and installments are now made on the anniversary
dates of the debentures. The Sinking Fund Investment Policy has
not been updated to reflect this change.

« In 1996-97, approval was given to discontinue making Sinking
Fund contributions to the Canada Pension Plan debentures. The
Sinking Fund Investment Policy should be updated to reflect this
approved change.

« The Investment Officer's limits for authorizing sales and
purchases need to be clarified.

« The Sinking Fund Investment Policy indicates a passive trading
approach will be followed. During 1996-97 there was a significant
increase in trading activity from previous years, which does not
reflect the passive approach indicated in the current policy.

« The Sinking Fund Investment Policy is not clear on requirements
for preparing reports on investing and trading activities.

Recommendation

12.24 The Sinking Fund Investment Policy should bereviewed,
updated, and approved by Treasury Board.

Pension Funds 12.25 Public servants and teachers are entitled to receive pension
benefits pursuant to provisions of the Civil Service Superannuation
Act and the Teachers’ Superannuation Act. The Civil Service

Auditor General of Prince Edward Island -80-



12. Public Accounts and Related Audits

Master Trust
I nvestments

Superannuation Fund paid pensionsto 1,180 pensioners and received
contributions from approximately 2,460 public servants for the year

ended March 31, 1997. The Teachers’ Superannuation Fund paid
pensions to 870 pensioners and received contributions from approxi-
mately 1,600 teachers employed in full-time, part-time and contract
service positions for the year ended June 30, 1997.

12.26 There are two separate and distinct pension plans for Members
of the Legislative Assembly. The MLA Pension Fund (the Old Fund)
was discontinued effective June 30, 1994 but benefits accrued to that
date continue to be paid out of that plan. The MLAs holding office
after June 30, 1994 are participants in the Pension Plan for Members
of the Legislative Assembly of Prince Edward Island (the New Plan).
Benefits payable under the New Plan are significantly less than those
under the previous pension plan.

12.27 As a result of our audits of the pension funds, we made
observations and recommendations on a number of administrative
issues. The administrators responded positively to our management
letters and indicated action would be taken on the points raised.

12.28 The following information summarizes the gross unfunded
pension liabilities of the various pension plans for 1996 and 1997.

(millions)
1997 1996

Civil Service Superannuation Fund $ 500 $ 65.3
Teachers’ Superannuation Fund 139.0 177.6
MLA Pension Fund (Old) (3.2) -
MLA Pension Fund (New) - -
Gross obligations per

Public Accounts Statement 1 $185.8%$242.9

12.29 Over aten year period from 1995-96 to 2004-05, the Province

is committed to making special payments to the Teachers’ and Civil

Service Superannuation Funds. The gross unfunded liabilities noted
above do not reflect the present values of the remaining special
payments.

12.30 The PEI Master Trust contains the investments of the
Teachers’ Superannuation, Civil Service Superannuation and the two
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pension funds for MLASs. The individual funds receive unitsin the
Master Trust based on their net contributions and allocated share of
income.

12.31 Until June 1997 the investments were managed by four
external investment managers. Since then, the services of one
investment manager were discontinued due to unsatisfactory
performance. An external custodian is responsible for the accounting
and record keeping of the Master Trust while the Fiscal Management
Division of the Department of the Provincial Treasury is responsible
for overseeing the Master Trust.

12.32 At March 31, 1997 the Master Trust assets had a market value
of $455.2 million. Exhibit 12.1 shows a breakdown of these assets.

EXHIBIT 12.1
MASTER TRUST INVESTMENTS
MARCH 31, 1998
(Millions)

‘ Bonds, debentures & notes

Liquid assets

Foreign Equity
Canadian Equity

12.33 We noted that a $150,000 withdrawa in December 1996 and
depositsin February 1997 of $40,000 and $550,000 were alocated to
al of the funds rather than to the individual funds to which they
related.
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12.34 In August 1997 there was a change in the trusteeship of the
Master Trust. We reviewed the trustee reports during the changeover
period and noted the following errors:

« A $1.3millionwithdrawal by onefund was charged to the account
of another fund. This had the effect of reducing the units held by
the Civil Service Superannuation Fund athough the monies were
withdrawn by Teachers’ Superannuation Fund. This error has been
corrected and the valuation schedules were revised.

« An error in the calculation of the income to be allocated to the
funds for the month of August resulted in an overallocation of
more than $3 million. A revised valuation schedule was issued
after this error was reported to the trustee.

+ A $145,000 investment shown as transferred to the new trustee
was not recorded as received on the report of the new trustee.

* A $2.3 million investment in the Confederation Life Real Estate
Fund which is owned by the Civil Service Superannuation Fund
was not recorded in the new trustee’s report.

12.35 An invoice for investment counsel fees included GST of
approximately $5,800. Since GST on investment management fees is
not payable by the Master Trust, these charges should not have been
included on the invoice.

12.36 We noted that the market value of one investment in the
Master Trust was overstated by approximately $495,000 at June 30,
1997. This happenedebause cash received on a redemption of
investment units was recorded as income by the Master Trust.

12.37 A portion of the brokerage fees may be refunded by the
brokerage firms and are referred to as soft dollar payments. Currently
these funds are used to pay evaluation and other expenses such as
seminars attended by staff. The soft dollar receipts and the expenses
paid are not included in the Master Trust records and are not reflected
in the revenue and expenses on the participating pension fund
financial statements.

12.38 We raised a number of issues relating to the monitoring of
participants’ investment accounts. We recommended that appropriate
corrections be made for errors in the changeover period; more careful
monitoring of billings and investment activities be carried out; and
all financial activity relating to the fund be recorded.
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Bank Reconciliations

Payroll

12.39 We conducted a separate audit of the Province’s bank
reconciliation procedures for the year ended March 31, 1997. A bank
reconciliation is a control procedure put in place to ensure that all cash
receipts and disbursements of the Province are recorded. We found
that bank reconciliation procedures were not carried out properly and
were not conducted on a timely basis.

12.40 Unreconciled differences were not followed up on a timely
basis. For example, a panic cheque of $117,478 dated in April 1997
and a deposit of $18,420 made in March 1997 were not recorded in
the books of account as of December 1997. In the process of
completing the March 31 reconciliation in December, the Comptrol-
ler's Office staff discovered a Department of Education expenditure
of $773,334 which had been posted twice in the books of account.
This error went undetected for nine months.

Recommendation

12.41 Monthly bank reconciliations should be completed
properly and on atimely basis.

12.42 The Province’s payroll system is used to process pay for
employees in all government departments. During 1996-97 the average
number of casual and salary employees on the payroll system was
2,400 and the total payroll was approximately $73 million.

12.43 In July 1993 the Province implemented a decentralized payroll
system. The primary objective of decentralization was to move
responsibility and accountability for payroll operations to government
departments and agencies. Overall responsibility for the payroll system
rests with the central payroll office in the Department of the Provincial
Treasury. User departments are responsible for entering and verifying
authorized payroll data and maintaining documentation of the pay and
leave entitlements of employees. The Human Resources Section of the
Department of the Provincial Treasury is responsible for checking all
reclassifications and pay increases. In addition, they oversee the
compilation of information on employee leave and maintain records
of employee benefits.

12.44 We conducted an audit of the Province’s payroll system for the
year ended March 31, 1997. Recommendations were made to improve
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Charlottetown
Veterinary Clinic

Surplus (Deficit) of
Crown Agencies and
Corporations

controls, including accessto the payroll system, verification of payroll
changes, and processing of employee |eave.

12.45 In October 1987, the Crown Building Corporation purchased

the shares of the Charlottetown V eterinary Clinic to provide acasel oad

for the Atlantic Veterinary College. The four Atlantic Provinces
agreed to fund $541,000 of the original cost of $1,063,000 for the
Veterinary Clinic as part of the four-party agreement for the operation

of the college. PEI's share of the four-party agreement is 38 percent.
In 1993, Crown Building Corporation wrote off the remaining balance
of $522,000 which it previously disclosed as an investment. The
Clinic’s $1.6 million cumulative operating losses from October 1987
to March 31, 1996 have been covered by appropriations from the
Province. Management estimates that the losses since March 31, 1996,
including the costs relating to the sale of the Clinic, will total
approximately $520,000.

12.46 In July 1997, the business was acquired by four former
employees through the purchase of the accounts receivable, inventory,
and equipment. The assets were sold at net book value. The effective
date of the sale was May 30, 1997. Subsequent to May 30, 1997,
outstanding financial and legal matters were resolved, including
settlement of employment contracts due to expire in October 1997 and
severance packages for employees not retained by the new owners.
The Veterinary Clinic is in the process of finalizing their records.
When this process is complete, we will conduct our audit.

