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AUDITOR GENERAL OF CANADA VERIFICATEUR GENERAL DU CANADA

The Council of the Northweast lerritories
Yellowknife, N.VW.T.

My Office recently furued a report on the examination of
financial management and control in the Government of the Northwest
Territories, including the Housing Corporation and the Workers'
Compensation Board., This was part of a comprehensive review of
financiol matagement and contrel in federal departments, agencies,
{rown covporations and the Territorial Covernments, of which I am
auditor.

The: examination was aade hy professional staff of my Office
nesinted by a manaper from u raticomal firm of chartered accountants.
Accompanving this report is a précis of the observations and recommendations
the study team made and your Government's response outlining the corrective
action taken or contemplated,

Highiiphis of study findings and recommendation:

Fhe Government of ¢4 Northwest Territoeries has experienced,

ard 5 centaeieg to experizne , sipnificant changes in its organizational
strnstave, including the assigment of responsibility for financial
manigenent and conerol, Tha possibility of further organizational
changes ond reasx<ipnment o1 financial responsibilities increases the
Boeca dov anairt s Tue g el ty Jefined senior position with responsibility
Toooainnovd T sy wee Yiacacion ol all aspects of financial

Caag wend ot rpeal B Lo Javevnment. To accomplish this, the
o S loh T e

Soaer Tinancso. Ofticer should continue to report
teew it s rhe Comossiorer and should have direct input
L ae A e we ttee wl the Government

Coreoe Fli by beuld cacomeass o) matters relating
it bueacian srlad oo of she Soevernment including developing
i sy e e e ad seandards in Territorial

et Lo coedat aspects of planning and

v va o ion: god

cops NI Cieees ghenld L formally documented and
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Although a number of the financial control deficiencies
identificd in the report had been recognized by the financial officers
{n the Government and improvewents had already commenced in some of these
areas, the study concluded that there still exists considerable scope
for improvement. The more important areas for improvement identified
by the study were as follows:

- better definition and documentation of responsibilities
relating to the financial and accounting functions throughout
the Government;

- more effective control of revenue, better evidence of
account verification procedures on expenditures, and improved
control over grants and contributions;

- improved accounting and control procedures relating to
inventories, revolving funds and other assets;

- closer control of the data processing function to provide
better segregation of duties, and to prevent unauthorized
entries or access to computer programs, files and equipment;

- strengthening internal audit to ensure that all significant
arcas of the financial system are examined annually;

- improved Estimates presentation, and more effective budgeting
procedures and control Lo Improve the accountability for
financial resources and to ensure that funds are spent for
approved pregrams; and

- better financial reporting to improve disclosure of managerial
accountability and operating results,

Many of the deficiencies discussed in the repist can be
attributed primarily to a lack of adequate documentation and communication,
an observation which has heen made previously in our management leccers
to Council. As a result, the financial management and control responsibilities
of financial staff, and operating managers with financial responsibilities,
are subject to differing interpretations vr are wot clearly understood.

The study team reported a number of significant deficiencies
in financial management and control in the two Territorial corporationms,
with recommendations to correct them:

~ For the Workers' Compensation Board and the Housing Corporation:

- the financial management and control system should be
upgraded, and financial and accounting policies and
standards should be clearly prescribed, communicated
and monitored by the Senior Financial Oificer of the
Territorial Covernment.
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- For the Housing Corporation:

~ the Government should finalize its working agreement with
the Corporation to clarify the roles of the two organizations;

- the Corporation should
- recruit a Manager of Finance and Administration;
- enter into agreements with all housing associations
setting out their responsibilities and the conditions

under which funds are provided; and

- provide for an effective internal audit.

Conclusion

Consideruble positive work has been undertaken recently to
enhance financial planning, systems, controls and reports. However, our
findings indicate that much work still lies ahead to correct the
deficiencies, This will requirc a continuing sense of urgency and
commitment by the Government if Council is to be assured that in the
near future an cffective system of financial management and control .
will be in place and working satisfactorily,

As shown by the response in the attached précis, the Government
basically aprezs with all of the recommendations and indicates that some
{mprovements have been implemented and others will be made in the near
future. A comprehensive plan of action within a prescribed time frame, -
combined with strong central leadership, is necessary to complete the
work now underway and to correct the deficiencies. In carrying out this
plan, the Council may wish to receive progress reports until all our
recommendations are fully implemented.

