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PREFACE

The financial struct‘ure of the federal government of Canada rests on a
constitutional and statutory framework dating back to the British North
Amcrica Act of 1867. This Act gave constitutional foundation to the
principles of public financing basic to responsible government. Subsequent
legislation most l;otably the Financial Administration Act established
necessary financial administrative machinery and procedures.

Within this financial structurc comes the budge‘i. The budget simply
defined, is a detailed statement of the government’s expecléd revenues and
planned expenditures. It is the plan of operations prepared by the cabinet for
approval by the House of Commons, showing the government’s objectives,
programmes and activities, and purchases for the coming fiscal year. The
budget scrves the exccutive as a plan of action. It serves the legislature as a
mcans of control over the exccutive and it serves administrators in the
internal management of their respective departments.

The Canadian government’s fiscal budget-year covers the period
from | April to 31 March . The budget, is a rolling, multi-year expenditure
plan, and the fiscal ycar is just one period in it. Budgetihg in government is a
scrics of annually repeated stages. It involves establishment and annual
updating of a long term fiscal plan. Different departments of the
government prepare the detailed expenditure estimates for the fiscal year.
These estimates are reviewed and approved by the Expenditure Review
Committee and the Treasury Board and authorisation and appropriation of
cxpenditures by Parliament. The revenues and tax proposals are determined

and implicated by the Department of Finance. The final stage of budgetary



cycle is the audit of financial transactions. Following the collection and
disbursement of publis funds, the Auditor General conducts a post—audit of
the financial transactions and reports the findings to the House of Commons.

A number of budgetary systems have been dé’velbped in Canada over
the years to promote efficiency in resource allocation; to improve
operational performance; and to improve other aspects of financial
management in government. Different systems have been made at different
times as earlier ones either fell from favour and were replaced wifh new
concepts; or simply as old concepts were rediscovered and new labels
attached to them. Basically, these systems are not mutually exclusive; but in
varying degrees, they are complementary. They differ primarily in their
orientation and the emphasis each places on a particular aspects of the
financial management proc'ess.

Line item budgeting was the first style of budgeting employed from
BNA Act of 1867 to the 1960s. It concentrated on costs and control and was
little concerned with the output or with determining what was being
accomplished by the expenditures. Under this system, departments and
agencies requested the funds for objects of expenditure, and funds were
allocated on that basis. But the process operated on a year-to-year basis and
little attempt was made to undertake long-range planning.

Line item budgeting was effective in controlling input costs and
limits on spending. But by the late 1950s, the major problem before the
government was that this style of budgeting placed little emphasis on policy
planning and financial and personnel management as well as government

organisation. Such a system was viewed as unsatisfactory because the form

ii



of estimates did not permit scrutiny of spending in Parliament and the
system did not refer to the programmes.

Recognising the nced to modernise and improve its financial
management system, the federal government undertook an extensive review
of the system through the Royal Commission on Government Organi-sation
known as the Glassco Commission of 1960s. The Commission was directed
to inquire into and report upon the organisation and methods of operation of
the departments and agencics of the government and to recommend changes
that would promotce cfficiency and economy.

In its 1962 report, the Commission proposed to integrate expenditure
managémcnl with policy analysis and decision making and recommended
the government to do away the line item budgeting and adopt a programme
approach to budgeting.

Thus, the stage was sct, for a new approach to budgeting, one which
would break from the past, and in the 1960s, the federal government
embraced Planning Programming Budgeting System (PPBS). This system
was seen as the instrument that would enable the departments to define the
objcctives and assess the full cost of programmes. It was also scen as the
means by which the cost bencfits of alternative programmes could be
cvaluated as well as providing a capacity to ascertain the costs of future
programmes and spending proposals. But it soon became obvious that to
define the specilic objectives for programmes and activities is difficult.
There is often more than one objective for any given programme and
virtually every programme impinged directly, or indirectly on the goals of
others. Thus in defining its programme objectives, a department has to

contend with those of another, which proved to be conflictual.



Yct another commission, Lambert Commission’s report of 1976
concluded that financial planning and control in the federal government
were inadequate. Many of the commission’s recommcndaiions for
improvement were accepted by the government and formed the basis of a
reformed system. which was outlined in the December 1979 budget in a
White Paper entitled, “The New Expenditure Management System”™,

The innovation Policy and Expenditure Management System (PEM)
was introduced to correct some short-comings in the Planning Programming
Budgeting System, particularly in the expenditure planning -and control
phases of the budgetary process and to do away the traditional resources
allocation process. Undcr this system, cabinet and cabinet co‘mmittees set
the expenditurc ccilings and established the priorities. Programames are then
developed within these constraints. Besides, the system concentrates more
on planncd resulted as a basis for allocating resources within cstablished
cxpenditure limits than on programme objectives as Plénning Programming
Budgeting System had done. But the system was viewed as too bureaucratic
because of the increasing influence of permanent officials over policy
process and outcomes and in doing so had usurped the minister’s role in
determining government’s policy.

The Brian Mulroney government (1984 — 1993) did seek to introduce
a new management style in government to give greater decision-making
authority to individual ministers. He also decided that the only ‘way to
control expenditure was to centralize decision-making on the expenditure
budget. To accomplish this, he established two new cabinet commiittees - the
Committee on Operations and Expenditure Review Committee. Since 1988,

such federal budgetary process is in operation.



Both these committees, working together, are very effective
gatckeepers in the policy-making system. A new proposal must get by the
Committee on Operations to get on the cabinet agenda; and if the proposal
requires additional spending it must also get through Expenditure Review
Committee. All proposals of new spending must go through both these
committees; and the lixpcn.dilurc Review Committee also has a continuiné
role in examining existing programmes to determine the possibilities for cost
savings.

Within this budgctary system, the Treasury Board occupies a unique
position to review and approve the expenditure estimates of the Departments.
It was created in 1867 by an order-in-council as a committee of the Queen’s
Privy Council of Canada. It was given a statutory basis by the Depariment of
Finance Act of 1869, which empowered it to act, on all the matters relating
to Finance, Revenue, Expenditure and Public Account referred to it by the
Council.

Treasury Board has been described as an inner cabinet on financial
and administrative policy. It performs the functions of allocating resources
for approved polices and programmes. In addition to it, Treasury Board is
responsible  for establishing the government’s personnel policy and
representing the government in collective bargaining.

The study is based mainly on the secondary source material. Though,
access o some primary source material in the form of some governmental
records have been possible through the internet.

The dissertation is divided into five chapters. The introductory
chapter dcals with the diffcrent types of budgeting system, the process of the
preparation and cnactment of budget and the functions of department related

committecs of parliament and other agencies in the preparation of budget.



The chapter describes that with the passage of time new developments
incorporated in to the budgetary process in order to promote efficiency in
decion making financial management.

The sccond chapter emphasises on the functions and role of
machincries and agencies in the financial administration like parliament,
Dcepartment of Finance, Treasury Board, Office of Comptroller General etc.

The third chapter delineaies the functions and role of the Treasury
Board as a ‘cabinct committee on expenditure budget process and in the
management of administration and it also explains how the Treasury Board
is  still relevant and  performing  important  functions even afler the
establishment of the Office of Comptroller General and the Expenditure
Review Committee.

The fourth chapter analyses the functions and role of the Office of the
Comptroller General and the Office of the Auditor General in the budgetary
process of Canada. The concluding chapter presents a summary and some

modecst concluding observations.

vi



ACKNOWLEDGEMENTS

14

In the course of this work, my supervisor, Prof. Abdul Nafey has
been a continuous source of help and encouragement. I am truly indebted to
him for his support and valuable helps to tackle the subject of my research
work. Without his critical suggestions and sympathetic support, this work
would not have been completed. For all this, I am immensely grateful to him.

My sincere acknowledgement is also due to Prof. Christopher S. Raj
for his support and valuable suggestions which I received from him.

My special thanks gocs to Ms. Archana Ojha who is always with me
in cach and cvery moment, with her moral support.

I take this opportunity to express my heartiest feelings to my brothers.
In true sense without their unconditional support [ would not have been here
today.

I gratcfully acknowledge the assistance help and services rendered to
me by Ms. Poonam Kalia, the Librarian Shastri Indo-Canadian Institute,
New Delhi. I appreciate her gesture of kindness and helpful nature to the
researchers. | owe my gratitude also to the staft of JNU Library for their
kind co-operation.

My spccial thanks to all of my friends and well-wishers who have
helped one way or the other in bringing this dissertation into the present
shape. Though their names are missing but they are not missing from my
heart.

Finally 1 am alone responsible for all the errors, factual otherwise,

that might have crept into this dissertation.

INU : KAUSAR TASNEEM
20 July 2004

vii



CHAPTER - 1

BUDGETARY PROCEDURES IN CANADA

A budget is a balanced estimate of expenditures and receipts for a
given period of time. It is a record of past performance, a method of current
control and a projection of future plans. It is a financial document which is
annually placed before the legislature by the executive to give a complete
statement regarding the government’s revenues and expenditures of the past
financial year and an estimate of the same for the next financial year.
Budgeting aims to gather legislative support for government’s proposals. It
is an attempt to allocate financial resources through political processes. It
reflects an organisation’s goals; aspirations; it’s policies and proposals to
realise them. The rcal significance of the budget lies in providing an orderly
administration to the financial affairs of the government.

The budget is a multi-year expenditure plan and the fiscal year is just
one period in it. Budgeting in government is a series of annually repeated
stages which involves establishment and annual updating of a long-term
fiscal plan. In Canada the preparation of the budget begins with establishing
a long term fiscal plan, followed by the department’s making their detailed
expenditure estimates for the coming fiscal year. When the estimates from
the various departments are prepared, they communicate to parliament the
nature and level of the government’s expenditure plans for the coming fiscal
year.

The federal government of Canada is able to establish the economic
stability in the country by searching for a better budgetary process. For
cxample, under ‘Line item’ budgeting, the estimates of Canadian
government’s spending were prepared annually on the basis of the objects of
expenditure. The 1960s witnessed the introduction of the Planning
Programming Budgeting System which emphasised planning and the

cstablishment of objcctives of the expenditure programmes. Attempts to



improve some of its practical limitations led to the further changes,
including the introduction of the Policy and Expenditure Management
System. Developments in the 1980s led to the replacement of this system
with a new cabinet committee structure which is designed for more
centralised authority over government cxpenditures.

Within this budgetary system, the Treasury Board occupies a unique
position to approve the expenditure estimates of the department. It also
allocates resources for the approved policies and pro.grammes' of the
departments. Diflcrent agencies and committees like parliament, Office of
the Comptroller General, Office of the Auditor General, Priorities and
Planning Committee etc. also plays an important role in the bﬁdgetary
process of Canada. This chapter is divided into two parts. The first part
discusses the different types of budgetary process incorporated in Canada.

The second part deals with the preparation and the enactment of budget.

Different Budgetary Process

A number of budgetary systems have been developed in federal
Canada over the years to promote efficiency in resource allocation; to
improve opcrational performance; and to improve other aspects of financial
management in government. Different systems have been made at different
times as earlier ones either fell from favour and were replaced with new
concepts; or simply, as old concepts were rediscovered and new labels
attached to them. Basically, these systems are not neutrally exclusive; in
varying degrees, they are complementary. They differ primarily in their
orientation and emphasis each places on a particular aspect of the financial
management process.l

There is no general consensus about the ideal approach to the
expenditure budget; hence each organisation seems to adopt a slightly

diffcrent style.? Regardiess of the approach employed, an ideal budgeting

' J.C. Strick, Canadian Public Finance (Toronto, 1992),p.72.
? Kenneth Kernaghan and David Siegel, Public Administration in Canada (Ontario, 1991 ).p.568.



system would serve the three purposes namely control, management,
planning and policy choice.’

Control refers to the process of binding operating officials to the
policies and plans set by their superiors. A satisfactory budgeting system
must have some method of ensuring that managers of the department do not
overspend budgets and that they do not spend money on programmes which
have not been properly authorised.”

A sound system of good management goes beyond simply ensuring
that subordinates are following orders. It also ensures that work is organised
so as to achieve cfficiency and effectiveness. The budget is seen as a
management tool to ensure the economical and e.fﬁcientk_)peration of
departments and programméé. The introduction of labour-saving equipment,
the sifeamlining of paper processing, the careful determination of
employment needs and the introduction of performance measurement
procedures to relate results achieved to resources used, are among the
activities associated with management control.?

Planning involves the determination of objectives, the evolution of
alternative course of action and the authorisation of select programmes. The
system is used to provide information about the future direction of
programmes and in making trade-offs among policies. The perfect budgeting
system will combine all the three factors.®

‘Line item’ budgeting was the first style of budgeting employed in
Canada’s maodern public administration and is usually considered to be the
most rudimentary.” In a ‘Line item’ budget, details were provided on the
objects of the expenditure that is the resource which will be purchased by

the budgetary allocation, such as salaries, office rent, stationary, travel etc.?

* Kenneth Kernaghan, Public Administration in Canada (Toronto, 1985),p.178.
! Ibid., p.177.

Kernaghan, n.2,p.568.

Kernaghan, n.3.p.178.

Kernaghan, n.2,p.569.

Kernaghan, n.3,p.178.



The system focused on inputs used rather than outputs achieved.” It
concentrated on costs and control and was little concerned with determining

10

what was being accomplished by the expenditures.” The process operated

on a year to year basis; and in this style of budgeting little attempt was made
to undertake'long range planning.|I

Departments and agencies requested funding for objects of
expenditure and funds were allocated on that basis. When the departments
had finalised their expenditure estimates, they wovuld submit them to the
Treasury Board analysts who would review them in detail and initiate
discussions with departmental staff. Disagrcement‘s were referred to higher
level Treasury Board and departmental officials. Remaining disagreements
were presented to the Board itself, where ministers would make the final
decisions.'? This generally led to a decentralised style of decision making
because decisions were unusually made in operating departments with little
opportunity for a meaningful review by politicians because of the very
detailed manner in which the request for funds were prepared.”

But the review of estimates by Treasury Board also followed no
pattern. Often the confidence that existed between the Treasury Board
analysts and departmental staff had an impact on final budgetary figures for
a department. Certainly little evaluation of the purpose of public spending
and departmental programmes ever took place."* |

This kind of budgeting system was very useful for control purposes.
It allowed officials to specify clearly how they warnt money spent and then
to compare the amounts spent with the amounts budgeted to ensure that no
over expenditure had occurred. The key person in this kind of system was

the accountant whose job was to maintain records carefully and to ensure

 Kernaghan, n.2,p.571.

' Donald J. Savoie, The Politics of Public Spending in Canada (Toronto, 1990),p.48.
"' Ibid.

"2 Ibid.. p.49.

' Kernaghan, n.2, p.569.

"* Savoie. n.10,p.50.



that appropriation limits were not exceeded. The mark of a good manager
was that he or she had not exceed the established budgetary limit."

The weakness of a ‘Line item’ budgeting system was that it had not
provided for cither management or formalised planning within
departments.'® This is because it had not provided for any measurement of
the outputs achicved by programmes. It measured the resources consumed
but it provided no information about the volume, quality 6r even the nature
of services delivered. Thus the abilities of mangers were evaluated solely by
whether they had over expended their budget rather than by what they had
accomplished."”’ v

The other major limitations of this process were the absence of
clearly enunciated objectives to which expenditures could be related and the
deficiency in quantitative justification of expenditure proposals. As a result
expenditure revicw and control functions, such as those exercised by the
Treasury Board, proved to be extremely difficult.'®

In the abscnce of information about the nature of the services
provided, decision makers could not easily make revisions in the amounts
originally requested by opcrating departments.'”

The absence of information about the outputs of particular
programmes means that the best guide to the appropriate expenditure for the
next year was simply last year’s expenditure plus revisions for inflation and
for changes in the population served. Officials tended to evaluate budgets in
this manner as well. Programmes involving requests for larger than average
increases were singled out for special consideration, while programmes

requiring average increases were approved with few questions. Nobody was

'* Kernaghan, n.3,p.178.
' Strick, n.1,p.73.
"7 Kernaghan, n.3,p.178.
"® Strick, n.1.p.74.
" Kernaghan, n.3,p.178.



really able to discuss the quality of those programmes because the
information was simply not available.?’

The limited information about output that it generated made it very
difficult for decision maker$ to make trade-offs about the quality of
programmes.’' No attempt was ever made to compare the effective'ncss of
different programmes serving the same or related objecti;/es.22

By late 1950s, such a system was viewed as unsatisfactory because
the form of estimates did not permit scrutiny of spending in parliament. This
made it difficult to assess the need for continuing, modifying or enlarging
the specific programmes.”

‘Line item’ budgeting is useful in the case of relatively small, simple

“organisations where all decision makers can grasp the roles of the different
organisational units quickly and intuitively. The dearth of output information
generated by it and its lack of a management or planning and policy choice
orientation, make it considerably less useful in large organisations. It is still
used in some organisations largely because of its simplicity of operation.”*

The first major revision in budgeting systems constituted an effort to
introduce a management orientation in addition to the control orientation as
was the characteristic of ‘Line item’ budgeting. The style of budgeting
shifted to what has béen called ‘Performance Budgeting.’25

The idea of Performance Budgeting was to emphasise the unit cost of
performing certain activities and to compare these actual costs with some
standard costs or to use them to compare the performance of different

managers. This system introduced the principle that the good manager not

“ Ibid..p.179.
' Karnaghan, n.2,p.571.

*? Robert F. Adie and Paul G. Thomas, Canadian Public Administration: Problematic Perspective
" (Toronto, 1997).p.264.

* Savoie, n.10,p.53.
* Kernaghan, n.2, p.571.

s

* ibid., p.572.



only avoided the overspending of budget but also gave a set budget
maximising output,*® |

This consideration of outputs provided decision makers with enough
information to consider management improvement and cost minimisation
techniques. However, Performance Budgeting did not provide any
techniques for future planning.”’

Recognising the need to modernise and improve its financial
management system, the federal government undertook an extensive review
of the system through the Royal Commission on Government Organisation
known as the Glassco Commission.”® The Glassco Commission of 1960s
was directed to enquire in to and report upon the organisation and methods
of operation of the various departments and agencies of the government and
to recommend changes that would promote efficiency and economy.”’