12.47 Section 16 of the Audit Act requires the Auditor General to
report any deficits of Crown agencies not covered by appropriations
in the year in which they have been incurred, and any surpluses not
paid into the Operating Fund in the year in which they have been
earned. The following entities have been directed by the Lieutenant
Governor-in-Council to retain their surplus or recoup their deficit for
the year.

ANNUAL

SURPLUS (DEFICIT)

CROWN CORPORATIONS FOR THE YEAR
Workers Compensation Board $4,445,045
PEI Self Insurance Fund 435,239
PEI Aquaculture & Fisheries Research Initiative Inc. 106,142
PEI Agricultural Research Investment Fund Inc. 153,844
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PEI Agricultural Insurance Corporation 785,612
Island Investment Development Inc. 87,066
PEI Grain Elevator Corporation 2,581
PEI Energy Corporation 4,149
Enterprise PEI (73,501)
Human Resource Management Services Inc. (1,109)

12.48 At the date of this report an Order-in-Council had not been
issued, as required by the Financial Administration Act, for the
Charlottetown Area Development Corporation and the PEI Museum
and Heritage Foundation to retain their 1996-97 surpluses of $597,557
and $12,033 respectively. Aswell an Order-in-Council had not been
issued for the Summerside Regional Development Corporation to
recoup its 1996-97 deficit of $183,986.

Cancdllation or 12.49 Section 16 of the Audit Act requires the Auditor General to

Discharge of Debt report the total amount of any claims, debts or monies due to the
Province that have been discharged, cancelled, and released under
Section 26 of the Financial Administration Act. The amount cancelled
or discharged under this section during 1996-97 was $1,290,282.

MANAGEMENT 12.50 These matters have been discussed with management and a
RESPONSE written response will be provided.
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INTRODUCTION

13.1  Our audit of Appropriations for the year ended March 31, 1997
included areview of the systemsand proceduresfor the administration

of the Province’s annual budget. This required an audit of appropria-
tions approved by the Legislature, and special warrants approved by
Executive Council on the recommendation of Management Board.

13.2 The Appropriations Act provides the spending authority for
government and is approved by the Legislative Assembly annually.
Appropriations for 1996-97 were approved in the Appropriation Act
1996. If additional funds are required during the year, special warrants
are issued by the Lieutenant Governor-in-Council.

13.3 In SCHEDULE A attached to this report, we provide a
comparison of appropriations to actual expenditures in accordance
with the classifications in the 1996 Appropriation Act.

APPROPRIATION
TRANSFERS ON
REORGANIZATION

SPECIAL
WARRANTS

13.4 Inpastyears, when government departments were reorganized,
special warrants for the expenditures of the new departments would
be issued. In 1996, an amendment to the Financial Administration Act

was passed to allow the Lieutenant Governor-in-Council to approve

the transfer of monies between the new departments.

13.5 On November 27, 1996 an Order-in-Council approved changes
to government departments including the amalgamation of two
departments, change of department names, as well as the transfer of
functions between departments. However, approval was not obtained
by Order-in-Council for the transfer of funds to the departments
resulting from the reorganization. In our opinion it is the intent under
Section 37 of the Financial Administration Act that this be done.
Funds were spent in each of these new departments without the
transfer of appropriations provided for under Section 37.

13.6 Section 16(h) of the Audit Act requires me to list in detall
appropriations made by special warrant and the purpose of such
appropriations. Details are shown3GHEDUL E B attached to this
report.
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13.7 For the 1996-97 fiscal year, specia warrants totalled $21.6
million compared to $19.8 million in 1995-96. Of the specia warrants
issued for 1996-97, $.5 million was offset by revenue and $.8 million
was offset by sequestered funds. The result was a net increase in
provincial appropriations of $20.3 million.

13.8 Exhibit 13.1indicatesthe specia warrants net of any offsets
for the last five years.

EXHIBIT 13.1
SPECIAL WARRANTSLESSOFFSETS
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INTRODUCTION

BACKGROUND

14.1  Aspart of our audit process each year we make a number of
recommendations to improve management and administration of
government operations and programs. We do not infringe on manage-

ment’s right to decide on the best course of action to deal with any of
these recommendations. However, we want to ensure that all
recommendations are being satisfactorily addressed by management.

142 Each year we request information from departments and
agencies on the status of any outstanding audit recommendations. It
has been our practice to obtain this follow-up information until we are
satisfied that the issues are being addressed. Normally the information
IS limited to correspondence from the Deputy Minister or CEO of the
organization and we do not always do further verification or checking
of the information received. In most cases it is more cost-effective to
do detailed verification during the next scheduled audit.

14.3 Following is information on the outstanding recommendations
from a number of special audits and examinations and the current
status of implementation.

PEI LOTTERIESCOMMISSION

14.4 The PEI Lotteries Commission is responsible to conduct and
manage lottery schemes on behalf of the Province. The Lotteries
Commission does not, itself, operate lotteries. However a number of
lottery games developed and managed by the Atlantic Lottery
Corporation (ALC) are sanctioned by the Commission. The ALC is

jointly and equally owned by the four Atlantic Provinces.

145 Last year, we reported on the results of our financial audit of
the Commission. In addition we made observations on allocation of
ALC profit, the Video Lottery Program, and the costs of involving
third-party coin operators.

14.6 This year, we requested the Department of the Provincial
Treasury to provide us with a report on its progress in implementing
our recommendations. The Department’s response and our comments
follow.
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CURRENT STATUSOF RECOMMENDATIONS

Allocation of Atlar_ltic Last year we had noted:
Lottery Corporation
Profit 14.7 The annual financial statements did not show the specific

contribution of video lottery receipts and ticket games to the gross
profit. There isaneed to disclose additional financial information by
lottery program in order to allow a determination of gross profit by
game or program type.

We had recommended:

14.8 ThePEI Lotteries Commission should request ALC to provide
schedules segmenting the gross profit portion of the Statement of
Operations by program type in its annual financia statements. This
information should be included in the annual report of the PEI
Lotteries Commission.

Current Satus:

14.9 The Department indicated that the requested information has
been included in the ALC financia statements and the 1997 ALC
Annual Report. The PEI Lotteries Commission aso intendsto include
thisinformation in their Annual Report.

Video L ottery Last year we had noted:

Program

14.10 New Brunswick and Prince Edward Idand have involved third-
party private sector coin operators in the Video Lottery Program. The
ALC operates this program for Nova Scotia and Newfoundland
without private sector coin operators. Thisresultsin considerable cost
savings because commissions to third-party coin operators are
eliminated. We estimated that if ALC had operated the Video Lottery
Program instead of the third-party private sector coin operators the
Province would haveincreased its net profit by atotal of $4.5 million
for the two years ended March 31, 1996.

We had recommended:

14.11 ThePEI Lotteries Commission should prepare acompl ete cost
analysis of alternate methods of operating the Video Lottery Program.
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BACKGROUND

Current Satus:

14.12 The Department is concerned that the potential savings
identified in our report did not take into account the upfront cost of
buying the VLT machines. However, there would be no upfront cost

to the Provinceif the Atlantic Lottery Corporation operated the VLTS.

The Atlantic Lottery Corporation would purchase the machines and

there would be an annual depreciation charge deducted from PEI's
share of the VLT revenue. We included this charge in determining the
potential savings to the Province in our report last year.

14.13 Another concern expressed by the Department was that the
coin operators would have to be compensated with a reasonable
market value for the coin operator’s business. The Province does not
have a formal contact with the coin operators and provision for such

compensation was not part of the initial arrangement with the coin

operators. However, reasonable notice of termination of the arrange-
ment would be expected.

14.14 The PEI Lotteries Commission has not prepared a complete
analysis of alternate methods of operating the Video Lottery Program.
The Commission does agree that a cost analysis of alternative methods
of operating the Video Lottery Program would be useful and is one
aspect in the consideration of possible changes. The Commission has
decided to monitor and learn from the work being carried out by New
Brunswick. In the meantime, the coin operators’ commission has been
reduced from 25 percent to 20 percent effective May 1, 1997.

14.15 The potential savings to the Province are significant and the
Commission should strive to have this cost analysis completed as early
as possible.

CAPITAL PROJECTS

14.16 The Department of Transportation and Public Works is
responsible for the construction of capital projects for the Province.
The Buildings and Properties Division of the Department performs the
project management function with the assistance of consultants.

14.17 In our 1997 Annual Report we reported the results of our audit.
We assessed whether the Capital Projects Management Policy was
followed, contracts were properly awarded, contract terms were
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adhered to, payments were made in accordance with contracts, and
systems used to control projects functioned effectively. The audit
focused on projects constructed during the previous two fiscal years
and included: Wood Idlands Relocation; East Prince Waste Manage-
ment Facility Construction; St. Eleanor's Landfill Closure; and
PEINET Connections.