My staff will also continue to monitor the implementation of
corrective action and report on it periedically until we are satisfied
that the Commissioner and Council arc being scrved by an effective sysctem
of financial management and control.

,ﬁ%;z:'ifsﬁzzifgc:ﬁfgg .

Deputy Auditor General
for the Auditor Gencral of Canada

Ottawa, Ontario
K1A 0G6

January 23, 1975




GOVERNMENT OF THE NORTHWEST TERRITORIES

Observations and Recommendations as at July 1977,

Government's Comments as at November 1977,

INTRODUCTION

This is a summary of the observations and recommendations reported
to the Commissioner of the Government of the Northwest Territories following
our exarnination of the financial management and control practices of its
departments and Territorial corporations.  These are accompanied by the
Government's response to each recommendation.

The following matters should be noted:

- since the objective was to identify deficiencies in the financial
system and to make recommendations for corrective action, the |
report concentrated on those matters that appeared to offer
scope for improvement rather than on those that appeared to be
operating satisfactorily;

- this summary lists the recommendations. Where the recom-
mendation does not explain the problem adequately, an introduc-
tory paragraph has been added. Replies concern the recom- '
mendations oaly; and

- no attempt was made to verify that the actions indicated in the

response were taken or that they remedy the shortcomings
repparted in our observations and recornmendations.
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OBSERVATIONS AND
RECOMMENDATIONS

A comprehensive financial manual
covering all aspects of financial
administration within the Govern-
ment. should be prepared by the
Director of Finance and issued under
the approval of the Commissioner.
Procedures should be implemerited
to ensure that the manual is kejsi. up
to date and is distributed to al! swaff
with financial responsibilities. The
Senior Finunclal Officer should
aporove all sections of operating
manuals containing procedurcs re-
lating to financial systems.

DELECATION OF FINANCIAL SIGNING
AUTHORITY

The Government's financial munual
should outline the policies and pro-
cechies to be [oilnwed by all depart-
menis for (he duelegation of siyning
authorities, witn particular emphasis
on:

-l proper segreuation i spend-
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GOVERNMENT'S COMMENTS

Agreed, A government manuals sys-
tem will be outlined in detail by the
end of April 1978 and should be vir-
tually complete by the end of
November 1978.

A work plan for the financial manual
scction has been developed.  Each
finance officer hus been assigned re-
sponsibility areas and is currently p-e-
paring the first draft of an index of
items requiring policies and regula-
tions.

A forinal policy for the delegation of
signing authorities has been develope.
and will be forwarded for approval by
the Coammissioner before Deccinbur
31, 1977. This policy covers all of thz
iteins outlined in the recormmendation,




OBSERVATIONS AND
RECOMMENDATIONS

ACCOUNT VERIFICATION

Current practices in both account
verification and pre-audit processes
have not been formally docurnented.
In addition, the specific steps in-
volved are not evidenced on the
ducuinents by the persous pertorin-
ing then.

To ensure that financial controls
over c¢xpentitures are appropriate
and operating at all times, the
responsibility for the specific verifi-
cation procedures should be clearly
documented and communicated and
each verification procedure should
he evidenced on the docuinent.

Craoraria shwld be established and
docinented covering the circum-
stancas under which invaices may he
paid iofore cvidenee that the goods
craecoived at destination, Vhere
procedures  shoudd  be
.-.z!.r:d tor eosurs that a proper
repart s ultimately

YRTES
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FAANTAL CHEQUE 1S5UE

S Lhne of the ~l-u‘y, QAPpProxi-
iy ove-haldl ol all chegies were
s manually.

cocrecres s nge of pual cheques Lo
wonssdiiewcd, forme! golicies regard-
inyg eveepdtangl  circumstances
endter  voueho chey anay be  issued
atgeetd G develoued and enforced.

'
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FMONTHLY RECONCILIATIONS

Foe funcly cid 2ccurat= completion

ol account reconcibiations is an
impactant ol for verdying the
accur ey ol transactions recocded in

Ut cav Qi s,

GOVERNMENT'S COMMENTS

Procedures for the accounts:payable .
process will be documented :prior.-to.’
June 1578, The cheque: requisition::
form will be revised-to require initials .
and/or signatures to evidence required

contro! checks. Until such time.as the,

revised cheque requisition forms are:
obtained a rubber stamp will be-
imprinted on each of the cheque..
requisitions.

