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Main Points

17.1  The follow-up to our 1996 audit chapter indicates limited progress in addressing the deficiencies we
identified in Phase | of the Canada Infrastructure Works Program. Our 1996 observations dealt with the need for
clearer definitions of program objectives and project selection criteria, as well as the need for improved
information, including better measurement and reporting of job creation. The main area of improvement has been
environmental assessments; as well, a start has been made in responding to the need for compliance audits.
However, most of our concerns have not been addressed.

17.2  The Program was implemented within very demanding time frames. Federal and provincial program
managers view the program approach positively and regard it as having contributed to strong federal-provincial
relations and co-operation. The Program’s output from 1994 to date has involved mobilizing and co-ordinating the
efforts and resources of three levels of government and other partners to plan and implement more than 17,000
engineering and construction projects nation-wide.

17.3  Our audit of Phase Il indicates that, from an overall federal perspective, the Program is essentially
“running on trust” with little accountability. Criteria for project selection were not clearly defined, and many of

the files we reviewed lacked persuasive evidence to justify applicants’ claims relating to selection criteria. In most
cases, federal officials recommended projects for approval without ensuring that applicants’ claims were
adequately supported.

17.4  We found that federal officials relied on municipal and provincial certifications with respect to costs
claimed. The implementation of compliance audits, which, among other things, represent a means of obtaining
assurance on the adequacy of financial controls, has been slow.

17.5 There are incentives for provincial governments to transfer their budgetary resources away from their

own programs to the federal infrastructure initiative. However, this program substitution is not inevitable; in two
provinces, for example, safeguards were put in place in Phase | to limit the “substitution effect”. Any substitution
that does occur reduces the Program’s infrastructure development and job creation benefits. The Treasury Board
Secretariat has not set out the limitations of estimates of employment generated by the Program in reporting them
to Parliament.

Background and other observations

17.6  The Canada Infrastructure Works Program was introduced by the federal government in 1994 as a

$6 billion temporary shared-cost initiative with the objectives of assisting in the maintenance and development of
infrastructure in local communities and the creation of employment. In 1997, the government announced an
extension (Phase II), involving an additional $425 million provided by the federal government, to be matched by a
further $850 million from the provinces and other partners. For the most part, construction under both phases was
scheduled to be completed by 31 March 1999.

17.7  Construction of roads, bridges, and water and sewer networks predominated in both phases, accounting
for well over 60 percent of total expenditures. Community, cultural and recreational services were of less
significance in Phase Il.
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17.8  The Canada Infrastructure Works Program is a contributions program, with a requirement for the
payment of federal funds to be subject to performance conditions being met (such as project targeting) and to
compliance with program requirements. However, our examination of the project files indicated that program
officials have not adequately addressed these concerns.

17.9  Finally, we found that progress has been made under Phase Il in conforming with the requirements of the
Canadian Environmental Assessment. Atdwever, where negative environmental effects have been identified,
the specification and monitoring of mitigation measures remain inadequate.

The Treasury Board Secretariat indicated that although improvements can and should be made in any
future such programs, the chapter presents an inappropriately negative view of what was a highly successful
program in terms of results and one that made a positive contribution to federal-provincial-municipal
relations in Canada.
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Introduction projects for funding. The federal
government has the right to approve or

reject individual projects proposed.

Objectives and structure of the
Program 17.13 In accordance with the

agreements, a joint federal-provincial
17.10 The Program was introduced in management committee was established in
1994 to help develop local each province to carry out the
infrastructure and create employment.  responsibilities of the federal and
The Canada Infrastructure Works Progrararovincial governments. The management
was implemented as a temporary committees developed program guidelines
shared-cost program in 1994 with the  for the implementation of the Program in
objectives of assisting in the maintenancgheir respective provinces.
and development of infrastructure in local
communities and the creation of
employment. For the purposes of the
Program, “infrastructure” was defined as
“physical capital assets in Canada
instrumental in the provision of public
services.”

17.14 Although developing and

maintaining local infrastructure fall

essentially under the jurisdiction of

provinces and municipalities, over the

years the federal government has

frequently provided financial aid. This

assistance has taken the form of loans,

unconditional transfers of funds (grants) Ohe federal

17.11  The Program is a collaborative . I
conditional payments (contributions).

arrangement. The federal government is
one of several program partners. The 1715 The Canada Infrastructure Works
others include provincial and local Program is a contributions program. This several program
governments, and, in some cases, the  means that the federal government pays ibartners investing a
private sector. For the purposes of this performance conditions and program o
program, the federal government enteredrequirements are met, as specified in the total of $8.3 billion.

into a separate agreement with each  agreements. These requirements have

government is one of

province and territory. Under these important implications for the Program’s
agreements, the federal government  accountability regime — in terms of
contributes up to one third of eligible  accountability among the partners to the

project costs, and the provincial and localagreements and also accountability to

governments and other partners contributearliament for expenditures undertaken
the remainder. In the majority of cases, and results achieved.

municipalities identified their priorities

for infrastructure program funding based 17.16 Originally, the federal

on local requirements, and submitted government agreed to contribute up to
projects for provincial review. Provinces $2 billion, to be matched by $4 billion
then forwarded projects selected to the from provincial and municipal

federal government for review and governments and other partners. In
approval. January 1997, the government announced

a program extension (referred to as
17.12 While mostly similar in content, Phase Il) whereby it provided an
the federal-provincial agreements vary additional $425 million to support new
somewhat according to province or infrastructure projects, to be matched by a
territory. Generally, they each set out the further $850 million from the provinces
Program’s purpose, the criteria for projectand the other partners. Over the course of
selection, and the financial and the two phases, all of the partners are
operational responsibilities of the parties expected to have invested a combined
involved. The provinces are responsible total of $8.3 billion. Under both phases,
for selecting, analyzing and proposing  construction for most projects was
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scheduled to be completed on or before organizations sit as federal co-chairs on
31 March 1999. their respective management committees
established under the federal-provincial
agreements. In some provinces, while
there can be several provincial
implementing departments, only one
provincial representative sits as the
rovincial co-chair. Thus, for each
%rovince there is a balanced
. . ) _ federal-provincial representation, with one
information-generating role. While each co-chair each. In Alberta, a third co-chair

program within the Provinces 1s fairly was appointed to represent municipalities
autonomous, all projects, regardless of thﬁ] an ex officio role with no formal

value of the federal contribution, require decision-making authority.
the formal approval of the Infrastructure

Minister. 17.19 In addition to the

17.18 The federal regional developmenfaove'mem'or@d Eginmes, th_e (Iladnadah
agencies — Western Economic nfrastructure Works Program includes the

Diversification Canada, Industry Canada First Nations Infrastructure Initiative,
Canada Economic De\}elopment for "which is administered entirely by Indian

Quebec Regions and the Atlantic Canadaa_nd Northe_rn _Affalrs Canada _and has no
Opportunities Agency — implement the direct provincial government involvement.

programs in their respective provinces. Hence, there are T‘O_f?‘_je'fa"pro"”?c'a!
Representatives from each of these agreements for this initiative; applications
for projects are made directly to Indian

and Northern Affairs Canada.