14.18 This year we requested the Department to provide a report on
its progress in implementing our recommendations. The Department’s
response is noted in the following paragraphs.

CURRENT STATUSOF RECOMMENDATIONS

Wood Islands In the original audit report we had noted:
Relocation Project

14.19 Properties were purchased and charged to the Wood Islands
Relocation Project that were not utilized as part of the prgject.

Management Board approval was not obtained for these transalctions.
The cost of extra land purchased was $420,000.

We had recommended:

14.20 In accordance with the Capital Projects Management Policy,
Management Board approval should be obtained prior to purchasing
land and charging expenses on capital projects.

Current Satus:

14.21 The Department indicated that land acquisition for capital
projects will be submitted to Management Board for approval.

In the original audit report we had noted:
14.22 The price paid for a number of the properties charged to the
Wood Islands Relocation Project was in excess of fair market vyalue.
We had recommended:

14.23 Land for government projects should be obtained at fair market
value.
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Current Satus:

14.24 The Department will make every attempt to purchase land at
the best possible price and hopefully at or below fair market value in
future negotiations.

In the original audit report we had noted:

14.25 A number of properties were purchased for a highway
construction project and charged to the relocation project.

We had recommended:

14.26 Land purchases should be charged to and recorded in the
proper accounts.

Current Satus:

14.27 The Department will ensure that land purchased is recorded
in the proper account.

In the original audit report we had noted:

14.28 A property was purchased without adequate documentation to
support the purchase price and no reason was provided for the
purchase.

We had recommended:

14.29 The reason for acquiring land or incurring expenditures on
capital projects should be documented in Department files.

Current Satus:

14.30 The Department indicated that it is endeavouring to document
more carefully the reasons for land purchases and will allocate costs
to the appropriate project.
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In the original audit report we had noted:

14.31 The consultant for the Wood Islands Relocation Project was
hired by the Department without a competitive process.

We had recommended:

14.32 All consultant contracts should be competitively obtained.

Current Satus:

14.33 For clearly defined projects, the Department is using a request
for proposals approach to obtain consultants on a competitive basis.

East Prince Waste In the original audit report we had noted:
M anagement Facility

14.34 Tenders were called for the East Prince Waste Management
Facility before detailed cost estimates were prepared.

We had recommended:

14.35 Cost estimates should be complete and based on a detailed
design before obtaining Management Board approval to call tenders.

Current Satus:

14.36 The Department advised that submissions to Management
Board will include an estimate based on adesign available at the time
of the submission.

In the original audit report we had noted:

14.37 The Department negotiated a $1.2 million reduction in the East
Prince Waste Management Facility with a contractor without re-
tendering the project.

We had recommended:

14.38 Projects should be retendered if substantial changes are
required to the approved project.
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BACKGROUND

Current Satus:

14.39 The Department will consider retendering projectsthat require
substantial changesif circumstances warrant.

In the original audit report we had noted:

14.40 All of the requirements of the consultant contract for a project
were not fulfilled.

We had recommended:

14.41 All provisions of consultant contracts should be fulfilled.

Current Satus:

14.42 The Department will ensure that requirements of future
consultant contracts are followed.

PROVINCIAL GOVERNMENT LAND

14.43 TheProvince’s public sector collectively owns real property
assessed at approximately $450 million including buildings and
122,000 acres of land. In addition to government departments, this
includes real property of Crown corporations and agencies, hospitals,
and educational facilities. Each organization has specific legislation
giving it authority to own real property. The Public Works Act gives
the Minister of Transportation and Public Works exclusive rights to
acquire and dispose of real property for all government departments.

14.44 In our 1997 Annual Report to the Legislative Assembly we
reported the results of our audit on the management of Provincial
government land. The purpose of our audit was to assess the manage-
ment practices in place for identifying, acquiring, transferring,
disposing and leasing of real property for government departments.
In addition we determined the real property holdings of all public
sector entities.

14.45 This year we requested the Department to provide us with an
update on its progress in implementing recommendations arising from
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the audit. The Department's response, indicating the status of
implementation of our recommendations, is noted in the following
paragraphs.

CURRENT STATUSOF RECOMMENDATIONS

Land Inventory In the original audit report we had noted:

14.46 The Land Inventory Management System was developed in

1995, however, the system was not providing the necessary informa-
tion to develop management plans and keep track of the acquisition,
utilization and disposal of land.

We had recommended:

14.47 The Properties and Surveys Section should establish andl meet
a reasonable target date for the full implementation of the [Land
Inventory Management System.

Current Satus:

14.48 The system was reviewed and changes to the system were
expected to be completed by the end of 1997.

In the original audit report we had noted:

14.49 The procedures for recording acquisitions and disposals ¢f real
property were not fully implemented.

We had recommended:

14.50 The procedures for recording and reconciling acquisitjons,
disposals, and transfers of real property contained in the |Land
Inventory Management System should be implemented.

Current Satus:

1451 The Department reported that procedures for recording and
reconciling acquisitions, disposals, transfers, and leases of real
property contained in the Land Inventory Management System are
now in place.
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M anagement
I nformation

In the original audit report we had noted:

14.52 Provincia government lands have been assigned to various
departments, however, the departments have not formally accepted
management responsibility for them. Formal acceptancewould require
them to devel op a management plan for each property.

We had recommended:

14.53 Management responsibility for Provincial government land
should be finalized with the relevant departments, and management
plans should be prepared.

Current Satus:

14.54 ThePropertiesand Surveys Section hasdevel oped aManaging
Department Agreement which is designed to provide the designated
managing department with a clear definition of their roles and
responsibilities as it relates to their long-term management of the
Provincial government lands assigned to them. The Department
expects the Agreement to be in effect in 1998.

In the original audit report we had noted:

14.55 The reporting capabilities of the inventory system were not
adequate to highlight the status and utilization of properties.

We had recommended:

14.56 The reporting capabilities of the Land Inventory Management
System should be implemented. The status of surplus properties
should be reported showing the quantity of surplus land, the type of
property, and its current use.

Current Satus:

14.57 The Section recognizes the need to enhance the reporting
capabilities of the Land Inventory Management System and staff are
in the process of redeveloping the reporting system.
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Acquisitionsand In the original audit report we had noted:
Disposals
14.58 There were a number of properties acquired and disposed of

without an adequate determination of fair market value which is
required under the Comprehensive Provincial Land Policy.

We had recommended:

14.59 Acquisitions and disposals of Provincial government land
should be made at fair market val ue and an adequate assessment of fair
market value should be documented in the property files.

Current Satus:

14.60 The Department advised fair market valuations are being
completed for all acquisitions, disposals, or land exchanges. Copies
of the reports are retained in the Department property files.

In the original audit report we had noted:

14.61 A land transaction involving the sale of land as part of aland
exchange was not recorded in the Province’s accounts as required by
the Financial Administration Act.

We had recommended:

14.62 Sales of Crown lands should be recorded in accordance with
the Financial Administration Act.

Current Satus:

14.63 The Department advised that all revenue and expenditures are
now recorded for each transaction.

Acquisition of In the original audit report we had noted:
Leased Land

14.64 We found a number of problems with the administration of
leases. Procedures were lacking for; determining the total revenpe that
should be eceived, billing lessees, determining if land is being
utilized, following up on non-payment of accounts, and ensuring|lease
rates are set at fair market value.
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L ease Rate Policy

Land Court Case

We had recommended:

14.65 Procedures should be established to ensure all lease revenues
arerecorded, billsare sent on atimely basis, and past due accounts are
followed up with collection activity.

Current Satus:

14.66 Executive Council approval was obtained to implement anew
Provincial government land leasing policy.

In the original audit report we had noted:

14.67 The current lease rateswere well below market rates and were
not based on an analysis of current rates.

We had recommended:

14.68 The Department should determine an appropriate method for
setting lease rates which is based on fair market value.

Current Satus:

14.69 Executive Council approval was obtained to implement anew
Provincial government land leasing policy.

In the original audit report we had noted:

14.70 A former employee was convicted of fraud for falsifying
documents and pretending to sell severa parcels of land for over
$70,000. The Department settled with the victims and recovered
$20,000 from the former employee. At the time of our audit no
attempt was made to recover the balance of the loss.

We had recommended:

14.71 The Department should seek legal advice on the options
available to recover the baance of the loss resulting from this case of
employee fraud.

Current Satus:

14.72 No response was received on this recommendation.
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BACKGROUND

DEVELOPMENT INCENTIVES
AND LENDING ACTIVITIES

14.73 The Ministry of Economic Development and Tourism
promotes economic development, wealth and employment creation
on PEI through the provision of high quality information, advice,
infrastructure, services to business and government, and support.
During 1995-96 the Ministry issued $32.5 million in grants and had
outstanding loans and leases amounting to $137 million at March 31,
1996.