Criteria have been established to per-
mit payment of invoices prior to.
evidence of the receipt of goods.. The
Supply Services Division will report on:
or before Decernber 30, 1977 com- .
menting on the practicality of imple-
menting such a procedure, or appropri-
ate alternatives.

The dralt policy outlining the circum- .
stances under which general iinprest
cheques may be istued has been. pre- -
pared. This procedure will be formally
issued prior to December -31, 1977.




OBSERVATIONS AND
RECOMMENDATIONS

INVENTORIES AND REVOLVING FUNDS

Specific accounting and control pro-
cedures relating to revolving funds
and invenlories should be docu-
mented, implemented and monitored
to ensure that:

- revolving fund limits are review-
ed at least annually and are not
exceeded;

- all supplies and merchandise
inventories are counted at least
annually, agreed to subsidiary
records and reconciled to the
general ledger on a regular basis;
and

- adjustments to inventory records
are proparly authorized.

Polivies una procedures jur estab-
lishing and operating eacit of the
revolving  funds  should e docu-
mentet e eommunicatd to the
respective  fund munuyers.  Thesz
policies  and  procedures  should
include:

- tag approved pupuses for which
the fund was astablished, i.e. the
types of activiiies lhut can bz
financed;

- accounting and control proce-
duros designerd to maetl the needs
af lhe nperation for which the
fund was estehtished; and

- ety reporting requir2iments
to enuhle regudar maonitoring of
enralion:

GOVERNMENT'S COMMENTS

A monthly reporting procedure has
been introduced whereby each revolv-
ing fund balance is reported to the
Territorial Treasurer together with
memo information as to the difference
between authorized value and the cur-
rent balance. Copies of these reports
are forwarded to departmental dircc-
tors responsible for the individual
revolving funds.

Present year-end procedures require
that all inventories held in revolving
funds be counted at least annually, As
part of the observation procedure of
the Department of Finance the officer
responsible for the observation is
required to certify that subsidiary
records have been adjusted to physical
count. General ledger balances are
adjusted to physical counts as of the
date of the inventories.

All inventory adjustrnents will be
approved by the Territorial Treasurer
and/or the Assistant Commissioner in
accordance with supply regulations.

Revolving fund policies and proce-
dures, together with an expansion of
the appropriate regulations are heing
developed in accordance with the
riecomimendation. Cornpletion of these
procedures and policies is scheduled
for December 31, 1977. They will be
curntnunicated to responsible maunagers
as soan as approval is reczived.




OBSERVATIONS AND
RECOMMENDATIONS

CAPITAL ASSETS

fo tmpruve the control over the
purchase, use and eventual disposal
of capital assets, individual assets
should be numbered and capital
asset ledgers should be maintained,
reconciled with capital expenclitures
eacit year and verified by physical
inspection of the assets on a regular
basts.

DATA PROCESSING

Important control deficiencies exist
in the computerized data processing
of the major accounting records.

The data  processing  instaltation
should be eritically reviewed and the
resulty of this review shoudd form
the basis Jor:

- wegregatisne of the operator and
grerimmmar fuactions and estab-
tisiagnt of lorery control pro-
vedines inorothioe the pogsasilit e
af aqaadieiized  and  uadoc -
srealal ciianges oo programs or
prozigivg of acawthorized (afor-

IO
SosAreretiirayg conteals tg prevent
unagngricsd use of  teeminal

gl racioiea;

= atrenlienlng data processing by
taveinpiyy  contrcls  to easure
thet el inpel lata i< processe:d

- eqtablisning a leg for the reinnte
Guevss System to nonitor- com-
trelze giraiions including  the
i of sperlulized procedures to
anead programs and data files;
arnd!

9.

GOVERNMENT'S COMMENTS

Agreed. A plan has been developed for
maintaining control over capital and
controllable assets. The policy will be
presented to the Executive for
approval priar to January 31, 1978 and
procedures and forms will be complet-
ed prior to February 28, 1978, A
physical count of recorded fixed assets
will be finalized before December 31,
1978, and controllable, attractive item
inventories will be completed during
1979. A transfer of responsibilities to
regions will commence April 1, 1978,

Agreed.

