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EXECUTIVE SUMMARY

The Audit of the Management of Funding Received through Canada’s Economic Action Plan (EAP) was included in the Department’s Three-Year Risk-Based Audit and Evaluation Plan for 2009–2012, as approved by the Deputy Minister.

On January 27, 2009, the Government of Canada announced Canada’s Economic Action Plan (EAP), which injected $52B into the Canadian economy over a two-year period, to jumpstart growth and sustain economic recovery. Environment Canada received a total of $43M over two fiscal years from Canada’s Economic Action Plan. The first year funding for fiscal year 2009-2010 was $24M. Environment Canada, along with all other departments that received stimulus funding, must make sure that the money is spent within the expected timeframe, for the intended purpose and with due diligence.  

A risk analysis was conducted and the key risks identified were the ability to spend the funding within the allocated timeframe; the potential errors that may occur due to the desire to progress more quickly; and the reliability of financial reports as they may not represent a true picture of expenditures.

Based on these risks, the audit objectives were to determine if funds received for program initiatives, as part of Economic Action Plan stimulus funding, are flowing expeditiously and with due diligence. 
The scope of the audit focused on the economic stimulus expenditure activities managed by Environment Canada during fiscal year 2009–2010; which represent $24M. 

Statement of Assurance

This audit has been conducted in accordance with the International Standards for the Professional Practice of Internal Auditing and the Policy on Internal Audit of the Treasury Board of Canada.  

In our professional judgement, sufficient and appropriate audit procedures have been conducted and evidence gathered to support the accuracy of the conclusions reached and contained in this report. The conclusions were based on a comparison of the situations, as they existed at the time, against the audit criteria. 

Conclusion 

Overall, the monthly reporting tool has allowed the Department to monitor funds being spent and progress made on the Economic Action Plan initiatives. Although challenges with respect to dealing with a third party stakeholder have had an impact on the ability of some project managers to spend allocated funds within the given timeframe, measures were taken to ensure the delivery of the projects. Furthermore, the Modernizing Federal Laboratories and the accelerated Federal Contaminated Sites Action Plan initiatives were both delivered on time and within budget. The increased frequency of reporting helped identify some coding errors early on in the process which resulted in timely corrections to the data recorded in the Department's financial system. That being said, managers have expressed concerns over the huge demands on existing resources to maintain such a rigorous monitoring and reporting cycle.

While some minor anomalies were found during the testing, no major control deficiencies were noted. In addition, at the time of drafting of this report, measures had already been taken to correct these anomalies. 

Based on the results of this audit, no recommendations are required at this time. Should results of the Environment Canada contracts included in PWSGC’s continuous auditing exercise identify any observations that need to be addressed, these results will be followed-up by AEB.
1 INTRODUCTION

1.1 Background

On January 27, 2009, the Government of Canada announced Canada’s Economic Action Plan (EAP), which injected $52 billion into the Canadian economy over a two-year period, to jumpstart growth and sustain economic recovery. Environment Canada received a total of $43M over two fiscal years from EAP. The first year funding for fiscal year 2009–2010 was $24M. Environment Canada, along with all other departments that received stimulus funding, must make sure that the money is spent within the expected timeframe, for the intended purpose and with due diligence.  

The following table shows the program initiatives that received EAP funding, funding timelines and the budget total. These include both new and existing programs.
Table 1 – Initiatives financed through EAP funding, timelines and budget 
	Programs
	New Initiative
	Funding

Timeline (years)
	Budget

 (2 years)

($millions)

	Modernizing Federal Laboratories
	yes
	2
	13.7

	Federal Contaminated Sites Action Plan
	no
	2
	12.7

	Canadian Environmental Sustainability Indicators
	no
	1
	6.2

	Promoting Energy Development in the Canadian North (includes $6.2M for Mackenzie Gas Project Office)
	no
	1
	10.4

	Total:  
	
	
	43.0


Given that the Government of Canada intends to move quickly with cash outflows, the Office of the Comptroller General asked all Chief Audit Executives to report to their respective departments on the risk management process associated with the challenges of this new spending. 