14.74 Inour 1997 Annual Report we reported the results of our audit
of Development Incentives and Lending Activities. Our examination
focused on grants, loans and guarantees. We assessed whether
appropriate approvals were obtained and if the controls in place
functioned effectively.

14.75 This year we requested the Department provide us with a
report on its progress in implementing recommendations arising from

the audit. The Department's response, indicating the status of
implementation of our recommendations, is noted in the following

paragraphs.

CURRENT STATUSOF RECOMMENDATIONS

Governance | ssues

In the original audit report we had noted:

14.76 Unlike similar Crown corporations in the public sec
Enterprise PEI, the primary organization for delivery of econc
development initiatives, operates without an advisory council
board of directors.

We had recommended:

14.77 The governance structure for Enterprise PEI be revise

or,
DMic
or a

] and

brought in line with similar Crown corporations in the public se

Ctor.
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M anagement
Direction

Development
Assistance

Current Satus

14.78 A review of Enterprise PEIl structure is underway with respect
to introducing an advisory/consultative process with private sector
business leaders. It is contemplated this issue will be addressed in a
manner which captures the spirit of the recommendation.

In the original audit report we had noted:

14.79 There were plans in place to set direction for economic
development which were congruent with the Economic Devel opment
Strategy for PEl. We found that performance targets were not
established in the plans although the main direction was evident.
Performancetargets areimportant to ensure an organization ismoving
intherequired direction and acomparison with actual activities should
enable an appropriate assessment of the performance level.

We had recommended:

14.80 Performance targets for key areas of the organization should
be established and actual achievements monitored and reported.

Current Satus

14.81 Actionisbeing contemplated on thisissue.

In the original audit report we had noted:

14.82 Development assistance was increased for two major projects
and the projects were not reassessed and approved based on changed
circumstances. Theincreased assi stance was $800,000 for one project
and $1 million for the other.

We had recommended:

14.83 Projectsinitially approved by Cabinet which are substantially
changed should be submitted for additional approval.

Current Satus

14.84 Any projects approved initially by Cabinet will be returned to
Cabinet for approval of any substantive changes.
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In the original audit report we had noted:

14.85 A project received a grant of $500,000 to offset the costs of
waste trestment. There were no criteriain place to determine when
waste treatment costs will be paid by Enterprise PEI.

We had recommended:

14.86 Eligibility criteria should be developed for expenditures on
waste treatment facilities.

Current Satus

14.87 The Department considers these projects are unique and can
be best dealt with on an individual basis. Emphasis will be on
maintai ning consistency with successful past practice.

In the original audit report we had noted:

14.88 The payment of grant monies for alarge project constructed
aspart of the Eastern Kings Redevel opment Initiative was not handled
in the normal fashion. In this case the grant was disbursed “in frust”

to the client’s accountant. Grant recipients usually submit voughers
and expenditure statements to staff monitoring the project, prior o the
disbursement of grant monies.

We had recommended:

14.89 Development officers should be responsible for monitoring and
authorizing reimbursement of expenditures for development prgjects.

Current Satus

14.90 Normally development officers will monitor and authorize
project reimbursements, however, there will be transactions from time
to time where disbursement may be made “in trust” to legal counsel.

In the original audit report we had noted:

14.91 A preferred share investment of $280,000 was not appfoved
by the Minister as required under the signing authority policy.

We had recommended:
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Loan Approvals

L oan Coallections and
Write-Offs

14.92 Preferred shareinvestments should be approved in accordance
with signing authority policies.

Current Satus

14.93 Preferred share investments will be approved in accordance
with the signing authority policy.

In the original audit report we had noted:

14.94 Proceduresfollowed in assessing applications, credit risk, and
loan approvals were not documented as operating policies of the
Lending Division.

We had recommended:

14.95 The Lending Division should establish documented policies
related to application and approval processes, assessment of credit
risk, and loan conditions.

Current Satus

14.96 The Department is considering general overall policies.

In the original audit report we had noted:

14.97 There were a number of instances where the interest rate
charged was not in accordance with the approved policy. In those
cases exceptions were made as aresult of negotiationswith the clients
to obtain projects of economic benefit to Prince Edward Island.

We had recommended:

14.98 Whereinterest rates are varied for development purposes, the
financia impact should be included in the project analysis.

Current Satus

14.99 The Department accepted this recommendation.

In the original audit report we had noted:
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14.100 The standard practice of obtaining formal Executive Council
approval for accounts written off by Enterprise PEI was not followed
for one write-off of $5 million.

We had recommended:

14.101 Executive Council approval should be required for the write-
off of debtsto Enterprise PEI.

Current Satus

14.102 This recommendation was accepted subject to agreement by
government.

Monitoring and In the original audit report we had noted:
Reporting
14.103 A client data base is not currently available to accumulate
information on the amounts and sources of development assistance

provided over time.
We had recommended:

14.104 Enterprise PEI should develop aclient data base which would
accumulate the marketing, development and lending assistance for
each client. This system would provide crucia information as input
for project evaluation, performance measurement, and effective
monitoring of the client portfolio.

Current Satus
14.105 Thiswill be apriority for 1997-98.

In the original audit report we had noted:

14.106 There was a recently designed reporting package with the
capability of providing monthly financial information for Enterprise
PEI, however, monthly reports were not prepared on atimely basis.

Auditor General of Prince Edward Island - 106 -



14. Update on Previous Recommendations

BACKGROUND

We had recommended:

14.107 There should be up-to-date financial reporting of budget and
actual expenditures by division. Y ear-to-date project expenditures
should be produced on aregular basis.

Current Satus

14.108 The Department indicated this has been done since October
1996.

In the original audit report we had noted:

14.109 Actual job creation as a result of economic devel opment
assistance was not consistently determined and reported for each
project.

We had recommended:

14.110 Actual job creation should be determined and compared to
projected job creation. The results should be reported to senior
management.

Current Satus

14.111 The Department indicated that this will be implemented
subject to avail able resources.

EMPLOYMENT DEVELOPMENT AGENCY

14.112 Themandate of the Employment Devel opment Agency (EDA)
is to address the problems of individuals who are hindered from
gaining permanent employment by providing access to training and
identifying and developing meaningful work projects. The Agency
provides a wage subsidy for special work projects carried out by
project sponsors. In addition, the Agency administers the Jobs for
Y outh Program, a wage subsidy program for youth.

14.113 Inour 1997 Annual Report we reported the results of our audit
of EDA. The audit examined activities taking place in the 1995-96
fiscal year. We conducted this audit to determine how EDA functions
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in comparison to itslegislated mandate, and to assess the management
and administrative practicesin place.

14.114 Thisyear we regquested the Department of Economic Develop-
ment and Tourism to provide us with an update on its progress in
implementing the recommendations arising from the audit. The
Department’s response is summarized in the paragraphs that follow.

CURRENT STATUSOF RECOMMENDATIONS

L egislative Mandate In the original audit report we had noted:

14.115 The Agency’s mandate had not been sufficiently analyse@l and
developed into a strategic and operational plan for the Aggncy.
Programs that were in place were not clearly linked to the objects
outlined in the Employment Development Agency Act.

We had recommended:

14.116 The Agency’s legislative mandate should be translated into a
strategic plan and an operational plan, which clearly outlineg the
programs and activities of the Agency necessary to implemgnt its
legislative mandate.

Current Satus:

14.117 The Department reports that EDA will be preparing a strategic
and operational plan for management’s review.

Organization and In the original audit report we had noted:
Governance
14.118 The organizational structure of the Agency was nat in

accordance with the legislation, and the lines of accountability jwere
not clear. The legislation calls for a Board of Directors with an
Executive Director responsible for day to day administration| We
found that a Board had not been appointed and the appgpinted
Executive Director was not actively involved in the operations of the
Agency.
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Resour ce Allocation

Special Project
Approval and
Evaluation

We had recommended:

14.119 The governance structure for the Agency should be changed
to comply with the Employment Devel opment Agency Act.

Current Satus:

14.120 The Department reports that a review of the structure of the
Agency is underway and appropriate changes will be made.

In the original audit report we had noted:

14.121 The financial resources of the Agency were not distributed
throughout the Province based on an objective evaluation of
requirements such as differences in demographics, employment rates,
or the availability of worthwhile projects.

We had recommended:

14.122 The dlocation of financial resources of the Agency should be
based on an objective assessment of all factors necessary to meet the
requirements of the Employment Development Agency Act.

Current Satus:

14.123 The Department reports that EDA will be undertaking, in
conjunction with Human Resources Development Canada, a compre-
hensivereview of the Province’s unemployment demographics. These
results and other factors will be utilized in allocation decisions.