17.17 Six federal departments and
agencies take part in the ProgramThe
lead minister, identified as the
Infrastructure Minister, is the President of
the Treasury Board. Within the Treasury
Board Secretariat, an Infrastructure Offic
performs a co-ordinating and

Exhibit 17.1
Federal Allocation of Funds Under Phase II The allocation of responsibilities
between the federal and provincial
Recipient Federal Allocation governments is based on their
comparative expertise
British Columbia $51,733,000
Alberta 34,739,000 17.20 _ The deS|gn of the Program _
Saskatchewan 11,584,000 recognizes tha_lt_, in general, the_ provinces
, and municipalities are responsible for
Manitoba 13,688,000 investments in local infrastructure. At the
Ontario 153,020,000 provincial and municipal levels, there is
Quebec 111,645,000 extensive experience in planning,
New Brunswick 11,035,000 financing and implementing such
Nova Scotia 14,272,000 Investments.
Prince Edward Island 2,373,000 17.21 In both phases of the Program,
Newfoundland 10,365,000 federal funds were allocated to the
Northwest Territories 1,140,000 provinces, territories and First Nations
vukon 408,000 based on their respective shares of
Indian and Northern Affairs Canada pOPF"f“‘“O” and unemployment (_See
(First Nations) 6,874,000 Exhibit 17:1 for Phase _II aIIocatlo_ns). I_n
each province and territory, and in Indian
Total: $422,876,000 and Northern Affairs Canada, funds were
allocated in a manner that reflected local
*The difference from $425 million is due to administration costs. priorities. This resulted in a variety of
Source: Infrastructure Office allocation methods.
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17.22 Based on their specific priorities
and local requirements, individual
municipalities and other organizations
submitted project applications to the
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have worked well and those that require
improvement.

17.26  Objectives.Specifically, this

audit set out:

responsible provincial ministry or, in some

cases, the joint federal-provincial
secretariat. If approved at that level,

« to determine whether the projects
undertaken in Phase Il conform with the

applications were forwarded to the federajargeting and project selection

co-chair and the Infrastructure Minister
for approval.

17.23

In general, once the Infrastructure *

requirements of the relevant Infrastructure
Works agreements;

to determine the adequacy of the

Minister gave final approval for a project, financial and management regime for

a separate local agreement was made

between the province or territory and the

Phase II;

- to determine the extent to which

municipality or other organization. These ppase || conforms with the requirements

local agreements are project-specific,

of relevant environmental law; and

dealing with such matters as eligible costs

and contribution limits; they do not
involve the federal government directly.

- to determine the extent to which the
observations and recommendations made

First Nations projects are characterized b{p the 1996 Report of the Auditor General,.§ome audit work was

local agreements between Indian and

which could have been acted upon in the

Northern Affairs Canada and the relevantProgram extension, have been acted Upomndertaken jointly with

First Nations community.

Focus of the audit

17.27  Joint undertaking. We provincial audit
undertook some of our Phase Il audit workgffices.

jointly with the Offices of the Auditor

General of Nova Scotia and the Provincial

17.24 This audit includes a follow-up to pyditor of Saskatchewan. As the Program
the observations and recommendations s 5 shared federal-provincial

presented as lessons learned in the 1996resp0nsibi|ity, doing audit work jointly

Report of the Auditor General on Phase |

of the Program, as well as an audit of
Phase II. Detailed testing for this audit

provided an excellent opportunity for a
more comprehensive examination in these
two provinces. The perspective developed

was confined to the $425 million Phase also guided a more in-depth coverage of

federal expenditure. Observations and
conclusions relating to the follow-up
component are clearly identified.

17.25 The follow-up component is a

standard practice of our Office. We chose

to undertake an additional audit of
Phase Il for several reasons. One

the Program in the other provinces where
we carried out the audit. Along with our
fellow members of the Canadian Council
of Legislative Auditors, we believe that
taxpayers are better served when a total
audited picture of a program’s
expenditures is provided.

important reason is the large expenditure17.28 This chapter presents

involved — $425 million. As well, this

observations, conclusions and

audit takes into account experience gaineg@commendations pertinent to the federal
since the first audit. In 1996, the Programgovernment, our specific jurisdiction. The

had been under way for less than two
years. At the time of our examination for

reports of the Auditor General of Nova
Scotia and the Provincial Auditor of

this audit, the Program had been in placeSaskatchewan are expected to be tabled

for more than four years. Finally, and
perhaps most important, this audit is an

with their respective legislatures, and will
deal with matters pertinent to the

opportunity to identify those practices thaprovincial governments concerned.

Report of the Auditor General of Canada — September 1999
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17.29 We supplemented the findings targeted more clearly on traditional
from our jointly undertaken audit work in infrastructure.

Nova Scotia and Saskatchewan by
focussing the rest of our audit on selecte
provinces. Overall, we selected British
Columbia, Alberta, Saskatchewan,

47-33 Moreover, in Phase Il the federal
government significantly lowered its level
of expenditures. The federal-provincial

Ontario, Quebec and Nova Scotia for au greements authorizing additional funding
to ensure representation of all federal or _P_h_ase Il specified that constr_uc_tion
implementing departments. This coveragélct'vItIeS had _to be Completed W'th'n one
amounted to about 90 percent of the year. The period for project completion
Program’s expenditures. For the other was subseql_JentIy extended to two years,
provinces and territories, the findings compared with the five years alk_)wed n
from our audit do not necessarily apply Phase I. The shorter lead times in Phase II,
due to possible program differences. coupled with a lengthy approval process
(see paragraph 17.39), resulted in many
17.30 For the provinces covered by ourprojects receiving project approval after
audit, we examined a sample of federal construction had begun.
project files and many of the
corresponding provincial project files. As _BOth phases of t_he Program were
well, in selected cases, we broadened outmplemented quickly

:g;gfg:; tor:)ng::l:iﬁeznhiﬁ?'n::]tlljonr;c?fal 17.34 As we observed in our 1996
proj y P Report, the speed with which Phase | of

governments. We examined the First :
. PP the Program was implemented compared
Nations Infrastructure Initiative in terms . o .
favourably with similar collaborative

of its planning and approval process only.
P 9 PP P yarrangements. Phase Il was also

17.31 Further details on the audit are implemented quickly, with most provinces

presented ifbout the Audit at the end ~ Signing amending agreements within a
of the chapter. few months of its announcement. When

the new one-year time frame for
completion of construction was seen to

Observations and create difficulties for implementation, the
. Infrastructure Minister announced a
Recommendatlons one-year extension in August 1997.
However, project contracts between the
Program |mp|ementation provinces and local municipalities could

_ _ not reflect the new completion dates until
Some program differences exist between the federal-provincial agreements were
Phase | and Phase I amended several months later.