In this context, an audit of the management of additional funding received was included in the 2009–2010 Risk-Based Audit and Evaluation Plan. 

1.2 Risk Assessment

Considering government-wide risks associated with EAP stimulus funding, Environment Canada is at less of a risk in terms of materiality given the funding received (less than 1%). Furthermore, most of the EAP funding received was injected into existing departmental projects, thus avoiding some of the risks associated with the creation of a new program. These include defining the rationale for a new program; defining program objectives, roles and responsibilities, new policies, processes and procedures; and establishing monitoring and reporting controls. Nevertheless, interviews with senior management and managers responsible to deliver on the EAP initiatives during the planning phase identified the following as the Department’s main risks:

· the ability to spend the funding within the allocated timeframe; 

· potential errors that may occur due to the desire to progress more quickly; and

· the reliability of financial reports as they may not represent a true picture of expenditures.

1.3 Objective(s) and Scope

The audit objectives were to determine if funds received for program initiatives as part of Economic Action Plan stimulus funding are flowing expeditiously and with due diligence. 
The scope of the audit focused on the economic stimulus expenditure activities managed by Environment Canada during fiscal year 2009–2010, which represent $24M. 

1.4 Methodology

The audit was conducted in accordance with the International Standards for the Professional Practice of Internal Auditing and the Treasury Board Policy on Internal Audit. The audit methodology included:

· a review of background information, including analysis of financial reports related to Environment Canada’s EAP funding; 

· interviews with senior management and program managers responsible to deliver EAP initiatives and finance staff; 

· a review of the EAP financial reporting process; and 

· testing.
Interviews: Interviews were conducted with managers involved in the management of EAP stimulus funding, including those responsible for EAP reporting. The purpose of the interviews was to better understand EAP reporting and controls put in place and to obtain explanations in cases where commitments were made, but actual spending appeared to be lagging. 

Testing:  Based on financial reports dated January 31, 2010, a total amount of $12,062,655, made of approximately 230 contracts, had been committed not yet spent for all four initiatives included in the scope of this audit.  Of those contracts, a judgmental sample of 20 contract transactions was selected.  The selection was based on the five highest “committed not yet spent amounts”
 for each of the four program initiatives which were considered to be of higher risk given their materiality.  The sample amounted $5,465,990 or 45% of the total amount of committed not yet spent as of January 31, 2010. 
The criteria to assess the compliance of the transactions selected for this audit are based on Treasury Board of Canada Accounts Verification Directive. These criteria were also included in the Office of the Auditor General (OAG) letter to Treasury Board of Canada as types of audit criteria that the OAG would consider. The main categories covered include: transaction initiation; certification of work performance; payment legitimacy; payment verification and contracting. The detailed audit criteria are attached in Annex 1.
1.5 Statement of Assurance

This audit has been conducted in accordance with the International Standards for the Professional Practice of Internal Auditing and the Policy on Internal Audit of the Treasury Board of Canada.  

In our professional judgement, sufficient and appropriate audit procedures have been conducted and evidence gathered to support the accuracy of the conclusions reached and contained in this report. The conclusions were based on a comparison of the situations, as they existed at the time, against the audit criteria. 

2 FINDINGS AND RECOMMENDATIONS

2.1 Funds are flowing in a timely manner

Several factors influence the management and flow of funding; and senior management has asked to be kept apprised of the progress, spending trends, emerging risks to projects, the mitigation strategies to manage those risks and any other relevant information related to the funding.  

