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EXECUTIVE SUMMARY
Background

This audit was approved by the Deputy Minister on May 23, 2013 as part of the Risk-based
Audit Plan 2012-13 to 2014-2015. Public Safety Canada (PS) identified financial management
governance as an area of interest warranting audit. Effective financial management governance
ensures both strong leadership and financial management practices. Appropriate stewardship of
funds, effective decision-making, and efficient policy and program delivery are the result.
Moreover, the Department’s ability to meaningfully challenge and scrutinize its financial
decisions is critical in a time of fiscal restraint. As the Department is called upon to absorb the
costs of new programming, strong financial governance processes will be of utmost important in
making tough financial decisions.

Overall, financial management is defined through a set of legislative, and Treasury Board (TB)
policy frameworks, and departmental instruments. Specifically, in 2009, TB introduced the
Policy Framework for Financial Management. This framework is the overarching umbrella that
articulates the roles and responsibilities and outlines key financial principles including Financial
Management Governance.

The expectation as articulated in the TB Policy on Financial Management Governance is to

ensure:

e “Anawareness and clear understanding by all stakeholders of their roles, responsibilities, and
accountabilities for both financial management and stewardship of public resources.

e Sound and transparent, and effective financial management is in place including: compliance
and financial management policies, directives and standards; establishment of an appropriate
Chief Financial Officer (CFO) model in all departments; and, consideration of the guidelines
for CFO qualifications.

e Well-informed decision-making, clear accountability for public resources, and efficient and
effective policy and program delivery.”*

Audit Objective and Scope

The objective of the audit was to provide reasonable assurance that the structures and practices in
place to support appropriate financial management governance are adequate and effective.

The audit scope covered the period from September 1, 2012 to November 30, 2013 in order to
obtain the most current audit information and to ensure an audit of the full financial management
governance cycle. The focus of the audit was on the Department’s activities over financial
management governance.

! Treasury Board Policy on Financial Management Governance
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Summary of Findings
Governance Structures:

Terms of Reference for key governance committees broadly defined roles and responsibilities,
purpose, objectives, and activities.

The Department Management Committee (DMC) discussed and considered financial
management issues, however not in a fulsome manner. Further the financial information
provided to the DMC did not always enable managements™ full understanding of the issue to
support meaningful discussion and decision-making.

Financial Management Advisor (FMA) Model and supporting Financial
Management Framework and Policies:

Progress has been made in the development of a financial management framework and the
associated policies.

FMAs did not always have sufficient access to the full suite of information needed to fully
understand branch business requirements and to effectively discharge their role.

Lack of understanding and application of the FMA model within Branches may prevent it from
achieving its objectives and full value.

Branch Management Control Frameworks:

The sub-certification checklist process was relatively new and not well understood, leading to a
concern as to the completeness and validity of the attestation statements.

Financial Management Accountability:

The process and measures by which management was held accountable may not instill the
importance of sound financial management nor compel the right attitudes and behaviors.

Audit Opinion

In my opinion the Department’s structures and practices in place to support appropriate financial
management governance are generally adequate and effective and have been improving over the
past several years. There are still some moderately important issues such as certain governance
structures and oversight practices requiring management focus to ensure sound, transparent and
effective financial management and stewardship of public resources.

Statement of Conformance and Assurance

The audit conforms with the Internal Auditing Standards for the Government of Canada, as
supported by the results of the quality assurance and improvement program.
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In my professional judgment as Chief Audit Executive, sufficient and appropriate audit
procedures have been conducted and evidence gathered to support the accuracy of the opinion
provided and contained in this report. The opinion is based on a comparison of the conditions, as
they existed at the time, against pre-established audit criteria that were agreed upon with
management. The opinion is applicable only to the entity examined.

Recommendations

1. The Assistant Deputy Minister (ADM), Corporate Management Branch (CMB), should, in
conjunction with DMC members, define which financial management activities require their
collective oversight, the time table for their consideration, their information needs and the
information available through departmental systems, processes and reports.

2. The ADM, CMB should re-affirm the understanding and commitment to the FMA model by
senior management at the DMC. Subsequently, the ADM, CMB, should, in collaboration
with Branch Heads, fully implement the FMA model by ensuring that FMAs have access to
appropriate tools and training as well as sufficient visibility into Branch activities in order to
deliver effective and value-add strategic advice.

3. The ADM, CMB, should continue to raise awareness of internal control roles,
responsibilities, and accountabilities, including, but not limited to, the sub-certification
process with a view towards fostering an integrated approach to internal control.

4. Each Branch Head should, with the support of the CMB, identify and document existing
Branch controls, including how and when these controls are monitored and to whom the
results are reported, and share best practices in financial management and internal control
within the Department.

5. The ADM, CMB, should recommend to the Deputy Minister, standard accountability clauses
for Executive Performance Management Agreements that are focused on financial
management and internal controls. Further there should be a formal process put in place for
the measurement, monitoring and enforcement of these commitments, which is agreed to and
understood by all senior management.

Management Response

The Assistant Deputy Minister (ADM), Corporate Management Branch and all other Branch
Heads accept the recommendations as presented. The recommendations recognize that the
accountability for financial management and internal control is shared by the Chief Financial
Officer (CFO) and Senior Departmental Managers (SDM). The recommendations recognize that
the CFO exercises functional leadership in these areas as defined by the Treasury Board Policy
Framework for Financial Management and the Public Safety Financial Management Framework.
The recommendations further recognize that Senior Departmental Managers play a
complementary role in providing direction and oversight in the areas where they exercise
delegated financial authority.
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1. INTRODUCTION
1.1 Background

This audit was approved by the Deputy Minister on May 23, 2013 as part of the updated Risk
Based Audit Plan (RBAP) 2012-13 to 2014-2015. Public Safety Canada (PS) identified financial
management governance as an area of interest warranting audit attention.

Effective financial management governance is required to ensure strong leadership and financial
management practices in the public sector. Appropriate stewardship of funds, effective decision-
making, and efficient policy and program delivery are the result. Moreover, the organization’s
ability to meaningfully challenge and scrutinize its financial decisions is critical in a time of
fiscal restraint. In particular, as the Department is called upon to absorb the costs of new
programming, strong financial governance processes will be of utmost importance to making
tough financial decisions.