17.32 In design, structure and

implementation, Phase Il of the Program
was a continuation of the basic approach
developed in Phase |. However, Phase 11 17.35 Provincial and federal program

Program officials view the program
approach very positively

did contain some modifications. officials in every province that we audited
Subsequent to our 1996 Report, declared the Program a success in creating
federal-provincial agreements were positive federal-provincial relations and

amended in 1997 to add provisions for  directing funds to needed infrastructure
compliance audit. Stronger controls wereinvestment. From early 1994 to date, the
added to ensure that federal environmentBrogram has mobilized and co-ordinated
assessment requirements were met prior tiee efforts and resources of three levels of
federal approval. Further, in one of the government (as well as the other partners
provinces we audited, Phase Il was involved) to plan and implement more

17-10
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than 17,000 engineering and constructionthe appropriate provincial and federal

projects nationwide. members of Parliament for their input. As
well, in all provinces, final federal
17.36 Officials believe that the approval could not be given until

Program’s approach — combining the ~ €nvironmental assessment requirements The Program has
ifi i had been fully met. In the two provinces -
specific expertise of the two levels of y p mobilized the efforts

government within an established where we examined these processes in

framework of federal-provincial detail, we found that all of these and resources of three
agreements — has been largely reqwre_ments combined added

responsible for this achievement. The ~ approximately two months to the apprOVa|Ieve|s of government
provincial governments are responsible fd¥OCeSS. (and other partners) to

the day-to-day running of the Program,
while the federal government has a less 17.40 We were told that in some
operational role. Consequently, the federairovinces applicants could proceed at 17,000 construction
government has not become involved in their own risk prior to federal approval :

: O _ : L . projects.
project nomination or in second-guessingbecause of the tight time frames involved.
the decisions made at other levels on theHowever, if for any reason a project was
screening and selection of initial project not approved, the federal government’s
proposals. share would not be paid. For many of the

projects we examined, approval was

17.37 Program managers we spoke to received after Co_n_struction had already
believed that there were significant begun. In our opinion, the fact that
savings as a result of reduced overlap anfonstruction can begin beforehand reduces
duplication of activities between the two the significance of the role of the federal
levels of government. Such savings have@pproval process.
not been measured to date. Moreover, any
savings identified would need to take intol7.41 The lengthy project approval
account our assessment, as identified in process frustrated program officials. In our
this chapter, of the current financial view, it would have been reasonable to
management and control arrangements. streamline the delegation of approvals
based on risk and level of expenditure, so
that the Infrastructure Minister need not

implement more than

Effort was devoted to ensuring that have approved every project application.

participation of all partners was In all likelihood, this would have

recognized improved the turn-around time for
approvals.

17.38 The federal-provincial

agreements provided for the careful 17.42 In future programs of this type,

co-ordination of joint public the project approval process should be

announcements and the posting of signs based on a more streamlined approach,

identifying projects as joint with delegation of authority for

federal-provincial ventures. Subsequentlyapprovals based on risk and level of
considerable administrative effort was  expenditure.
directed to ensuring that these provisions

were carried out. This I’eCOgnition of the Treasury Board Secretariat’'s response:
partners’ efforts has helped foster positivan principle, streamlining of the project
relationships. approval process is desirable. In practice,

the process is one of the elements that
17.39 In some provinces, each project must be negotiated with the other program
nomination submitted to the Infrastructurgpartners and we would endeavour to do
Minister for approval was forwarded to  so.
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Funding, Targeting and Impacts of ensure that the projects approved were in

the Program line with the Program’s objectives.
] 17.46 As we found in 1996, the project
The construction of Funds were spent largely on traditional ~ selection criteria most frequently cited in
roads bridges and infrastructure support of project proposals related to
’ ’ providing additional infrastructure
water and sewer 17.43 The federal government has  facilities in response to local needs,
networks has indicated that, with the fiddltlonal fundlng upgrading existing infrastructure to meet
under Phase II, overall infrastructure community standards, and creating
predominated in both investments for the Program will exceed short-term employment (see Exhibit 17.3).
phases of the $8.3 billion — with the federal In 1996 we noted that the meanings of
contribution amounting to $2.4 billion. As many of the terms relating to these and
Program. shown in Exhibit 17.2, the construction ofgther selection criteria were not clear. We

roads, bridges, and water and sewer  found that situation unchanged.

networks has predominated in both phase .

of the Program. However, there has beenls;iéilitior\]/vgf ft(r)wljen?eirri]ai‘ii]hcere(ﬁ;?gl() nal

less emphasis on community, cultural anq|O|nvestment” can differ across provinces

recreational services in Phase Il. In both ; ACTOSS pr

phases, there has been a diversity of and is not always fully in line with the
e Program’s overall objectives. Similar

project size and type. In _Pha_se I, for congerns apply to thé meaning of

example, the largest project is a “employment creation”. We found no

$45.8 million renovation and addition to ployment cr L .

the Cummer Home for the Aged in clear |dent|f|cat|on_ of Wha_tt community

Toronto, Ontario. At the other end of the standards” mean in practice or how such

spectrum, $322 was spent on picnic table§tandards could be assessed in applying

for the community of Birch Cove AIberta.prOjeCt selection criteria. Finally, as noted
’ in paragraph 17.54, even the term

17.44 Projects undertaken by First “infrastructure”, which determines the

Nations communities differed somewhat basic scope of the Program, would benefit
Most project files we from those in the rest of the country, from clarification.
examined lacked owing to distinct comr_numty (_Jllfferences. 17.48 Most of the federal and

There are over 600 First Nations,
persuasive evidence to 75 percent of which are located in

: communities of less than 1,000 people.

support the claims of Most of these communities can be
project applicants described as rural or remote, with vastly
relating to selection different infrastructure needs from those

of other Canadian communities. First
criteria. Nations projects often focussed on

building or expanding their community’s

basic infrastructure.

provincial project files we examined
lacked persuasive evidence to support the
claims of project applicants relating to
selection criteria. Although some files for
large and complex projects contained
more detailed analyses, most applications
were prepared in qualitative and often
vague terms, with no information, other
than certifications by project applicants, to
back up claims that criteria were being
o met. In most cases, federal officials
Program targeting is weak endorsed provincial assessments without
17.45 As we did for Phase |, we ensuring that provincial officials had
received and analyzed the appropriate
information or requiring direct supporting
information themselves.

examined the basis on which federal
officials recommended the approval of
individual projects. Specifically, we
looked for evidence that federal officials 17.49 In our view, the federal

had obtained assurance that their government accepted the responsibility for
provincial counterparts were receiving andpproving projects and is accountable to
analyzing supporting information to help Parliament for program results.
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Exhibit 17.2

Total Expected Investments by Type of Infrastructure: Phase | and Phase Il

Infrastructure Category

Water and Sewer
Roads and Bridges
Municipal Buildings

Other Building%

Community Cultural
Recreation Facilities

Education Facilities

o [

Equipment*
\ \ \ \ \ \
100 80 60 40 20 0

Percentage Distribution

Other Engineering and

Phase |
Total Expenditure = $6,806 million

Phase Il
Total Expenditure = $1,528 million

|

\ \ | \ \ \ \
400 800 1200 1600 2000

Millions of dollars

o

2400

* Other Buildings includes various structures such as research and development centres, agricultural facilities, labs, hospitals

day-care centres and women'’s shelters.

** Other Engineering and Equipment includes docks, piers, dams, landfills, recycling bins, emergency vehicles, communications

systems, and other works.

Examples of Small and Large Phase Il Investments Under the Agreements Examined

Small

* Replacement of picnic tables in recreational area, Birch Cove, <
Alberta ($322)

* Repair of a well, Duff, Saskatchewan ($500) .