In response to this, Finance and Corporate Branch has developed a tracking mechanism to account for and report on stimulus funding on a monthly basis. The Finance Directorate generates financial reports on the EAP-related financial information contained in the corporate financial system. Environment Canada’s program managers are then responsible for reviewing the accuracy of this financial information, identifying and explaining any significant corrections required, and as well as adding and justifying any significant missing commitments or expenditures as needed. In addition, program managers are responsible for identifying any foreseeable spending risks and for determining risk mitigation strategies. These reports serve both senior management’s information needs and TBS reporting requirements

Results of monthly reporting have been shared with the Audit and Evaluation Branch. The data received from the departmental EAP Commitment Details Financial Report, as of March 31, 2010, were analyzed. The following table provides, for each initiative, the totals of the “committed not yet spent” amounts, actual expenditures and the remaining funding.
Table 2 - 2009 Budget Funding Remaining as of March 31, 2010

	Program
	Budget for 2009–2010
	Budget Funding Committed to be Paid

	Actual Paid Expenditures
	Balance Remaining

	Modernizing Federal Laboratories
	$6,362,900


	
	$4,424,699
	$1,982,201



	Federal Contaminated Sites Action Plan
	$2,158,768
	
	$2,052,160
	$106,608



	Canadian Environmental Sustainability Indicators
	$5,680,482
	$62,370
	$5,203,253
	$414,859



	Promoting Energy Development in the Canadian North 
	$9,682,828
	$62,370


	$6,493,408
	$3,189,420

	Total
	$23,884,978
	$62,370
	$18,173,520
	$5,693,088


As indicated in Table 2, as of March 31, 2010, a total of $5.6M in stimulus funding had not been spent. This represents 24% of the total stimulus funding received for fiscal year 2009–2010. This amount included a surplus for the Mackenzie Gas Project Office (MGPO) of $3.1M (13%) that has been identified through regular monthly reporting to the Deputy Minister and quarterly reporting to the central agency (TBS). A substantial portion of this is due to the fact that consultations with Aboriginals did not occur as planned. The documentation review also noted an additional $1.7M in surplus due to adjusted/reduced project estimates following award of the construction contracts that, in some cases, came in well below the original class D cost estimates. It should also be noted that the figures in Table 2 are based on period 13 reporting, which is requested by Treasury Board. These take into account all year-end financial adjustments (for example, transactions payable at year-end) that took place before the cut-off date of April 9, 2010.

Results from the documentation review and interviews with managers identified the following major difficulties and concerns in spending, tracking and reporting related to EAP initiatives:  

· Timeliness of receipt of funds. While some managers have opted to cash-manage their budget, some others have waited until funds were actually confirmed, which resulted in some delays in getting the contracts in place. 
· Dependence on third party stakeholder for contracting. Limitation on the Department’s contracting authority resulted in having to go through PWGSC for many of the contracts. Interviewees mentioned that having to go through PWGSC to spend their EAP funding resulted in delays in getting contracts in place. In some instances, contracts were never awarded, even after attempts to contact PWGSC to expedite the process. 

· Dependence on third party to manage a contract. This is specific to real property projects that are managed by PWGSC. Although agreements between PWGSC and Environment Canada are in place, the Department is ultimately accountable to deliver. This poses some risk given that the Department has no direct oversight over the contract deliverables. 

· Invoices are not received until significant milestones are completed. This issue is specific to PWGSC and has an impact on monthly reporting. In some cases, where the description of progress indicates complete deliverables, the financial part indicates only a small amount for actual expenditures and a large amount for commitments. 

· Invoices from PWGSC take time to go through the interdepartmental settlement process, resulting in the same issue as mentioned above.
· Difficulties in hiring individuals with specialized skills or the inability of vendors to provide the service or good in the required timeframe. As these issues were related to the two initiatives that were funded for only one year, this problem is not expected to reoccur in the next fiscal year.
· Environmental conditions (specific to demolition project).