This combined with other concerns noted in the RBAP about access to robust information in
support of decision-making and oversight, led to the identification of this audit as a high priority
that would add value to management and the Deputy Minister. Lastly, it was signaled that this
audit would also allow for the testing of new governance arrangements put in place in response
to an internal audit of financial planning, forecasting and monitoring completed in 2011.

The audit also supports the 2013-14 departmental priority to “improve the efficiency and
effectiveness of the management framework to make it more responsive to risks, business
requirements and resource pressures”, which includes the element of financial management
governance.

1.2 Legislative Framework

Overall, financial management is defined through a set of legislative, and Treasury Board (TB)

policy frameworks, and departmental instruments. Specifically, in 2009, TB introduced the

Policy Framework for Financial Management. This framework is the overarching umbrella that

articulates the roles and responsibilities and outlines key financial principals supported by four

fundamental TB policies:

e TB Policy on Financial Management Governance;

e TB Policy on Internal Control;

e TB Policy on Financial Resource Management; and,

e TB Information and Reporting and the Policy on Stewardship of Financial Management
Systems.

The expectation as articulated in the TB Policy on Financial Management Governance is to

ensure:

e An awareness and clear understanding by all stakeholders of their roles, responsibilities, and
accountabilities for both financial management and stewardship of public resources.

e Sound, transparent, and effective financial management is in place including: compliance to
financial management policies, directives and standards; establishment of an appropriate
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Chief Financial Officer (CFO) model in all departments; and, consideration of the guidelines
for CFO qualifications.

e Well-informed decision-making, clear accountability for public resources, and efficient and
effective policy and program delivery.

1.3 Financial Management Roles and Responsibilities

The PS Financial Management Framework (PS FMF) and the PS Policy on Budget Management
(PS PBM) outline the roles and responsibilities of all key financial management players. See
Annex C for details. As per the PS FMF, a sound and effective financial management framework
is a key element and core to every Manager's accountabilities and responsibilities. It articulates
the following roles and responsibilities:

The Deputy Minister assumes overall stewardship responsibility for the integrity of the
Department’s financial management and transfer payment management capabilities, and the
capacity to meet the resource management requirements of the Department and Government.

The Chief Financial Officer (CFO) is the lead departmental executive for all aspects of
financial management, program financing, investment planning, financial reporting and
disclosure, and for dealing with central agencies and other stakeholders on these matters. The
CFO is accountable to the Deputy Minister. At PS the CFO role is played by the Assistant
Deputy Minister, Corporate Management Branch.

Senior Departmental Managers, defined as managers reporting directly to the Deputy Minister,
are responsible to:

e exercise their financial management and transfer payment management authorities,
responsibilities, and accountabilities and to manage the financial resources entrusted to them,
in a prudent manner and in compliance with legislation, TB policies, directives, guidelines
and standards;

e set an appropriate tone of respect for, and comply with, the PS FMF, by giving priority to it
and demonstrating fiduciary responsibility;

e ensure their managers understand the departmental PS FMF, exercise their financial
management authorities and responsibilities, are properly trained in effective financial
management, and take appropriate action to correct undesirable performance; and,

e seek advice and support of the CFO to carry out duties of their position in financial
management, control, and financial reporting and disclosure.

Financial Management Advisors (FMA) are financial specialists who report functionally to the
CFO. They are individually assigned to support a Branch in all financial aspects. They review
and provide strategic advice on the financial components of branch activities.

Branch Planners reside directly within individual Branches, with responsibilities for supporting
and coordinating branch financial planning, forecasting, and reporting. They also ensure the
information within the financial system is accurate, up-to-date and aligned with all financial
system controls.
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1.4 Audit Objective

The objective of the audit was to provide reasonable assurance that the structures and practices in
place to support appropriate financial management governance are adequate and effective.

1.5 Scope and Approach

The audit scope covered the period from September 1, 2012 to November 30, 2013 in order to
obtain the most current audit information and to ensure an audit of the full financial management
governance cycle. Over the past year, the Department has begun to implement a new
governance committee structure as well as introduce the PS Financial Management Framework.
The audit examined these new and evolving structures and practices as well in order to provide
management with timely advice and insight.

The focus of the audit was on the Department’s activities over financial management
governance. See Annex A: Audit Criteria. Financial management governance encompasses®:

e Leadership through the demonstration of financial responsibilities, transparency,
accountability, and ethical conduct.

e Establishment of financial management governance structures that foster prudent
stewardship of public resources.

e Managing the Department and departmental programs in compliance with legislation,
regulation, TB policies, and financial authorities.

e Informing the strategic planning process with financial risks, financial sustainability,
governance, resource allocation and performance monitoring.

e Approving key financial management decisions and or reports.

Exceptions:

The audit does not provide assurance on the completeness, accuracy or validity of the
information being presented to the governance committees nor on the processes used to ensure
the integrity of the information. Although certain aspects of these processes were highlighted as
potential risks during the planning stage, they were excluded in order to focus the audit on the
effectiveness of the financial management governance processes and maintain a reasonable audit
scope and timeline.

Procedures for gathering evidence included inspection of documents, interviews, detailed review
of a sample of files, and analysis of data. The application of these procedures allowed the audit
to formulate a conclusion as to whether the established audit criteria have been met. The
standards for gathering evidence included ensuring that the information was sufficient, reliable,
relevant, and useful to draw conclusions.

2 Excerpts taken from the Treasury Board Framework for Financial Management and Financial Management Governance Policy
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1.6 Risk Analysis

Through preliminary documentation review and interviews, numerous business conditions were
identified within the financial management governance environment. See Annex B: Preliminary
Risks.