« Rehabilitation of a gravel street, Highgate, Ontario ($1,211)

* Band office addition, West Point, Indian and Northern Affairs  *
Canada ($39,690)

* Repair of Trunk Road Bike Route, Maple Ridge, British *
Columbia ($2,563)

* Assessment of water and sewer systems, St-Adolphe-d’Howard;
Quebec ($10,640)

« Extension of waterline to South River serving a commercial ared,
Antigonish, Nova Scotia ($18,000)

Large
Widening and rehabilitation of Idylwyld Drive in Saskatoon,
Saskatchewan ($3.7 million)

Water and sewer site development, Peguis, Indian and Northern
Affairs Canada ($4.9 million)

Design and alignment of a collector road, Halifax, Nova Scotia
($4.7 million)

Rehabilitation of residential roads, sidewalks and curbs,
Edmonton, Alberta ($7.7 million)

Purchase of rapid transit buses, BC Transit, British Columbia
($21 million)

Re-construction of the Dorval traffic circle, Dorval, Quebec
($36 million)

Renovations and additions to Toronto’s Cummer Home for the
Aged, Ontario ($45.8 million)

Source: Infrastructure Office, January 1999

Report of the Auditor General of Canada — September 1999

17-13



Canada Infrastructure Works Program:
Phase Il and Follow-up of Phase | Audit

Consequently, there was a need for federateasury Board Secretariat’s response:
officials to make recommendations on  We agree that project selection criteria
proposals either on the basis of assurancshould be clear in any further program
that their provincial counterparts had and that projects would need to be
carried out a review of adequate assessed against them.

supporting information or on the basis of
their own review. While some measure o
assurance would be required for every
project, the depth and detail of review
could be expected to vary, depending on
risk and the level of expenditure for a
particular project.

£17.51 In the case of Indian and
Northern Affairs Canada, program
officials told us that there was a
requirement that the First Nations
Infrastructure Initiative should accelerate
the implementation of supported projects
by at least three years — the

17.50 In future programs of this type, incrementality requirement. Once

the government should ensure that approved, First Nations infrastructure
project selection criteria are clearly projects were administered under existing
defined, and that persuasive departmental capital program activities.
information and analyses are available

and have been assessed to support The implications of

recommendations for project approval.  private-sector-related projects need to
be addressed

17.52 As noted earlier, for the purposes
of the Program, “infrastructure” means
Exhibit 17.3 “physical capital assets in Canada
instrumental in the provision of public
services.” Under Phase I, this broad
definition was occasionally used to justify

Frequency of Program Criteria Selected and of Claims Supported
by Documentation Under Phase Il

L . . investment assistance to firms and
Applications Claims with . . . .
Where Supporting corporations involved in private sector and
Claimed Documentation guasi-private-sector activities. Under
Criteria (percent) (percent) Phase Il, this definition of infrastructure
Short-term job creation 98 3 has contl_nued to be applied. Thl_s has
resulted in support for some projects
Modernization of infrastructure/ involving private sector partnerships and
brings up to community standards 90 5 other linkages to the private sector.
Investment is accelerated/incremental 85 4 .
17.53 As part of our audit of Phase II,
Improve environmental stability/quality 40 12 we conducted a review of project
Increase economic competitiveness 34 5 descriptions in the In_fraStrUCt_ure Qﬁlce
_ _ database, and examined project files
Long-term job creation 17 1 where the description indicated possible
Innovative financing used 16 7 private sector connections. In addition, we
ver skills enhanced obtained management representations on
Long-term worker skills enhance 10 0 the nature and extent of such investments.
Innovative technologies used 5 22 We extended our examination to any files

_ L _ . identified by this means.
The project criteria included above comprise the full range of criteria for the

Program as a whole. However, it should be noted that some of the provinces did 17.54 We found that federal
not incorporate all of the criteria in their programs as established by the government program expenditures in

federal-provincial agreements. support of the projects we identified were

Source: Office of the Auditor General of Canada; File review (federal and approximately $10 million. This included
provincial project files) funding such diverse projects as the

17-14 Report of the Auditor General of Canada — September 1999



Canada Infrastructure Works Program:

Phase Il and Follow-up of Phase | A

construction of a research laboratory andagreements, and our interviews with

tourist facilities (including the program officials, we did not find any
construction of a convention centre and aavidence that program designers had
artificial lake), and upgrading a road considered these or other implications of
leading to a mine (see Exhibit 17.4). funding projects involving private sector

Although these investments made up onlyartnerships and other linkages to the
about two percent of total federal fundingprivate sector.
under Phase I, in our judgment the de5|gT7.56 In future programs of this type,
of the Program would have benefited fron) .

X o the government should clearly define
more precise clarification at the outset of

: : the coverage of the term
the coverage of infrastructure assistance ... "
. . infrastructure”. If that coverage allows
that was intended, as well as possible . . . .
S for support of projects involving private
implications.

sector partnerships and other private
sector linkages, the government should
ensure that program guidelines
specifically address related implications.

17.55 For example, our examination
raised the possible issue of unfair
competition resulting from direct or
indirect assistance to some firms and not Treasury Board Secretariat's response:

to others. Such government assistance The recommendation implies that the term
may unfairly tilt the playing field against ‘“infrastructure” was not clearly defined.
other competing firms that do not benefit It was, and it did allow for support of

from the assistance provided by the private sector initiatives. However, care
Program. In our examination of the was taken to ensure that none of the
program guidelines and federal-provincialprojects that had private sector

udit

Exhibit 17.4

Phase Il Projects Involving Private Sector Partnerships and Other Private Sector Linkages

British Columbia:

« B.C. Telephone Company: installation of basic cable telephone service using fibre optic feeder and copper distribution cab
Canada: $121,500, B.C.: $121,500, B.C. Telephone: $550,000 to be partly offset by a surcharge to residents. (NoteivEhere
other B.C. Telephone projects valued at $3.2 million.)

Ontario:

¢ Agrium Mines Limited: 40-km road upgrading to provide access initially for construction of a phosphate mine/mill and foepe
access and service vehicles during operation. Canada: $1.7 million, Ontario: $1.7 million, Agrium: $1.7 million.

« Sunnybrook Health Science Centre: construction and renovation of two floors of an existing facility with a private-seetdp pa
build research laboratory facilities to develop cancer vaccines. Canada: $3 million, Ontario: $3 million, Sunnybrook ieleedth
Centre: $3 million.

Quebec:

« Centre Nouvel-air Matawinie Inc.: development of a recreational tourist facility on Lake Taureau including the constraation ¢
artificial lake, buildings, pathways and trails, and parking facilities. Canada: $1.3 million, Quebec: $1.3 million, Cevetealo
Matawinie Inc.: $1.3 million.

¢ Place de la Cité Internationale Phase Il Inc.: construction of two underground passages to the Cité Internationale de Monti
Canada: $3.2 million, Quebec: $3.2 million, Cité Internationale: $2.1 million.

¢ Société structurante de Shawinigan inc.: construction of a convention centre in the City of Shawinigan to assist tourism seg
Canada: $657,678, Quebec: $657,678, City of Shawinigan: $431,290, Société structurante de Shawinigan inc.: $400,000.