The eperator and programmer func-
tions are presently segregated and
special proceduras have been set up
tor madifying and unproving computer
systerns. - A library control procedure
has bien developed to reduce the
pesaibility of unautherized changes to
jrrogrars, or processing of unauth-
ozzainforination.

Procetlures have been set up  to
stremgifen cantrol [eatuses surround-
g arccess to tecminal facilities and
nforaation [ifes on the cornputer, and
te ensure all input data is processed.

A special d{acility las been imple-
rented (o print the daily iog from the
reinate Latss compiter system.  The
lee,s are sizieed caity by the Manayer,
Compuser Services,




OBSERVATIONS AND
RECOMMENDATIONS

= Strengthening physical safe-
guards over the Cumpuler units'
programs and data files against
fire, water damage or similar
disaster.

INTERNAL AUDIT

Few audits of systems, procedures
and internal control in the Depart-
ment of Finance have been con-
ducted in recent years.

Before approving the annual audit
work scitedule, tnhe Internal Audit
Comrmittze should ensure that ade-
quate resources are allocated to the
internal audit function and that all
significant areas of the financial
system are covered annually.

PROGRAM GOALS AND OBJECTIVES

The appropriate allocation of finan-
cial and other resources of tiwe
Governmeant and the ability of the
senior  executive to  establish the
accountability of wanagers in terins
of plannzd resources and operational
perforiance, depends on the estab-
lishmant ol clearly articulated pro-
pram  objectives  and  operational
goals.

Lfforcs to ostablish claarly articu-
lated proyramn objactives and opera-
tional qoals shoald be continuad and
such cffurts should be mors closely
related to the budget proparation
atd revigw process.
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GOVERNMENT'S COMMENTS

A special fire protection system has
been ordered to strengthen physical
safeguard over the people, computer
and program documentation from fire
and water dainage.

Agreed.

During the summer of 1977, the
Budgets and Fiscal Planning Division
of the Departinent of Finance pre-
pured a program budgetary revicw
tecinique using the Finance Depart-
ment's programs as a basis. Those
techniques are being refined and witl
be used as the basis for develaping the
1979-80 budyet.
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OBSERVATIONS AND
RECOMMENDATIONS

FORMAT OF THE ESTIMATES

The [ormat of the Main Estimates
should be reviewed and amended to
ensure that information (s presented
s0 it will effectively establish the
accountability of the responsible
managers in terms of planned costs
and operational performance. In
particular:

- Mmore emphasis should be placed
on clearly stating the objectives,
proposed actions and desired
results of departmental activ-
ities;

= total costs of programs should be
shown where this is likely to
conlributz to improved resvurce
allocation decisions or {inproved
accountability of managers;

- the reliability and amount of
information on capital projacts
should be impraved; and

- the relationship of revenue to
tiie corresponding expenditure
should ba clearly stuted.

YARIANCE REPORTING

A formal, tunely and effective vari-
ance reporling  systesn should  be
{mploazated, which would require:

- hesduys Looexplain significant
verianees batwaen planned and
acirall costs and  plaaned  aod
aciual volumes of oulpt ainl to
inticate lite corrective action to
be takoen; and

- cerleal monitoring of results in
Aeparingnts and reqgions by the
Assitant  Camenizsinoner  with
caception eoaoris to tne Execu-
tive Swi-Cormunittee on Finance
wret T Feocutive Committae.

-12-

GOVERNMENT'S COMMENTS

Agreed. The format for the 1978-79
Main Estimates has been substantially
changed and includes:

- functional program descriptions;

- improved information on Capital
expenditures including total costs
of continuing projects; and

- relating revenue to activity expen-
diture to indicate responsibility.

The use of the "total" cost concept has
been reviewed and serious considera-
tion will be given to inclusion of
indirect program costs in the 1979-80
Estirnates.