In the last year, PS has introduced new and significant financial policies and processes, and has
revised their governance structures. In addition, the Department has experienced significant
turnover at the senior management level; particularly within the Corporate Management Branch
(CMB) who is a key player in an effective financial management framework. In addition to
these business conditions, the planning phase of the audit also identified complexities and
dependencies associated with financial management governance, which heighten the
Department’s risk exposure. These factors included the limited understanding of the financial
reports, the high volume of processes and responsibilities, the necessary high degree of financial
acumen, and the numerous dependencies between various players and committees.

External influences such as the Deficit Reduction Action Plan (DRAP), the introduction of new
TB policies, and the unpredictable financial nature of some programs, such as the Disaster
Financial Assistance Arrangements, further impact risk exposure.

1.7 Audit Opinion

In my opinion the Department’s structures and practices in place to support appropriate financial
management governance are generally adequate and effective and have been improving over the
past several years. There are still some moderately important issues such as certain governance
structures and oversight practices requiring management focus to ensure sound, transparent and
effective financial management and stewardship of public resources.

1.8 Statement of Conformance and Assurance

The audit conforms with the Internal Auditing Standards for the Government of Canada, as
supported by the results of the quality assurance and improvement program.

In my professional judgment as Chief Audit Executive, sufficient and appropriate audit
procedures have been conducted and evidence gathered to support the accuracy of the opinion
provided and contained in this report. The opinion is based on a comparison of the conditions, as
they existed at the time, against pre-established audit criteria that were agreed upon with
management. The opinion is applicable only to the entity examined.

2. FINDINGS, RECOMMENDATIONS AND MANAGEMENT RESPONSES

2.1 Governance Structures

The audit expected to find well-defined financial management governance structures which are
supported by practices and controls that enable senior managers to discharge their financial

management governance responsibilities. This would include appropriate Terms of References
(ToR) for defined governance structures as well as robust processes to support the structures i.e.
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agenda setting and follow-up, to ensure these committees receive appropriate and sufficient
financial and non-financial information in order to facilitate a collective and robust discussion,
effective oversight and informed decision-making.

The audit examined the ToRs for several committees, as well as their supporting documentation
such as Records of Decisions, agendas, and calendars. On a judgmental sample basis, the audit
also examined the actual financial presentations for the purpose of assessing the
comprehensiveness of the information i.e. inclusion of financial and non-financial analytics. The
integrity of the financial and non-financial information was not assessed as part of this audit.

The Department has established several governance structures whose responsibilities include
elements of financial management oversight. As per the departmental website the following is a
description of each committee examined during the audit:

e The Departmental Management Committee (DMC). In 2012 the Department redefined the
DMC: “DMC refers to three separate but related committees (human resources, finance and
general management). The DMC provides oversight and a forum for decision-making on the
Department's operation and direction. The DMC meets every two weeks to deliberate on
issues relating to departmental programs and operations, in-year budgets and expenditures, as
well as program, operational and corporate performance. The committee membership
includes all Assistant Deputy Ministers (ADM), the Director General (DG) of the
Communications Directorate, the Executive Director and Senior General Counsel of Legal
Services, the Chief Audit and Evaluation Executive, and the Chief of Staff to the Deputy
Minister. The committee is chaired by the Deputy Minister. Secretariat support is provided
by the Corporate Services Directorate of the Corporate Management Branch (CMB).”*

e The Departmental Audit Committee (DAC): “The DAC is an independent committee that
meets at least three times a year and provides objective advice on the state of the
Department's control and accountability processes to the Deputy Minister. This committee
includes a majority of external members recruited from outside the federal public
administration and who are not affiliated with PS, so as to guarantee an impartial review of
management practices. The internal members are the Deputy Minister, and the Associate
Deputy Minister. Also attending these meetings are the Chief Audit and Evaluation
Executive and the Chief Financial Officer. The committee reports annually on its activities
and the results of its reviews as well as assessments on departmental provisions intended to:
promote public service values; ensure compliance with laws, regulations and policies;
manage corporate risk; maintain effective internal control; and conduct internal audits.””

e The Grants and Contributions DG Oversight Committee: “The Grants and Contributions
(G&C) DG Oversight Committee meets as required (five to eight times annually) to ensure
prudence and probity in the governance and oversight of the departmental G&C programs.
The committee receives direction from and reports on its work to the DMC. The committee
provides leadership on departmental G&C Reform activities and implements the Transfer
Payment Policy; reviews and recommends departmental G&C policies and directives; as well

% Public Safety’s Internal Website
4 Public Safety's Internal Website

INTERNAL AUDIT OF FINANCIAL MANAGEMENT GOVERNANCE, PUBLIC SAFETY CANADA 5



as monitors and reports on the implementation of standard processes, policies, and
management action plans addressing the administration of G&Cs.”®

Subsequent to our audit period, the Department made further changes to the governance
structures with the objective of improving the functioning of Committees at the senior
management levels. The changes involved the creation of a Director General Management
Committee and a Director General Portfolio Policy Committee. The main purpose of the new
committees is to be a forum for meaningful departmental consultation and deliberation prior to
presentation of key issues at senior management committees. These committees are intended to
focus on more administrative processes and operational issues whereas the DMC will focus on
policy and overall departmental strategic direction.

2.1.1 Terms of Reference for key governance committees broadly defined roles
and responsibilities, purpose, objectives, and activities.

The audit reviewed the ToR for the DMC, the DAC, and the DG G&C committee and found that
they contained sufficient information to provide direction i.e. membership, purpose of
committee, roles, and objectives. The audit could not find either within the individual ToRs or
through a reference to another information document, further specificity on what type of
information should be received by the members or the general timeframe as to when or how
often this information should be presented to the committee, in order to discharge their oversight
responsibilities and accountabilities. While there were individual oversight mechanisms such as
bi-lateral meetings, there was no guidance as to what should be reviewed as a collective
management governance structure. For example, it was not clear whether significant
procurement contracts should be reviewed at DMC. Nor was it clear what financial issues, if
any, should be brought to their attention, such as updates on major financial projects or
significant budget transfers that could have both financial and non-financial impacts across the
Department.

2.1.2 The DMC discussed and considered financial management issues, however
not in a fulsome manner. Further the financial information provided to the
DMC did not always enable managements full understanding of the issue
to support meaningful discussion and decision-making.