In the original audit report we had noted:

14.124 The evaluation process for project proposals was weak apd the
focus tended to be on finding enough work weeks rather thgn the
quality of the projects. Some of the projects were approved based on
very limited information in the proposals. We also noted there wgas no
attempt to monitor or evaluate project achievements.

We had recommended:

14.125 The Agency should prepare specific criteria for approying
projects and funding levels. As a minimum the criteria should consider
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clarity of project description, dependence on other funding sources,
previous funding to the sponsor, an assessment of the labour required
and input from other departments where appropriate. Additions to
approved funding should be supported by the same assessment as the
initial application. Projects should also be required to submit an
accounting of the results achieved.

Current Satus

14.126 The Department expects many of these issues to be addressed
as aresult of the strategic and operational planning exercise that they
will be conducting.

Compliance I ssues In the original audit report we had noted:

14.127 There were anumber of examples where the Agency did not
comply with its own policies and program guidelines. We a so noted
that basic audit procedures on project payroll records were not carried
out.

We had recommended:

14.128 The Agency should ensure compliance with all established
policies and program guidedlines. The Agency should coordinate efforts
with other provincial government departments who are involved in
common projects to eliminate duplication of effort in project
monitoring.

14.129 Basic audit procedures should be performed to ensure project
sponsors use funds received from the Agency in accordance with the
project contract.

Current Satus:

14.130 The Department indicates that basic audit procedures will be
performed in the future. The Agency will continue to monitor all
projects that are funded.

M anagement

: In the original audit report we had noted:
Information System

14.131 The management information systems in place had a number
of limitations. Plans were underway to introduce a new computer
system, however, the Agency was unable to provide us with the needs
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assessment material for the system. We had concerns system
development would proceed without an adequate assessment.

We had recommended:
14.132 The Agency should ensure that a full needs assessment is

performed in support of their management information system
requirements.

Current Satus:

14.133 The Department is satisfied that sufficient dialogue had
occurred with the system developer regarding their needs for the
system.

HIGHWAY CONSTRUCTION

BACKGROUND 14.134 Highway construction isthe responsibility of the Department
of Transportation and Public Works. The Highway Operations
Division carries out highway construction under contracts with local
construction companies. The Division provides project design, project
management, and quality control through laboratory testing.

14.135 In our 1996 Annual Report to the Legidlative Assembly we
reported the results of our audit. The audit included a detailed review

of the process used to plan and administer highway construction
projects. We reviewed a sample of highway construction projectsto
ensure the Department’'s policies were followed, contracts were
properly awarded, contract specifications were enforced, and the
systems used to control projects functioned properly.

14.136 This year we requested the Department to provide us with an
update on their progress in implementing recommendations arising
from the audit. The Department’s response, indicating the status of
implementation of our recommendations, is noted in the following
paragraphs.

CURRENT STATUSOF RECOMMENDATIONS

Strategic Planning In the original audit report we had noted:
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14.137 The Department had identified a number of strategiesto ensure
the highway network was maintained. These included focusing efforts
on the primary highways while maintaining the secondary system in
a passable condition, developing a transportation plan, establishing
measurable targets for highway system performance, implementing
more efficient maintenance approaches and improving personnel
gualifications. The strategies were not integrated and documented in
aformal plan.

We had recommended:

14.138 The Department’s intended initiatives and the strategieg for
attaining them should be integrated and documented in a strategic
plan.

Current Satus:

14.139 The Department advised that it has not made any significant
progress on the development of a comprehensive strategic plan.

Highway Systems In the original audit report we had noted:
Planning

14.140 The Road Program Committee was successful in presenting
a plan for the highway construction program, however, it wag not
completed sufficiently in advance of the construction seas¢n to
maximize the effectiveness of the construction effort.

We had recommended:

14.141 The Road Program Committee should identify, schedule, and
obtain approval for construction projects sufficiently in advance gf the
construction season so that tenders can be issued earlier.

Current Satus:

14.142 The Department was successful in having its first tender call
for 16 projects prior to the end of March 1997, compared to 12 in the
previous year.

Auditor General of Prince Edward Island -112 -



14. Update on Previous Recommendations

Pavement
M anagement System

In the original audit report we had noted:

14.143 Construction priorities were developed on a district basisin
consultation with MLAs. This method did not necessarily provide the
best allocation of resources on a provincial basis.

We had recommended:

14.144 The Department should establish priorities on a provincial
basis.

Current Satus:

14.145 The Department continues to rely on the Pavement Manage-
ment System to identify highway reconstruction projects on a
provincial basis. The output of the Pavement Management System,
combined with the socia and economic needs of the various regions
of the Province, continue to be the major factors that are considered
in the devel opment of the highway construction program.

In the original audit report we had noted:

14.146 The information provided by the Pavement Management
System was not as useful for planning purposes as it could be. The
project size used in the Pavement Management System to define road
sections was different from the typical project actually constructed.

We had recommended:

14.147 Appropriate project sizes should be determined and used in
both the Pavement Management System and the actual selection
process.

Current Satus:

14.148 The Department has concluded that it is not feasible to
introduce significant changes to the Pavement Management System.
Staff input will be used for those sections of highway where it isfelt
the Pavement M anagement System data does not accurately reflect the
condition of asmaller portion of that section.

-113- Auditor General of Prince Edward Island




14. Update on Previous Recommendations

Quality Control In the original audit report we had noted:

14.149 There were a number of problems with the specifications for
highway construction projects not being met. The effect of failing to
meet the contract specifications is the premature deterioration of the
highway.

We had recommended:

14.150 The Department should take the necessary stepsto ensure road
construction specifications are met.

Current Satus:

14.151 The Department advised that staff continue to monitor and
enforce contract specifications which are in effect on any given
project. The Department continuesto use incentives and disincentives
to encourage greater compliance with specifications.

In the original audit report we had noted:

14.152 Our analysis of the compaction data indicated that only 45
percent of the lots tested met the specifications. A system of bonuses
and penalties was introduced, however it was not applied to all
projects.

We had recommended:

14.153 All highway construction contracts should contain penalties
for not meeting asphalt compaction specifications.

Current Satus:

14.154 The Department indicated that under normal circumstances
asphalt compaction specifications should be applied to al reconstruc-
tion projects.

Consultant Services In the original audit report we had noted:

14.155 Consultants are acquired for both engineering design and
management of complex highway construction projects. The decision
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Contract Awarding

to use consultants rather than acquiring expertise within the Depart-
ment was not supported by a cost/benefit analysis.

We had recommended:

14.156 The decision to acquire services from consultants rather than
through the Department should be supported by objective analysis.

Current Satus:

14.157 The Department indicated that through better planning the
reliance on outside consultants can be minimized.

In the original audit report we had noted:

14.158 The process used to negotiate fees did not necessarily result
in the most economic contract. The Department usually obtained
competitive proposals for the design aspect of the work but not the
services required during construction.

We had recommended:

14.159 The request for proposals should include all services the
Department intends to purchase from the consultant for the construc-
tion project.

Current Satus:

14.160 The Department agrees that when it is clear that project
implementation will follow detailed project design, and existing staff
are unable to provide management services, it islogical to combine
project design and management functions under a single tender call.

In the original audit report we had noted:

14.161 Authorization of consultant contracts was not aways obtained
in accordance with the Management Board signing authority policy.

We had recommended:
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14.162 Contractsfor consultant services that exceed $100,000 should
be authorized by Management Board in accordance with the
established signing authority policy.
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Contract Monitoring

Current Satus:

14.163 The Department will be bringing consultant service contracts
which exceed $100,000 to Management Board for approval.

In the original audit report we had noted:

14.164 There were a number of instances in the site administration
contracts where the Department did not adequately monitor the fees
paid against the original bids. Fees were paid in excess of the amount
guoted and billing rates on one project were increased without
adequate explanation.

We had recommended:

14.165 Payments to consultants should be monitored to ensure they
are in accordance with fees agreed to in the contract.

Current Satus:

14.166 Staff are monitoring contracts to ensure that fees paid to
consultants conform to the agreed upon fees set out in the contract.

In the original audit report we had noted:

14.167 When site administration was provided by consultants, the
responsibility of department staff to reconcile material quantities used
to the construction management system was not always clear.

We had recommended:

14.168 Where consultants are contracted to provide site administra-
tion, the responsibility to reconcile material quantities should be
specified in the contract.

Current Satus:

14.169 Consultant contracts have been amended to ensure that this
requirement is more clearly specified.
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Contract Evaluation

Contract
M anagement

In the original audit report we had noted:

14.170 The Department does not formally evaluate the performance
of the consultants for each project.

We had recommended:

14.171 The performance of consultants should be formally eval uated
at the conclusion of each project.

Current Satus:

14.172 The Department plans to develop a formal evaluation
procedure over the upcoming months.

In the original audit report we had noted:

14.173 Actual hours for flagging and survey services exceeded
estimates on some projects and contractors were paid without adequate
documentation of the additional amounts.