The Glassco Commission came forward in 1962 with a series of
recommendations designed to improve the government’s budgeting process
and to integrate the expenditure management with policy analysis and
decision making and recommended the government to do away the Line
item budgeting and adopt a programme approach to budgeting. It also
suggested that the traditional concern with audits to ensure parliamentary
control over resources was no longer sufficient but there is a need to
determine, whether the purposes and results of programmes are consistent
both with their legislative intents and with their objectives. The commission
also proposed that expenditure and revenue projections should be made for
five year periods, with departments and agencies required to submit long
term forecasts.*

The Commission insisted that the government’s financial controls

were too cumbersome in that there was a wide variety of checks,

% Kernaghan, n.3, pp.179-180.
" Kernaghan, n.2, p. 572.

* Adie, n.22, p.266.

* Strick, n.1, p.74.

30

Savoie, n.10, p.53.



counterchecks and duplication and blind adherence to regulations. It then
recommended sweeping changes to the existing process, arguing that it is
necessary to get at existing programmes and their funding, rather than
concentrating exclusively on proposed increase, as in the past.”'

It’s main recommendations on the expenditure budget process were
that the estimates should be prepared on the basis of programmes of activity
rather than by standard objects of expenditure and more clearly describe the
purposes of expenditure. More objective standards for the analysis of
estimates should be developed both by senior departmental management and
by Treasury Board during the review process. Departments and agencies
should be given the necessary financial authority and be held accountable for
the effective management of the financial resources placed at their disposal
and should adopt modern management reporting techniques.*

Afler the release of the Glassco report, the government established
the Bureau of Government Organisation (BOGO) to co-ordinate the
implementation of Glassco recommendations.*®

Although the majority of the Commissions financial
recommendations were approved in principle by the government. It served
as a catalyst for change and the modernisation of government financial
administration.™

Thus the stage was set for a new approach to budgeting, one which
would break from the past. In the 1960s, the federal government embraced
Planning Programming Budgeting Systems (PPBS). This system was seen as
the instrument that would cnable the departments to define the objectives
and assess the full cost of programmes. It was also scen as the means by

which the cost and benefits of alternative programmes could be evaluated as

' Ibid., p. 54.
* bid., p.55.
* Ibid., p.56.
* Strick, n.1, p.75.



well as providing a capacity to ascertain the costs of future programmes and
spending proposals.® |

The main concepts of Planning Programming Budgeting System
comprises of: (a) the setting of specific objectives; (b) the systematic
analysis to clarify the objectives and to assess alternative ways of meeting
them; (c) the framing of budgetary programmes in terms of programmes
directed towards the achicvement of objectives; (d) the future projections of
costs of these programmes; (¢) the formulation of plans of achievement year
by year for each programme; and (f) an information system for each
programme to supply data for the monitor‘ing of achievement of programme
goals and for the reassessment of the programme objectives and the
appropriateness of the programme itself.*®

These features of PPBS were of primary concern to the Treasury
Board and the senior department managers to supplement judgment in
decision making and permit a more objective evaluation of programmes and
operational performance.’’

Another desirable feature of PPBS was that it involved multi-year
planning. The purpose of the multi-year estimates was to inform the decision
makers about the full future costs of programmes, particularly in cases in
which programmes started with a limited use of resources and expanded in
future years.*®

Thus under this system departments would be required to submit
programme forecasts covering the period of five years. Such documents
were intended to prevent departments from sneaking in major commitments
on the basis of initial modest requests and would also permit a more orderly
reallocation of spending on different activities according to the priorities set

by the cabinet.”

** Savoie, n. 10, pp-56-57.
** Kernaghan, n.3,p.180.
7 Strick, n.1, p.74.

* Kernghan, n.2,p.573.
™ Adie, r.22,p.267.



The PPBS brought with it rational economic tools such as cost-
benefit and clost-_effectiveness analyses. These tools could maximise
government performance by providing a rational economic comparison of
dit‘fefent methods of attaining goals and even comparisons to attain
particular goals. Since the ultimate purpose of government was to attain
economic, physical, social and psychological human well being and these
rational techniques were employed to determine which government
programmes would best attain the maximisation of well being. Thus in the
Planning Programming Budgeting System, planning had been added to the
control and management features of Performance Budgeting.*’

The system was also output oriented. This means that there was
substantially more information.available to the decision makers about the
service provided and about the conscquences of their budgetary decisions on
that service by the programme manager who approached the decision-
makers for funds. Then a feedback mechanism was established to ensure that
managers actually delivered the results promised. Managers can now be
evaluated on their abilities to plan and manage the delivery of services not
just to see whether they bverspend their budget.”'

In an effort to improve the success of Planning Programming
Budgeting System, the federal government introduced two major
innovations in management practices in the early 1970s: Management by
Objectives (MBO) and Operational Pérformance Management System
(OPSM). Management by Objectives was a parlicibpalive style of
management, in which objectives were not imposed on subordinates by
superiors, but rather objectives were established by the mutual agreements
of superiors and subordinates. At these levels, the officials consulted and
agreed about thc reasonable objectives for productive' activity and for the
upcoming year when agreement on the overall objectives were attained, the

responsibility for attaining them was vested among the various subordinates
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with their agreement that they will be able to accomplish their objectives.
The process wzis then repeated at descending levels of the bureaucracy. Thus
there develops a series of contracts throughout the organisation.

However, the criticism had been leveled that, the two innovations
were developed separately by separate groups, Planning Programming
Budgeting by financial officials and Management by Objectives by
personnel officials and were never really merged. For this reason,
Management by Objectives was never adopted successfully in a large
number of departments.*

The  concept of Operational Performance Measurement System
(OPSM) began with the idea that the ultimate goal of all government
programmes was to foster individual and collective well being. But it was
impossible to measure most of these things in a tangible way and measuring
the impact of a particular programme would be most contentious. Therefore,
this system provided for a hierarchy of proxy measures. For example, it is
impossible to measure the effect of industrial incentives on social justice.
However, if one posits series of means lends relationship through which
industrial incentives cause certain things to occur which ultimately have an
impact on social justice, then it is possible to measure some of these
intermediate steps.*!

But as a result of implementation problems and bureaucratic
resistance, this system was never widely édopted in the federal government.
It now only stands as an approach to a recognised problem.*’

But it soon became obvious that to define the specific objective for
programmes and activities is quite difficult. There is ofien more than one
objective for any given programme and virtually every programme impinged
directly or indirectly on the goals of others. Thus in defining its programme

objectives, a department has to contend with those of another, which proved

* 1bid., p.183.

** Kernaghan, n.2, p. 574.

* Kernaghan, n.3, pp.183-84.
** Kernaghan, n.2, pp.574.



to be conflictual. It was also found impossible to develop a set of criteria to
determine the success of the programmes. The systé'm was also ineffective in
bringing together the total picture of the expenditure budget and in showing
unequivocally that a particular programme had failed.*®

Under the Planning Programme Budgeting System the programme
enrichments were implemented in the absence of a clear overall expenditure
framework, and the ministers were increasingly concerned that expenditure
budget did not reflect changing government priorities.47

Planning Programming Budgeting System had been introduced to
control the growth in spending and it had been expected to show which
programmes were no longer responding to the need for which they were
designed and also to uncover programmes that were not meeting their stated
goals. Yet several years after the system was introduced, it was found that it
was close to losing effective control of the public purse.**

Yet another commission, Lambert Commission reported in 1976
concluded that financial planning and control in the federal government
were  inadequate. Many of the commission’s recommendations for
improvement were accepted by the government and formed the basis of a
reformed system, which was outlined in the December 1979 budget in a
White Paper entitled, “The New Expenditure Management System”.*

The innovation Policy And Expenditure Management System (PEM)
was introduced to correct some short-comings in the Planning Programming
Budgeting System (PPBS), particularly in the expenditure planning and
control phases of the budgetary process and to do away the traditional
resource allocation process. The system also emphasised upon specific
programme objectives and the definition of programme benefits like the
Planning Programming Budgeting System. But the system differed from

Planning Programming Budgeting System in various respects like it forged a

** Savoie, n.10, p.60.
7 1bid., p.61.

* Ibid., p.70.

* Strick. n.1, p.75.



link between operational planning and the broader government-wide
strategic planning process. Under this sysicm, cabinet and cabinet
committees set the expenditure ceilings and established the priorities.
Programmes were then developed within these constraints. Besides, the
system concentrateed more on planned results as a basis for ailocating
resources within cstablished expenditure limits than on programme
objectives as Planning Programming Budgeting System had done. The
multi-year operational plans under this system sought to define planned
results.> 7

Policy and Expenditure Management System was based on a
expenditure envelope system because it involved division of the total
expenditure budget in to envelops. The process started when the Department
of Finance prepared a five year fiscal framework, which it updated each
year. This was communicated to the Cabinet Committee on Priorities and
Planning, which uscd the information to decide on the total level of
government spending for a particular year and then divided the total
expenditure budget into eight functions or envelopes such as social
development, external affairs and defence etc. The envelopes that contained
these allocations were then passed to the relevant cabinet policy committees
to further subdivide the funds between individual departments.”'

Envelop priorities were established before detailed expenditure
programmes were developed, so proposed programmes had to be in
accordance with these priorities and within the fiscal constrains. Having
expenditure limits on envelope implied that choices had to be made among
new programmes initiatives and among new and existing programmes.52

All departments would submit a strategic overview document, ehich
contained the following elements: a review of departmental objectives; an

identification of cmerging policy issues; objectives; an estimate of what it

* Savoie, n.10, p.62.
! Adie, n.22, pp. 273-274.
52 Strick. n.1, p.76.



will cost to keep the department’s activities going for the next fiscal year;
and any proposed policy and programme changes. Any proposals for new
initiatives, for the enrichment of existing programmes or for reduction in
programme efforts are to be addressed in the strategic overviews.>® Under
this system, budgetary deccision making was decentralised. Before the
system was put in place, the Prioritics and Planning Committee would issue
guidelines on expenditure priorities, which would be conveyed to the
departments through the Treasury Board. The responsibility for interpreting
the guidelines and ensuring that departments followed them, for effecting
cost reductions, and for exercising general expenditure restraint fell on the
Treasury Board Secretariat. In contrast, this system assigned greater
rcsponsibilily' for these duties to the cabinet policy committees and much
larger number of cabinet ministers.™ _

Composed with other budgetary plans, this system involved a more
political determination of priorities, more long range planning, better co-
ordination among departments and an integration of policy and effective
decision making. Federal expenditure have risen from C$51 billion in 1979
when this system was introduced to C$108 billion for 1986 to 1987 or over a
110 percent increase in seven years. By involving all ministers in the search
for efficiency and effectiveness in government spending, instead of just the
president of the Treasury Board and the minister of finance, the result was
greater expenditure control. This system strengthened the role of the
minister of finance and reduced somewhat the role of the Treasury Board.
Finance had always wielded considerable influence because it determined
total expenditures and influenced greatly new discretionary spending.®

But the system was viewed as too bureaucratic because of the
increasing influence of permanent officials over policy process and

outcomes; and in doing so, who had usurped the minister’s role in

* Adie, n.22, p.275.
™ Strick, n.1.p.76.
* Adie, n.22, pp.276.279.
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determining government’s policy. For the system to function in the interests
of good government, individual ministers and departments must be allowed
to exercise their jJudgment and use their initiative but the approach had failed
to give them the critical policy role as it had promised.*®

The decentralised system of decision making featured under this
system involved too many cabinet ministers and was therefore subjected to
excessive pressurcs. Each policy committee members performed two
functions. One as a member of a committee directed to examine and control
new policy and programme proposals and another as a member of an
operating department who desired to obtain funding for expanding
operations or new programmes. The two were frequently in conflict.”’

Strategic overviews, which were to provide the analytical component
to support decisions, have been very uneven in quality and there is a real
question regarding the extent to which the ministers on the cabinet
committees have utilised the information. There was also the concern that
the strategic overviews became the bureaucracy’s opinion, not the
minister’s. Therefore, the Brian Mulroney government (l984¥93) introduced
the device of a strategic memorandum which was to represent a ministerial
statement of departmental goals.*®

The new technique of the late 1970s and 1980s was Zero Base
Budgeting (ZBB). Zero Base Budgeting derives its name from the fact that
managers are required to justify every dollar requested from zero up. The
implication is that if they cannot justify it, their programmes will be reduced
or eliminated. The building block of this system is the decision package. The
decision package is basically the programme under programme budgeting
divided in to several elements. One decision package coﬁld be eighty percent
of last years funding for the programme. A manager would then prepare a

document for each decision package, which provided a large amount of

* Savoie, n.10,p.69.
57 Strick, n.1,p.77.
* Adie, n.22,p.280.



quantitative and other information about each package. Some of the
components are: description of actions performed, alternative methods of
accomplishing the same objectives, calculation of a benefit cost.”

This provides decision makers with information not just about the
total programme but about the outputs of various levels of service of the
programme.®’ |

There arc'many forms of ZBB. However, most systems involve three
operational steps; the identification of decision units within organisations,
the preparation by unit managers of decision-packages involving analysis of
spending above and below the expenditure base of the preceding year, and
the ranking of these packages in terms of their contribution to the overall
goals of the organisation. Despite its name, most ZBB systems do not
actually involve a complete re-examination of all spending instead what is
attempted is a marginal analysis above and below the base. The greatest
virtues of ZBB are the preparation of alternative funding levels and the
involvement of lower management in the budgeting process. Critics insist
that the analytical and information processing requirements of a fully
operational Zero Base Budgeting system would cripple most organisations,
but a recent study of the experience of the government of British Columbia
with ZBB suggests that the workload was manageable.®'

Like Planning Programming Budgeting System, Zero Base Budgeting
is a rational budgeting system. However, it has two features which set it
apart from the way most Planning Programming Budgeting System have
opcrated. The first is that it allows new programmes to compete on an equal
basis with existing ones. The use of the A and B budget system by the
federal government means that some B budget items might well be more

desirable than some A items, but because of the accident of timing, the A

itcm will be continued and the B item rejected. This would not happen with

* Kernaghan, n.2, p.577.
“ Kernaghan, n.3,p.188.
' Adie, n.22,pp.287-88.



ZBB, where both established and new programmes are ranked in the same
manner. The ?econd feature of ZBB is that it allows the revenue constraint to
be set first and expenditure to be adjusted to revenue. This might be one
reason why ZBB has been most attractive to local governments.*

There have been some limited evaluations of ZBB system in practice.
The usual conclusion is that the system has some feal value, although
sometimes not as much as had been hoped. ZBB is no longer widely used.
Its complexity and the lack of clear benefits have dampened the initial
enthusiasm with which it was met. Most governments now use some
variation on programme budgeting usually with some consideration of
output measures.”

The Brian Mulroney government (198441993) did seek to introduce a
new management style in government to give greater decision-making
authority to individual ministers. He also decided that the only way to
control expenditure was to centralise decision-making on the expenditure
budget. To accomplish this, he established two new cabinet committees, the
‘Committee on Operations and Expenditure Review Committee. Since 1988,
such federal budgetary process is in operation.** |

The experience of the Mulroney government with macroeconomic
policy led to a number of observations about the policy prbblems facing the
country and about approaches to them. Perhaps the most important of these
is the key contribution of policy co-ordination. When policy is co-ordinated,
it appears that substantial adjustments in the government’s deficit position
can be made without large sacrifices in GDP growth and employment.*®

Both these committees working together are very effective
gatekeepers in the policy-making system. A new proposal must get by the

Committce on Operations to get on the cabinet agenda and if the proposal

“* Kernaghan, n.3, pp.188-89.
“' Kernaghan, n.2, p.578.
“ Ibid., p.584.

o4 Douglas Curtis, “Canadian Fiscal and Monetary Policy and Macroeconomic Performance 1984-
1993: The Mulroney Years™, Journal of Canadian Studies, vol.32,n0.1, Spring 1997,p.150.

17



requires additional spending it must also get through Expenditure Review
Committee. All proposals of new spending must go through both these
committees and the Expenditure Review Committee also has a continuing
role in examining existing programmes to determine the possibilities for cost
savings.®

All issues directed to Priorities and Planning Committee are first
screened by the Operations Committee. The objective is to ensure that no
new policy or expenditure proposal is submitted to Priorities and Planning
Committee unless it has first been examined and approved by the
Expenditure Review Committee (ERC). Thus, control is at the top with the
prime minister, as chairperson of Priorities and Planning Committee and of
the Expenditure Review Committee and the deputy prime minister as the
chairperson of the Operations Committee. The effectiveness of this system
in controlling expenditures like that of the previous systems depends,
however, on political will and remains subject to the particular whims of the

prime minister and a select group of cabinet ministers.®’

Preparation of Budget

The preparation of the budget is certainly one of the single most
important acts that any government performs. The three important objectives
which the preparation of government budget must address.

First is the setting of macroeconomic policy or at least that part of it
that is influenced by fiscal instruments, that is, levels of aggregate revenue,
expenditure, and surplus or deficit. Governments set total revenue and
expenditure targets so as to stimulate the economy or slow it down.

The second objective involves influencing behaviour at a more micro
level. Governments frequently use tax provisions, not just to raise revenue,

but rather to encourage people to do, or refrain from doing certain things.

06

Kernaghan ,n.2, p.584.
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For example, customs duties raise a sizable portion of government revenue,
but their main objective is to protect domestic industries.

Tax expenditures are benefits enjoyed in the form of reduced taxes

for individuals or corporations who do (or refrain from doing) certain things.
For example, there have been programmes that encouraged pecople to invest
in exchange for a tax benefit. These tax expenditure were used in place of
outright cash grants. Their attraction stemmed from the obviously mistaken
notion that tax reductions did not really cost anything because they did not
show up as expense. Thus, departments could adopt particular policies
through a tax expenditure with no idea of, or concern for, its cost to the
treasury.
The third objective of a budget is simply to raise the resources needed to
fund expenditures. This involves estimating the amounts to be received from
various tax and non-tax sources of revenue, and adjusting those under the
control of the government so that adequate funds are raised. Thus, the mark
of good tax system is that it produces reasonably stable amounts of money
from years to year, but, even more important, the amount ought to be
predictable well in advance, so that the government knows where it will
stand as the year progresses.”®

The fiscal year of the federal and provincial governments of Canada
begins on 1 April and ends the foilowing 31 March. There is a short lived
tradition that the minister of finance presents the federal revenue budget
close to the beginning of the fiscal year.*’ “

The preparation of the budget begins with establishing a long term
fiscal plan, followed by the department’s drawing up of strategic overviews
and multi-year operational plans and making their main expenditure

. N . - {
estimates for the coming fiscal year.™

g

* Kernaghan, n.2, pp. 563-64.