In order to establish the DMC agenda, the secretariat function consolidated and prioritized the
items submitted for DMC oversight by the individual subject matter experts. Only on rare
occasions does the secretariat formally solicit or request specific financial information for
presentation to DMC. Determining which items require DMC oversight was largely left to the
judgment of the specific process owners or subject matter experts. There was no predetermined
list of financial topics requiring collective senior management oversight, although there was a
DMC calendar specifying some key dates for certain financial items. The DMC secretariat did
not play a proactive or strategic role in managing the agenda as it was not considered part of the
secretariat function. Further there was no systematic approach to monitor, or follow-up on
agenda items. As a result, the audit found the frequency and nature of the financial topics to be
somewhat inconsistent.

® Public Safety’s Internal Website
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The audit found aspects of financial management were monitored by the DMC such as the
monthly departmental Financial Situation Report, the status of implementation of the Internal
Control Framework, and to some extent budget pressures and allocation information. The audit
did observe that the comprehensiveness and the usefulness of the information being presented
were inconsistent. By its very nature, financial information is complex, and so combined with a
resource constrained multi-faceted budget, there is a need for key metrics and interpretation i.e.
“so what does it mean”. The audit found many financial reports had limited non-financial
analytics. Without these analytics, there is a risk of different interpretations of the key message
and potentially an inappropriately informed management decision.

The audit noted that many financial presentations were for information purposes only. There
was limited time given to senior management to deliberate and /or provide direction. The
purpose of the presentations was not always clear. In some cases senior management questioned
whether it was the most effective use of their time given other higher risk priorities that might
require their collective oversight. Further the audit noted that the time allotted for financial
discussions was not always adequate. In some cases as noted above, priority on the agenda may
have been allocated for presentations for the purpose of informing, while deliberations on critical
financial decisions such as budget allocations/re-allocations were given less time and in some
cases items had to be rescheduled. There continues to be varying opinions amongst the Branch
Heads as to whether they have been appropriately informed of critical financial information or
provided sufficient time in order to discharge their oversight responsibilities. The potential cause
may stem from the existing culture of the organization whereby financial decisions were largely
made through isolated individual branch decisions or through bi-lateral agreements with
colleagues. This culture was still evident during this audit.

Overall, it was observed that there was a strong message of commitment to sound financial
management both from the Deputy Minister and within individual branches. This strong
commitment to sound financial management can be further reinforced by clarifying the
understanding of financial management controls and how they will be enforced. Further by
having a strategic and systematic approach to financial governance, senior management can be
assured that the right information is available at the right time to support effective decision-
making.

2.2 Financial Management Advisory Model and supporting Financial Management
Framework and Policies.

The audit expected to find a defined and effectively implemented Financial Management
Advisor (FMA) model. This model should define the responsibilities of the FMAs as well as
other key officials such as the Branch Heads and Branch Planners, within a holistic perspective
of the Department’s financial capacity and responsibilities. There should be appropriate
communication and training on all aspects of the model including guidance on “how” to
implement it.
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The audit examined the FMA policies and guidance in place to assess their completeness and
compliance to external direction. As well through interviews and documentation review, the
audit assessed how the actual advisory control function operated.

Currently the Department has in place an approved Policy on Budget Management, as well as a
detailed FMA Roles and Responsibilities document. Annex C presents the responsibilities of
several of the key players responsible for financial management identified within the PS Policy
on Budget Management. The PS Financial Management Framework also defines the FMA role
as a key governance control. The following depicts the relationship between the FMA and the
departmental players.

Outcomes Outcomes
Sound financial | __ ___________ >l Deputy e - e e Effective financial
stewardship and internal Minister management and
control ? resource allocation
_Ch|ef Branch
- - - Financial < > . - >
Officer Heads o
Outputs Outputs
T T Financial Plans

Financial Reports
Departmental Budgets Directors
ESR - Comptroller General

CFO Attestations

Branch Budget

————— - Variance Explanation
Report (VER)

Iy

N MCs / TB Submissions
Estimates Estimates
Internal Controls Internal Controls
e —— ] EMAs - Branch | ____ -
Planners
| Challenge Function | | Advisory Function

(Source: CMB Deck on FMA Process Flow)

2.2.1 Progress has been made in the development of a financial management
framework and the associated policies.

Progress was made in 2012 in the development of the comprehensive PS FMF which was
approved by the DMC and well communicated across the Department through mandatory
training. The audit found the PS FMF aligns with TB requirements and clearly outlines the roles
and responsibilities of key financial management players.

The PS PBM had clear objectives, expectations, and roles and responsibilities for the key players
involved in the financial management processes. It was also expected that appropriate measures
were in place to ensure outcomes are as intended. However, the audit found limited indicators
identified that would allow for the assessment of the effectiveness of the implementation of the
PS PBM.

Guidance on how to operationalize the roles and responsibilities outlined in the PS FMF was
limited. For example, there was no guidance on how the Branch Heads should develop and
implement their own branch financial management framework or what would be considered
appropriate evidence for monitoring their individual branch financial management frameworks.
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2.2.2 FMAs did not always have sufficient access to the full suite of information
needed to fully understand branch business requirements and to
effectively discharge their role.

The primary FMA communication channel to both receive and disseminate information and
advice to and from branches was through the Branch Planner. This relationship was seen as
valuable by all levels within the Department with significant improvements observed over the
past several years. For example, the FMAs now attend the financial portion of the individual
branch management meetings this was not the case during the last financial audit.

As per the FMA Roles and Responsibilities, the new FMA role should be more strategically
focused and provide advice at the ADM and DG level. The audit found that the new role was not
yet fully implemented as intended. To fully and effectively realize the new FMA role requires
that the FMA has the access and opportunity to discuss issues directly with senior management
allowing them to acquire knowledge on all aspects of the branch activities. However, the FMAs
were not regularly invited to attend key branch business meetings such as procurement planning
meetings, branch risk profile meetings, or priority setting meetings limiting their ability to fully
understand branch business requirements and to effectively discharge their responsibilities.