Variance reporting :n the form of
Status Repocts on O & M cxpenditures
has been implemented. The first
report was prepacred for the quarter
ending June 30, 1977. An excention
report consolidating ianagers' explan-
ations was prepared and presented to
the Executive Committre by tha
Assistant  Conmissioner in  October
1977, The status reporting system is
currently being refined and expanded
to include capital variances beginning
in April 1973,
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OBSERVATIONS AND
RECOMMENDATIONS

INTERNAL FINANCIAL REPORTING

In conjunction with the current
development of the financial man-
agement information system, steps
should be taken to clarify the re-
sponsibilitins of the departmental
financial officers for analysing and
{nterpreting financial information
for operating managers, and courses
shauld be developed for Instructing
operating managers on the use of
the financial reports.

EXTERNAL FINANCIAL REPORTING

The Senior Financial Officer should
develop the modifications to the
Government's financial statements
needed to improve their complete-
ness, accuracy and clarity, with par-
ticular reference to the varlous
users.

NORTHWEST TERRITORIES WORKERS'
COMPENSATION BOARD

Financial and accounting policies
and standaeds far the Workers' Com-
pansation Board sheuld he clearly
praseriad, comurmicatad and moni-
tored by tiie Senior Financual
Officer of thw Tarrituriul Govern-
ment.  die shoald enswre thal ties?
polizivs comply with thn appticadle
legislation.

GOVERNMENTS COMMENTS

A policy is currently under develop-
ment which will outline the division of
responsibility between Department of
Finance officers and financial staff in
other government departments. The
first in a continuing series of seminars
has been prepared and has been pre-
sented to regional offices on the con-
tent and use of financial reports.

Agreed. Present financial statement
prescntation is under review.

The Board is in the process of defining
its financial responsibilities by way of
developing a manual of accounting
standurds and policies 1n co-operation
with the Departinent of Finance of the
Governmment of the Northwest Terri-
tories.  This will be availublz for
review by the Auditor General during
the course of his audit of the Board's
tinancial accounts in February 1973,
Regutar reports to the Commissioner
will enable accouniing standards und
controls to be monitored by the Senior
Financial Olficer of the Territorial
Government.

-
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OBSERVATIONS AND
RECOMMENDATIONS

Relatfonships and the division of
respaonsibilities on financial matters
between the senior staff of the
Workers' Compensation Board and
that of the Territorial Government
should be clarified.

- —: :

The financial management and con-
trol systems should be reviewed and
upgradad so that they will be sound,
coinprenensive and effective.

NORTHWEST TERRITORIES HOUSING
CORPORATION

Relationship with the Government ot
the Northwest Territories

The Rorstivwest Territories Housing
Chrpuraiion arad Ui Goveviunent of
the Nortawest  Territoric:  Siondd
coalinue their effurts tn reach a
wWuiing agreemest (o closify the
roles of the twe weqanizations in the
meaavgesie! Sl e Corneation.
Pl e e el malke specific
sefioenee s B fmaneiat crrairs of
e oo e e neliading:

st {eectiaent of the Corpora-
pra e et s e defied s and

- tive neeneration wd cathiission
G coial Dodyeis,

Flagaciel  aid oo aoatiay oo 2s
el sLewldrds joe S Heaticw Cor -
poraiion il be o clearly  pre-
writed, enamaridealed and  moni-

tae Senior Finencial
i e Tesritorial Govern-

GOVERNMENT'S COMMENTS

Working relationships between the
Board and the Territorial Government
have been clarificd since the date of
the Auditor General's review. These,
along with a division of responsibili ties
on linancial matters will be fully

) ated., before the end of
December 1977 in the form of an

' agreement between the Board and the

Commissioner.

The financial systems are being
developed and documented by the
Board to ensure coimnplete and effec-
tive  financial management and
control.

Agreed. A working agreement has
been preparcd and will be signed by
both parties prior to December 31,
1977.

Financial policies und standards will be
prescrived and coinmunicated by the
Senior Financial Officer in co-apera-
tion with the Board of Directors of the
Housing Corporation. Monitoring of
the policies and procedures will bs the
responsibility of the Board of Dirce-
tors subject to the review by the
Senior  Financial Officer of the

Government of the Northwest Terri-
tosizs.




OBSERVATIONS AND
RECOMMENDATIONS

Sentor Financial Officer

The Corporation should accelerate
its efforts to recruit a Manager,
Finance and Administration whose
responaibilities should include the
financial aspects of corporate plan-
ning.