“ Bryan Campbell and Eric Ghysels, “An Empirical Analysis of the Canadian Budget Process”,
Cunadian Journal of Economics, vol.30,n0.3,Aug 1997,p.564.

™ Strick. n.1,p.56.
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The fiscal plan is a principle planning document in.which the
i government identifies and plans its expenditures over multi-year period,
reviews its projections on the state of the economy and examines revenue
and forecast budget balance. The responsibility for developing the fiscal
plan rests with the cabinet’s Priorities and Planning Committee. In planning
expenditure, Priorities and Planning Committee determines overall priorities
among government functions or policy sectors, these priorities then serve as
a basis for weighing new policy proposals.”’

The fiscal plan includes projections of anticipated revenues and of
expenditures for specific functions for a five year period, starting with
current fiscal year. Updated and extended every year, the fiscal plan in
essence becomes a rolling five year plan.”

The Depariiment of Finance consults with Treasury Board in
recommending a fiscal plan. Treasury Board contributes information about
the level of spending needed to continue existing programmes at their
current level. Department of Finance then estimates the revenue likely to be
generated in the coming year and provides some advice on the appropriate
level of surplus or deficit needed to stimulate or slow down the economy.
These recommendations constitute Finance’s fiscal plan, which it then
conveys to the cabinet committee on Priorities and Planning.”

The responsibility for authorising spending on new programmes in
lhc'priority areas designated by Priorities and Planning Committee rests with
the Expenditure Review Committee, which reviews proposed departmental
expenditures in dectail and directs spending to the priority areas.
Decpartmental ministers are required 16 appear before the Expenditure
Review Committee to justify their expenditure requests. Previously, the

scrutiny of new expenditure proposals was conducted by the Treasury

™ Ibid., p.57.
” Ibid.
Kernaghan, n.2,p.584.
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Board. The estabilishment of Expenditure Review Committee.relived the
Board of this function.”

As part of the government’s continued efforts to reduce its large
annual deficits, the minister introduced an expenditure control plan to the
fiscal plan. This initiative identified five categories of programmes in terms
of the degrees of expenditure control to which they are to be subjected;
programmes excmpt from reductions; programmes constrained to a five
percent annual growth for two years; programmes frozen for two years;
programmes reduced; and programmes and projects eliminated. The
minister estimated that the controls imposed through this plan would yield
savings totaling almost C$20 billion over a five year period.”

On the basis of the expenditure framework established by the fiscal
plan, cach departinent prepares annually a multi-year strategic overview and

a multi-year opcrational plan. The overview is a summary statement of the

“\

2

department’s objectives, alternative strategies for pursuing them proposed(gf
changes to existing programmes, and a summary of programmes \ ©
evaluations.”® Each overview is submitted to the appropriate cabinet policy
committee, which examines and co-ordinates policy proposals and strategies
within its area of jurisdiction. These committees posses no spending
authority and cannot approve new spending proposals.”’

The details of a department’s strategic overview appear- in its
multiyear operational plan. This plan provides information on the
department’s operations: how each programmes and activity contribute to its
objectives, the benefits and costs of each programmes and activity for each

ycar, the methods used to evaluate efficiency and effectiveness of operations

and historical and projected trends of the level of programme’s costs and

™ Adie, n.22,p.284.

™ Strick, n.1, p.57. B
™ Ibid. | 328.378
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benefits. The expenditure plans accompany the department’s main estimate
submissions in October.” -

The estimates are divided into three -parts, each providing
successively more information on government expenditure plans. Part I,
titled ‘The Government Expenditure Plan’, provides an overview of federal
spending. Part Il which gives the main estimates, provides the basis for
parliamentary appropriations. Details of expenditure proposals are arranged
by department and agency in alphabetical order, for each department,
information is presented by programme, activity, objects of expenditure,
person-years, and appropriation vote number. Part III presents the
expenditure plans in considerably more detail than Part II, providing
information on the objectives and results of individual programmes and on
capital projects.”’

The expenditures of each programme are divided into three categories
namely operating expenditure, capital expenditure, and grants and
contributions. Each category for each programme is assigned an
appropriation  vote number, which forms the basis of parliamentary
authority that is, the approval of expenditures and appropriation of funds.

The expenditures in each vote category are further classified by
standard objects of expenditure. These standard objects or inputs, identify
expenditures, in terms of goods and services purchased and include such
things as personnel, materials; equipment. Appropriation voté numbers serve
parliamentary controls. Once the expenditure is authorised and the
appropriation made, funds cannot be transferred from operations under one

vote number to operations under another without the approval of

parliament.®

The Treasury Board secretariat conducts comprehensive

examinations of the departments proposed expenditures, as contained in the

™ Strick. n.1,p.58.
™ Ibid.
* Ibid., p.60.
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operational plans and the main estimates. This review concentrates on
whether programmes and _actl'vities are consistent with previously approved
strategies and policies, whether expenditures for programmes are within
approved resource levels, and whether cost estimates are realistic and reflect
the most efficicnt use of resources. During this review process, the
performance and efficiency of operations within departments are also
examined. If the secretariat judges that estimates are inflated or inadequate
Justification has been provided, it is likely to reduce estimated expenditures.

Following a review of the secretariat’s recommendations, the
Treasury Board submits the approved estimates to the Priorities and
Planning Committee for ratification. The ratified estimates are forwarded to
the departments and agencies, which adjust their operational plans for any
changes made during the review process.

After final approval by the cabinet, the expenditure estimates are
presented io and tabled in parliament some time in the month of February.*!

The main purpose of the estimates is to present to parliament the
spending proposals for the coming fiscal year. With the tabling of main
cstimates in February, parliament begins its examination of the
government’s expenditure budget. Parliament is constitutionally vested with
the ultimate responsibility for the control of public funds. The estimates
include the proposed votes (spending and authorities) that parliament is
being asked to approve through passage of an appropriation act, including
budgetary appropriations (amounts that have an impact on budgetary surplus
or deficit) and non budgetary appropriations (amounts required for the
making of loans, investments and advances). In addition, the estimates
include for the information of parliament, estimated budgetary and non-
budgetary expenditurcs under the authority of various statutes previously

passed by parliament.*?

*' Gene Swimmer, How Ottawa Spends 1996-1997: Life Under the Knife (Ottawa, 1996),p.207.
* Adie, n.22.p.284.
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Under current procedures, parliamentary deliberations on the
estimates do not conclude until the end of June. Parliament is thercfore
asked to vote interim supply at the end of March to make it possible for the
government to finance its operations from the start of the fiscal year on 1
April to the end of June. Interim supply usually comprises three-twelfths of
each vote in the estimates. One-twelfth for each of the first three months-
although it may be more in some specific instances where the expenditure
pattern of a programme requires it

The expenditure estimates are tabled by the president of the Treasury
Board in the House of Commons which referred them to the appropriate
standing committees of the House of Commons and to the Standing
Committee on National Finance of the Senate for detailed consideration. The
committees of the House are required to report to the House of Commons by
31 May of the fiscal year, the Senate committee reports to the Senate at
about the same time.

After the committees of the House of Commons and the Senate have
reported on the estimates, an appropriation act is introduced in the House of
Commons. It is only when this appropriation act is approved by the House of
Commons and the Senate, and subsequently given royal assent and release
of the appropriation through a warrant signed by the governor general, that
all the expenditurcs proposed in the estimates may actually take place.®

When the normal process of parliamentary apprbval of appfopriation
acts based on estimates is unavoidably interrupted, for example, by
dissolution of parliament, the Financial Administration Act provides for
authorisation of expenditures urgently required foi the public good through
the issuance of special governor generals warrants.

It is not possible at the start of a fiscal year to identify all
requirements for funds during the fiscal year. In every fiscal year there are

certain to be unforeseen events which give rise to additional costs.

*' Kernaghan, n.3,p.174.
* Ibid.
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Moreover, there may be circumstances during the course of the fiscal year in
which the government sees fit to alter its expenditure plans as reflecied in
tabled estimates. The authority nccessary to cover these types of adjustments
to cstimates is sought through supplementary estimates.

The fist supplementary estimates are normally presented to
parliament in November, about nine months afler the presentation of the
main estimates, final supplementary estimates are normally tabled in March.
Both are referred to the standing committees of the House of Commons and
the Senate for review. These committees follow much the same procedure as
that followed in the review of main estimates. After the reviews by the
committees are completed' and reported, an appropriation act is introduced.
When the act is approved, the procedures for the release of supply are
similar to those of the main estimates.* '

Following the appropriation of funds by parliament, each department
is required to submit to the Treasury Board a division of each appropriation
into allotments. The release of funds from the Consolidated Revenue Fund
and the consequent spending is made in accordance with this allotment
division. Only on Treasury Board approval may funds be transferred from
one allotment to another, doing so is generally a routine Board operation.
Under no circumstances, however, funds may be transferred between
appropriations without parliamentary approval.

The Minister of Supply and Services is designated as the Receiver
General for Canada, responsible for the Consolidated Revenue Fund and for
releasing funds to departments on request . The  funds are released
following a pre-audit by the deputy minister of each department, certifying
that the amounts requested are in accordance with the appropriations and
allotments authorised.*

The revenue budget is presented as a part of the finance minister’s

budget speech. There is no set format for this speech, but it usually contains

* Adie, n.22,p.284.
* Strick, n.1,p.62.
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most of the following elements: a review of economic conditions and
problems based on information from a White Paper tabled a few days earlier
or at the same time as the budget, a statement of government revenues and
expenditures over the past year and a comparison with the previous budget’s
estimation, an éstimation of government expenditures and revenues for the
upcoming year and the surplus or deficit, notice of any ways and means
motions that is motions to introduce bills to amend various tax acts.?’

Following the presentation of the budgct speech, the House holds a
debate, which is limited to six days. It provides an opportunity for the
members to discuss government policy in financial and economic terms such
as unemployment, economic growth and taxation. After this debate, there is
a vote of confidence concerning the overall budget. Since it is a vote of
confidence, if it does not carry, then the government must by convenﬁon
resign. This is what happened to the Trudeau govérnment in 1974 and to the
Clark government in 1979.**

The budget speech document is frequently accompanied by
supplcmentary budget papers. There are generally a paper explaining budget
proposals in greater detail and a notice of ways and means motion
containing the proposed amendments to existing tax legislation. Major
government policy initiatives may also be presented as papers
accompanying the budget speech.

Traditionally, proposals for tax changes are made only during the
presentation of the budget speech. There have been notable exceptions,
however, with tax changes introduced by the minister of finance, nor in a
budget, but in an cconomic statement to the house. No matter how
introduced, proposed tax changes are presented to the House as tax bills,
which are required to go through the usual three readings before passage.

Tax changes consisting of amendments to existing legislation can, however,

*7 Kernaghan, n.2,p.565.
™ Adie, n. 22, pp. 280, 284.
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be made effective immediately upon the introduction of the resolutions in
parliament during the budget speech if the government so desires.*

Responsibility for the administration of tax legislation that is control
and management of all internal taxes and levies rests with the Department of
National Revenue. The department has two components taxation, customs
and excise each of which is administered as an independent department. All
revenue collected is deposited in the central Consolidated Revenue Fund.”

Traditionally, the budget speech has been prepared under a cloak of
secrecy, and any leaks prior to its presentation were viewed as extremely
serious, leading to demands for the resignation of the finance minister. For
example, minister of finance Marc Lalonde was severely criticized by the
opposition parties in the House of Commons when part of a page of his
April 1983 budget was photographed during a prebudget meeting with the
news media.”!

Budget secrecy is said to cause a numbef of problems. Important
economic and taxation policy changes are drafted without the benefit of
reaction from outside groups. Since the conventions surrounding budget
secrecy are unclcar and the penalties for violations are severe, finance
officials are naturally reluctant to speak frankly in pre-budget consultations.
The delays between the announcement of proposed tax changes and final
parliamentary approval of legislation creates confusion among individual tax
payers about how to arrange their financial affairs. Debates within cabinet
and government in general are restricted by the dominance of the minister of
finance over the process. The furor over the contents of the 1981 budget is
the most notable recent example of the problems involved in drafting
budgets in a vacuum.” J

A variety of proposals have been made to ease the constraints

imposed by budget secrecy. An-expanded round of pre-budget consultations

* Strick, n.1.p.63.
" Ibid..p.64.

1 Ibid.

” Adie, n.22.,p.283.
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is one suggestion. This proposal would be facilitated by the adoption of a
fixed calendar date for budget presentations, likely sometime in January or
February. While a fixed date would entail some loss of flexibility for the
government, it would facilitate a more orderly process of consultation and
preparation of the budget within the Department of Finance. Another
suggestion is to establish either ad hoc advisory committees or a permanent
tax reform commission for the purpose of keeping tax policy options under
review. Another suggestion is that thc minister issue colored discussion
papers to provide notice that particular changes were being considered for
future budgets and to stimulate public discussion a practice which is already
being followed to some extent. Another proposal is to separate technical
changes to the Income Tax Act. from the main budget presentation and
present them as they come up, as a way to avoid the uncertainty caused by
parliamentary delays.”

The final stage of the budgetary cycle is the audit of financial
transactions. Following the collection and disbursement of public funds, the
Auditor General conducts a post-audit of the financial transactions and
reports the findings to the House of Commons. The Auditor General
examine government accounts and report instances of misuse or
mismanagement of public funds, fraud, over expenditure of appropriations,
expenditures not authorised by parliament, and other irregularities, make
observations on the economy and efficiency of departmental operations. and
assess procedures within departments for measuring the effectiveness of
their expenditure programmes. Through this post-audit, the House receives a
full accounting for the manner in which approved budgetary plans are
administered.”

The Auditor General’s annual report is normaily tabled in the House
of Commons simultancously with the public accounts to which it relates.

These two documents are then referred to the Public Accounts Commiittee

" Ibid.
™ Strick, n.1.p.66.
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for review. In examining the accounts, that committee may call the Auditor
General to give evidence and public officials to explain and justify the
operations of their departments and account for inefficiencies or
mismanagement. Public Accbunts Committee was given the authority to
report , not only whether the government spent its funds legally and
efficiently, but also whether departments have established adequate
procedures to measure the effectiveness of their programmes.”

To sum up briefly, the changes overtime have frequently incorporated
new developments in the budgetary process of federal government of
Canada to promotc efficiency in resource allocation and to improve the
financial management of the government. A description is also made of the
preparation of the budget of the federal govemtﬁent of Canada which begins
with the establishment of the long term fiscal plan. Highlight of plans are
tabled in the House of Commons by the minister of finance. On the basis of
the expenditure framework established by the fiscal plan, each department
prepares annually a multi-year operational plans. The plans provide
informations about the departments objectives. These estimates are approved
by the Treasury Board. The ultimate control of the authorisation and
appropriation of the expenditure is vested in the parliament.

The next chapter will discuss the financial structure and the
institutions of Canada like Parliament, Treasury Board, Office of the
Comptroller General, Operating Departments, Department of Supply and
Services, Auditor General, Cabinet Committees etc. It will also explain how
these institutions manages the public debt and maintains the governnient’s

accounting system.

** Adie, n.22, p.286.
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CHAPTER -2

MACHINERY OF FINANCIAL ADMINISTRATION

The preceding chabter has described the different types of budgeting
systems of Canada, and the process of preparation and enactment of budget.
The functions of department-related committees of parliament and other
agencies in the preparation of budget have also been discussed. It explain
that the budgetary process of Canada has undergone major changes over the
year to promote efficiency in resource allocation and to improve operational
performance of the departments. The budgetary procedures differ primarily
in their orientation and emphasis each places on a particular aspect of
financial management system.

The present Chapter explains the basic statutory financial structure of
‘Canada which is governed by the Financial Administration Act of 1966,
which has provided the statutory basis not only for most of the financial
practices followed by departments and agencies but also for the assignment
of responsibilities of committees , and agencies in the financial
administration. It has also established the general rules for handling and
safeguarding of public funds and other assets. The Act also specifies the
rules for thc management of the public debt and sets out the procedures for
maintaining the Canada’s budgetary system. '

In sum, undcr the act the necessary financial administrative
machineries and procedures were established. The machineries and agencies
are involved in the process of cnsuring that funds are spent efficiently and
with appropriate controls by the operating dcpartments. These are also
responsible for éxamining, authorising and approving the government
expenditures and tax changes; for holding the executive to acccunt for the
use of public funds; to report instances of misuse or mismanagement if any
of public funds; over expenditure of appropriations, cxpenditures not

authorised by the parliament and other irregularities; and also to assess the

30



procedures within departments for measuring the effectiveness of their
expendithé programmes.

Since the decision making process in the federal government is
elaborate and complex, it thus makes it almost impossible to adequately
scrutinise the legislative proposals and oversee the financial administrative
actions. In order to make parliamentary surveillance more effective and
meaningful, the legislature needs agencies and committees to go into details
and in-depth study of the governmental financial matters and ensure a fuller
and a more comprehensive examination of the technical and other matters
that result in saving the time of the legislature. Today, no doubt, the central
agencies and cabinet committees have grown in visible ways and have
greatly extended their roles and influence in the budgetary system.

Within the confines of ihe Constitution of Canada, the authbrity of
parliament is supreme in the financial structure of the government and
ultimate control of the public purse also rests with this body.' It is
responsible for examining and approving government expenditures and tax
changes and for holding the executive to account for the use public funds. It
means that no tax shall be imposed and no money shall be spent without the
authority of parliament, and that expenditures shall be made only for the
purposes authorised by the parliament. This is the first step in the financial
administration cycle.>

The principle of parli»amentar‘y control of public money is embodied
in the concept that there shall be a single fund for receiving and recording all
revenues and expenditures. This concept was firmly established in the
British North America Act of 1867 which dirccts that all duties and revenues
shall form one Consolidated Revenue Fund, and the Financial
Administration Act which defines the fund as the aggregate of all public

money that are on deposit at the credit of the Receiver General. All public

' J.C. Strick, Canadian Public Finance (Toronto, 1992) p.52.
“ Robert F. Adie and Paul G. Thomas, Canadian Public Administration: Problematic Perspective
(Toronto, 1997), p.284.
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money shall be paid into the Consolidated Revenue Fund and all payments
made from this fund shall be appropriated by parliament.?