2.2.3 Lack of understanding and application of the FMA model within Branches
may prevent it from achieving its objectives and full value.

As per the TB and PS FMF, the FMA model is a critical control in achieving sound financial
management and oversight. Therefore its acceptance at all levels within the Department is
imperative. The vision for the new FMA model was communicated and approved as part of the
PS PBM and the PS FMF. It emphasized the FMA as strategic advisor to senior management as
well as positioning them in the unique role of financial subject matter expert.

Despite the communication and approval of the PBM and the FMF, it was observed that there are
different interpretations of the FMA role by senior management. While the FMA function was
committed to evolving to this strategic role, most Branch Heads told us that they generally rely
on the Branch Planner for strategic advice as some felt that FMAs were not yet providing the
required level of strategic focus. Additionally, as branch planning organizations have increased
their capacity, it has become possible for Branch Heads to seek guidance from Branch Planners
as opposed to their FMAs. However, given the lack of specific financial expertise within the
branches, this could result in advice that does not comply with the policies and directions of the
Department or the Federal government. It has also resulted in a situation where FMASs are
increasingly disconnected from strategic discussions in the Branch and are primarily leveraged
for questions of policy interpretation and the transactional aspects of budget management (e.g.,
financial coding, budget transfers, Journal VVouchers, etc.). At the same time, this diminishes the
value of the FMA as a key financial control in support of the CFOs financial stewardship
responsibilities.

Another barrier to the full achievement of the FMA model was the inconsistent capacity within

each of the Branches. Generally the larger Branches have established a team of advisors whose
responsibilities include the coordination and oversight of all financial, procurement, staffing, and
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business planning activities. These teams appear to have the capacity to perform the transactional
aspects of financial management such as monthly variance explanations, and procurement
planning which allows the FMA to focus on more strategic analysis rather than validation of the
technical transactions. However, some of the smaller Branches do not have this capacity and
consequently the FMA was required to perform more transactional analysis in order to ensure the
integrity of the baseline financial data for these smaller groups. This extra work was beyond the
responsibilities of the FMA and prevented them from fulfilling the strategic analysis role and
attending other branch management meetings. The audit is not suggesting that each Branch
establish a special advisor team. Rather the audit is highlighting a need to ensure a consistent
interpretation and implementation of the FMA model and align the roles as appropriate to the
overall departmental needs and capacity.

Without the clarity and acceptance of the FMA model by senior management across the
Department, the FMA exposure to activities may not be broad enough to equip them with the
insights or understanding of the business of the Branches and their complexities. Further, if the
FMASs are unable to exercise their responsibilities as the financial subject matter experts
providing strategic advice, it may lead to a weakened independent oversight control preventing
the detection of inappropriate financial decisions. There may be undue reliance on the FMA as a
control as the full value of the model may not be realized.

2.3 Branch Management Control Frameworks

The audit expected individual Branches to have identified, implemented, and monitored their
own unique financial management control frameworks in support of the Corporate Control
Framework. The summary of these individual control frameworks was to be captured within the
departmental sub-certification checklist (see description below).

The audit examined the guidance and tools provided to the Branch Heads to support the
completion of the sub-certification checklist to assess their completeness, complexity, and
orientation. All individual branch responses were reviewed for the purpose of assessing integrity
and comprehensiveness. Evidence supporting these individual checklists was also examined to
ensure sufficiency and appropriateness. The audit did not validate the compliance of the
responses against the control objectives.

As per the PS FMF each Branch Head is responsible to “provide the Deputy Minister with
assurance that processes are in place to ensure the effectiveness of branch financial
management.”® Currently TB has not mandated this level of formal assurance however PS felt
that it was a best practice to reinforce and emphasize Branch Head responsibilities and therefore
adopted it internally. The requirement for this formal assurance was established in 2012,
however the necessity for Branches to define, implement, and monitor appropriate financial
controls within their purview is embedded within the authorities of the Financial Administration
Act (FAA) as well as the 2010 TB Policy on Internal Controls.

To facilitate this assurance process a sub-certification checklist was developed to support the in:

® PS Financial Management Framework
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e maintaining and reviewing the effectiveness of the system of internal controls falling within
their purview;

e understanding the major financial and business risks of the Department; and,

e exercising their financial management authorities, responsibilities, and accountabilities, and
managed financial resources entrusted to them in a prudent manner, complied with
legislation, TB policy, directives, standards and guidelines.

The completion of this checklist was expected to be guided by the foundational financial controls
already in existence. In essence it was the formalization of documenting their financial
management controls currently in existence.

2.3.1 The sub-certification checklist process was relatively new and not well
understood, leading to a concern as to the completeness and validity of the
attestation statements.

The audit found that generally Branches had not purposefully or deliberately identified the key
financial management controls necessary to mitigate the financial risks within their purview of
operational activities. There were as yet no documented branch specific financial management
control frameworks although Branches were attempting to establish some financial controls
albeit in an isolated manner. Without a branch financial management control framework, or an
understanding of the necessary controls, it is difficult to be certain whether the right controls
were in place or if there were exposures or redundancies. Further without the clear articulation
of how these controls should operate and be monitored the Department cannot be certain whether
it has achieved the outcomes of risk mitigation. The impact of not having branch financial
management frameworks was likely one of the contributors to the sub-optimal branch responses
observed within the sub-certification checklist.

The audit did recognize that the former Community and Safety Partnership Branch provided
good evidence and thoughtful representation of the financial controls within their operations
particularly surrounding their Grants and Contributions programs. However, the majority of the
other branch responses were generic and high-level with limited specificity to branch operations.
It was difficult for audit to conclude whether the sub-certification checklists were comprehensive
as in many cases the audit noticed that key controls such as the oversight monitoring done by the
Branch Planners were not identified.

Another contributor to the limited quality of the responses was the general lack of clarity as to
the sub-certification checklist’'s purpose and use. There were no guidelines and limited training
sessions to provide direction as to “how” to complete it and consequently there were
misunderstandings. For example there was confusion as to what time period the sub-certification
checklist was to cover. There was also a lack of understanding as to what constituted a branch
control versus a departmental control. Often the responses were in “support” of the departmental
controls versus the identification of unique branch controls.