As some of these initiatives are funded over a two-year period, measures have been taken to address a number of the issues mentioned above. For instance, a program manager has requested that invoices for the next fiscal year be provided in a timely manner. In addition, PWGSC has committed to provide the Department with monthly updates to ensure that project performance is being monitored. Managers have also made significant efforts to ensure that commitments will be met and that funding will be expended. Construction contracts are already in place and work is currently under way. Environment Canada also worked with PWGSC to explore opportunities to re-scope the phasing of project activities originally planned for the two-year period to ensure maximum use of year one funding. 
A request from the auditors for detailed information on specific projects was forwarded to PWGSC. This prompted a discussion with the Chief Audit Executive of PWGSC about the audit work planned by PWGSC on Economic Action Plan funding.
PWGSC’s Internal Audit Group has conducted an audit of project management and the action plan resulting from that audit is being implemented. As well, PWGSC’s Internal Audit Group will be launching a continuous auditing exercise that will examine a sample of files every quarter, using the same criteria as the project management audit, starting April 1, 2010. Environment Canada will have the opportunity to identify projects to be included in this continuous auditing exercise. This work will provide the Department with assurance that PWGSC is fulfilling its responsibilities for Environment Canada construction contracts.
2.2 Expenditures are authorized, and supported by the appropriate documentation (due diligence)

Based on the risk assessment, management had expressed concerns about potential errors that could occur in the haste of moving money quickly, and about ensuring compliance with legislation and core controls such as sections 32, 33 and 34 of the Financial Administration Act (FAA). In that context, 20 transactions were tested to ensure compliance with the legislation. As previously mentioned, the selection was based on the five highest committed-not-yet-spent contracts for each initiative as of January 31, 2010.
The testing focused on the following types of expenditures relating to each of the initiatives:

Table 3 – Contract Name and Amount of Expenditures by Initiatives
	Initiative
	Contract Name

	Amount

	Modernizing Federal Laboratories
	· Architectural and engineering design and construction activities related to the fit-up of laboratories at the National Wildlife Research Centre (NWRC), located at Carleton University

· Construction (pre-fabricated building) at River Road

· Construction (replacement of pumping system—Burlington Skyway Wastewater Treatment Plant at Canada Centre for Inland Waters (CCIW)
· Construction (demolition and retrofit of specialized space in support of hydraulic research) at CCIW
	$400,000
$2,000,000
$600,000
$590,000
$700,000


	Federal Contaminated Sites Action Plan
	Environmental Site Assessments:

· Creosote Impacts at Eight Water Survey of Canada Hydrometric Stations, Alberta 

· Remediation work at Zeballos River near Zeballos, Slesse Creek near Vedder Crossing, British Columbia

· Eureka High Arctic Weather Station, Nunavut

· Water Survey of Canada Hydrometric Stations, Saskatchewan

· Remediation Hydrometric Mercury Program, British Columbia
	$89,974
$88,572
$208,146
$132,844
$84,583


	Canadian Environmental Sustainability Indicators
	Temporary Help Arrangement Contracts 

· Software services, required specialized skills 

· Task based informatics professional services
· Temporary help arrangement contracts (to develop graphics, graphs and charts)

· Water and air quality monitoring equipment

· Upgrade of continuous PM2.5 monitoring
	$51,029
$67,198
$43,000
$92,250
$37,994

	Promoting Energy Development in the Canadian North (includes Mackenzie Gas Project Office [MGPO])
	· Aircraft charters to conduct hydrometric surveys in the Norman Wells area/Inuvik area

· Inuvik area helicopter charter services

· Jet B fuel to Yellowknife, Northwest Territories, used for heating purposes in field camps to assess environmental impacts 

· Tab-Track Filing System (storage of information related Mackenzie Gas Pipeline Joint Review Process Hearings)
	$90,000
$37,634
$50,000
$64,800
$37,967

	Total
	
	$5,465,990


The Department has implemented some new reporting controls for managing and tracking expenditures related to the stimulus funding. Environment Canada tracks stimulus funding through the use of specific EAP authority and project codes. The coding prevents the diversion of funds to regular programs and ensures that all funding relating to the project is appropriately recorded and validated against the project deliverable. In addition, program managers have been requested to report their financial information on a monthly basis, so that stimulus funding can be validated and approved at the appropriate levels. In instances where coding errors were noted, these had already been addressed or were in the process of being corrected by the program manager and reported to finance.