The British North America Act provides that all federal bills that
impose a tax or that appropriate public funds must originate in the House of
Commons, that all requests for appropriations must come from the
government through responsible ministers, and that the government is solely
responsible for such requests ministers and their officials are responsible for
using public money in accordance with the authority granted by parliament.’

The Act also made it clear that parliament alone has control over
taxing and spending. It also established that the government is responsible
for proposing a spending programme before the parliament. Several
principles underpin parliament’s role in the budget process. The first is that
the government or the exccutive can have no revenue which is not
sanctioned by parliament; and the second is that the government can make
no expenditures except those approved by pParliament. In addition to this,
parliament does not grant a permanent right to spend, so that the government
must submit a new budget every year. Thus funds allocated by -parliament
but not spent must lapse. Detailed spénding plans are submitted annually in
the form of spending estimates: The government must also account to
parliament for its management of public money, both revenues and
expenditures.’

The role of parliament in the expenditure budget process is thus
largely restricted to legitimising the government’s spending plans. As an
institution, it does not directly influence one way or another the outcome of
the budget process, and it does not control government spending by
determining expenditure levels either for the government as a whole or for
specific departments or functions. In theory, parliament is central to the

budget process but in practice it is a marginal actors. Spending continues to

* Kenneth Kernaghan, Public Administration in Canada (Toronto, 1985), p.172.

* Strick, n.1, p.60.
* Donald J. Savoie, The Politics of Public Spending in Canada (Toronto, 1990), p.26.
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be looked at as piecemeal and on a short term basis by the House of
Commons. It is well known that parliament db’es not set priorities, it merely
reviews those of the government in full public view.®

Still parliament plays an important role of watch dog and no doubt it
prevents ministers and departments from redirecting funds for purposes
other than thbse for which they were approved through estimates. Parliament
must appropriate funds for a specific purpose before the expenditure occurs.
Its authority to spend is obtained through the passage of appropriation acts,
which are based on the main and supplementary estimates.’

The president of the Treasury Board initiates the process in the late
January or February of each year by tabling the main estimates. The
estimates are tabled simultaneously in the House of Commons and in the
Senate, where they are referred to the Standing Committee on National
Finance. When the estimates become law they are known as the
appropriation act for the year. These estimates list the spending plans of
each department for the coming fiscal year (1 April-31 March) and provide
some information on all federal government programmes.® The estimates
are always tabled and approved in the House of Commons before going to
the Senate. This is a long tradition stemming from the fact that the House of
Common is the elected body of parliament and is therefore, the only body
that is directly responsible to the electorate.’ |

There are now established deadlines for approving the estimates so
that departments know that their spending plans can not be delayed
indefinitely. Since the estimates are not tabled until a rather short time
before the beginning of the fiscal year on 1 April, it is unlikely that
parliament will approve the estimates before the beginning of the fiscal year.
Obviously this creates a rather serious problem because departiments cannot

begin to spend money until parliament has appropriated it. To circumvent

“ Ibid., p.27.

7 Adie, n.2, p.284.

* Savoie, n.S, p.28.

? Kenneth Kernaghan and David Siegel, Public Administration in Canada (Ontorio, 1991), P.612..
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this problem, parliament provides interim supply before the beginning of the
fiscal year."" : -

Interim supply, a special legislative instrument provides for the
opcration of the government for the period 1 April to 30 June by
appropriating a percentage of the total expenditure budget requested. Since
the government cannot shift funds from one programme to another without
parliamentary approval or spend more than was approved by parliament in
the original appropriation act, and since the government cannot possibly
provide resources for all unforseen circumstances, a process is in place by
which the government may seek parliamentary approval for new resources
through out the fiscal year.!" The government can present at various times
throughout the year supplementary estimates. The president of the Treasury
Board usually presents the first such estimates in Novembcer, about nine
months after the presentation of the main estimates. It is through
supplementary estimates that a certain degree of flexibility is maintained in
the expenditure side of the budget."?

After the cstimates have been tabled, they are sent to the relevant
standing committees which evaluate the policies and programmes of all the
departments. These committees carry out a detailed examination of
departmental estimates. For instance the department of agriculture’s
estimates are reviewed by the standing committee of agriculture, those of
external affairs and defence by the standing committee on external affairs
and defence. The chairperson of the committees are always government
members. "

When a depariment’s estimates are reviewed by a particular
commiittee, the minister is called to defend the estimated expenditures. The
process often also involves the officials of his or her department, to explain

or defend the estimates for the department. In addition to considering
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department estimates, standing committees may on occasion examines the
various policy proposals for which the government is seeking legislation.'*

Thus the role of parliament in financial administration is crucial.
Legally, it is parliament that can start the process by appropriating funds.
Still, there have been criticisms of parliament’s role. Some members of
parliament have complained that they have limited time to consider the
lengthy and complex estimates before they are passed. The Royal
Commission on Financial Management and Accountability had echoed this
concern that individual minister’s were overworked in terms of their
committee activities, and it has further pointed out that there is no single
committee that is charged with an overview of the budget and the
economy.'’ |

In the Canadian government’s budgetary process, the cabinet is
responsible for preparing the budget and presenting it to parliament. Much
of this work is performed through a system of cabinet committees, including
the Priorities and Planning Committee, the Expenditure Review Commiittee
and the Treasury Board. The cabinet is also responsible for establishing
priorities among the major economic and social functions of government and
for determining policy in these areas. It collectively establishes priorities in
principle, defines broad objectives, and sets down the basic policies.'®

The Pierre Trudeau government (1968-82) had made the changes to
promote policy coordination between departments and to strengthen the
decision making influence of ministers. To be sure, full cabinet would
continue to bear collective responsibility for all policy, but now ministers
would have an opportunity to study the several hundred issues submitted

annually by their colleagues for decision and to express their points of view.

It was felt that, since cabinet could no longer possibly deal adequately with

" 1bid., p.285.
13 Kernaghan, n.9, p.614.
' Strick, n.1, pp.51-52.
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all or even a majority of the issues, much of this review would now be
delegated to cabinet committees."’ .

Trudeau had introduced the major changes in the late 1960s.
Numerous changes have since been made in the cabinet committee system.
Throughout these changes, the Priorities and Planning Committee has
remained the pre-eminent cabinet committee, so much so that it is often
referred to as the inner cabinet or the executive committee of the
government because it has the responsibility for developing the fiscal plan
and while planning expenditure it determines the overall priorities among
government functions or policy sectors. These priorities then serve as the
basis for weighing new policy proposals. '* The prime minister chairs this
‘committee and membership includes the minister of ﬁnaﬁce, the president of
the Treasury Board, the chairpersons of other cabinet committees and a
handful of senior ministers."”

It is the only cabinet committee, other than on security and
intelligence, which only members can attend. Non-members can attend only
if they have a special invitation from prime minister; Though there have
been some attempts to adopt the some policy in some other cabinet
committees of late for example in Treasury Board, where_any minister can
attend any committee meeting whether he or she is a member of that
committee or not. Like cabinet, this committee permits a freer, more wide
ranging discussion and an eye for emerging issues. 2 This committee has
the important function of determining the government’s overall agenda and
major policies. It develops broad policy objectives and assigns priority
" rankings to these objectives. It also determines the resources to be directed
towards éach programme. All the cabinet committees, with the exception of

Treasury Board, report to the Priorities and Planing Committee.'

"7 Savoie, n.5, pp.37-38.
" 1bid., p.38.
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This committee is responsible for setting the overall directions for
government policies. It establishes the fiscal plan'and politically manages
major issues for the government.”? Like cabinet it acts as a court of last
resort for ministers wishing to amend a cabinet committee decision. Thus it
acts as a super coordinating committee of cabinet.”

A relatively new committee, established in early 1989, is the
Expenditure Review Committees. It reviews all government expenditure to
ensure that they are directed to the priorities established by the Priorities
and Planning Committee and are kept within the limits sets. The committee
consists of eight members, including the minister of finance and the
president of the Treasury Board and is chaired by the prime minister™

The committee was established during a period of continued high
government budgetary deficits and mandated to exercise expenditure control
to contribute to deficit reduction. Ministers are required to appear before the
committee to justify the expenditure requests of their departments and it can
decree that programmes and departmental personnel positions be reduced or
eliminated. ‘The committee is staffed largely from the Department of
Finance. Previously, the scrutiny of new expenditure proposal’s was
conducted by the Treasury Board. The establishment of this committee
relieved the Board of this function to some degree.?

All issues directed to Priorities and Planning Committee are first
screened by the Operations Committee. The objective is to ensure that no
new policy or expenditure proposal is submitted to Priorities and Planning
Committee unless it has first been examined and approved by the
Expenditure Review Committee. Thus, control is at the top with the prime
minister, as chairperson of Priorities and Planning Committee and of the
Expenditure Review Committee and the deputy prime minister as the

chairperson of the Operations Committee. The effectiveness of this system
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in controlling expenditures, depends on political will and remains subject to
the particular whims of the prime minister and a select group of cabinet
ministers.*®

Prime minister Brian Mulroney (1984-93) introduced yet another
coordinating committee of cabinet called Operations Committec. The
commiittee is not in a strict sense a decision making body; it merely reviews
issues and prepares proposals for the full cabinet.’ It reviews the
government’s weekly agenda to ensure co-ordination in responding to issues
and developing new policies. It is basically an executive management
committee that examines issues and policy questions, steers them to the
Priorities and Planning Committee, and coordinates ‘the various cabinet
policy committees. In essence, it guards the access to the Priorities and
Planning Committee chaired by the deputy prime minister on behalf of the
prime minister, it is composed of the minister of finance, the president of the
Treasury Board, and seven other senior cabinet mini_sters.28

Two other departments involved in the budgetary process are Supply
and Services and National Revenue of Canada. As the Receiver General for
Canada, in charge of Consolidated Revenue fund, the minister of Supply and
Service is the custodian of public fund. The Department of Supply and
Services which is responsible for many common services provided to all
departments and agencies, such as purchasing and central accounting. This
committee is the central accounting agency of the government of Canada.
This means that the Receiver General for Canada, which is another title that
this deapartment holds, is responsible for the receipt and disbursement of all
public funds and for accounting for those funds in the Consolidated Revenue
Fund. The Consolidated Revenue Fund is the one large cash for some

. 29
specific purposes.
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Department of Supply and Services receives cheque requisition from
operating departments and agencies that the department will not be
overspending its appropriation, but it undertakes no other reviews beyond
that, because it assumes that the department has conducted a proper pre-
audit. It also handles all receipts and deposits of public funds and acts as a
central accounting agency and it shares with the Office of the Comptroller
‘General responsibility for the establishment of the government accounting
system.’® It prepares the government’s year-end financial statements
referred to as the Public Accounts. These statements contain the
government’s balance sheet, which lists assets owned and liabilities owed
the statement of revenue and expenditure, and certain other financial
statements. Department of Supply and Services is responsible for preparing
the governments financial statement but these statements must bear the
scrutiny of an audit by an independent agency.3 '

Administration and interpretation of tax legislation is the
responsibility of National Revenue of Canada, which also collects all tax
proceeds for the government and deposits them in the Office of the
Auditor.>?

The departments are involved in actually operating most large
government programmes, and so this is where the bulk of government
expenditure takes place. These departments are clearly in the front line, in
terms of making expenditure decisions, but the roles of the Treasury Board
and the Oftice of Comptroller General make it clear that the authority of a
department to act unilaterally is somewhat limited.*

Departments are required to establish appropriate pre-audit
procedures to cnsure that appropriate conditions have been met before
payment is approved. These procedures must ensure that the expenditure

has been authorised by parliament, that adequate funds still remain in the

* Kernaghan, n. 9, p.619.
' Ibid.
2 Strick, n. 1, p.34.

" Kernaghan, n.9, p.618.
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appropriation, that appropriate goods or services have been received, and
that these were in line with the contract. It establishes procedures to ensure
that the person receiving the payment is entitled to it. These procedures are
called a pre-audit because they are required, by Treasury Board-
Comptroller General guidelines, to occur before any public funds are paid
out. These same guidelines specify similar rules for the protection of
revenue received and the safeguarding of non-cash assets such as
inventories. It also establishes an internal audit group with free access to the
deputy minister. The purpose of this is to provide the deputy with objective
information about the adequacy and effectiveness of the management
framework that each department has established for the achievement of its
operational and program objectives, the reliability and integrity of the
information, the economical and efficient use and safeguarding of resources,
and compliance with policies and rcgulation.3 !

The Office of the Comptroller General is particularly interested in
ensuring that all departments have an adequate internal audit function in
place.”® Departments receive a budgetary allocation and approve the
payment of funds to be charged to that ailocation, but they do not actually
issue cheques. This is done by the Department of Supp.ly and Services.*®

The process of obtaining parliamentary approval requires that the
government explain in public before the House of Commons their intended
expenditure plans. It also allows committees the opportunity to evaluate the
efficiency and effectiveness of departmental programmes and operations.
Thus, the process of granting supply as it is called is the foundation for the
wider process of the accountability of ministers both collectively and
individually for their performance in oftice. Many observers feel, however,

that the deficiencies of the existing process of parliamentary scrutiny of

" bid.
** Kernaghan, n.3, p.191.
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public expenditure mean that governments are not required to render a full
and adequate accounting of their achievements and failures in office.”

Since 1968, the detail examination of the estimates has ben done by
the standing committecs of the House of Commons. The main estimates are
referred to the committees by |1 march and must be reported back to the
House by 31 May. The ministers of departments appear before the
appropriate committees to explain and defend their expenditure plans.
Usually, they are accompanied by a team of departmental officials and after
an initial appearance by the minister, the officials will often be left to
handle questions on their own about the administrative aspects of
departmental operations.*®

Shifting the estimates into the committees saves the time of the House
for other governiment business. Furthermore, members of pérliament have
been given a greater chance to specialise through service on the committees
of greatest interest to them, to discuss with the responsible minister
departmental goals, and to receive an education about departmental
operations from scnior officials. More time is given to the actual
examination of the estimates than was possible under the old supply
procedurc.®® The requirement that all estimates be approved by certain
dates means that it is no longer possible for opposition parties to delay
supply indefinitely. Since ministers wait only to obtain their funds.*’

The minister of finance and the department of finance also plays an
indispensable role in the budgetary process. The minister is an active
participant in the cabinet committee system and is responsible for presenting
the government’s budget to the House of Commons. The department of
finance provides information and advice on economic affairs and on the

financial implications of alternative policies, forecasts economic conditions

and anticipated revenues and is responsible for determining tax policy and

Adie, n.2, p.284.
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tax changes and the effect of these changes on revenues and on economic
activity.!

This department has spending programmes and is ultimately
responsible for the government’s tax expenditure account. Finance has direct
responsibility for a number of federal provincial fiscal arrangements and
provides funds in its annual expenditure budget which are paid to the
provinces.

It shares some of the concerns of the Treasury Board, but its chief
preoccupation_'is- with taxation policy and the impact of government activity
on the economy. It is granted a near monopoly over budget formulation for
several reasons. Such dominance is necessary to balance the power of other
cabinet ministers who arc mainly interested in spending and to reduce the
overall spending of the departments and therefore the prime minister usually
supports the minister of finances®

Another reason for the power of the minister finance is the heavy
workload and the political unpopularity associated with the job. And perhaps
the most important reason for the minister’s power is the deeply entrenched
tradition of budget secrecy. Parliamentary tradition has made it that the
minister of finance should resign if any of the contents of the budget speech
be revealed before it is presented to the House of Commons. The tradition is
based on the systecm that no one should gain financially by having prior
access to budget information. All ministers take on oath of office requiring
them not to leak cabinet secrets, until the final days of the presentation of
budget.**

Thus the department of finance supports the Policy And Expenditure
Management System through focussing on the prospects for the economy
such as the fiscal framework, tax expenditures and fiscal policy and federal

. . . . 4
provincial issues relating to major programmes. > Its large number of staff
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were cngaged in collecting revenue. This function was however taken over
by the new Department of Reveaue, and Supply and Services in 1978. There
are also the visual pre-audit and accounts payable functions and debt
management functions dcaling with bond issues and redemption, sinking
funds and money market operations.**

Thus the minister of finance is traditionally one of the government’s
most senior and trusted ministers. He is the government’s leading
spokesman on economic policy. He takes the lead in rebutting the opposition
on economic issues in the daily question period in the House.

The minister of finance always sits on the most important cabinet
committees. His position on the Priorities and Planning Committee is
ofcourse, assured, and he traditionally plays a leading role in its
deliberations. He also usually sits to thc immcdiate right of the prime
ministers in cabinct and he is expected to speak on most issues. Although the
finance minister is always appointed as vice-chairman of the Treasury Board
but he never attends its meetings and also enjoys considerable status in
government. His position commands a higher classification than comparable
position in other dcpartments and the significance of this can hardly be over
emphasised in such hicrarchical organisation as the federal government. The
deputy minister of finance is a member of the Powerful Committee of Co-
ordinating Deputy Ministers (CCDM).

Since the 1960s, the Finance has lost some of its prestige and
influence and that it no longer dominates economic policy to the extent it
once did. This is because the introduction of Planning and Programming
Budgeting System and later Policy and Expenditure Management System,
the establishment of the Treasury Board secretariat as a separate agency and
the cabinet committee structurc which have all diffused the making of
economic policy. Until the mid-sixties, few voices inside government

offered alternative views on economic policy to those of the department of

*“ Allan Blackeney and Sandford Boris, Political Management in Canada (Torento, 1992), p.110.
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finance. Trudeéu sought to introduce a more collegial and rational approach
by making more extensive usc of cabinet committees by expanding the
mandate of the Privy Council and of his own office, and by establishing a
host of new economic depari_menls. When it was told that this changing
would upset the minister of finance and his officials, Trudeau is reported to
have responded that finance had to be upset. Otherwise the minister would
bé as powerful as the prime minister. Today, the ancient power of the
finance fiefdom is no longer there; now departments and agencies whose
mandate affects the economy have their own expertise and are quite
prepared through their ministers to tender advice on economic policy to the
. prime minister and the ministry. The present départment of finance is thus
different from the one that operated from Confederation to the early 1970s."