Communication of Financial Policy
and Procedures

The financial monual should be
expanded to include all financial
procedures in the Corporation. The
accounting manual designed for the
use of the housing associations
should be amended by the Manager,
Finance and Administration, with
tire policies governing its application
being approved by the Managing
Director before iraplementation.

Staff Training

A financial training progrem should
ba developed und implemet 2d under
the direction of the Mancger, Fin-
aiee and Adiningstration. Tiis pro-
G st by dntegeated  wher?
practicably witiv the traiuby pro-
grams in the Goverament of the
Nurthwest  Cosritorivs  and  shoild
include  all persons with [inuncial
respunsibilities  und in particadar
progrom assistants and Aousing
assucialion manuyers.

-15-

GOVERNMENTS COMMENTS T

The reorganization contemplated at

the time of the study has not taken .
place. A consultant has been engaged '
to determine the action required to

bolster the present financial organiza-

tion and to charge the Manager of

Finance and Administration with the

appropriate financial responsibilities

of the Corporation.

Upon completion and implementation
of the consultant's recommendations,
the present manuals wiil be revised
and cxpanded to include all financial
procedures.

Agreed. The Corporation recognizes
the need for staff training. A course
dealing withh housing adrninistration
has heen orpanized with [ull participa-
tion of officers in the Finance Division
of the Corparation.

Financial training programs will be
developed and implementad in 1978
and  co-ordinated  with the training
programs developed by the Govern-
inent of the Northwest Territories.

Steps will be taken to maintain contin-
wous monitoring of accounting. needs
for the Housing Associations.




OBSERVATIONS AND
RECOMMENDATIONS

Budgetary Contro}

To pruvide a basis for accountability
to the Government for expenditurcs
in the Corporation:

- the supplementary information
presented to the Council by the
Corporation at the time of #lain
Estimates approval should be
subjected to review by the
Department of Finance; and

- the Corporation should be re-
quired to account annually to the
Government for all unexpended
or lapsed funds.

To improve the budgetary control of
expantlitures:

- the Corporation should prepare
aa ongrating budget, including atl
cativipated ecvoenditures for the
wer i addition to the  cash
budant requiced for Gevernment
fandineg;
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GOVERNMENT'S COMMENTS

Agreed. Accountability requirements
of the Corporation to the Government
of the Northwest Territories form part
of the new working agreement. A
review of the detailed estirnates by
the Finance Corarnittee of the Govern-
ment’ of the Northwest Tercitorivs
forins part of the Estiate procedure.

Agreed.

Agreed.  These recomrmendations will
be iinplerented during the first six
months of 1978,




OBSERVATIONS AND
RECOMMENDATIONS

Operating Grants to Housing
Associations

The Corpaoration should continue its
efforts to hold housing associations
receiving operating grants account-
able by

- requiring all associations to
enter into ayreements with the
Corporation establishing the re-
sponsibllities of the associations
and the conditions under which
the funds ore provided; and

- developing and documenting
proper procedures for reviewing
their annual budgets.

Internal Audit

The Corpuration should provide for
an inte-nal audit to test the system
of finaacial administration annually.
Tne iateraal auditor's reports should
2 reviewed by an eudit cominittee
to easure adequete consideration of,
and ¢ffeetive action on, -the audit
fiaclings and recormmendations.

Fixed Assets

Althongh detailed records are avail-
able on cost and number of units
wonstrugted by the Corporation, the
records of hoses transierred o the
Corparation are incomplete,

A complzte inventory of all hwusing
unils should ba tavan ta ensure that
rent {8 being collected on all units
whera cpplicable, °

~

GOVERNMENT'S COMMENTS

The Corporalion puts a high priority on
continued  improvement of the
property management and accounting
skills within the Housing Associations.
Most Housing Associations are now
working under signed agreements with
the Corporation, and steps are being
taken to obtain signed agreements
with the remaining associations.
Present procedures will be reviewed by
the Finance Division.

The Corporation will establish an
internal audit program and engage the
services of the Government's internal
auditor or those of a private firm. A
recommendation will be made to the
Board of Directors to establisiv an
Audit Committee to define audit re-
sponsibilities, establish audit prioritics
and to monitor action on audit obser-
vations.

- Agreed. A coraplete housing inventory
is 1n progress and will be completed in
carly 1973,

i,