The examination of the transactions did not reveal any significant control deficiencies relating to section 32 of the FAA. It further found that there was adequate segregation of duties existed between the persons exercising signing authority pursuant to sections 33 and 34 of the FAA. 

However, the audit found one instance where the specimen signature record for the delegation of authority had not been signed by the incumbent and one other instance where the specimen signature record for one individual exercising section 33 signing authority did not exist. Correspondence received from finance staff clarified that it was an oversight and that measures were being taken to correct the situation.

The testing of transactions specific to the Contaminated Sites Action Plan and Modernizing Federal Laboratories initiative presented some challenges to the auditors.  Given that these types of contracts are managed by a third party (PWGSC), invoices from the contractors are forwarded to this third party who must attest under section 34 that the work is completed. PWGSC then invoices Environment Canada via the Interdepartmental Settlement process. The audit team noted that the invoices prepared by PWGSC are not always supported by sufficient details for the Department to attest to the progress made given that written monthly progress reports were not provided. The program manager informed us that they currently rely on what has been done by PWGSC and support their attestation of section 34 by site visits and participation in regular project meetings. We were also informed that in two of the locations, employees are actually working on site, which allows them to observe progress. Therefore, these sites visits are not formally documented. In other locations, regular site visits are conducted either by the project manager or employees from the program areas. In addition, weekly meetings with PWGSC and the contractor keep them apprised of the project and are in compliance with the terms of the agreement.

In an agreement between the Deputy Ministers of PWGSC and Environment Canada regarding the Infrastructure Program (federal laboratories and contaminated sites for Environment Canada), PWGSC committed to “provide regular monitoring of Infrastructure Program results including forecast reporting that will reflect the two-years approach, including timely management information related to cost, usage, service performance levels, financial updates, as well as project milestones; track and proactively address early warning signals for potential cost overruns, scheduling delays and scope creep issues.” Program managers informed the auditors that the ongoing monitoring of projects arising out of this commitment is communicated to Environment Canada through regular project meetings and meeting minutes prepared by PWGSC or their contractors.  
Testing of section 34 also revealed that contract deliverables existed at the time of the audit.

Based on the interviews, documentation review and testing, to the best of our knowledge, all transactions examined were in line with the initiative and money spent was used for intended purposes.
Validating specimen signature records (SSRs) proved to be challenging for the audit team. SSRs are currently stored on a departmental shared drive for viewing. The information on the shared drive is set up by fiscal year. Based on what we have observed, SSRs are not systematically recreated every year. Consequently, to find someone’s SSR, it may be necessary to go through the records of different fiscal years unless you know when an incumbent obtained his or her delegation of authority. 

3 CONCLUSION

Overall, the monthly reporting tool has allowed the Department to monitor funds being spent and progress made on the Economic Action Plan initiatives. Although challenges with respect to dealing with a third party stakeholder have had an impact on the ability of some project managers to spend allocated funds within the given timeframe, measures were taken to ensure the delivery of the projects. Furthermore, the Modernizing Federal Laboratories and the accelerated Federal Contaminated Sites Action Plan initiatives were both delivered on time and within budget. The increased frequency of reporting helped identify some coding errors early on in the process which resulted in timely corrections to the data recorded in the Department's financial system. That being said, managers have expressed concerns over the huge demands on existing resources to maintain such a rigorous monitoring and reporting cycle.

While some minor anomalies were found during the testing, no major control deficiencies were noted. In addition, at the time of drafting of this report, measures had already been taken to correct these anomalies. 

Based on the results of this audit, no recommendations are required at this time. Should results of the Environment Canada contracts included in PWSGC’s continuous auditing exercise identify any observations that need to be addressed, these results will be followed up by AEB.