The minister and the department of finance kinow fully well that their
work is seldom popular. They also know that they must always keep an eye
on taxation because they alone get the credit for reducing taxes; they also get
most of the blame for any increase in taxation. Spending ministers, only get
credit for increases in spending. The threat of possible tax increases or a big
jump in the deficit remain the most potent instruments, the minister of
finance has in holding back new spending. Thus they pride themselves on
having the largest department of economics and the best pool of economic
intelligence in the country.®®

One committee which has the responsibility for conducting a
retrospective examination of government spending is the Public Accounts
Committee (PAC). It is charged with scrutinising all aspects of public
expenditurc. The committee is supported by an Auditor General who is
responsible for providing auditing leadership and coordination of the audit

functions across all aspect of public expenditure.*’
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Public Accounts Committec is a committee of the House of
Commons charged with the responsibility for reviewing the Auditor
General’s annual report. In most ways, it functions just as any other
parliamentary committee with the exception that by tradition, the
chairperson of the committce is a member of the opposition.5 ® The
Committee is composed of a majority of members from the government
party, but this docs not make the chairperson powerless. The chairperson
establishes the agendas and provides leadership to the committee. The
presence of opposition members as chairperson ensures that important topics
will be on the agenda and will be discussed in the presence of interested
members of parliament and media.”’

The Committee reviews the Auditor General’s annual report on a
section by section basis. Usually, it considers the comprehensive audits of
each programmc scparately relevant ministers or senior public servants are
invited to appear before the committece to.comment on the findings of the
Auditor General, and possibly explain what steps have been taken to solve
the problems. Throughout the process, the members of the PAC are advised
by staff of the Auditor General’s office.”

The work of the Public Accounts Committee is intrinsically linked
with the work of the Comptrollcr and Auditor General. The Comptroller and
Auditor General is an independent officer of the state and therefore subject
to the control of the executive. He is responsible for providing independent
assurance, information and advice to the state on the proper accounting for
regularity and propriety of expenditure, revenue and assets and the economy,
efficiency and effectiveness with which States bodies use their resources.>

It is difficult to assess the significance of the role of parliament in this

process, since it does not typically alter the estimates as presented by the
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government. However, it is likcly that the government would want to move
to correct problems as identificd by the Auditor General and the Public
Accounts Committee before having to take strong criticism in the House
and the mecdia. In this scnse, the benefits of these organisations are
sometimes more real than apparcm.j“

Another most important committee responsible for detailed review
and analysis of departmental expenditures is the Treasury Board which is a
cabinet committce of the Qucen’s Privy Council of Canada. It was
established in 1867 and given statutory powers in 1869.>° The Treasury
Board manages the government’s financial, personnel, and administrative
responsibilities. Considered as the general manager énd employer of the
public service, it sets policy vin these areas, examines and approves the
proposcd spending plans of government departments and rcvicws the
development of approved programmes.

The formal role of the president is to chair the Treasury Board. He
carrics out his responsibility for the management of the government by
translating  the policies and programmes approved by cabinet into
opcrational recality and by providing departments with the resources and the
administrative environment they need to do their work. The Treasury Board
has an administrative arm, the sccretariat, which was part of the department
of finance until it was proclaimed a department in 1966.%¢

As the administrative arm of the Treasury Board, the sccretariat has a
dual mandate such as to support the Treasury Board as a committee of
ministers, and to fullill the statutory responsibilities of a central government
agency. The sccretariat recommends and provides advice to the Treasury
Board on policies, directives, regulations, and programmes expenditure
proposals with respect .to the management of the government’s financial,

human, and matcrial resources. Under the broad authority of sections 5 to
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I3 of the Financial Administration Act, the secretariat supports the Treasury
Board in its roles as the general manager and employer of the public
service. The main arcas of activity in the central administration of the public
service cover the following:

(i) Expenditure management such as providing leadership, direction
and advice to departments and agencies on expenditure management,
regulatory affairs, and property and material management through the
development  of appropriate policies to support efficient and cffective
programme delivery.”’

(ii) Personnel management such as developing, communicating and
cvaluating human resources, official languages and employment equity
policies and instruments that help departments manage human resources
and that promotc effective employer-employee relations in the public
service.™ |

The secretariat reports annually to parliament on the status of material -
management in the federal government. In particular such reports should
include references to the status of accountability relationships, costs
associated with holding material, details regarding initiatives to reduce these
costs, and explicit statements of the amounts saved as a consequence. Such
reports should also draw parliament’s attention to those departments that
have made real progress and those departments where progress has fallen
short of expectations.>

An integral step in parliament’s control of government spending is
the independent examination of the government’s accounts by the Auditor
General of Canada, who is an officer of parliament. The legislative
responsibilitics of the Auditor General include the expression of opinions on
financial statements and annual reporting in cases where in the opinion of

the Auditor General there has been insufficient accounting for or control of

public resources, or where money has not been expended for purposes
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intended. In addition, the Auditor General has authority to report cases
where moncy has been expended  without  due regard for economy and
cfficicncy and where in his opinion procedures established to mcasure and
report effectiveness are unsatisfactory.®’ _

An external auditor is appointed by the Treasury Board to audit the
office of the Auditor General cvery year. The auditor submits its report to
the Treasury Board, which is then presented to the House of Commons. !

The Auditor General reports periodically to parliament. The Office of
the Auditor Gencral does not have any role on the disposal or the action
taken on the audit findings. This officec does not present an interim report
before rendering an annual report on the examination of the closing of
accounts of the federal, provincial and local governments. Once the report is
tabled in parliament, it can be released to the public and the media. Certain
audits of crown corporations may not be released by the office. In case of
financial statements audit, this office does not have the powers to ainend
accounts. The office also does not have advisory role.*

To sum up briefly, the federal budgetary process of Canada involves
the important functions and responsibilitics of machineries, committees and
the departments like Parliament. Treasury Board, Auditor General etc. in the'
preparation of the budget. It begins with the preparation of detailed
expenditure estimates by the departments. These estimates are reviewed and
approved by the Expenditure Review Committee and the Treasury Board.
The authority of parliament is supreme in the ﬁna‘ncial structure of the
governmirnt. It is responsible for examining and approving governments
expenditure and tax changes. The minister of finance also palys an important
role in the determination of revenues and tax proposals. Finally an
independent audit is done by the Auditor General.

The next chapter discusses the functions and role of the Treasury

Board. It explains as to how the Board is relevant, after the establishment of
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thc Office of the Comptroller General and the Expenditure Review
Committce. The Treasury Board shares some of its powers with these
agencies but still it plays an important role in the expenditure budget
process; in the management of administration by making personnel policies.

It also works as the government representative in the bargaining process.
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CHAPTER -3

FUNCTIONS AND ROLE OF THE TREASURY BOARD

The Preceding two chapters have discussed the budgetary procedure, the
process of preparation and enactment of budget in Canada. A description was
also made of the financial structure which involves the machineries, agencies
and the departments like the parliament, Treasury Board, Auditor General,
Public Accounts Committee, Priorities and Planning Committee etc. in
financial administration. The present chapter explains the functions and role of
Treasury Board as a cabinet committee on expenditure budget and in the
administrative management. The Treasury Board is the oldest committee of
cabinet. It was established on 2 July 1867 and was made a statutory committee
in 1869. Unlike most other cabinet committees, its responsibilities are
specified in legislation under the Financial Administration Act of 1951, as
amended in 1966. These include acting for the government on matters relating
to general administrative policy, financial management, personnel
management, and such other matters as may be referred to it by the Governor-
in-Council. Treasury Board is also the only cabinet committee that does not
rely on the Privy Council Office for secretariat support. It is served by two
secretariats, such as those of the Treasury Board and the Office df the
Comptroller General. This chapter is divided into three parts. The first part
deals with the role of Treasury Board in the expenditure budget. The second
part deals with the role of Treasury Board in maintaining prudence and probity
in the administration. The third part deals with the Treasury Board in the
management of human resources.

The Treasury Board is a statutory committee of the Privy Council,
composed of the president of the Treasury Board, the minister of finance and
four other cabinet ministers.'! It monitors and regulates the affairs of
departments and agencies. Treasury Board secretariat produces the expenditure

budget and advices on resource allocation for programmes. It responds to the

: http://www tbs-sct/gc.ca/common/us_nous_e.asp#TB
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assessment of the Auditor General on how well policies and programmes are
administered. It also sees hundreds of administrative policies, acts as a
cmployer of public servants on behalf of government on management-labour
matters and other human resource issues.” More specially, it is responsible for
detailed review and analysis of departmental expenditure estimates prior to
their submission to the parliament. The Board also assists the Priorities and
Planning Committce and the Expenditure Review Committec by providing
information on the resource implications of policy and programme proposals.3

Before considering the gﬁardian role played by the Treasury Board, it
is important to distinguish the roles played by the Treasury Board itself, its
president, and its secretariat. ‘The Treasury Board consists of its president, who
chairs Board mectings, the Minister of Finance, and four other cabinet
ministers. The Board decides on submissions put forward by ministers. The
president directs the work of the secretariat and the Office of the Comptroller
General  both of which arc headed by deputy ministers. They also develop
policies and programmcs. The secretariat is responsible for advising the
president and the Board on policies, directives, regulations and programme
expenditures in respect of the government’s financial, human and material
resources. The Oftice of Comptroller General develops policies fot financial
and management accounting and since its other works are programme
cvaluation and internal audit.’

'i’his broad range of responsibilities often leads officials and observers to
invoke the images of the Treasury Board as the manager of the federal public
scrvice and an important information node within the government. Since the
Treasury Board has initiated or implemented a varicty of public service
reforms, it has also been viewed as an important agent for change.” While
Treasury Board had general responsibility for financial management along with

many- other things, there was no one individual who could be called as the chief
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financial officer of the government of Canada. This meant that there was no
focal point for cnsuring high quality financial management in the government
of Canada. Under the terms of the Financial Administration Act of 1951, this
was the responsibility of the Treasury Board. James J. Macdonell, the Auditor
Genceral observed in 1973 that the problem was that the Board had so many
other responsibilitics, there was no guarantee that financial management would
have the status within the Board. Therefore, beginning with the 1976 report,
MacDonnell began urging the creation of an Office of the Comptroller General.
It was finally established in 1978.° The relationship between the Office of the
Comptroller General and the Treasury Board has always been convoluted one
because the Office of Comptroller General has taken over certain
responsibilities that were previously carried out by Board. The Comptroller
General has the rank of deputy head, the same rank_held by the secretary of the
Treasury Board. He reports to the president of the Treasury Board. The creation
of the Cabinet Expcndilurc» Review Committee has \also now relieved the
Treasury Board of the basic function of reviewing and approving new
expenditure proposals.’

Treasury Board secretariat officials felt that many of the Comptroller
General’s responsibilities overlapped with their own. Specially, the functions
like reform of the estimates; recommendations as to how capital budgets might
be changed to improve expenditure control and financial reporting; reporting to
the president of the Treasury Board on the adequacy of departmental systemé;
working with the Public Service Commission and the Treasury Board
sccretariat to recruit, train and deploy financial officers; reporting to the
president of the Treasury Board on significant variances between financial and
operational plans and projected actual results. All these functions were earlier

performed by the Treasury Board. Besides these, the Comptroller General’s
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staff were drawn from the financial administration and efficicncy evaluation
branches of the Trcasury Board sccretariat.®

The sccond problem is that the Treasury Board and its officials have lost
their ability to control the affairs of department and to exert influence on the
dircction of the public service as a whole because the Board no longer manages
sizable operating reserve, nor controls person-year allocation. Thus the final
image is that the Treasury Board is in decline and the secrctariat no longer
holds much sway over departments or government polic‘y. Such assessment
implicitly presume the ascendancy of the other central agencies like
Department of Finance and Office of Comptroller General.’ Treasury Board
secretariat also had the lead role in designing and implementing the new
Expenditure Management System.  But the decisions regarding fiscal
framework, tax policy. federal-provincial arrangements and statutory
programmes remain firmly the domain of the minister of finance.'’

In response to these pronouncements of its demise, the Board has
attempted to consolidate the changes it has alrcady made: and to accelerate
further changes that will allow it to provide more integrated management. A
trade-off is being made the decrease in its control over individual transactions
is to be offset by its greater capacity to help the governments to achieve
broader policy objectives. The command-and-control orientation of the past is
giving way gradually to an institutional design that is more ﬂeﬁible,
consultative, and transparent. This iniplies a greater not lesser influence over
the management of tf.g.ovcrnmenl.fI The 1979 report of the Royal Commission
on Financial Management and Accountability, the Lambert Commission,
rccommended that the Treasury Board be reconstituted as a ‘Board of
Management’ that would assume new responsibilities for oversecing the

management of government in all its aspects. Later Prime Minister Jean
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Chretrien, in conjunction with the 1997 Throne Speech, announced that the
Trcasu’r‘y Board has been reoriecnted to play an enhanced role as the
government’s management board. The Prime Minister’s announcement
justified a process that was alrcady evolving. The Treasury Board is engaged in
four key responsibilitics in support of the new approach. These are as budget
office, as general manager and employer. Its traditional role, as interlocutor to
parliament, and as participants in cabinet decision-making. The responsibilities
arc not new. The difference is that by choosing to sce them as mutually
reinforcing parts of whole government perspective, the secretariat has had to
rethink how it pursues cach one.'? The next step for the secretariat was to help
define modern public management by developing functional frameworks in its
arcas of responsibility, running the gamut from human resources to
procurement and assct management. The detailed monitoring of the past would
be replaced by advice and guidance so that the secretariat could also function
as a management center of excellence. Leadership would flow from the
secretariat to departments and agencies, to ensure the strategic allocation of
resources across government. And the secretariat would provide departments
with a single-window scrvice by becoming more integrated itself."

These broad responsibilities have naturally resulted in changes in the
composition of the ‘Treasury Board itsclf. Historically. The Board has
consisted of the president, who chairs Board meetings, and other more junior
cabinet ministers, with the Minister of Finance sitting as an ex-officio vice-
chairman. In rccent ycars however there has been an important change in the
Board’s composition. The Board now includes as active participants the
Deputy Prime Minister, the chairs of the Social Union and Economic Union
Cabinet Committees, and other senior ministers. Whereas the old Board of a

decade ago had a senior minister with a quorum consisting of more junior
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ministers, who could use their tenurces to Icarn the system, the new .Board has

the senior ministerial weight to ensure that a byoader perspective is taken. '

Managing the Expenditure Budget

The Treasury Board’s current role in the expenditure budget extends
both to the allocation of new moncy that is funds from the policy reserves or
the administration of ongoing programmes. The Board is also responsible for
cnsuring that the programmes are appropriate to the policy objectives and that
the resource levels are right. In addition, it retains the only legal authority to
approve departmental  resource requirements and programme management
aspects of policy committee decisions."

The allocation function is the focus of the Treasury Board and places it
in a position in which it can wield considerable influence on the activities of
government. As the traditional expenditure reviewer, it is influential budget
control agency in the government. It assists the Priorities and Planning
Committee and the Expenditure Review Committee in their policy and
cxpenditure reviews by providing cost analyses of programmes and programme
changes by identifying the expenditure implications of programme changes.
The Treasury Board sccretariat conducts a comprchensive examination of the
department’s  detail expenditure estimates. ‘This rcview concentrates that
whether expenditures for programmes are within approved rzsource levels. It
also examines whether cost estimates are realistic and reflect the most efficient
use of resources. If the sccretariat judges that estimates are inadequate, it ios
likely to reduce the estimated expenditure.'®

The secretariat’s programme branch also reports to cabinet from time to
timc on the government’s cxpenditure plans, including the resource
implications of all cabinct decisions and the status of commitments on a multi-
year basis. The branch also conducts multi-year forccasts of spending

requircments and reports to Priorities and Planning Committee. It cooperates
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with the Dcepartment of Finance in preparing the government’s fiscal plan by
providing the multi-ycar cxpcnditufc component. The Treasury Board
president, along with the minister of finance is an ex-offico member of all
policy committees ol cabinct. The programme branch briefs the president on
any or all spending proposals coming before cabinet committees or cabinet. All
of these are analysed with respect to resource requirements, programme design,
planning. implementation and evaluation. A programme branch representative
attends policy committees of cabinet where her or she acts as a technical
adviser on questions of person-years and cost.'” The secretariat initiates  this
process with a call letter to the departments, which lays out the information
rcquired for the Multi-year Operational Plans. They are asked to about their
spending plans and programme changes resulting from the budget speech. The
sccretariat then reviews departmental’s Multi-ycar Operational Plans. Like the
departments themselves. the sccretariat begins with the reference level
approved a ycar carlicr. It then incorporates cabinet and Treasury Board
approvals since the last main cstimates review. It allows for cost adjustments
lor salarics, and revises forccasts for statutory programme costs as a result of
demographic, economic changes, essential workload and technical adjustments.
After the Review. the secretariat submits a report to the president and
subsequently to the Board itsclf. The report highlights issues that secretariat
officials report should be brought to the attention of ministers for resolution.
These issues vary greatly. The new resources are also requested as a result of
significant work load adjustments. Recommendations are also made to the
president and the Board regarding the identifiecd issues. Aficer the Board has
dcalt with them, the president secks cabinet approval to prepare the main
estimates to present to Parliament. '

Prior to 1979, the most important rolc of the Treasury Board was to act
as the expenditure allocation committee of cabinet. In fact, it was the only

group of ministers who were assigned the task of searching for ways to save
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money. The other functional committees of cabinet were principally . interested
in launching new initiatives and were not forced to identify potential areas for
reduction. Departments during the earlier Trudeau government (1968-1982)
recogniscd that their spending plans would receive an casier passage if
approved first by the Privy Council Office, the appropriate subject-matter
committce ol cabinet and then by full cabinet, before submission to the
Treasury Board for financial commentary. Changes became almost impossible
at that later stage. After 1976 this loophole was closed by the requircment that
Treasury Board approval be sought first, but policy and expenditure planning
still took place in two separate cabinet committees. Policy and Expenditure
Management System sought to ensure that policy decisions would be made and
expenditure limits would be set at the same time in the same cabinet
committees. As of 1979 the Treasury Board {ost the role of allocating funds to
different departments and programmes and was lcfl with the task of overseeing
the cfficient expenditure of available funds and providing assessments of the
costling of ncw departmental proposals. In practice, this detailed work is done

~ 'Y . q
by the programme branch of the Treasury Board secretariat.