Nova Scotia:

¢ Meat Cove Fisherman’s Association: wharf repairs. Canada: $8,333, Nova Scotia: $8,333 and Meat Cove Fisherman’s Asg
$8,333.

are f

rson

tn
Sc

éal

tor

ociation:

Source: Office of the Auditor General of Canada; File review and Infrastructure Office
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involvement (i.e. two percent of federal programs, ongoing financial support to
funding under Phase II) resulted in unfair municipalities for local infrastructure

competition.

investment. During the 10-year period
before the introduction of the Program,

Incentives exist to substitute Canada ongoing construction and repair
Infrastructure Works Program funds expenditures at the local municipal level
for regular, ongoing provincial averaged $5.6 billion annually.
infrastructure expenditures

17.58 Exhibit 17.5 outlines examples of

17.57 Besides the assistance provided provincial government programs

under the Canada Infrastructure Works providing ongoing assistance to
Program, provincial governments have municipalities for infrastructure

been providing, through their own investment, based on programs in place

Exhibit 17.5

Local Infrastructure Investment Assistance

Provincial Government Cost-Share Ratio (%) Under Canada Infrastructure Works Program
and Other Selected Provincial Capital Assistance to Municipalities

1993-1999
Provincial Government Cost-Share Ratio
Canada Infrastructure
Works Program * Selected Provincial Government Infrastructure Programs
(percent) (percent)
Government of Alberta Basic Capital Grants 75
F?na‘sa—?'beﬁ . 33 Street Improvement Program 75
nfrastructure Works . .
Secondary Highway Partnership Program 65-85
Municipal Water/Waste Water Upto 75
Government of Ontario Municipal Affairs Unconditional Grant 100
Homes for Aged 50
Canada—Ontario 33 Elderly Persons Centres 30
Infrastructure Works Educational Capital Grants 60-75
Grants for Hospital Construction/Renovation 66
Northern Ontario Industrial Infrastructure 75
Roads/Bridges 50-80
Government of Quebec Canada—Quebec 33 Culverts/Sewage 50
Infrastructure Works Water Purification 50-85
Government of Canada—Nova-Scotia 33 Provincial Capital Assistance Program 50
Nova Scotia Infrastructure Works Unconditional Capital Grants 100

* Projected contribution — actual contribution by provincial government may be somewhat higher or lower.

Source:Alberta: Ministry of Transportation and Utilities

Ontario: Provincial Financial Assistance to Municipality Boards and Commissions 1992—93
Quebec: Ministére des Affaires municipales
Nova Scotia: Nova Scotia Department of Housing and Municipal Affairs
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for either some or all of the period from costly for the provinces involved.
1993 to 1999. This covers the period Although we would not have expected

immediately before and during the project files automatically to contain such
implementation of the Canada information, we found specific cases
Infrastructure Works Program. In most  where projects that would likely otherwise There are financial
cases, the provinces’ own programs have received approval for funding under , .

. L - e incentives for
require provincial governments to outlay existing provincial programs, or had
half or more of the eligible costs of actually received approval, were provincial
municipal infrastructure investments. ultimately funded under the Canada

P y governments to

However, when projects are funded undeinfrastructure Works Program. We believe
the Canada Infrastructure Works Progranthat this file evidence, coupled with the  transfer budgetary
provincial government expenditures financial incentives identified in .
average only about one third of the total Exhibit 17.5, suggests that program resources from their
investment. Because of the different substitution is an issue that needs to be own regular programs
provisions of federal and provincial addressed in program design. to the national

programs, we believe there are financial . . :
incentives for provincial governments to 17.62 The p_enod during which the infrastructure
transfer their budgetary resources away program functioned featured_ a .IOt of
from their own regular programs to the general budge_t cuts_by provmual - program.
national infrastructure program. gov_ernmen_ts, including cuts in provincial

capital assistance programs. At the same

17.59 The Canada Infrastructure Workstime' however, the federal initiative was

Program is meant to encourage additionaR{tempting to increase levels of
investments in local infrastructure — a__ Infrastructure investment. In this context,

condition necessary to increase substitution would represent a rational

infrastructure development and create ~ "€SPonse by provinces to the national
employment. For this reason, if provincesinfrastructure program. It does not ,
simply switch funds between programs, fePresent a violation of the Program’'s

the national program’s intended effects arl§'ms and conditions; rather, it responds to

reduced. a design element that program developers
may not have sufficiently considered
17.60 The government's own 1996 beforehand. To the extent that it occurs,
evaluation of the Program expressed program substitution directly affects the
concerns about the lack of effort to achievement of the Canada Infrastructure
enforce the requirement to encourage ~ Works Program’s primary objectives:
additional investment levels. The infrastructure development and o
evaluation identified this as a “program €mployment creation that would not have Program substitution
weakness”. We believe that the possibi!it;PCCU”ed otherwise at that time. directly affects the
of program substitution deserves attention o .
as a key part of this issue. Safeguards are needed to limit program achievement of the
substitution Program’s primary

17.61 Identifying the actual extent of : - L
program substitution that may have 17.63 We examined the provisions objectives:
established within federal and provincial

g(r:]((;u(r)rneed tlrwsaztir'[]hixguerrrlenl{:lﬂi?::l(t)ltj?jlﬁot programs to identify those that could act infrastructure
address in the absence of detailed data idi?;?%?\?jrisrot\?irig?z; :l:gg:glrﬁ:nv\?: tweeraevelopment and
from other program partners. However, ing, g ch provisions to be the exceptionemployment creation.
our examination of propct files, we foundrather than the rule.

evidence that some projects approved

under the Canada Infrastructure Works 17.64 The types of provisions used in

Program may have been funded under Quebec and by the Saskatchewan

programs that would have been more  Association of Rural Municipalities in
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Phase | of the Program provide examplesappropriate to rely on this approach alone.

of safeguards that can deter program We noted that the assessment of the

substitution. In 1996, we reported that  Program’s employment impact would be

Program expenditures in Quebec had to beore balanced if more than one

in addition to a minimum level of ongoingestimation approach were used,

investment that municipalities were particularly for individual projects at the

required to maintain in order to be eligibldocal level.

for assistance under the Program. In these

circumstances, we believe that 17.68 We found that the government

substitution would be necessarily limited. has not taken any steps either to improve
the estimates of employment actually

17.65  In future programs of this type, created by the Program, or to clearly set

the government should ensure that there gyt the limitations of employment

are safeguards to limit the substitution  estimates in reporting them to Parliament.

How much job creation of program expenditures for The Treasury Board Secretariat's
. expenditures that would otherwise have performance Report to Parliament for the
can be attributed to been undertaken by the programs’ period ending 31 March 1998 indicates
the Program’s partners. simply that over 128,000 jobs have been
- . - . enerated by the Program. It provides no
activities remains \T\;ﬁﬁ:u;gt%?:l;grseei(r:]rstvz\i/ir;ﬂttsh;esponse. ignformation z)i/bout suc% matterz as the
unclear. recommendation per se, the government source of the estimates, the duration of the

jobs or whether all these jobs can be

disagrees with the implication that there -
N P attributed to the Program.

were no safeguards to limit substitution in
Phases | and Il. There were and they
worked: after two audits and one
follow-up, no evidence of significant
substitution has been presented.

17.69 The answer to the question of
how much job creation can be attributed
to the Program’s activities remains
unclear. If, for example, the Program’s
funding of infrastructure investment
resulted in part in substituting Canada
Infrastructure Works Program

17.66 The federal government claims €xpenditures for regular, ongoing

that about 130,000 short-term jobs have Provincial program expenditures, then the
been created since the Program began inProgram’s net job creation effects would
1994; 24,000 of these are associated wite correspondingly reduced.