We had recommended:

14.174 The Department should obtain documentation to support all
expenditures for flagging and survey services.

Current Satus:

14.175 Staff are providing more comprehensive documentation to
support al job expenditures including flagging and survey services.

In the original audit report we had noted:

14.176 There was no policy governing the utilization of survey
services. There were different methods in practice. These included
survey crews hired and paid by the contractor, hired by the consultant
and paid by the contractor, or supplied by the Department.

We had recommended:
14.177 A policy should be established on the use of survey services.
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Current Satus:

14.178 The policy of the Department is to utilize Department
surveyors whenever possible. On jobs where the continuous presence
of surveyorsisrequired or desirable, independent surveyors are hired
by the contractors or consultants.
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151 The Standing Committee on Public Accounts consists of ten
members and is chaired by a member of the Official Opposition. The
Committee meetswith the Auditor General andisbriefed on the major
Issues raised in his Annual Report to the Legisative Assembly. The
Committee can also request officials from selected departments and
agencies to appear before the Committee.

15.2 The Committee reviews and reports to the Legislature its
observations, opinions and recommendations on selected matters
arising from the Annua Report of the Auditor Genera. In its
December 1997 report to the Legislative Assembly, the Committee
included aresolution to havethe Auditor General conduct avalue-for-
money audit on the University of Prince Edward Island and Holland
College. The resolution states:

In considering the issue of fiscal accountability, the Committee
unanimously passed the following Resolution as moved by Jamie
Ballem, MLA, seconded by Ronald MacKinley, MLA;

WHEREAS there are competing demands on govern-
ment’s financial resources and;

WHEREAS Islanders expect and demand account-
ability for their tax dollars and;

WHEREAS the annual grant from the Government of
Prince Edward Island to post secondary institutions
Is greater than the budgets for five government
departments and,

WHEREAS the Auditor General has never conducted
an audit of the University of Prince Edward Island or
Holland College;

THEREFORE BE IT RESOLVED the Public
Accounts Committee request that the Auditor General
do a value for money audit of UPEI first and, at a
later time, a similar audit of Holland College;
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AND BE IT FURTHER RESOLVED if additional
resources are required by the Auditor General to
complete this audit that the government make every
effort to accommodate this need.

Accordingly, your Committee recommends that the Legidative
Assembly, through the adoption of this report, direct the Auditor
General of Prince Edward Island to conduct a value for money audit
of UPEI followed by a value for money audit of Holland College and,
further, that government make every effort to accommodate any
requirement for additional resources to conduct this work as may be
identified by the Office of the Auditor General.

15.3 The report of the Public Accounts Committee including the
Resolution was adopted unanimously by the Members of the
Legidative Assembly.

15.4 The Public Accounts Committee has an important rolein the
accountability process and makes a significant contribution to
improved administration and effectiveness in government. | look
forward to working with the Committee again this year.
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Mission and Mandate 16.1 The Office of the Auditor Genera conducts independent audits
and examinations that provide objective information, advice, and
assurance to the Legidative Assembly. The Office promotes account-
ability and best practices in government operations.

16.2 Themandate of the Office is derived from the Audit Act. As
a servant of the Legidlative Assembly, the Auditor General is inde-
pendent of government.

Responsibilities and 16.3 The Audit Act sets out the responsibilities of the Auditor

Functions General. The Auditor General is required to report annually on the
results of the audits and examinations conducted by the Office. Audit
responsibilities of the Office do not extend to government policy
matters. Government is held accountable for its policies through the
workings of the Legidative Assembly including questions and debates,
estimates approval, and legislative reviews and changes.

16.4 In order to carry out these responsibilities and fulfill the
Office's mandate, the Auditor General carries out two types of
assignments - financial audits, and special audits and examinations.

16.5 The primary responsibility of the Auditor General is the audit
of the Public Accounts of the Province. In addition to this financial
audit, the Auditor General is named in legislation as the auditor of a
number of Crown agencies. The Office is also responsible for the audit
of those Crown agencies that are not subject to financial audit by other
auditors. A separate section of this Report comments on our audit of
the Public Accounts.

16.6 The authority for the Office’s special audits and examinations

Is contained in the Audit Act. The Act provides that the Auditor
General may conduct any audit or examination considered necessary
to determine whether any agency of government is achieving its
purpose, is doing so economically and efficiently and is complying
with the applicable statutory provisions.
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OPERATING PHILOSOPHY

Independence

Reporting Approach

16.7 In order for the Office to be able to fulfill its mandate in a
credible fashion, it is essential that we maintain our independence

from government. The Audit Act establishes the groundwork for an
independent audit office. Some of the key componentsin building that
independenceinclude; the existence of aLegidative Audit Committee

which ensures the Office’s resources and operations are determined
independent of government; the authority to carry out the audits and
examinations that the Auditor General deems necessary; the right of
access to records and information necessary to perform audit
functions; the power to request and receive any information or
explanations required; the power to question people under oath; and
the requirement to report annually to the Legislative Assembly.

16.8 In addition to these important components, other precautions
are taken to preserve our independence. This includes an office code
of conduct which includes, among other things, policy and guidance
on integrity, impartiality, and potential conflict of interest situations.

16.9 Two reporting approaches can be taken in fulfilling our
mandate. The first approach, knownatisest reporting, involves
expressing an audit opinion on the fairness of management's
assertions about its performance. Examples of this approach include
audit opinions on the financial statements prepared by management.
In such examples the financial statements are management’s assertions
about the organization’s financial osn and results, and the audit
report consists of an opinion on those statements. In a similar fashion,
management could produce comprehensive reports, or assertions,
about organizational performance and the auditor could attest to the
fairness of those assertions. While this would, in our opinion, be the
best way for management to fulfil its accountability responsibilities,
the reality is that this type of performance reporting will not be in
place for some time.

16.10 The absence of comprehensive management reporting has led
to the development of direct reporting approach by legislative
auditors. In such an approach the auditor gathers management
information directly, and makes an assessment based on that
information. This has been the approach used in our special audits and
examinations.
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Planning Our Work

Pr ofessional
Standards

16.11 Audit priorities are established through an audit plan that
includes a number of financia statement audits and specia auditsand
examinations. Financial statement audits are completed annually.

16.12 Specia audits and examinations of government departments
are carried out on acyclical basis. These audits are mainly value-for-
money in nature and can focus on a department, a division, or a
program. Occasionally a particular area may be the focus of a
government-wide audit, such as our past audit work on government
purchasing. Crown agencies are also subject to special audits and
investigations.

16.13 Variousfactorsare considered in establishing prioritiesfor the
special audits and examinations. These include: materiality, results of
previous audits, the date of thelast audit, and the impact on the public.
The audit mandate, expected resources required, duration of the audit,
quality of financial and management controlsin place, complexity of
operations, and possible matters of significance that may arise from
the audit, are al'so considered in planning each audit.

16.14 Our audits are conducted in accordance with generally
accepted auditing standards. These standards rel ate to the professional
qualifications of auditors, minimum examination requirements, and
reporting responsibilities.

16.15 The principal source of generally accepted accounting
principlesand auditing standardsfor government aretherecommenda-
tionsissued by the Public Sector Accounting and Auditing Board of
the Canadian Institute of Chartered Accountants (CICA). The
recommendations are directed at the public sector and deal with a
number of accounting and auditing issues. We also rely on other
recommendations of the CICA contained in the CICA Handbook.

16.16 On a periodic basis the Office is subject to a practice
ingpection by the Institute of Chartered Accountants of Prince Edward
Island. Theinspection processisdesigned to protect the public interest
by ensuring the Office meets the standards required by the profession.
A practice inspection of the Office was carried out in 1997.
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PERSONNEL, ADMINISTRATION AND AFFILIATIONS

16.17 The Office organization consists of the Auditor General, three
audit directors, ten auditors, and two administrative staff. Therestraint
measures by government in recent years have resulted in a reduced
workforce for the Office. We now have four positions that are vacant
due to budgetary restraint. Although these staff reductions result in
reduced audit coverage, we continueto striveto cover significant areas
of government on acyclical basis.

16.18 Under the Audit Act, the Legidative Audit Committee, a
standing committee of the Legidative Assembly, isresponsible to the
Legidaturefor theadministration of the Office of the Auditor General.
The committee consists of the Speaker of the Legidlative Assembly,
who is aso the Chairperson; the Leader of the Opposition; and the
Provincial Treasurer.

16.19 The Office maintains a number of professional affiliations.
These affiliations are essential for maintaining our level of compe-
tence and are useful in our efforts to continualy improve the
efficiency and effectiveness of the Office. Some of the key affiliations
include the following:

» The Canadian Conference of Legislative Auditors - This Con-
ference is held annually. The 1997 Conference was hosted by
Alberta. This event brings together legislative auditors from the
federal government and the provinces. It provides an opportunity
for a sharing and exchange of information on legislative auditing
issues.