Managing Prudence and Probity

A perusal of ihese activities indicates that the main role of Treasury
Board is also to ensure prudence and probity in government by ensuring
uniformity in administration between operating departments. In a small
organisation, this kind of function would not be necessary, but this sort of role
is frequently found in large organisations. It is nccessary to have some
organisation to ensure that all the diverse and deccentralised units of the
organisation arc conducting their administrative activities in an appropriate and
reasonably uniform manner.® Since the 1970s, in particular, therc has been
strong concern and anxiety among the general public about the integrity and

administrative cfficiency of government procurement, including its contracting
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practices. In June 1970, the House of Commons held a special debate on the
government’s failure to protect the public treasury in refitting the aircraft
Bonaventure. The op‘cning motion included accusations of waste, extravagance,
and other abuses in the spending of government money. During the debate,
opposition members from all partics hurled accusations at the government and
concluded with pleas to introduce administrative integrity.”’

In responsc to the Glassco Commission’s Report of 1970s the then
Treasury Board president unveiled new measures to improve efficiency in
" government. One of the most important of this was the establishment of a
special administrative policy branch in the Treasury Board sccretariat. The
branch was designed to draw up administrative norms for departments,
covering ficlds like accommodation, construction contracts, travel, material
acquisitions, and an accounting system for these expenditures. Treasury Board
made it clear to all departments that the work of the branch would be directed
towards ensuring qualities of probity and prudence in government. The new
branch quickly identified two types of administrative activities such as those
dealing with the quantity and quality of goods and scrvices such as
accommodation, furnishings and those dealing with acquiring them contract
regulations. The branch uscs three instruments: legislation such as the Financial
Administration Act or Access to Information Act, regulations such as
mandatory instructions approved by the Governor in Council and directives
such as mandatory instructions approved by the Treasury Board that are
normally to be followed.”

There are now some sixty-six active policies, virtually all of which are
built on the principle that transactions beyond the prescribed threshold
conducted by individual ministers may only be concluded with the approval of
the Treasury Board. The mechanism through which departments seeks the

authority is typically a submission to the Treasury Board.”?
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These regulations sometimes specify in great detail rules for everything
from the steps that must be followed before a government cheque can be
issucd, to the size of offices for officials of various ranks. In some cases, a
department can obtain an exemption from following certain regulations if it is
able to make a satisfactory argument to Trcasury Board that special
circumstances require this exemption. The staff of the Auditor General’s Office
is familiar with thc Treasury Board regulations and uses them in the
performance of audits.” The status of Treasury Board as a central control
agency gives it a key role in the system of financial administration. However, it
is precisely this status that frequently lcads it into conflict with operating
departments and raises questions about accountability. Operating departments
usually feel a great deal of pressure to organise programmes so that significant
results are produced quickly, officials in these departments somctimes see
uniform, cross-departmental regulations as obstacles to smooth and efficient
scrvice delivery. Treasury Board is not unsympathetic to this problem, but
officials in the Treasury Board secretariat are mindful that regulations are
cstablished to serve particular purposes and should not be circumvented lightly.
The operating department might sce that these are ways of saving time and

. . 25
money by cutting ccrtain concerns.™

Managing Human Resources

The federal public scrvice is by far the largest institution, public or
private, in Caﬁada. it employs over 238.000 pcople for whom the Treasury -
Board represents the employer. This responsibility together with a host of other
changes in personnel management, including collective bargaining was
introduced in 1967. Nearly fifty per cent of the Treasury Board sccretariat’s
staft currently works on human resource management. The Treasury Board is
now responsible for the development of personnel policics, the classification of

positions, the application of the Official Languages Act, the coordination of the
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government’s  human resource planning process and for conducting
negotiations and consultations with the unions.® While the employer role of
the Board is of primary interest to personncl administrators, its importance for
financial management is also obvious. For example, an increase in the cost of
manpower will increase the government costs, and other provisions in the
collcctive agreements can cffect the cfficiency of operations.”’

The sceretariat’s staff relations branch represents the employer in all
ncgotiations with the unions and attempts to strike the best possible deal for the
government. It is a specialised function, and traditionally few officials from
outside get involved in the branch’s work. Officials in the branch prefer it that
way. They report that their ability to negotiate the best possible deal can be
compromised when somconc from outside is drawn into the ncgoliations.28

It is well known that labour leaders try to lobby ministers, particularly
the Treasury Board president. in the hope of gelting concessions. Some
ministers complctely stay out of the process, either as a matter of principle or
“because they are too busy clsewhere. But other ministers tend to get involved
and mect with labour lecaders privately. There have been times, for example
when minister had agrced (o a demand. One thing is certain, whenever
ministers get involved directly in the process, there is a cost to tax payers
because they rarely cver win anything from the unions they always give in.%

From the federal government’s perspective, the round of negotiations
had two principal themes: these are total compensation; standardisation and
simplification. The goal is to achieve collective bargaining in the total
compensation envelope that is to make it reflect the total cost of employment.
The initial problem was that the big components, such as pensions, which had
their own status, were dealt with in a separate process. Other major components

of cost such as employment security, major insurances were also not on the
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table. In the absence of these levers, it was initially difficult for Treasury Board
negotiators to make trade-offs in the compensation envelope.®

There is also a qualitative change to the sccretariat’s approach to
collective bargaining in terms of its rclationship both to ministers and to
unions. In the past. every part of the negotiations had to be pre-approved by
ministers, which amounted to ministers concerning themselves with veryb
detailed mandates. cach stage of the process amounted to a technical, clause-
by-clausc review. This time, secrctariat negotiators went to ministers first to
get approval for an overall strategy, which then permitted them to have
considerable latitude in their subsequent ncgotiations with the unions. This
mcant that government ncgbliators could make trade-offs within the envelope-
sctting at a higher level with some unions and at a lower level with others. In
addition, government ncgotiators found themsclves engaging in traditional
bilateral ncgotiations while at the same time bargaining at the multi-party level
of the National Joint Council a committee comprised of government and union
negotiators. The unions for their part were angry that binding arbitration had
been.suspended for three years. Nonetheless, there were some brighter aspects
to the negotiations that, in the past, had at times been quite confrontational. For
cxample, in this round for the first time government and union negotiators
participated together in training on interest-based bargaining.”'

In the event of an impasse, bargaining agents have a choice of two
options; binding arbitration or conciliation offcring in certain circumstances
the right to strike. Binding arbitration requires that the dispute be referred to the
Public Scrvice Arbitration Tribunal, consisting of a permanent chairperson and
two three-member pancls appointed by the Treasury Board, one representing
the employer and the other employces. For each dispute referred to arbitration,
the tribunal consists of the chairperson and two other members, one selected
from each panel. Conciliation also offers recourse to a third party, a

conciliation board composcd of representatives of the two disputing parties and
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a chairperson, selected by mutual consent. The function of this Board is to
attempt to reconcile differences between the opposing parties. If no settlement
is rcached, the ecmployees may strike, provided they are not in the category of
cmployees performing duties or services determined necessary for the safety or
security of the public. to whom the right to strike is denied.*

The role of the Treasury Board and the secretariat in personnel
management issucs extends far beyond collective bargaining. The personnel
policy branch in the sccretariat develops the policies and systems for managing
the public service work force. It is now widely accepted that employment
practices in the federal government should serve as a role model and a standard
setter for other scctors of the economy. They are of course, subject to a degree
of public scrutiny shared by few other organisations, personnel practices must
adhere to the government’s own social policies and demonstrate their
compatibility in their day-to-day application.™

The secretariat’s pivotal role in re-thinking the.government’s approach
to the management of its workforce, a crucial pillar of the Management Board
approach, implied a workforce built on values and led by strong leaders. This
would be integral to the renewal of the ‘public service. The nature of central
human resources planning is changing making the secretariat more of a center
of excellence where through the use of business planning, successful human
resources practices could be shared and duplication of efforts eliminated. There
would be modernised employment policies such as codes of conduct, telework,
interchanges, and the like and central rules for greater cohesion but only where
appropriatc. In order to achicve the promised flexibility and accountability for
results, departments and agencies would receive greater latitude on staffing and
be able to tailor workplace practices to operational requirements.™

The Treasury Board has also launched a serics of special recruitment

initiatives to bring mor¢ women, aboriginals, visible minoritics, and the
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handicapped into the federal public service and into management. The Treasury
Board sends out specific directives to departments and dgcncies to assist in
meeting government wide objectives. For example, it decided to double the
number of women in management over a five year period, to hire 2700 disabled
persons over three ycars and to increase the number of visible minorities in
both permancnt and term positions. The Treasury Board takes the lead in
promoting special ecmployment equity action and some of these initiatives
requirc a number of ncw person-years and incrcased financial resources.
Wearing this hat the Board obviously puts aside its guardian role and becomes
a spender a fact that does not go unnoticed by spending ministers and their
departments.™

It is also important to note that the Board’s most important instrument
for managing the government’s human resources polices is the Multiyear
Human Resources Plan (MYHRPS). The MYHRPS are an integral part of the
budget expenditure process and support departmemal ‘Multi Year Operational
Plans. They consist of two parts, these are overview and plans, issues and
concerns. The first part deals with human resource requirements to support
departmental goals. The sccond part offers departments and agencies an
opportunity to communicate specific concerns to Treasury Board such as new
policy dircction or central agency reporting requirements.*

The MYHRPS sent by departments and agencies to Treasury Board and
to the Public Service Commission report on human resource problems that are
beyond the capacity of individual departments to resolve or that have
implications for the government as a whole. They also represent an opportunity
for departments to outline the human resource plans they intend to pursue and
serve as achievement reports on the previous year’s activities. For the Treasury

Board and other central agencies, the MYHRPS provide key information on a
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host of government-wide human resource issucs which the Board can use to
develop its objectives and policies. gt

The role of Trecasury Board secretariat to influence the management
Board includes its responsibility for human resources policy and its position of
lcadership in information technology. Since the mid 1980s government has
reccogniscd the growing link between management of technology and
management of information. It also recognised the link between new
information technologics and the provision of client service, epitomised by the
clectronic commerce model of on-line, menu-driven, self-service access by the
public to government information and programmes.**

There was great optimism about the Treasury Board secretariats
advisory rolc on information technology as a way of enabling new ways of
thinking about service and delivery. The most significant test of its new
management board rolc was the year 2000 conversion project. The Treasury
Board sccretariat, through its year 2000 project office helped departments on a
wide range of matters such as expediting the procurement process, arranging
loans and ensuring that departments had adequate human resources. The
Treasury Board Sccretariat monitored 84 dcpartments and agencies, with a
special emphasis on the 19 departments with government wide mission critical
functions and associated systems.”’

Unlike the Programme Review exercise, this initiative had the Treasury
Board Secretariat as both its co-coordinator and its driver, a circumstance that
alerted ministers to its critical importance. Although there was initial difficulty
in getting some departments to move quickly to make their systems compliant,
in the end the Treasury Board, through its cross cutting public and private
partnerships, was able to achiecve a notable success in its advisory role an

information lcchnology.m
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In the light of above discussion, it can be said that with the
cstablishment of the Office of the Comptroller General and Cabinet
Expenditure Review Committce, most of the functions of the Board were
spunncd off. Inspite of this, the Treasury Board occupies a unique position in
the budgeiary system of Canada. which is empowered to act as the cabinet
committee of the expenditure budget and the cabinet committee on
management. The Board emerged as the central financial control agency in
government’s administrative structure and the managerial arm of the executive.
It is generally responsible for allocating resources for approved policies and
programmes. More spccially, it is responsible for detailed review and analysis
of decpartmental expenditure estimates prior to their submission to the
parliament. In addition, the Board is responsiblé for personnel policy; for
collective bargaining in the public service; and for promoting efficiency in
government administration. All these responsibilities makes the Treasury
Board a very important relevant committee of the budgetary system of Canada.

The next chapter will discuss the functions and role of the Office of the
Comptroller General and the Auditor General in the budgetary process of
Canada. It explains how the Treasury Board’s efficiency role in government
administration has been shared since June 1978 with the establishment of the
Office of the Comptroller General. The office was created in response to the
criticisms of the Auditor General, reported earlier, that government spending
was close to bcihg out of control. The office works with departments to
improve performance measurcment  systems, programme evaluation
procedures, professional development programmes for financial officers and
financial reporting practices. Untill 1977, the Office of the Auditor General
operated under the provisions of the Financial Administration Act, 1970. The
Auditor was responsible for examining the government accounts to ensure that
they were properly kept, that all public money was fully accounted for, and that
public funds were cxpended in accordance with parliamentary appropriations.
In 197'/. the functions of the office were expanded with the passage of the

Auditor General Act of 1977. Two significant changes were the extension of
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the role of the audit to include a value-for-money evaluation and the
introduction of a cyclic approach to comprehensive auditing for parliament.
The legislation set value-for-money as the criterion for the Auditor General’s
cxamination of government expenditure accounts. This kind of audit focuses on
the adequacy of  financial management and control systems Decpartments
employ to gauge the cconomy, the efficiency, and effectiveness of their
programmes and activitics. These changes in the audit functions made the
Office of the Auditor General an agency of change and improvement in

government's financial administration.
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CHAPTER -4

-

FUNCTIONS AND ROLE OF THE OFFICE OF
COMPTROLLER GENERAL AND THE OFFICE OF THE
AUDITOR GENERAL IN THE BUDGETARY PROCESS
OF CANADA

The preceding chapters have discussed different types of budgetary
process, the preparation and enactment of budget in Canada. Changes
overtime have frequently consisted of incorporating new developments in to
the budgetary process in attempts to promote cfficiency in decision making
and financial management. Subsequent chapter has explained the functions
of machineries and agencies in the financial administration like multiyear
planning by dcpartments of their expcndilure programmes, review and
approval of these programmes by the Expenditure Review Committee and
the Treasury Board, authorisation and approprizition of expenditures by
parliament, determination of revenues, tax proposals and their implications
by the Department of Finance. Followed by the chapter discussing how the
Treasury board is rclevant and pc}forming important functions in the
expenditure budget process and in ihc management of administrations, with
the establishment of the Office eof the Comptroller General and the
Expenditure Review Committee.

The present chapter explains the functions and role of the Office of
the Comptroller General (OCG) and ‘lhev Office of the Auditor General
(OAGQG) in the budgetary process of Canada. This chapter is broadly divided
into two parts. The first part describes the Office of the Comptroller General
which is a relatively new organisation and was established by an amendment
to the Financial Administration Act of i978, which was a response to
continuing pressure from the Auditor General throughout 1970s to create a
chief financial officer. Since the Treasury Board is concerned with

efficiency in government administration as part of its function of financial
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supervision. In 1978 this function was strengthened with the creation of the
OCG.

The sccond part describes about an agency which has a major
function in the budgetary process is the Office of the Auditor General. The
Auditor General is an agent of the House of Commons, responsible directly
to the House and charged with auditing government expenditures and
revenue collections. This agent’s traditional role as the financial watch dog
of parliament has been to ensure that public funds are fully accounted for
and expended in accordance with the wishes of the legislature. The Auditor
General Act of 1977 extended the Auditor’s functions to make observations

on the cconomy, cfficiency and effectiveness of government’s expenditures.

Office of the Comptroller General

The Comptroller General, a deputy minister, is responsible to the
president of the Treasury Board for the promotion of improved financial
management techniques and rcporting systems in  government which
includes adequate accounting procedures, improved cash management and
programme evaluation.'

More specifically, the Comptroller General’s responsibility includes
the development of government-wide policies on financial and opcrational
administration, internal audit and related planning and reporting control
systems. Considcrable emphasis has been placed on the need for programme
and activity evaluation within departments and the Comptroller General
provides guidclines for this purpose. The Comptroller General’s office is
also responsible for prescribing the form of the expenditure estimates and
the public accounts and for responding to the findings and recommendations
of the Auditor General’s annual report.?

The Comptroller General’s role is to ensure the quality of the

financial administration systems and related practices used in the public

: J. C. Strick, Canadian Public Finance (Toronto, 1992), p. 68.
- Ibid., p.69. /
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service. The Office assists and directs the departments in three areas such as
financial administration which consists of accounting ’principles and
practices, the content of financial reports and the development of financial
officers and second is performance measurement which all departments were
supposced to implémcnt by 1980 and the third is programme evaiuations that
is indepth investigations of the success ofprogrammes.3

The OCG was created in response to the criticisms of the Auditor
Gieneral that government spending was closc to being out of control.* As the
position of Comptroller of the Trcasury Board which was established in
1931 by the Bennett government to set up an elaborate system of
commitment control, designed to ensure that funds were spent only for the
purposes for which they had been voted and that departments would not
overspend their budgets. It was abolished in the 1960s after thc Glassco
Commission of 1960s which had recommended the decentralisation of
financial administration to the departments and when James J. Macdonell
become the Auditor General in 1973.° Afler the lc'ngthy career in the private
scctor, he was surprised to find that while Treasury Board had general
responsibility for financial management, along with many other things, there
was no individual who could be called as the chief financial officer of the
government of Canada. This meant that there was no focal point for ensuring
high quality of financial management in the government of Canada.

Under the terms of the Financial Administration Act of 1951 this was
the responsibility of the Treasury Board. The problem was that because the
Board had so many other responsibilities, there was no guarantee that
financial management would “have the status within the Board that the

Auditor General felt it should be. Therefore, beginning with his 1976 report,

1 . . R B . . L. . ’ .
Robert F. Adic and Paul G. Thomas, Canadian Public Administration : Problematic

Perspective (Toronto, 1997), p. 271.