The audit was also concerned that the processes followed to complete the sub-certification

checklists may have diminished the accountability and integrity of the responses. For example,
generally the Branch Planners completed the sub-certification checklists with varying degrees of
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consultation with the accountable Responsibility Center Managers (RCM). After completion
there were, in most cases, branch meetings to discuss the responses; however the process was
often perceived as administrative. The sub-certification checklist's use and value were generally
not evident to senior management and consequently may not have been given the priority and
due diligence warranted by the significance of its objective. Only the former Community and
Safety Partnership Branch required individual RCMs to complete and formally sign the sub-
certification checklist at their respective levels. The audit viewed this as a good control process
as it is these individuals who are accountable to implement and monitor the financial controls
and who are therefore in the best position to attest to integrity of the responses.

The audit reviewed on a sample basis, the supporting evidence for several branch controls e.g.
financial templates and branch financial records of decisions and correspondence. The audit
found that Branches were implementing many good financial management practices although
there is a need to strengthen the documentation of the results of these controls.

Further there were strong examples of financial management leadership and tone set by senior
management. Informal communications on financial management at branch meetings and
through training and policy communications were observed. Subsequent to the audit, a strong
message on the importance of financial management at the departmental town hall was
communicated.

The audit also recognized that while beyond the scope of the audit, there were lower level
transactional oversight controls currently being developed and implemented, in particular
through the Financial Management Internal Control Framework which is in the process of being
expanded to encompass branch financial controls.

Given that the sub-certification checklist is a consolidated view of the pre-existing branch
financial controls the integrity of the responses suggest a need to strengthen the overall
departmental financial control framework. While individual branches have various financial
management controls, without having a more comprehensive branch financial control
framework, there may be a risk in regard to the effectiveness and efficiency of programs,
operations and resource management, including safe guarding assets. The CFO and the Deputy
Minister may to some extent place undue reliance on these Branch assurances. Consequently
some risks may be above their tolerance levels for reliance on the integrity of the financial
information.

2.4 Financial Management Accountability

The audit expected to find appropriate processes in place to ensure that senior management was
held accountable for financial management governance.

The audit examined the Performance Management Agreement (PMA) clauses specifically related
to financial management to ensure their reasonableness and effectiveness.

In the 2012-2013 fiscal year there were two mandatory financial management clauses for all
senior management PMAs:
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e Contribute to achieving excellence in the workplace and improving management practices by
contributing to the strengthening of the Department’s financial management framework and
demonstrating sound financial management.

e Budget Variance of 0 to 5% between the adjusted forecast as of P9 forecast exercise and the
results of the division, directorate, or branch at year end. Variance over 5% to be justified.

In the 2013-2014 fiscal year the format of the PMAs was changed to reflect a more results based
focus. There were two mandatory financial management measures for management PMAs:

e Variance of 0% to 5% between adjusted forecast as of P9 and the result achieved at year end
for all cost centers managed by the Executive. Any variance must be explained.
e Budget carry forward does not exceed 5% (applicable to Branch Heads only)

Individual senior management PMASs may have had other discretionary financial management
clauses however the audit did not review these additional accountability measures. Nor did the
audit validate compliance of the individual PMAs, only the overall PMA enforcement processes.

2.4.1 The process and measures by which management was held accountable
may not instill the importance of sound financial management nor compel
the right attitudes and behaviors.

The individual senior management PMA requirements to support the PS FMF as well as obtain a
financial variance target were considered good performance measures. However, the audit
remains concerned on several fronts.

Firstly, there was a need for more specific and detailed accountability around financial
management related to the branch activities. The notion of general support for the PS FMF does
not identify the depth or specificity that is required under the FMA model. Branch financial
frameworks are unique and complex. Consequently there should be some direct accountability
for their integrity.

Secondly, there was concern that the pure financial target, while important from an FAA
perspective may not fully instill accountability or worse, drive the wrong behaviors. This type of
metric may lead the Department to focus on spending or transferring funds as opposed to the
effectiveness and value of the process to arrive at financial business decisions. The Department
may also achieve the 5% variance without ensuring the effectiveness of the internal controls or
the integrity of the sub-certification responses. For example, the overall budget or forecast target
could be achieved through isolated budget transfers of the surplus funds amongst a few
responsibility center managers. While these surplus funds are being spent or transferred thus
achieving the target, they may not have been on the highest priorities or greatest budget pressures
of the Department collectively.

From a process perspective, despite having the above-mentioned PMA clauses, there was little

evidence that management was consistently held accountable for the 5% variance target. Based
on the documentation from last fiscal year there were 62 out of 231 cost centers or 46 individual
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RCMs that were not compliant with the 5% variance target. Despite the opportunity for senior
management to collectively review and assess the results and take the appropriate action, the
presentation and consolidation of the financial data was questioned and a decision was made not
to enforce the PMA financial clause. The audit did not attempt to validate the accuracy of the
numbers. While the auditors were told that there were situations of lower level consequences for
noncompliance, there remains a concern as to the overall effectiveness of this control as senior
management was not able to enforce a collective decision or show evidence of performance
accountability.

Supporting evidence and rational for variances against the PMA clause were also not rigorously
documented during these senior management discussions. While there may be instances beyond
the control of the RCM for the deviation, these circumstances should be appropriately identified
S0 as to ensure an opportunity for improvements in future planning. Evidence illustrated
situations of weak financial management. For example, the auditors were told of situations
where RCMs were using a reserve account for budget purposes but authorizing the expenditures
against other accounts. The result of this type of management means that surpluses remain in one
cost center while deficits result in another cost center. This practice may not only distort
financial reporting, potentially by Program Activity Architecture, but it also may dilute the
accountability of the individual RCMs.

Without consistent and continuous application of the PMA clauses, there is a natural tendency to
disregard or place less attention on its achievement. The message in regard to the importance of
these accountability controls becomes diminished.