» The Office has been a member and supporter of the CCAF since
it was established in 1980. The CCAF is a Canadian research and
education Foundation dedicated to building knowledge for
meaningful accountability and effective governance management
and audit. | currently serve as a member of the CCAF Research
Committee.

» ThePublic Sector Accounting and Auditing Board - the Board's
objective is to improve and harmonize financia reporting,
accounting policies, and auditing practices in the public sector.
The Board conducts research and issues recommendations on
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public sector accounting and auditing issues. The Office provides
input and cooperates with the Board in its efforts to improve and
harmonize public sector accounting and auditing practices.

» The Office aso maintains an important professional relationship
with the Canadian Institute of Chartered Accountants and the
Institute of Chartered Accountants of Prince Edward Island. The
Office provides input and keeps informed of important develop-
mentsin the profession through membership on various provincial
and national committees.

OBJECTIVESAND ACCOMPLISHMENTS

16.20 The following paragraphs highlight our performance for the
past year and are structured around the goals set out in the three-year
business plan presented to the Legidlative Audit Committee.

Objective: To prepare an Annual Report for the Legidative
Assembly as required under the Audit Act, on theresultsof the
auditsthat have been carried out.

16.21 The presentation of the Annual Report to the Legidative
Assembly isthe pinnacle of our work year. The Report isthe culmina-
tion of all that we do during the year. The Report quality, therefore,
Is determined by the quality and performance achieved in the audits
carried out throughout the year.

16.22 We continue to strive to have our Report act as a vehicle for
positive change in the management and performance of the public
sector. The deliberations and discussions on the Report that occur
within the Legidlative Assembly and by the Standing Committee on
Public Accounts are key components in bringing about the improve-
ments envisioned in our Report.

16.23 Our 1997 Annual Report was presented to the Legislative
Assembly in March 1997. After my Report was tabled, | had the
opportunity to discuss the Report with the Public Accounts Commit-
tee, highlighting key areas for the Committee to consider.
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Objective: To express opinionson thefinancial statements of the
Public Accountsof the Province and other Crown agencies subject
to audit.

16.24 The Public Accounts is the largest financial statement audit

that we carry out during the course of the year. This past year’s audit
was particularly challenging as it took in the Province’s first full year
of operations under its new financial information system. We
continued to receive excellent cooperation from the Department of the
Provincial Treasury and the Office of the Comptroller in carrying out
this audit. | am pleased to report that we were able to issue an
unqualified audit opinion on the Public Accounts this past year.

16.25 In addition to the Public Accounts audit we conduct a number
of other financial audits on Crown Corporations, Pension and Trust
Funds, and other Agencies.

Objective: Toissue management lettersincluding recommenda-
tionsto address any problems or deficiencies noted as a result of
financial statement audits.

16.26 In carrying out financial audits we are often in a position to
identify control deficiencies or other areas of administration which
could be improved upon. In this past year we issued management
letters for a number of the financial audits.

Objectives:

« To perform selective special audits and examinations to
determine whether departments and agencies are being
managed with dueregard for economy and efficiency and are
in compliance with applicable statutory provisions.

« Topreparereportsfor departments and agenciesincluding
observationsand recommendationsasaresult of special audits
and examinations.

16.27 The amount of special audit and examination work that we are
able to carry out is a function of the amount of staff resources we have
available after having carried out the financial statement audits that
we are required by legislation to complete. While the quantity of
special audits has suffered as a result of budgetary cutbacks we have
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endeavoured to maintain and improve the quality of our work in this
area. In the past year we have completed and reported the results of
five special audits and examinations.

Objective: To perform other investigations as may be required
from timeto time.

16.28 During the past year we were asked by the Minister of
Trangportation and Public Works to investigate potential inventory
control weaknesses within the Department. Our report was issued to
the Department in June 1997.

Objectives:

« Toremain technically competent in an evolving accounting
and auditing environment.

« Toremain aware of and provideinput to the development of
auditing and accounting standards for gover nment.

e Toprovidetraining opportunitiesfor staff.
o Toretain professionally qualified staff.

16.29 Our ongoing affiliations with the Canadian Institute of
Chartered Accountants assists in our efforts to keep abreast of
evolving accounting and auditing issues. In addition, we regularly
participate in the discussion stages of government accounting and
auditing standards. These standards are promulgated by the Public
Sector Accounting and Auditing Board. In the past year the Office
provided comments to the Board on several exposure drafts dealing
with government accounting standards.

16.30 All of the Office’s audit staff have professional accounting
designations. In order to ensure staff remain technically competent we
attempt to provide a range of in-house and external training and
professional development opportunities. In the past year the Office has
held in-house sessions on financial audit and value-for-money auditing
matters. In addition, we arranged to have experts in the field of
computer auditing present a session for the staff on computer system
audit issues and the effective use of information technology in
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conducting audits. In addition, a number of professional development
sessions have been attended by individual staff.

16.31 This past year we had to recruit to fill one new professional
position which became vacant when one of our staff members took
another position within government.

Objective: To assist government departments and agencies on
financial and managerial matters as resour ces per mit.

16.32 Aside from the assistance that we provide through our audit
reports, we are periodically asked for assistance in various matters. In
the past year the Office has participated in a number of initiatives
aimed at improving government administration. A member of the staff
sat on the Roles and Responsi bilities Committee which was mandated
to identify the roles and responsibilities that should be in place to
support information technology across government. We have also
participated in an ongoing initiative within government to develop
information technology security standards.
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SCHEDULE " A"

PAGE 10F 2
OPERATING FUND
APPROPRIATIONS
ORIGINAL

APPROPRIATION SPECIAL TOTAL EXPENDITURES UNDER EXPENDITURES
ORDINARY ACT 1996/97 WARRANTS TRANSFERS BUDGET 1996/97 EXPENDITURES 1995/96
AGRICULTURE, FISHERIES AND FORESTRY $ 23,085,500 $ - $ 563800 $ 23,649,300 $ 22,049,547 $1,599,753 $ 21,921,740
PEI GRAIN ELEVATORS CORPORATION 197,700 - - 197,700 197,700 - 271,700
EDUCATION 126,755,300 - 705,500 127,460,800 126,021,184 1,439,616 119,723,401
HIGHER EDUCATION, TRAINING AND ADULT LEARNING 40,413,900 22,800 1,643,900 42,080,600 41,840,665 239,935 39,507,142
EMPLOYMENT DEVELOPMENT AGENCY 4,179,200 697,800 52,400 4,929,400 4,783,382 146,018 4,201,258
ENVIRONMENTAL RESOURCES 7,420,000 242,400 207,400 7,869,800 7,861,782 8,018 7,977,797
EXECUTIVE COUNCIL 1,898,900 - 102,800 2,001,700 1,920,524 81,176 1,810,795
PROVINCIAL TREASURY 15,470,100 - 632,700 16,102,800 16,038,469 64,331 15,673,505
EMPLOYEE BENEFITS 8,386,400 2,586,000 120,800 11,093,200 11,093,200 - 8,819,814
ECONOMIC DEVELOPMENT AND TOURISM 19,063,900 265,900 245,200 19,575,000 19,550,439 24,561 18,111,161
ENTERPRISE PEI 25,540,100 - 448,700 25,988,800 25,388,033 600,767 27,669,033
PEI ENERGY CORPORATION 131,200 - - 131,200 78,954 52,246 444,148
PROVINCIAL AFFAIRS AND ATTORNEY GENERAL 21,048,800 775,000 449,100 22,272,900 22,270,885 2,015 29,951,914
ISLAND REGULATORY AND APPEALS COMMISSION 850,000 - - 850,000 850,000 - 850,000

LEGISLATIVE ASSEMBLY 2,632,800 734,000 3,000 3,369,800 3,283,360 86,440 2,442,725



ORDINARY

HEALTH AND SOCIAL SERVICES

HEALTH AND COMMUNITY SERVICES AGENCY

TRANSPORTATION AND PUBLIC WORKS

PEI CROWN BUILDING CORPORATION

AUDITOR GENERAL

GENERAL GOVERNMENT

COUNCIL OF MARITIME PREMIERS

213,900

INTEREST CHARGES ON DEBT

STAFFING AND CLASSIFICATION BOARD

TOTAL ORDINARY

CAPITAL

TRANSPORTATION AND PUBLIC WORKS - NOTE 2

GRAND TOTAL

Note 1:

Note 2:

OPERATING FUND

APPROPRIATIONS

SCHEDULE " A"