* Ibid.

* Donald J. Savoie, The Politics of Public Spending in Canada (Toronto, 1990), pp.109-10.
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Macdonell began urging the creation of an Office of the Comptroller
General. This agitation was rewarded in 1978 when the Office was created.®

In 1974, Macdonell launchd a financial management and control
study. The twelve-months study brought together thirty-four chartered
accountants from sixtcen firms. With the nation’s accounting profession on
his side, he met cabinet ministers and senior deputy ministers with the idea
that a chief financial officer for the government that is a Comptroller
General was required. This suggestion was met with strong resistance and
Macdonell decided to hold off for a while and omit it from his annual report.
He said to the Public Accounts Committee, however, that he could not even
find financial administration on the Treasury Board’s organisation chart. He
went on to express the hope that a deputy minister level appointment would
be madc to oversee how money was being spent in government. The
president of the Treasury Board Jean Chretien was quick to resist the
suggestion. He did not want two deputy ministers reporting him because he
did not want to be caught between two men.”’

By 1976, Macdonell had lest patience with his discussions with
scnior officials and his annual report made public his widely reported
warning that parliament and indeed the government has lost or is close to
losing effective control of the public purse. He wanted to propose a
fundamental restructuring of the ‘I'reasury Board sccretariat. :l"_he secretary of
the Treasury Board would keep all his current responsibilities cxcept those
relating to financial management and control. These would be turned over to
the new position of Comptroller General. The incumbent would held the
same rank as the sccretary of the Treasury Board and would also report
dircctly to the president of the Treasury Board. Specifically, he explained
that the Comptroller General should be responsible for the design;
development; implementation; monitoring of adequate systems; procedures

to ensure that public moncys and asscts arc under effective custody and

¢ Kenneth Kernaghan and David Sicgel, Public Administration in Canada (Ontario, 1991),
.617.

Savoie, n. 5, p.110.
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control at all times; that accounting procedures and financial reports
conform to acceptable accounting principles and standards that expenditures
of public moncys are made with duc regard for economy and efficiency; and
that satisfactory procedures measures the effectiveness of programme. The
Auditor General's report was tabled on 22 November of 1976. But the then
president of Treasury Board, Robert Andras, rose in the House of Commons
to announce the sctting up of a Royal Commission on financial management
and accountability with a mandate to ensure that financial departments and
agencics mect the highest attainable standards.* The appointment of a Royal
Commission was simply an attempt to delay for a few years at least
Macdonell’s suggestion that a Comptroller General be appointed. Andras
requested the Auditor General to review his report and to consider the
cstablishment of a new Office of the Comptroller General with Andras
trying to get the Auditor General to agrec that the Comptroller General
should report to the sccretary of the Treasury Board as an associate
sccretary. But was unsuccessful. It was, however, agreed that, although there
would be two scparate deputy ministers, there would be only one department
with the staffs of the office and the sccretariat working closely together.
Andras sought approval for the new office from Prioritics and Planning
Committee. He cohcludcd an agreement with the Auditor General which
suggested that OCG would be responsible for the following functions. These
are designing and guiding the implementation of systems of financial
reporting; financial management; financial control to provide assurance that
public moncys and asscts arc cxpended with probity, economy, and
efficiency; that public moncys and asscts are under effective custody and
control; assessing the adequacy of such systems in departments and
agencics; the preparation and signing of the public accounts and certain
other financial statements of Canada, the accounting principles and practices
for the accounts of Canada; the structurc of accounts to be used by

departments  and  agencies  for the preparation of financial reports;

R .
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rccommendations on the form of the public accounts; rcform of the
estimates; review and approval of all accounting systems and procedures
supporting the financial information and statements included in the public
accounts; recommendations as to how capital budgets might be changed to
| improve expenditure control and financial reporting; reporting to the
president of the Treasury Board on the adequacy of department systems;
procedures for cvaluating effectiveness, and of systems for measuring
clficiency; working with the Public Service Commission and the Treasury
Board secretariat to recruit, train, and deploy financial officers, providing
guidance to chicf financial officers of departments; reporting to the president
of the Treasury Board on significant variances between financial and
operational plans; assisting departments, agencies and corporations-to design
and develop or improve financial management, control, and reporting
systems. liaison with the Auditor General.’

The Auditor General explained that despite the similarity in titles, he
did not wish to sce the re-cstablishment of the Comptroller of the Treasury
Board. That position had been abolished in the 1960s and it should not be
resurrccted. The new Comptroller would design policies and would not be
present in departments, checking specific expenditure items.

Finally an agreement was reached between Andras and the Auditor
General and was agreed to by the prime minister and Priorities and Planning
Committee, there was still considerable opposition to the new office. In fact,
it took thc government nearly a year to appoint the first Comptroller
General, and many outside governments felt that officials were deliberately
dragging their fect in the hope that the idea would eventually die. Officials
from the Privy Council Office fcared that two strong deputy ministers with
similar responsibilities for different but interrelated areas of management
policy would soon be at cach other’s throats with only the political level to

arbitrate disputes. Their fears would prove to be well founded.

9 o .
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The higher profile given to the financial administration by the
crcation of a separate office is important, but , in fact, most of the duties of
OCG were simply spunned-off from the Treasury Board. This is reflected in
the fact that most of the OCG’s initial staffs were drawn originally from the
financial administration and cfficiency cvaluation branches of the Treasury

“Board. Treasury Board sccretariat officials felt that many of the

Comptroller General's responsibilities overlapped with their own. They
splited into two organisations, both headed by deputy ministers and both
reporting directly to a minister, they argued that the secretariat’s program
branch which is responsible for resource allocation and utilisation should be
the centre responsible for financial management and administration. They
also felt that the Trcasury Board could not afford to have dual points of
contact with spending departments. There would be confusion as to the lcad
agency and plenty of opportunitics for the spenders to divide and conquer, to
circumvent the system by-cxploiting the growing confusion and rivalries.
Attempts to resolve who does what would only lead to a byzantine and
cumbersome partnership that would dilute responsibility and accountability.

The Office of the Comptroller General, over time assumed the role of
management consultant to departments and in numerous instances attempted
to become an intermediary between departments and central agencies. The
Treasury Board scerctariat, as guardians of the expenditure budget, looked
with thé deep concern to the Office of the Comptroller General because it
generated new demands on departments which in turn led them to request
new resources for corporate management systems and the like. There have
also been numerous other irritants between the secretariat and the Office of
the Comptroller General and their working relationship has been less than
engaging since the office was first established.

To Treasury Board officials, the establishment of the Office of the
Comptroller General was a purely political move to placate the media, the

Auditor General and the Public Accounts Committee. Their intention was
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not to institute greater ﬁnandal controls in government or to improve public
administration gcncrally’.m |

Thus the relationship between the new Office of the Comptroller
Genceral and the Treasury-Board has always been a convoluted onc because
the OCG has taken over certain responsibilities that were previously carried
out by the Board. The Comptroller General has the rank of deputy hcad the
same rank held by the sccretary of the Treasury Board and reports to the
president of the Treasury Board. Many publications bear the joint stamp of
the Treasury Board and the Office of the Comptroller General."

In terms of the expenditure budget, the Office’s most important
shortcoming has been in  cvaluating programme. It assumed full
responsibility for the coordination of evaluation planning, for policy -
guidance and for asscssing the guality of cvaluation findings in studies
carried out by departments. And shortly after the Office was set up, it served
notice that it would urge departments to establish programme evaluation and
that it would conduct studics on issues of interdepartmental or government
wide concern. It would aiso take the lead in developing the appropriate
methodology and procedures for such evaluation.'”” By 1980 there were
seven programme cvaluations in the government which were declared to be
compatible with OCG guidclines in terms of corporate organisation, internal
policy and long-term planning. There were also thirty-four evaluation
studies carricd out in the federal government in i980_-l. By 1984-5 there
were programme cvaluations in thirty-seven departments and over one
hundred studies being carried out. By 1986-7, departmental evaluation plans
covered virtually all expenditure programme in government. The cost has
now become substantial. It involves over three hundred person years and
numerous outside consultants. The total cost of programme evaluation is
now reported to amount to about Fifty million C$ a year. The OCG and

programme evaluation, scem to be concerned only with methodologies and

' Savoie, n. 5, p.114.
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how many programmes have been evaluated. Evaluators seem to be kept
busy turning cranks not connccted to anything. The result is that one would
be hard pressed loi point to even a handful of programmes that have been
reduced or eliminated as a result of an evaluation study. The Nielsen Task
Force concluded that government programme evaluations were generally
uscless and inadequate. Yet, guided and inspired by the Office of the
Comptroller General. departments have put in place significant evaluation
groups over the past years.

The programme evaluation has taken OCG away from financial
manzigcmcnt into broader programme issues. The result is that the
Comptroller General has never succeeded as the government’s chief
financial officer. The Auditor General recommended the establishment of a
position of Comptroller General because the financial management and
control systems of departments and agencies were thought to be below
acceptable standards of quality and effectiveness. Several ycars after a
Comptroller General was appointed, there were still departments
overspending their budgets. For example the Department of Indian Affairs
and Northern Development also had difficulty in controlling some of its
spending programmes. Scparate audits had suggested that there was a need
to strengthen financial controls and guidelines in departments."

By the early 1990s comptrollership was evolving from control,
compliance, and scorckeeping that were centralised, to more decentralised
role in management support and a corporate role in strategic decision-
making. In Junc 1993, the Office of the Computer General was folded into
the sceretariat which allowed for the integration of financial expertise and

comptrollership into the budgetary management and reform initiatives of the

secretariat, '
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A number of initiatives had set the state for the re-examination of
comptrollership, including the creation of the Expenditure‘_'Management
System and the Improved Reporting to Parliament Project. Secretariat
officials in responsc to the cumbersome reporting system of the past the
difficulty of integrating diffcrent systems and processes, and the criticisms
by departments concerning the lack of meaningful feedback from the centre,
rcalised that the modernisation of comptrollership would be a major task."

Latec in 1996, the president of the Treasury Board appointed an
Independent Review Panel on the modernisation of comptrollership in the
government of ‘Canada to help the Board apply modern management
practices to the conduct of Canadian government. It was tasked with
determining how comptrollership must évolve if it is to support governance
by cnsuring that government initiatives are meshed in an overall
management framework that reflects a shift to a new sct of values, and by
intcgrating initiatives in a more coherent, comprehensive and inclusive
manner.'® »

The Independent Review Panel on modernisation of comptrollership
in the government of Canada presented a report -in October 1997. It
concluded that among the prerequisites for sound management was a
common base of accepted, understood and practised values and ethics to
guide and permit more independent decision making. Using the panel’s
criteria, the Treasury Board secretariat asked five departments to initiate, as
a pilot programme, a self-assessment of capabilities, including the extent to

which ethical practices and values are in the place."’

Office of the Auditor General
The Office of the Auditor General (OAG), created in 1877, is one of

the oldest agencics in the financial management system of Canada, which

" 1bid.
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has the responsibility for scrutinising the accounts of the government.'®
Although the Aud_ilbr General is officially appointéd by the Governor-in-
Council, the officc is an agency of the House of Commons and is
responsible dircctly to it."

The Office of the Auditor General reports directly to parliament
annually on whether funds have been spent as authorised and whether proper
financial records have been kept and that the public funds were expended in
accordance with the parliamentary appropriations. The office -has lbng
cnjoyed considerable autonomy from the government and since 1977, its
mandate and scopc has been strengthened. Beginning that year, the office
was granted the power to report whether departments have adequate means
to measure the cffectiveness of their programmes in addition to determining
whether government spent iis iund legaiiy and cfficiently. The 1977 changes
rcmoved the Office from the Financial Administration Act of 1970 and
granted its own lcgislation that is the Auditor General Act of 1977. The
functions of the office were expanded with the passages of this Act. Two
significant changes were the extension of the role of the Audit to include a
value  for moncy cvaluation and the introduction of a comprehensive
auditing for Parliament.?’

The Office of Auditor General is one of the most visible and well
known agency in the financial management system. It can be seen as having
two roles one narrow and one much broader. As a narrow role, the Auditor
General performs an attest audit. An attest audit is an audit performed to
cnsure that the financial statements accurately reflects the financial position
and activities of the government. The outcome of the attest audit is the
Auditor’s opinion which becomes a part of the Public Accounts. In order to
fulfill this attest functions the staff of the OAG must undertake a post-audit
of a random selection of financial transactions that occurred during the year.

This post-audit means that these selected transactions are traced through the

" Adie.n.3, p. 286.
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accounting process to evaluate the adequacy of the pre-audit performed
within departments and to determine the accuracy of the accounting records.
This is how the Auditor General forms an opinion as to whether the financial
statecments contained in the Public Accounts and prepared by the Department
of Supply and Scrvices, accurately reflect the financial position of the
gow.:rnmcnl.2I |

In addition to attest audit. the Auditor General is also responsible for
the performance of a compliance audit. A compliance audit is an audit
performed to ensure that all legislative enactments and government
regulations have been complied with in the operation of programmes. It goes
beyond the attest audit in ensuring not just that expenditures have been -
recorded correctly but there was appropriate statutory authority for all
expenditure and further that the regulations specified by the Comptroller
General and the Treasury Board have been followed.”? In this role, the
Auditor General is seen as parliament’s watch dog on government spending.
To carry out this role the Auditor General is required to submit spending
-estimates to parliament, and must explain these estimates to the Public
Accounts Committee.”

Under the terms of legislation in cxistence prior to 1977, the Auditor
General was charged with reporting on any non-productive expenditure.
Previous Auditors General who had taken this responsibility to heart had
produced annual reports that contained lists of horror stories. These were
lists of specific incidents that in the opinion of the Auditor General indicated
some sort of inappropriate expenditure by the government. This kind of

report was much loved by the media because it provided a succession of

Juicy headlincs.
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These kinds of findings are important in reminding ministers and
public scrvants that there is a check on their activities and that, therefore
they must carry out their responsibilities with due care.”’

In 1969, the government of the day became incensed over the Auditor
General’s criticism of its expenditure on a study of a causeway to Prince
Edward Island. The federal government had commissioned a feasibility
study of the construction of the causeway. Afler considering the findings of
the study. it was decided not to build the causeway at that time. At this point,
the Auditor Genceral suggested in his annual report that the cost of the study
was a non-productive expenditure. The government of the day argued that
this finding was unfair because it made more sense to study the feasibility of
a major project first rather than build it and then discover that it was
unnccessary. This incident provides some insight into the problicnis that the
Auditor General encounters when goes beyond the narrow confines of the
attest audit. 2

The Auditor General is feared in government only if because of the
publicity given to the annual report. This is not to suggest for a moment that
the Office is widely approved of or even respected. But many are convinced
that the Auditor Gencral’s mandate has been extended far beyond any
reasonable limit.2

In 1977, provisions governing the Auditor Gencral were removed
from the Financial Administration Act, and the Auditor General’s Office
was for the first time governed by its own legislation. In this new legislation
the phrasc non-productive expenditure was replaced by a requirement to
report on any casc in which moncy has been expended without due regard to
economy or efficiency.?’

At about this time, the style of the Auditor General changed from an

emphasis on individual horror stories to a more systematic approach to
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gencral problems in financial management. However, the change mostly
came about as a result of the coming to office of James. J. Macdonel an
individual who had spent his cntire career in accounting and management
consulting in the private sector. Macdonell moved away from the horror
storics approach and toward the more systematic approaches of what was
first called value-for-money auditing and then comprehensive auditing.”®
The Auditor General Act of 1977 sets value for money as the
criterion for the Auditor General’s examination of government’s expenditure
accounts. This kind of audit focusses on the adequacy of financial
management control system and dcpartments employ to gauge the
cconomy, cfficiency and effectiveness of their programmes and activities.
The objective is an assessment of government progress in these three areas.
The Auditor General Act requires that the Auditor General in his reports to
call attention to anything that he considers to be of significance and of a
nature that should be brought to the attention of the House of Commons,
including, among other things, cases where he has observed that accounts
have not been faithfully and properly maintained or public money have not
been fully accounted for or paid, where so required by law, into the
Consolidated Revenue Fund, essential records have not been maintained or
the rules and procedures applied have been insufficient to safeguard and
control public property to secure an effective check on the assessment,
collection and proper allocation of revenue and to ensure that expenditures
have been made only as authorised, money has been expended other than for
purposcs for which it was appropriated by parliament or money has been
expended without due regard to cconomy or efficiency, satisfactory
procedures have not been established to measure and report the effectiveness
of programmes, where such procedures could appropriately and reasonably
be implemented or money has been expended without due regard to the

environmental clfects of those expenditures in the context of sustainable
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development.?’ The OAG’s value-for-money audit mandate may include
pre-audit and concurrent audits. Section 11 of the Auditor General Act
permits the Auditor General to perform a special audit of an individual or
organisation in receipt of public funds, or of any matter relating to the
financial affairs of Canada, if requested by the Governor in Council.

The introduction of comprehensive auditing caused a change in the
style of auditing. In the former style, staff of the audit office reviewed the
activities of each department and agency in as much depth as time allowed,
performing mostly a post-audit, but always with an eye to uncovering horror
storics. In comprchensive auditing, there is still a concern for the ordinary
attest function and post-audit. However, the random search for horror stories
was replaced by a systematic and detailed review of a limited number of
programmes cach year. An extensive, but shallow, approach was replaced
by a selective, intensive approach. The style and content of the annual
report also changed. The listing of horror stories was replaced by two main
types of chapters. One type reported on the comprehensive audits of specific
programmes, and the second type dealt with government-wide reviews of a
general nature, such as the use of computers or photocopy equipment. In
both cascs, the Auditor General’s comments were not confined to dealing
only with financial activities. Governments ought to be concerned with al
three Es these are cconomy efficiency and effectives, and proper
accountability rcquircs that ministers to be held responsible for maximising
all these three. The Auditor General can be one element in ensuring that
accountability but there is a rather difficult problem with this.

It is within the appropriate sphere of the Auditor General to comment
on economy and cfficiency, but a consideration of effectiveness frequently
requires some comment on government objectives that clearly goes beyond

the mandate of the Auditor General and may venture into political territory.
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The Auditor General must exercise care lest at some point he or she usurp
the role of the leader of the opposition.™ : .