Phase Il. The estimate of the short-term ) o
employment impacts is basically derived 17-70 At the time of our examination,
from Statistics Canada’s data on the we noted a project where Canada
employment effects associated with giver{nfrastructure Works Program funds were
levels of investments. The Statistics supplemented by another federal program.
Canada figures are based on the historicaf®t until we brought this to the attention

track record of investment expenditures if?f Program management, all of the
generating direct employment, both estl_mates of employment benefits were
on-site (where the infrastructure is being attributed to the Canada Infrastructure

developed or upgraded) and off-site Works Program alone. Subsquent
(supplies and services provided). changes were made to the project that
dealt with the issue we identified. Where

17.67 Our 1996 audit recognized a other programs contribute to an

Continuing questions about job creation
estimates

number of strengths derived from the infrastructure project, the employment
application of the Statistics Canada associated with that project cannot be
employment estimation model. However, attributed solely to the Canada
we also questioned whether it was Infrastructure Works Program.
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17.71 In our judgment, the absence of dhave been released to municipalities for
more thorough assessment of the work undertaken without provincial
Program'’s job creation effects is a crucialofficials demanding invoices or proof of
omission. The lack of such an assessmergayment (see Exhibit 17.6). Without this
erodes the reliability of program documentation, it is impossible to
performance information, which is determine whether claims have been made
essential for adequate accountability to for expenditures specifically disallowed
Parliament and Canadians. Furthermore, by the Program, or even whether the
without adequate performance informatioexpenditures were actually made.

there is a risk that program design feature : .
of questionable effectiveness will be 17.75 I every province examined, we

repeated, should any decision be made té)bserved that federal officials relied on

undertake a similar initiative in the future.prOVInCIaI a_nd m””'c'p_a' certifications
that the projects were implemented and

17.72 In its Performance Report, the that costs were claimed in accordance
Treasury Board Secretariat should with the federal-provincial agreements
provide Parliament with information on ~ and guidelines. The implementation of
the employment effects of the Canada ~ compliance audits, which represent a

Infrastructure Works Program that means of verifying certifications, has beenfrom an overall
clearly sets out its sources and slow. Compliance audits have almost .
limitations. always taken place after all projects were federal perspective,

_ approved, and in many cases after projecighe Program is
Treasury Board Secretariat's response: were completely constructed and funds

We agree that Parliament should be paid out. essentially “running
provided with complete information on the _ _ _ on trust”, with
employment effects of the Canada Implementation of compliance audits . . .
Infrastructure Works Program. has been slow insufficient attention

17.76 In our view, timely compliance  given to ensuring

Financial and Management audits are required to provide assurance tﬁdequate control of

Controls federal and provincial/territorial partners .
that appropriate financial and public funds.
Insufficient attention to ensuring management controls are in place and
control working as intended. Although we
recognize that resources are inevitably
17.73 As noted earlier, the Canada  |imited, we believe that timely audit is
Infrastructure Works Program is a particularly important where the up-front

contributions program. The payment of activities of a program are based on
federal funds is therefore dependent on certification only. Federal Treasury Board
performance conditions being met and omolicy, with respect to terms and
compliance with program requirements, conditions for contributions, states:

which include conformity with program  “5.2 (b) Where less control is required, the
targeting and appropriate control of publicjescription of allowable expenditures may
funds. be more general and audited assurance
such as an audit report may be substituted
for receipts and detailed statements of
expenditures.”

17.74 Our current audit has confirmed
and extended the findings from our 1996
Report: from an overall federal
perspective, the Program is essentially 17.77 With the exception of Quebec,
“running on trust”, with insufficient and to a lesser extent British Columbia,
attention given to ensuring adequate the Phase Il compliance audits are
control of public funds. In several of the scheduled for completion only after a
provinces we examined, public moneys considerable amount of time has passed
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since the start of the Program. Their 17.78 Compliance audit work that had
completion averages approximately two been undertaken for both phases of the
and one-half years into the Program — sifrogram at the time of our audit illustrates
months before most final payments are the value of a timely and rigorous audit
scheduled to have been processed. In ouregime. For example, a provincial

view, this delay creates two problems. compliance audit of a Phase Il project
First, if the audits were to identify identified $121,000 of $516,000 in
required changes in program approach, tlexpenses claimed as potentially ineligible.
opportunity to implement these changes Upon resolution by the applicable

might be missed altogether. Second, we management committee, including

are in agreement with some program subsequent changes to the original project
officials who maintain that if the audits  approval date, $49,000 was determined to
were to identify ineligible costs paid out, be ineligible. In still another case, auditors
it would be more difficult to recover theseraised questions about $279,000 of
moneys, as the final payments (including $1 million in expenses claimed. As a

the release of the holdback) would likely result of this, the auditors recommended
have occurred for many of the projects. that the provincial ministry concerned

Compliance audits that
have been undertaken
illustrate the value of a
timely and rigorous
audit regime.

Exhibit 17.6 Province Payment of Claims Compliance Audit
of Phase I

Compliance Procedures Used Assurance Verification of Invoices

Under Phase Il (Federal) (Provincial)

British Columbia No No Ongoing; completed
for selected projects
as time and resources
permit

Alberta No Only small Planned completion

communities; large Fall 1999
communities that

represent 65% of

expenditures are not

verified

Saskatchewan No No Planned completion:
Fall 1999

Ontario Detailed claim No for most projects;  Planned completign:

form for most however, varies by Fall 1999
projects provides  implementing
information on department
cost eligibility
Quebec No Yes for all projects; Ongoing; completed
ineligible expenses prior to final payment
deducted from claims. for selected projects
In addition,
compliance audit of
a sample based on risk
and materiality
Source: Officg of thg Audi.tor ngeral Nova Scotia No inﬁ%:&;agxggigj Spdﬁan?]g? :chosgpletlon.
of Cana_da, File reviews, |nterV|gws deducted from claims
and review of departmental audit plans

17-20

Report of the Auditor General of Canada — September 1999



Canada Infrastructure Works Program:
Phase Il and Follow-up of Phase | Audit

request supporting documentation for theare made from one order of government to

next claim. another, and as these governments have a
range of ongoing financial transactions,

17.79 During our own examination of the risk of not being able to recover any

Phase Il project files, we noted that both overpayments is minimal.

levels of government had paid for some

regular, ongoing provincial and municipalInsufficient assurance of value for

worker salaries. Under the Program, for money

these salaries to be eligible, it had to be

demonstrated that these government

workers would have been laid off or that

they were hired specifically as a result of

the project approved. However, in 25 of

167 projects examined, approximately

$2.5 million in salaries was paid out

without adequate assurance that they we

incremental.

17.82 We found little evidence in the
project files we reviewed to indicate that
federal officials had looked for assurance
that assessments of the technical and
financial feasibility of project proposals
had been completed by provincial
ngicials. Such assessments would help to
establish the technical feasibility of the
infrastructure project proposed and to
determine whether there are lower-cost

17.80 In our view, the federal partner : :
needs assurance that all costs claimed aﬁ)&ternanves and whether the cost estimates

paid out are eligible as specified in the provided in the application are reasonable.
federal-provincial agreements and In short, such assessments would help

program guidelines established for each &nsure value for money. In all the provinces

the provinces. Because it may be more 1783 The federal-provincial examined,

difficult to recover funds once they have agreements have provisions that limit the .

been paid out in full, we urge that a timely,ossibility of cost overruns being paid. environmental

review take place in much the same However, we observed several cases  agsessments were
manner as undertaken by the Province ofyhere amendments had been made to

Quebec. In this province, a sample of  cover such extra costs. These cases mayundertaken before
projects is selected based on risk and point to a lack of adequate costing in final project approval.
materiality, and is audited prior to the  project proposals. In still another instance,

final payment. If an adjustment is an internal audit identified an approved
required, the amount is deducted from thgoject with construction standards that
final payment. were beyond provincial standards. In this

case, the issue was dropped, as matters
relating to construction standards were not
identified during the approval stage. With
an up-front assessment, these costs might
well have been avoided.