Annex 1
Audit Criteria 

	Control Objective:
	Criteria

	Funds are flowing expeditiously and with due diligence 


	1. Funds committed are flowing in a timely manner.

	
	2. Costs are tracked and reported accurately (Adequate financial systems and processes are used for monitoring and reporting)

	
	3. Only eligible projects are funded.



	
	4. Expenditures are authorized, reasonable and supported by the appropriate documentation.

· Transactions are initiated against an authorised expenditure, approved by the right authority, and subsequently recorded in the appropriate financial system module to commits funds as per FAA, section 32.

· Purchase orders and contracts are properly prepared (approved by right authority, within the authorized limits and timely issued) routed through the purchasing function when required and entered in the financial system
· The authorized persons with delegated authority exercise the proper verification and certification, sections 33 and 34 of the FAA.  

See detailed testing sheet below.


ECONOMIC ACTION PLAN - Testing Sheet

	General Information

	Vendor Name:
	Financial Coding: 

	Purchase Order: 
	Contract Amount:

	Contract Start Date:

Contract End Date:
	Invoice Amount:

	Audit Criteria

	Transaction Initiation (Sec. 32)

	Was the transaction initiated by the right authority? (section 32)

	Was this transaction initiated against an approved program or authorized expenditure?

	Are the requirements well specified? 

	Certification of Performance

	Was the proper certification made by the authorized person to confirm that: (FAA section 34.1a)

· the work has been performed, the goods supplied or the service rendered?

· the price has been charged in accordance to the contract?



	Was the payee eligible for, or entitled to the payment (Is vendor on the invoice and contract same?)

	Payment Legitimacy

	Was the payment verified and certified pursuant to section 34 of the FAA. Did this person have the delegated authority (person’s name on section 34)?

	Is all relevant documentation to support the payment attached (contract or purchase order, commitment number, packing slips, call-up against standing offer, etc.)?

	With respect to this particular payment, were there different persons exercising signing authority pursuant to both sections 33 and 34 of the FAA (person’s name for section 33, which should be different from name for section 34)?

	Was the payment legitimately coded to reflect the type of goods supplied or service rendered as per information on the invoice or contract (line object code)?

	Was the payment legitimately recorded to reflect the information shown on the invoices or contract:

· GST included

· Foreign exchange calculation done

· Non-eligible services excluded

· Non-eligible components excluded

· Complete value vs. partial payment

· No double counting

· All eligible components included



	Was the invoice dated after the start date of the contract or purchase order date?

	Did the requisition represent a lawful charge against the appropriation?

	Were the goods received or work conducted/delivered prior to year-end, March 31?

	Was a payee created?


Annex 2
List of Background Information and Supporting Documentation

Department of Justice, Financial Administration Act
Treasury Board of Canada Secretariat, Account Verification Policy
Office of the Auditor General, Audit Framework for the Economic Action Plan
Environment Canada, Finance and Corporate Branch, Financial Reports
Environment Canada – Monthly Economic Action Plan Reporting Templates

Terms of Reference – project specific

Program Charters – project specific

Infrastructure Program Agreement between Environment Canada and Public Works and Government Services Canada

Minutes of meetings

�	 Budget funding that the organization has set aside in its budget to meet a future financial obligation (e.g. payment legally required in the future for services rendered).The same definition applies for a “financial commitment,” used when considering funds to be committed as per section 32 of the FAA.  (This goes beyond simple “notional” or “soft” commitments.  These are considered “hard” commitment involving a legal liability or obligation.) – Ref:  Financial Reporting on Budget 2009 Initiatives.


�	Reference:   Financial Reporting - Template 2a (EC 2009-10 authorities and nation-wide spending on Budget 2009 initiatives as of Period 13 ( March 31, 2010 ). 


�	These are signed contracts with deliverables in fiscal 2009-10.  The payments will be legally required.
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