Recommendations

1. The Assistant Deputy Minister (ADM), Corporate Management Branch (CMB), should, in
conjunction with DMC members, define which financial management activities require their
collective oversight, the time table for their consideration, their information needs and the
information available through departmental systems, processes and reports.

2. The ADM, CMB should re-affirm the understanding and commitment to the FMA model by
senior management at the DMC. Subsequently, the ADM, CMB, should, in collaboration
with Branch Heads, fully implement the FMA model by ensuring that FMAs have access to
appropriate tools and training as well as sufficient visibility into Branch activities in order to
deliver effective and value-add strategic advice.

3. The ADM, CMB, should continue to raise awareness of internal control roles,
responsibilities, and accountabilities, including, but not limited to, the sub-certification
process with a view towards fostering an integrated approach to internal control.

4. Each Branch Head should, with the support of the CMB, identify and document existing
Branch controls, including how and when these controls are monitored and to whom the
results are reported, and share best practices in financial management and internal control
within the Department.
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5. The ADM, CMB, should recommend to the Deputy Minister, standard accountability clauses
for Executive Performance Management Agreements that are focused on financial
management and internal controls. Further there should be a formal process put in place for
the measurement, monitoring and enforcement of these commitments, which is agreed to and
understood by all senior management.

# Management Action Plan Planned Completion
Date
1 | The ADM, CMB will consult DMC on the types of March 31, 2015

financial information that can be provided to inform
evidence-based decision-making and improve financial
management governance.

The ADM, CMB will recommend revisions to the terms March 31, 2015
of reference of key governance committees to define the
nature and frequency of financial information that will be
considered by each entity.

The ADM, CMB will implement a quarterly scorecard June 30, 2015
that demonstrates the degree of compliance with financial
management policy and legislation as well as the
effectiveness of internal control over financial reporting
across all Branches.

2 | The ADM, CMB with input from DMC, will develop and | September 30, 2015.
implement an action plan to further shift the FMA
function from an operational to a more strategic focus.

3 | The ADM, CMB will provide information sessions to all | June 30, 2016
executives to clarify their roles and responsibilities under
the Policy on Internal Control and in support of the
Senior Departmental Manager sub-certification for
internal control over financial reporting.

4 | The ADM, CMB will identify and document Branch December 31, 2014
controls for the CMB Branch

The ADM, CMB and the Comptroller Directorate will
provide support and assistance tor Branch Heads in the March 31, 2015
documentation of their controls as required.

All Branch Heads with the support of CMB will identify | March 31, 2015
and document key controls for the directorate based on
risk and potential impact.

5 | The ADM, CMB will develop an objective and June 30, 2014
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transparent monitoring approach for the mandatory
financial management clauses in 2014-15 executive
PMA:s.

The ADM, CMB will propose mandatory clauses for
2015-16 executive PMAs to increase accountability for
internal control over financial reporting and enhanced
financial stewardship

March 31, 2015
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ANNEX A: AUDIT CRITERIA

Lines of Inquiry

Line of Inquiry 1: Leadership & Direction
The Department provides the leadership and establishes an appropriate “Tone at the Top” around
financial management governance activities.

Line of Inquiry 2: Oversight Structures

There are well-defined financial management governance structures which receive sufficient and
appropriate financial and non-financial information facilitating a robust discussion, effective
oversight and informed decision-making.

Line of Inquiry 3: Branch Financial Management Control Framework

Individual Branches have identified, and implemented their specific Financial Management
Controls in support of the Corporate Control Framework and are appropriately monitoring these
controls so as to provide the Deputy Minister assurance of effective financial management.

Line of Inquiry 4: Financial Management Advisory Model
The Department has defined and implemented an effective Financial Management Advisor
(FMA) model.

Line of Inquiry 5: Financial Management Framework and Policy
There is a clear and comprehensive financial management framework, policy, and guidance.
This includes clear direction for reviewing and approving financial management activities.

Line of Inquiry 6: Accountability
Senior management is accountable for financial management governance.

Line of Inquiry 7: Training
The Department has appropriate and timely financial management training for key personnel.
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ANNEX B: PRELIMINARY AUDIT RISKS

As a result of these conditions and the risk factors that stem from them, the following is a
summary of the key risks to which PS is exposed in relation to Financial Management

Governance.

Key Area

Risk Statement

People and Knowledge

There is a risk that responsibilities, accountabilities and authority
will not be understood or consistently applied by key personnel.

There is a risk that resources will not be able to focus on priority
areas including financial management activities.

Information and Decision
Making

There is a risk that governance structures are not informed of or
sufficiently discussing all key financial considerations to ensure
comprehensive oversight and effective decision-making.

There is risk that appropriate financial information including
analysis and risks is not available or timely to ensure effective
decision-making.

Business Processes

There is a risk that governance processes are not conducive for
substantive financial and non-financial discussions and effective
oversight.

There is a risk that financial management governance processes
do not engage the right stakeholders or subject matter experts.

Leadership and Culture

There is a risk that financial direction provided by key personnel
may be inconsistent (leadership).

There is a risk of isolated or siloed decision-making without a
collective departmental perspective.
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ANNEX C: ROLES & RESPONSIBILITES

The following are the roles and responsibilities of the several key players identified within the
PS Policy on Budget Management.

“Deputy Minister (DM)

As the Accounting Officer for the Department, under the Federal Accountability Act the Deputy

Minister is responsible for:

e Approving the departmental financial plan and budget;

e Ensuring the timely allocation of approved budgets throughout the fiscal year to all managers
with delegated financial authorities;

e Ensuring effective oversight of the department’s financial plan, budget and related allocations
of its resources and making decisions based on sound analysis of reliable information;

e Ensuring financial resources are aligned with the mandate and priorities of the Department
and the Government of Canada;

e Ensuring key planning and budgeting assumptions are reliable;

e Ensuring significant financial risks that could impact effective planning and budget
management are identified and risk mitigation strategies are reasonable;

e Ensuring monitoring and reporting on the use and performance of financial resources are
effective;

e Ensuring that all managers with delegated financial authorities have reliable and timely
financial information that supports accountability, effective decision making and budget
monitoring;

e Ensuring that this policy is in compliance with government policies and procedures and that
it contributes to the effectiveness of systems of internal control; and

e Ensuring that the objectives and targeted results of this policy are achieved through regular
monitoring for compliance.