17.81 In future programs of this type,
the government should ensure that
agreements among partners make
adequate provision for rigorous and
timely compliance audits. Such

provisions should clearly assign 17.84 When we raised these issues with
responsibilities among partners, and program officials, they claimed that
specify the coverage, timing and establishing such controls for all projects

reporting of audits, along with resource  would add significantly to program

levels to be allocated to the compliance operating costs. A possible solution would

audit function. be to use a selective assessment process
tied to the value of the projects concerned,

Treasury Board Secretariat’'s response: along with a risk assessment based on the

Compliance audits are a requirement in individual municipality’s track record for

Phase Il and are either completed or infrastructure investment. We do not

under way in all provinces. As Canada suggest that the federal government needs

Infrastructure Works Program payments to carry out the assessments itself; rather it
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Selective verification
of the implementation
and effectiveness of
mitigation measures
would provide
additional assurance.

needs assurance that a system is in placesubject to a federal environmental

and operating adequately. assessment in accordance with that Act.
o For the purposes of the Canada
17.85 The federal-provincial Infrastructure Works Program, an

agreements specify that contracts must bgnvironmental assessment involves

awarded and administered according t0  gxamining the proposed project to ensure
provincial administrative, management hat its potential impacts on the

and contract procedures. This may or maynyironment are identified. In those cases

not include the requirement that all where potential negative impacts are
contracts be tendered. Among the identified, the process requires project
provinces we examined, only . proponents to specify the measures they
Saskatchewan had guidelines requiring | take to mitigate them. The federal
project contracts to be tendered. authorities are responsible for ensuring

17.86 In the majority of the federal and _that these assessments are undertaken,

provincial files we examined, we found ndnclu_(t:hn_g thef|de_tr_1t|f|?at|on and
information to indicate whether tendering monitoring of mitigation measures.

had taken place. In a limited number of 17.89 More than half of all Phase Il

cases, however, partial or indirect projects did not require environmental
references in file material showed that thexsssessments. Where they were required,
projects had been tendered. Overall, the federal project files in all of the
except in the case of one Ontario provinces we examined contained

government implementing department, thevidence that they were undertaken before
project files provided little information final federal project approval. As we
about whether or not this control was found in 1996, procedures and
implemented. documentation varied among the
departments. However, for the most part,
we noted considerable improvements in
the thoroughness of documentation and
analysis undertaken for Phase Il projects.
Unfortunately, we also observed
weaknesses in the identification and
monitoring of mitigation measures.

Treasury Board Secretariat's response:  17.90 Mitigation measures are designed
The program design takes advantage of g geal with potentially harmful

the fact that local and provincial environmental effects. Incorporating these
governments have much experience in - measures during the construction of
carrying out infrastructure projects and  infrastructure projects increases the

17.87 In future programs of this type,
the government should ensure that
project proposals are assessed to
provide an adequate level of assurance
with respect to technical feasibility and
financial requirements.

that they are paying two thirds of the likelihood that risks to the environment
costs. Thus they are both competent and gre effectively mitigated. Their
motivated to obtain value for money. implementation is a necessary condition

Further detailed monitoring by the federalfor the receipt of federal funds, and

partner would be unlikely to improve the requires monitoring. Mitigation measures
return on the taxpayers’ investment. need to be clearly specified, along with

the project applicant’s responsibility for
Improvements made in fulfilling federal  jmplementing them.

environmental obligations o
17.91 The results of our examination

17.88 Unless excluded under the vary by province, with some project files
Exclusion List regulations of the containing little or no information on
Canadian Environmental Assessment Actmitigation efforts required and others

all projects recommended for approval arproviding very complete information.

17-22

Report of the Auditor General of Canada — September 1999



Canada Infrastructure Works Program:
Phase Il and Follow-up of Phase | Audit

Project proponents were asked to certify, planning and approval process to be an
either directly or indirectly, that mitigation effective means of preventing

measures had been implemented. environmental damage. As we observed in
However, we found no evidence in the 1996, it may be difficult to withdraw
project files we examined to show that support for projects once funding

federal authorities had verified whether commitments — albeit conditional —
these measures were put in place and wdrave been made.

effective. We believe that such
verification, carried out selectively,
provide additional assurance that
irreparable damage has not been done to « environmental assessments are

the environment. In this Context, we note Comp|eted ear'y enough to be taken into

that in most of the provinces we reviewedaccount in the project planning and
compliance audits do not address mattergpproval process;

relating to the implementation of o
m|t|gat|0n measures. « necessary m|t|gat|0n measures are

clearly identified; and

would 17.94 In future programs of this type,
the government should ensure that:

17.92 We observed several projects
where construction began before federal
approval was given, and before an
environmental assessment was complete
Because of the short time frame in which Treasury Board Secretariat’'s response:
Phase Il of the program had to be We agree that going beyond the specific
implemented, some provinces informed requirements of th€anadian

applicants that they could go ahead with Environmental Assessment Aist
construction. However, the applicants  desirable, and that the design of any
would be responsible for all costs, future program should facilitate that.
including any environmental clean-up  However, the project approval process

costs, if the project was not approved. In would need to retain sufficient flexibility
half of the Ontario projects we examined to accommodate special situations.

that required mitigation measures,

a system for obtaining assurance of
the implementation of mitigation
freasures is in place.

construction began before the Response to 1996 Audit
environmental assessment was completed. The government has
Two of these projects were entirely Limited progress on the

constructed before the environmental  recommendations of the 1996 Phase |  Made limited progress
assessments had been completed. As theydit in responding to the
mitigation measures had not been .
specified when construction began, their 17.95 We concluded that the recommendations of
' ificati i i overnment has made limited progress in .
identification and implementation were 9 prog our 1996 audit of

left solely to the discretion of the project responding to the recommendations of ou
proponents. 1996 audit of Phase | (see Exhibit 17.7). Phase I.

While some changes were introduced as
17.93 Beginning construction before  part of the Program’s operational
federal environmental assessment and guidelines, weaknesses remain with
project approval does not contravene therespect to the definition of key program
provisions of theCanadian Environmental terms and specification of responsibilities.
Assessment AdHowever, it contravenes Although federal-provincial agreements
the spirit of the Act, as irreparable were amended to establish provisions for
environmental degradation effects are  compliance auditing, the results have been
possible. We are concerned that, in manydisappointing. For the most part, audit
cases, environmental assessments have aotivities still have not produced timely
occurred early enough in the project information on compliance with the
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Canada Infrastructure Works Program:
Phase Il and Follow-up of Phase | Audit

Program’s terms and conditions. There ha@ondusion

been no progress on our 1996

recommendation relating to the need to 17.100 This audit and our 1996 audit
improve the measurement and reporting @onfirm that both phases of the Canada
job creation effects. Improvements have |nfrastructure Works Program were

been made in fulfilling federal implemented quickly. There is no doubt
environmental obligations, but more workthat participants and managers alike view
remains to be done. the Program very positively.