Beside this the OAG also provides auditing services for a number of
United Nations agencies and has previously served as an auditor of the UN
itsclf. The Office also supports a variety of training programmes for national
auditing oflices in devcloping countries through the International Audit
Office Assistance Programme (a programme funded by the Canadian
International Development Agency, or CIDA). There is also a programme
called the INTOSAI Development Initiative. This International Organisation
of System Audit Institution programme is led by a number of heads of
national audit offices from around the world and is designated to provide
training and exchange programmes for auditing offices in developing
countrics.”!

The changes to the Auditor General Act of 1994 again expanded the
Office of the Auditor General’s role and increased the OAG’s influence of
federal politics. Under this Act Auditor General’s position is designed to
ensure that to verify the government’s financial books are accurate, to make
sure that government departments are conforming to procedural standards
and to verify that government spending is going toward meeting established
policy objectives.™

The Auditor General has a degree of financial independence. The
government presents the budgetary cstimates to Parliament for approval.
Once Parliament authorises the spending, the Auditor General has complete
control over the funds. The government has a say in the amount that is
presented to Parliament, however, the Auditor General may report to
Parliament if thec amount is insuflicient. As regards the mechanism to secure
accountability of the OAG, the Auditor General’s financial transactions are
audited annually by an Auditor appointed by the government. The Auditor

Gcneral’s reports on the use of its funds arc tabled in Parliament. Thus OAG
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has powers of requisitioning all records of the auditee departmentsvand
oranisations to dis\chargcl ils mandate, under the authority of section 13 and
14 of Auditor General Act. It has powers to enforce or initiate enforcement
action to secure access to needed records, which are not produced under the
authority of section 13 (4) of Auditor General Act. But OAG does not have
power to scal, scarch and seize documents and other related items
considered necessary for audit and inspection. It has the powers to seek
testimonials of the persons concerned (appearances and answers) of the
persons concerned or those who are deemed to have been involved in the
matter subject to audit and inspection under the authority of section 13 (4) of
Auditor General Act. As regards the powers to seek co-operation of persons
other than agencics subject to audit and inspection, the Auditor General may
seck information or corroboration {rom third partics, who are not subject to
audit. Any information is provided voluntarily by them. The OAG does not
have ‘powers of instructing government investigating agencies to perform
activities considered necessary. The OAG can not decide on claims of
interested persons in connection with official actions, duties and behaviour
of persons subject to audit and inspection. The OAG does not have the
authority to dispense with, in whole or part, the audit of federal government
accounts and other related matters. It does not have powers to take punitive
action and to impose surcharges. It docs not have any role in the
appointment of other external auditors engaged by the auditees for meeting
statutory requirements. [Further if such external auditors are engaged, the
OAG does not have powers to supervise and regulate their work. The
Auditor General reports periodically to paﬂiament. The Office of Auditor
General does not have any role on the disposal or the action taken on the
audit findings. The OAG does not present an interim report before rendering
an annual report on the examination of the closing of accounts of the federal,
provincial and local governments. Once the report is tabled in parliament, it
can be released to the public and the media. Certain audits of crown

Corporations may not be released by the Office. In case of Financial
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Statements audit, thec OAG does not have the powers to amend accounts.
The OAG docs not have advisory role.” |
The rapid changes in the public scrvice’s internal and external
environments these include cconomic, technological and demographic
developments, underline the need for greater flexibility and a stronger focus
on results. They both provide the possibility for, and put the spotlight on,
innovation, sensible risk taking and accountability as central elements of
best practice. In the light of these kinds of developments, the focus of audits
has continued to shift by: Putting even greater emphasis on results-based as
distinct from systems-based audit, taking a best practices approach in audits
by pointing to what works well auditing for success as well as what does
not, making improvements in accountability concepts and practices
including results based management, performance measurement and
reporting a priority for the work of the Office. For instance, developing and
champion a morc positive and result focussed view of accountability.
Whereas accountability has traditionally been defined as an obligation to
answer for the discharge of responsibilities conferred, working with the
government, where appropriate, to .move the yardsticks. For example
working together with the Treasury Board secretariat to enhance
accountability concepts and practices, as well as to improve performance
reporting to parliamcnt.34
To recapitulate this chapter briefly, the position of the Office of
Comptroller General of Canada was established on the recommendation of
the Auditor General because the financial management and control systems
of departments and agencics “were considered to be below acceptable
standards of quality and effectiveness. The functions of the Comptroller
Gencral is key to strengthening comptroliership and management practices
across government. The OCG oversee ali government spending, provide

leadership across the public service financial management and policies for

W http://www.nao.org.uk/intosai/edp/mandates-nov2002/writeups/canada.htm.
H http://www.innovation.cc/discussion-papers/risk 5 .htm
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the government of Canada to cnsure the rigorous increased accountability
and transparency. .

On the other hand the changes in the audit functions with the passage
of the Auditor General Act of 1977 made the Office of the Auditor General
an agency of change and improvement in government f{inancial
administration. In addition to disclosing deficiencies in the management of
public funds, the Office provides concrete, written recommendations for
improvements in administration, achievements of economics, increased

efficiency, and enhanced programme results.
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CHAPTER -§

SUMMARY AND CONCLUSIONS

The budget is one of the principal tool of financial administration and
the legislative control over public purse which includes the control over the
raising of the revenues as well as expenditures. The legislative control
signifies that no tax can be collected without prior legislative authorisation
and no expenditure incurred without its prior approval. A budget, above all,
is a detailed statement of the government’s expected revenues and planned
cxpenditures. It is the plan of operations prepared by the cabinet for
approval by the House of Commons, showing the government’s objectives,
programmes, activities and purchases for the coming fiscal year. The budget
serves the executive as a plan of action. It serves the legislature as a means
of control over the executive and it serves administrators in the internal
management of their respective departments.

The main functions of the expenditure budget process of the federal
government of Canada, such as control, management and policy planning,
have not altered significantly over time, but the budgeiary process has
undergone major changes. These changes over time have frequently
consisted of incorporating into the process new developments in budget
theory in attempts to promote efficiency in resource allocation and decision
making; to improve operational performance of the departments; and to
improve other aspects of financial management in the government of
Canada. Different budgetary systems were established in Canada at different
times as earlier ones either fell from favour and were replaced with new
concepts or simply as old concepts were rediscovered and new labels
attached to them. Basically, these systems are not neutrally exclusive; in
varying degrees, they are complementary. They differ primarily in their

orientation and cmphasis each places on a particular aspect of the financial

management process.
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‘Line item’ budgeting was the first style of budgeting employed in
Canada from BNA Act of 1867 to the 1960s. In ‘Line item’ budget, details
were provided on the objects of the expenditure, that is the resource which
will be purchased by the budgetary allocation. The system focused on inputs
uscd rather than outputs achieved. It concentrated on costs and control and
was little concerned with determining what was being accomplished by the
expenditures. This kind of budgeting system was very useful for control
purposcs. It allowed officials to specify clcarly how they want money spent
and then to compare the amounts spent with the amounts budgeted to ensure
that no over-cxpenditure had occurred in order to maintain records carefully
and to ensure that appropriation limits were not exceeded. The weakness 6f
the system lies in that it had not provided for any measurement of the
outputs achieved by programmes. It measured the resources consumed but it
provided no information about the volume, quality or even the nature of the
services delivered.

Therefore the first major revision in budgeting systems constituted an
cffort to introduce a management orientation, in addition to the control
orientation as was the characteristic of ‘Line item’ budgeting. The style of
budgeting shifled to what has been called ‘Performance Budgeting’. The
idca of Performance Budgeting was to emphasise the unit cost of performing
certain activities and to compare these actual costs with some standard costs
or to usc them to comparc the performance of different managers. This
consideration of outputs provided decision makers with enough information
to consider management improvement and cost minimisation iechniques.
However, Performance Budgeting did not provide any techniques for future
planning.

The federal government of Canada undertook an extensive review of
the system through the Royal Commission on Government Organisation
known as Glassco Commission in 1960. The Glassco Commission was

directed to enquire in to and report upon the organisation and methods of
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opcration of the various departments and agencies of the government and to
recommend changes that would promote efficiency and economy.

The most significant changes in the budgetary process of Canada
came with the introduction of Planning Programming Budgeting Systems
(PPBS), in 1960s; PPBS emphasiscs long term planning in government; the
identification of objectives and outputs; the examination of alternative
means of achicving objectives; the presentation of expenditures in the form
of clearly defined programmes and activitics: and the quantitative techniques
for evaluating programmes and measuring performance. But to define the
specific objective for programmes and activities is quite difficult. There is
often more than one objective for any programme and virtually every
programme impinged directly or indirectly on the goals of others. In 1979,
the introduction of the Policy and Expenditure Management System (PEMS)
and the concept of expenditure envelopes attempted to address some of the
practical problems encountered in the expenditure-planning phase of PPBS.
Under this system, cabinet and cabinet committees set the expenditure
ceilings and established the priorities. Programmes were then developed
within these constraints. Besides, the system concentrated more on planned
results as a basis for allocating resources within established expenditure
limits than on programme objectives as PPBS had done. But the system was
viewed as too burcaucratic because of the increasing influence of permanent
officials over policy process and outcomes; and in doing so they had usurped
the minister’s role in determining government’s policy. The new technique
of the late 1970s and 1980s was Zero-Base Budgeting (ZBB). Zero Base
Budgeting derives its name from the fact that managers are required to
justify every dollar requested from zero up. The implication is that if they
cannot justify it. their programmes will be reduced or climinated. ZBB
emphasises the review of programmes and the establishment of priorities
among programmes expenditure levels.

The cabinet committce system introduced in 1989 centralised

expenditure control in the newly created Expenditure Review Committee
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(ERC) and in the Opcrations Committee. The creation of the centralised
sy's’l‘cm was driven primarily by the financial crisis, that is the inability of the
government to control the deficits. Under the system all issues directed to
Prioritics and Planning Cminnillcc (P and P) are first screcned by the
Operations Committee. The objcétivc is to cnsurc that no new policy or
expenditure proposal is submitted to (P&P) committce unless it has first
been examined and approved by the ERC. Since 1998, such federal
budgetary process is in operation.

The Financial Administration Act of 1951 had established the
necessary financial administrative machineries and procedures. These
machineries and agencies involved in the process of ensuring that funds are
spent cfficiently and with appropriate controls by the operating departments.
Within tihic confines of the constitution of Canada, the authority of
parliament is supreme in the financial structure of the government and
ultimate control of the public purse rests with that body. It is responsible for
examining and approving government’s expenditures and tax changes and
for holding the exccutive to account for the use of public funds. No money
can be expended {rom this fund unless its appropriations is authorised by
parliament. Scveral policy committees within the cabinet committee system
affect finance in that they are responsible for reviewing and co-ordinating
polices in their respective areas of jurisdiction, although they have no power
to authorise expenditure. Liké Economic Policy Committee, which focuses
on policies to help the industry to become more competitive. The Priorities
and Planning Committee has the important function of determining the
government’s ovcra" agenda and major policies. It develops broad policy
objectives, assigns priority rankings to these objectives and determines the
resources to be dirceted to cach. Multi-year planning by departments of their
expenditure programumes, review and approval of these programmes is
conducted by the Expenditure Review Committee and the Treasury Board.
The minister of finance and the Department of Finance also plays an

important role in the budgetary process of Canada. The minister is an active
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participant in the cabinet committee system and is responsible for presenting
the government’s budget to the House of Commons. The department
provides information and advice on economic affairs and on the financial
implications of altcrnative policies, forecasts cconomic conditions,
anticipates revenues and is responsible for determining tax policy and tax
changes and the cffects of these changes on revenues and on economic
activity. Two other departments involved in the bu'dgctary process are
Supply and Services Canada and National Revenue Canada. As the Receiver
General of Canada, in charge of the Consolidated Revenue Fund, the
Ministry of Supply and Services is the custodian of public funds. The
department is responsible for the release of funds to opcrating departments,
following appropriation by parliament and for the maintenance of the pubic
accounts of Canada. Administration and interpretation of tax legislation is
the responsibility of the National Revenue Canada, which also collects all
tax proceeds for the government and deposits them in the Consolidated
Revenue Fund. An agency with a major function in the budgetary process is
the Office of the Auditor General. Following the collection and
disbursement of public funds, the Auditor General conducts a post-audit of
the financial transactions and reports the findings to the House of Commons.

The Treasury Board occupies a unique position in the budgetary
systcm of Canada. It was crcated in 1867 by an order-in-council as a
committee of the Queen’s Privy Council of Canada, it was given a statutory
basis by the Department of Finance Act, 1969, which empowered it to act on
all matters related to finance, revenue, expenditure and public accounts,
which may be referred to it by the Council. The Treasury Board has been
described as “an inner cabinet on financial and administrative policy”. Its
role did not dcvelop in a planned or systematic fashion, however, -but
cvolved slowly moulded by the exigencics of the times, until the Board
emerged as the central financial control agency in the government’s
administrative structure and the managerial arm of the executive. The most

important role of the Treasury Board is that it’s secretariat conducts a
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comprchensive ecxamination of the departments proposed expenditures, as
contained in the operational plans an¢ the main estimates. This review
concentrates on whether programmes and activities are consistent ‘with
previously approved strategies and policies; expénditure for programmes are
within approved resource levels; costs estimates are realistic and reflect the
most efficient usc of resources. During the review process, the performance
and efficiency of operation within departments are also cxamined. Following
a review of sccretariat’s recommendations, the Treasury Board submits the
approved estimates to the Priorities and Planning Committee for ratification.
‘The ratificd estimates are forwarded to the departments and agencies, which
adjust their operational plans for any changes made during the review
process. The resource allocation function is the focus of the T reasury Board
and places it in a position in which it can wield considerable influence on
the activities of government. The Board studies the departmental multi-year
opcrational plans and make recommendations on the level of resources
required for programmes in each of the five years.

An amendment to the Financial Administration Act in 1966, gave the
Board wide ranging powers in the are'a,l of personnel management, including
determining staff requirements and utilisation, classifying the positions and
dctermining and regulating remuneralfon. hours of work and standards
governing physical working conditions. Treasury Board also acts as the
government representative in the bargaining process. Bargaining takes place
between officials of the personnel policy branch and certified bargaining
agents or the organisations representing employees. The Board establishes
the guidclines for what government is prepared to offer and given this
mandate, the secretariat proceeds with the negotiation. The function of the
Board is to attempt to reconcile differences between the opposition parties.
The above functions connotes that Treasury Board plays an important role
afler the cstablishment of the Office of the Comptroller General and the

Expenditure Review Committee, which have shared most of its functions.
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The Office of Comptroller General is a relatively new organisation
and was ecstablished by an amendment to the Financial Administration Act
of 1978, which was a response to continuing pressure from the Auditor
General throughout 1970s to create a chief financial officer of the
government of Canada. Until then, there was no focal point for ensuring
high quality financial managements in the government of Canada. Under the
terms of the Financial Administration Act of 1966 this was the responsibility
of the Treasury Board but the problem was that the Board had so many other
responsibilities that financial management could not be performed
cfficiently by the Board. Therefore, beginning with the 1976 report of
Macdoncll, the Auditor General, began urging the creation of an Office of
the Comptroller General, and finally it was established in 1978. The
Compirolier General, a deputy minister, was made responsible to the
president of the Trecasury Board for the promotion of improved financial

management techniques and reporting systems in government, including

-adequate accounting procedures, improved case management and procedures

for programme evaluation.

More specifically, the Comptroller General’s responsibility includes
the development of government-wide policies on financial and operational
administration, internal audit and related planning and rcporting control
system. Considcrable emphasis has been placed on the need for programmes
and activity cvalualioﬁ within departments, and the Comptroller General
provides guidelines for this purpose. The Comptroller General’s office is
also responsible for prescribing the form of the expenditure estimates and
the public accounts and for responding to the findings and recommendations
of the Auditor General’s annual report. But the relationship between the
Office of the Comptroller General and the Treasury Board has always been

convoluted one because the Office of Comptroller General has taken certain

~responsibilities that were previously carried but by the Board.

The Office of the Auditor General, created in 1877, is one of the

oldest agencies in the federal government. Although the Auditor General is
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officially appointed by the Governor-in-Council, the office is an agency of
the House of Commons and responsible directly to it. E

Until 1977, the Office of the Auditor General operated under the
provisions of the Financial Administration Act of 1970s. The Auditor was
responsible for examining the government accounts to ensure that they were
properly kept, that all public money was fully accounted for, and that public
funds were expended in accordance with parliamentary appropriations.

In 1977, the functions of the office were expanded with the passage
of the Auditor General Act of 1970s. Two significant changes were the
extension of the role of the audit to include a value-for-money evaluation
and the introduction of a cyclical approach to comprehensive auditing for
parliament.

The legislation scts value for money as the criterion for the Auditor
General’s examination of government expenditure accounts. This kind of
audit focuscs on the adequacy of financial management and control systems
departments employ to gauge the economy, efficiency, and effectiveness of
their programmes and activities. The objective is an assessment of
government progress in these three areas.

The cyclical, comprehensive audit approach represents a considerable
change from the traditional transactions audit, which focussed on
impropricties in the managements of public founds. Parliamentary review of
such findings tended to be time-consuming and controversial and did not
facilitatc or contribute to members understanding of the strengths and
wcakness of the financial administrative system or the managements of
public funds. The cyclical, comprehensive audit requires the Auditor
General to do a detailed examination of each major department or agency at
lcast once cvery four years. The objective is to pros)ide parliament with
information that will facilitatc members undcrstanding of the general
cffectiveness of department’s operation and financial control systems. The

four-year period was selected because it coincides with the average life of

parliament.
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These changes in the audit functions have, to a degree, made the
Office of the Auditor General an agency of change and improvements in
government financial administration. In addition to disclosing deficiencies in
the management of public funds, the Auditor General provides concrete,
written recommendations for improvements in administration, achievement
of cconomies, increased efficiency, and enhanced programme results.
Although the Auditor General cannot impose any suggestions for
improvements on the government, the office can exert considerable
influence by working closely with the Comptroller General and the Public

Accounts Committee.
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