PAGE 20F 2

APPR(())FIS’IR?,IAI\'II'AI\(L)N SPECIAL TOTAL EXPENDITURES UNDER EXPENDITURES

ACT 1996/97 WARRANTS TRANSFERS BUDGET 1996/97 EXPENDITURES 1995/96
$ 2,507,200 $ - 3 97,900 $ 2,605,100 $ 2,261,959 $ 343141 $ 2,049,348
272,221,200 15,036,700 5,278,900 292,536,800 292,536,800 - 278,472,253
44,688,700 97,700 820,100 45,606,500 44,425,020 1,181,480 42,524,730
200,000 10,000 - 210,000 210,000 - 209,359
1,070,400 - 61,000 1,131,400 1,060,141 71,259 961,010
15,005,300 - (11,677,100) 3,328,200 3,001,870 326,330 3,507,916

- - 213,900 176,731 37,169 200,414

120,602,700 - - 120,602,700 118,234,677 2,368,023 119,944,926
902,400 18,800 75,800 997,000 984,777 12,223 855,942
$754,485,600 $20,487,100 $ (168,100) $774,804,600 $766,120,099 $ 8,684,501 $748,102,031
$ 42,865,200 $1070500 $ 168100  $44,103,800 $44,103,692 $ 108 $40,568,876
$797,350,800 $21,557,600 $ - $818,908.400 $810,223,791 $8.684,609 $788,670,907

Appropriations and expenditures are presented in accordance with the classifications in the 1996 Appropriation Act. During the year, expenditures were recorded on the same basis as the 1996
Appropriation Act. This differs from the format used in the Public Accounts (Statement 2) in which expenditures were reclassified at year end based on the departmental reorganization approved

in November 1996.

At the date of our report the special warrant covering capital expenditures of $1,070,500 had not received formal approval.



SCHEDULE"B"
PAGE 10F 6

ORDER-IN

COUNCIL LIST OF SPECIAL WARRANTS
OFFICE OF HIGHER EDUCATION, TRAINING & ADULT LEARNING
TRAINING AND ADULT LEARNING

Adult and Continuing Education
EC 88/97 Grants $ 22800

College de L'Acadie Project fully offset by revenue
from the Federal Government under the terms of the
General Agreement on Official Languages.
EMPLOYMENT DEVELOPMENT AGENCY
FORESTRY PROJECTS
EC 527/96 Salaries (Forestry East) $ 15,100

Salaries (Forestry Central) 49,600
Salaries (Forestry West) 33,106 97,800

Cost of additional forestry employees fully offset
by sequestration of funds originally budgeted for
Forestry Branch Management in the Department
of Agriculture, Fisheries and Forestry.

JOB CREATION AND PLACEMENT
Special Projects

EC 625/96 Grants 350,000
EC 806/96 Grants 250,000 600,000

Special Warrants EC 625/96 and EC 806/96 are
for funds required to meet employment demands
across the Province fully offset by sequestration
of funds originally allocated to Enterprise PEI.

Total $ 697,800



ORDER-IN-
COUNCIL

EC 528/96

EC 618/96

EC 115/97

EC 115/97

EC 87/97

LIST OF SPECIAL WARRANTS
DEPARTMENT OF ENVIRONMENTAL RESOURCES
WATER RESOURCES

Pesticide Monitoring
Professional & Contract Services

Specia Warrant EC 528/96 is offset by $15,000
from Agriculture Canada and by sequestration

of $15,000 originally budgeted in the Department
of Agriculture, Fisheries and Forestry.

FISH AND WILDLIFE

Wetland Management
Professional & Contract Services
Salaries

Salaries

To cover cost of increased activities within the
Wetlands Management program fully offset by
revenue from Ducks Unlimited Canada, Canadian
Wildlife Service, and Wildlife Habitat Canada.

ENVIRONMENTAL PROTECTION

Provincial Waste Management
Materials, Supplies & Services
Professional & Contract Services

Additional funds required for the Kings County
Landfill Site, processing waste at the Energy from
Waste Plant, and repairs and improvements at the
East Prince Waste Management Facility.

Tota

EMPLOYEE BENEFITS

Retirement Benefits
Salaries

To cover expenditures for the 1997 Workforce
Adjustment Program as well as Severance
Allowances for former MLASs and Senior
Compensation Members.

SCHEDULE"B"
PAGE 20F 6

$ 30,000

$ 25800
8,700
3.400 37,900

30,000
144,500 174,500

$ 242,400

$ 2,586,000



ORDER-IN-
COUNCIL

EC 114/97

EC 114/97

EC 114/97

EC 114/97

EC 90/97

EC 89/97

EC 805/96

SCHEDULE"B"
PAGE 30F 6

LIST OF SPECIAL WARRANTS
DEPARTMENT OF ECONOMIC DEVELOPMENT AND TOURISM
DEPARTMENTAL MANAGEMENT

Community Devel opment
Grants - Strategic Opportunities $ 124,000

TOURISM DEVELOPMENT
Links at Crowbush Cove

Materials, Supplies & Services $ 16,700
Salaries 45000 $ 61,700

Parks East
Materials, Supplies & Services 23,500

Parks West
Materials, Supplies & Services 56.700 141,900

Total $ 265,900
Special Warrant EC 114/97 above in the total

amount of $141,900 will be fully offset by

increased revenue in the golf & parks operations.

DEPARTMENT OF PROVINCIAL AFFAIRSAND ATTORNEY GENERAL

POLICY AND ADMINISTRATION

Administration
Salaries $ 24,200

Francophone Affairs Secretariat
Grants 75000 $ 99,200

Special Warrant EC 89/97 provides additional
assistance for La Voix Acadienne newspaper and
isfully offset by federal revenue under the terms
of the General Agreement on Official Languages.

EMERGENCY MEASURES

Joint Emergency Preparedness Projects
Grants 89,800

Special Warrant EC 805/96 is offset 100% by
funding from the Federal Government.



ORDER-IN-
COUNCIL

EC 86/97

EC 90/97

EC 86/97

EC 90/97

EC 90/97

EC 90/97

EC 422/97

EC 90/97

EC 57/97

LIST OF SPECIAL WARRANTS
LEGAL AND JUDICIAL SERVICES

Administration

Administration

Materials, Supplies & Services
Professional & Contract Services
Salaries

Salaries

Travel & Training

Special Warrant EC 86/97 in the total amount of
$50,000 isfully offset by revenue from the federal
government under the terms of the Memorandum

of Agreement - PEI Child Support and Enforcement
Reforms Project.

Judicial Services
Professional & Contract Services
Sdaries

Sheriff's Office
Salaries

Coroners’ Inquests
Professional & Contract Services

RCMP
Professional & Contract Services

Labour and Industrial Relations
Professional & Contract Services

Total

LEGISLATIVE ASSEMBLY
ELECTIONS

Administration

Materials, Supplies & Services
Professional & Contract Services
Travel & Training

SCHEDULE"B"
PAGE 40OF 6

1,000
3,000
145,700
26,600
40,000
6,000 $ 222300

94,900
22,200 117,100
50,800
28,700
86,000

81,180 586.000

$ 775,000
$ 23,000
25,000
538,000

4,000 $ 590,000




ORDER-IN-
COUNCIL

EC 57/97

EC 116/97
EC 486/97

EC 807/96

EC 807/96

EC 807/96

SCHEDULE"B"

PAGE5OF 6
LIST OF SPECIAL WARRANTS
Election Expense
Professional & Contract Services $ 144,000
Total $ 734,000
To cover costsincurred for the general election
held on November 18, 1996 with a partial offset
of $63,000 by transfers from within allocations of
the Legislative Assembly.
HEALTH AND COMMUNITY SERVICES AGENCY
Generd
Grants $11,511,200
Grants 3,525,500 $15,036,700
To cover operating deficits of the Health & Community
Services Agency and the five Regional Health Authorities.
DEPARTMENT OF TRANSPORTATION AND PUBLIC WORKS
SANDING & SALTING
Central Region
Materials, Supplies & Services $ 50,000
MECHANICAL BRANCH
Charlottetown Garage
Materials, Supplies & Services $ 31,700
Operators - Queens County
Saaries 16,000 47,700
Total $ 97.700

To cover cost of increased servicesin the Winter
Services Agreement fully offset by revenue from
the City of Charlottetown.



ORDER-IN-
COUNCIL

EC 113/97

EC 692/96

LIST OF SPECIAL WARRANTS

PEl CROWN BUILDING CORPORATION
ADMINISTRATION
Debt

To cover operating losses of the Charlottetown
Veterinary Clinic.

STAFFING AND CLASSIFICATION BOARD

Generd
Salaries

Increased salary costs offset 100% by revenue
from the Federal Government under the terms of
the Canada-Prince Edward Island Agreement on
the Promotion of Official Languages.

SCHEDULE"B"
PAGE 6 OF 6

$ 10.000

$ 18,800
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