17.101 In this audit, we were particularly
concerned to determine whether the
Phase Il projects conformed to the

Improvements are needed in
federal-provincial agreements

17.96 The federal-provincial targeting and project selection
agreements play a pivotal role in the requirements of the relevant
implementation of the Program. We federal-provincial agreements. Our

assessed the adequacy of the current conclusion is that, overall, there is a lack
agreements in the context of the problem©f clarity in a number of key targeting
areas identified through our audit, and requirements established as part of the

also based on a comparison with the Program’s design, including what actually
provisions of other types of constitutes infrastructure or an

federal-provincial agreements. incremental investment for the purposes of
the Program.

17.97 We concluded that in any future
program activities of this type, the
agreements could be improved in several
areas. First, the term “infrastructure”
could be defined more clearly. Also,
project selection criteria need to be
clarified, particularly in support of
objectives relating to generating
additional infrastructure investment and 17.103 Grants are unconditional
creating employment. payments made by the federal government
to individuals and organizations, whereas
17.98  Further, continuing concerns withthe payment of a contribution is subject to
the timeliness and coverage of complianggerformance conditions that are specified
audits indicate that a more explicit in a contribution agreement. The recipient
delineation of the responsibilities of the must show that these conditions are being
federal and provincial partners is needed met in order to be reimbursed for specific
in these areas. costs over the life of the agreement. The
government can also audit the use of

f17d'99 | Finally, we recokgmze that the contributions, whereas this is usually not a
ederal government took important steps requirement for a grant. While there can

during Phase | to implement a program be some blending of the requirements

3"?'96‘“0_”- l;"owe\t/r?'r’ despite ewder}lce Ofinvolved, the accountability requirements
eficiencies from tnis source, as Well as ¢, contriputions are generally more

from our 1996 audit and compliance
audits, program management has not
made the necessary adjustments. Hence17.104 The government specifically

we believe there is a need to incorporate chose the option of contributions over that
more rigorous and formal provisions of grants as a means of delivering the
within agreements to address problems Canada Infrastructure Works Program.
revealed by feedback on performance. However, we have found that, from an

17.102 The Program’s approach may
well have produced several benefits;
however, there is still a need for adequate
financial control and timely, reliable
performance information. We have
concluded that financial and management
controls for this program are inadequate.

onerous than for grants.
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overall federal perspective, the Program i47.108 The government has made
essentially “running on trust”, with little  limited progress in responding to the
confirmation that performance conditions recommendations of our 1996 audit of
are being met. Phase | of the Program. Most of our

Phase | recommendations addressed issues

17.105 Although the positive features of that could have been pursued under
the present program approach cannot be Phase I, but were n_ot. In view of the size
ignored, we believe that certain controls ©f the expenditures involved in Phase |l
need to be put in place to provide operations, this lack of progress is a
assurance that public funds are spent ~ Source of concern.

economically, efficiently and effectively,
and that accountability for results is
achieved. We do not suggest that the

Treasury Board Secretariat's response:
Commencing in 1994, Canada

X Infrastructure Works was at the leading
federal government itself needs to edge of intergovernmental collaboration

exercise up-front controls. It does, in the effective delivery of a trilateral
however, need assurance that controls arﬁrogram. It has resulted in $8.3 billion

in place and working adequately. In this being invested in over 17,000 projects

regard, a rigorous compliance audit across Canada, and involved hundreds of
function needs to be implemented in a  46yernmental organizations each adding

Certain controls need  timely manner. their particular strengths to keep
to be put in place to administration costs to a minimum. All of
17.106 The absence of adequate this was accomplished without any

provide assurance that financial and management controls for  financial mismanagement.
ublic funds are spent  this program is not the first case where we .
P P have identified such problems. Our Unfortunately, the auditors have

economically, December 1998 Report, Chapter 25 approached their review as if Canada
. . Transport Canada +avestments in Infrastructure Works was a standard
efficiently and federal contribution program requiring the

. Highways,identified similar concerns. We 1 e
effectively. believe that if the government puts in traditional amount and type of supervision

place a set of conditions, it is reasonable @°0ve and beyond meeting the legal
to expect it to institute mechanisms to requirements. This fails to recognize that

ensure adherence to those conditions. ©ach of the three orders of government
involved had investments at stake, each
was competent to effect its part of the

17.107 We found that progress has beencollaborative program delivery and that

made in the extent to which Phase_ Il of each had audit and evaluation capabilities
the Program conforms to the requirementsc ol as political oversight

of the Canadian Environmental

Assessment ActVe have concluded that Although improvements can and should be
the requirements of the Act are being memade in any future such programs, the
with respect to assessments of chapter presents an inappropriately
environmental impacts. However, where negative view of what was a highly
negative environmental effects have beersuccessful program in terms of results and
identified, requirements for specifying andne that made a positive contribution to
monitoring the implementation of federal-provincial-municipal relations in
mitigation measures are inadequate. Canada.
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JJ* About the Audit

Objectives

Our objectives were:

* to determine whether the projects undertaken in Phase 1l conform with the targeting and project selection
requirements of the relevant Infrastructure Works agreements;

* to determine the adequacy of the financial and management regime pertaining to Phase lI;

* to determine the extent to which Phase Il conforms with the requirements of relevant environmental law;
and

* to determine the extent to which the observations and recommendations made in the 1996 Report of the
Auditor General, which could have been acted upon in the program extension, have been acted upon.

Scope and Approach

We selected British Columbia, Alberta, Saskatchewan, Ontario, Quebec and Nova Scotia for audit in order to
ensure geographic representation and coverage of 90 percent of the program’s federal expenditures. We
examined a sample of federal files and the corresponding provincial files. As well, in selected cases, we
broadened our review to include an examination of the corresponding municipal project files. All projects that
received a federal contribution of greater than $1 million (56) were examined, with the remainder selected at
random and stratified by project class to ensure a comprehensive sample. Altogether, we reviewed

167 federal, 107 provincial and 12 municipal project files.

In addition, because of its unique features, we examined the First Nations Infrastructure Initiative strictly in
terms of its planning and approval processes. We did not examine project files.

Criteria

Our audit was based on the following criteria:

e Actions should have been taken on recommendations made in the 1996 Report of the Auditor General
that apply to Phase Il of the Program.

* Financial and management control of program expenditures should comply with relevant federal policies.

* Program management should ensure that a program accountability framework is developed and clearly
communicated, including assignment of responsibility for the achievement of results.

* Program management should set out clear operational objectives that define “success” and provide the
basis for program implementation.

* Program management should measure, monitor and clearly report on results achieved to legislators and
within and among federal/provincial partners.

* Program management should be supported by reliable, relevant and timely information on program
needs, operations and performance.

* Program processes and procedures and their implementation should further the achievement of program
objectives and comply with the terms of the agreements, while controlling costs.
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* Program management should ensure that each project has been assessed for potential environmental
concerns.

* The Program should be implemented in conformity with the requiremeitiseo€anadian
Environmental Assessment Ashere applicable.

Audit Team

Assistant Auditor General: Maria Barrados
Principal: Henno Moenting
Director: Jim Blain

Louise Grand’maison
Jayne Hinchliff-Milne
Raymond Kuate-Konga
Pierre Labelle

Joanne Moores

For information, please contact Henno Moenting.
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