Chief Financial Officer

As the lead executive supporting the DM's financial management and stewardship
responsibilities under the TB Policy on Financial Management Governance, the Chief Financial
Officer (CFO) is responsible for:

e Developing, maintaining and communicating a standard approach to preparing financial
plans, budgets and forecasts, integrated with the departmental planning process;

e Developing, maintaining and communicating policies, processes and systems for tracking
and reporting financial information and for maintaining the integrity of financial information;

e Reviewing and challenging financial plans, budgets and forecasts, including ensuring
significant financial risks that could impact effective planning and budgeting are identified
and risk mitigation strategies are reasonable;

e Ensuring financial plans, budgets and related allocations of resources are effectively
monitored by:

e Producing a monthly consolidated departmental report and presenting it to Financial
Management Committee (FMC) on a regular basis;
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e Ensuring corrective measures are identified and implemented, where necessary;
e Monitoring budget transfers and free balance; and
e Ensuring allocated departmental budgets are continuously reconciled to the total
amount approved by TB and granted by Parliament;
e Providing strategic guidance and advice on budget allocation and forecasting;
e Providing analytical tools to aid in financial decision making; and
e Recommending the revocation of delegated financial signing authority, on a temporary or
permanent basis, for non-compliance with the Policy on Budget Management, in accordance
with the Delegation of Financial Signing Authorities (DFSA) Instruments.

Branch Head

As the lead executive responsible for financial management within the organization under their
delegated authority, the Branch Head is responsible for:

e Ensuring financial resources are aligned with the mandate and priorities of the Branch;

e Approving Branch financial plans and budgets;

e Ensuring Branch financial plans, budgets and forecasts are prepared in accordance with the
policies and procedures developed by the CFO and central agencies;

e Ensuring key planning, budgeting and forecasting assumptions are reliable;

e Ensuring significant financial and non-financial risks that could impact effective planning
and budgeting within the Branch are identified and effective risk mitigation strategies are
developed and implemented,

e Ensuring financial plans, budgets and related allocations of resources are effectively
monitored in order to make certain that budgets are not exceeded by:

o Ensuring accurate information is maintained in the departmental financial system
using the processes, systems and tools established by the CFO,;

o0 Reviewing the monthly Financial Situation Report (FSR) and submitting a monthly
Variance Explanation Report (VER), identifying and explaining variances and
significant financial risks, for inclusion in the consolidated management report and
presentation to FMC,;

o Identifying and implementing corrective measures where necessary;

o0 Identifying pressures as soon as they become apparent and soliciting funds from the
DM Reserve;

o0 Identifying surpluses as soon as they become apparent and surrendering funds to the
DM Reserve;

e Making decisions based on sound analysis of reliable information; and

e Seeking the advice and support of the CFO on budget allocation and forecasting, where
necessary.

Responsibility Centre Manager

As a manager with delegated financial authority, the Responsibility Centre (RC) Manager is
responsible for:
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e Preparing financial plans, budgets and forecasts in accordance with the policies and
procedures developed by the CFO and central agencies;

e ldentifying key planning, budgeting and forecasting assumptions;

e ldentifying significant financial and non-financial risks that could impact effective planning
and budgeting and developing and implementing effective risk mitigation strategies;

e Performing regular and ongoing budget monitoring activities in a timeframe that aligns with
the Department’s review exercises and implementing corrective measures to ensure that
budget is not exceeded,;

e Ensuring accurate information is maintained in the departmental financial system, including
commitment control, using the processes, systems and tools established by the CFO;

e Ensuring accurate financial coding of financial transactions into the financial system,
including budgets, forecasts, and commitments;

e Reviewing the Monthly FSR and providing input to the VER by identifying and explaining
budget-forecast variances, including projected surpluses/deficits for discussion at the branch
level; and

e Seeking advice and support from the Branch Planner and/or FMA on budget allocation and
forecasting, where necessary.

Financial Management Advisor (FMA)

As the functional specialists in financial management assigned to each Branch, the FMA is
responsible for:

e Reviewing and providing strategic advice on the financial components of Branch Business
Plans;

e Identifying notional budgets and year-over-year trend and variance analysis of these budgets;

e Providing guidance, tools and strategic advice to support Branch budget management and
forecasting;

e Analyzing monthly Branch FSRs, challenging VERs and submitting Branch Analysis
Reports as input to the consolidated management report;

e Exercising a challenge and strategic advisory function, including proper oversight and due
diligence to ensure forecasts are based on reasonable assessment of current and future plans
and that budgets are not exceeded,;

e Reviewing budget transfers and monitoring free balance;

e Developing and maintaining costing models, tools and systems to aid in decision making;

e Providing strategic advice on the financial aspects of management decisions, including ad
hoc requests for reports, trends and other analysis; and

e Following up with Branch Planners to ensure that, when issues are identified, appropriate
corrective measures are taken.

Branch Planner

With responsibilities for supporting and coordinating Branch financial planning, the Branch
Planner is responsible for:
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e Coordinating and challenging input from RC Managers to prepare Branch Business Plans;

e Preparing, coordinating and challenging Branch input to Estimates;

e Coordinating the allocation of notional budgets and in-year adjustments by RC and General
Ledger (GL) Account;

e Coordinating and challenging input from RC Managers to prepare monthly Branch forecasts;

e ldentifying and explaining Branch budget-forecast variances;

e Reconciling RC-level budgets to the Branch budget on a monthly basis, identifying any
discrepancies and ensuring corrective actions are taken;

e ldentifying pressures and surpluses and recommending corrective measures with FMA input
and support;

e Initiating budget transfers in a timely manner;

e Ensuring that information in the financial system is accurate, up-to-date and properly aligns
with all financial system controls;

e Providing analysis and advice for decision making; and

e Seeking strategic advice and support on budget management and forecasting from the Branch
FMA, where necessary.”’

" Public Safety's Policy on Budget Management
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