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May 31, 1968 -

Mr, Marcel Cadieux _
Under-Secretary of State for External Affairs
Department of External Affau's

Ottawa, Canada.

Dear Mr. Cadieux:

As requested by you, we have undertaken a survey of certain aspects
of the Depariment of External Affairs' system of financial adminis--
tration. In the report that follows, we set out our findings in this
connection, along with our recommendations for the establishment of
an effective system of responsibility accounting for the Department.

The survey was carried out by a team consisting of two members of our.
firm and four government employees, two from your Department and two
from other departments. The government staff engaged in the survey
were as follows: '

Mr, G. F. Farrow Senior Administrative Officer
Trade Commissioner Service
Department of Trade and Commerce

Mr. R. Gregson Senior Auditor.
Inspection Service
Department of External Affairs

Mr, D. G. MacDonald Accounting Advisory Officer
Accounting Advisory Services
Comptroller of the Treasury
Department of Finance

Mr. B. R. Warren Deputy Head (Planning)
Finance Division
Department of External Affairs

We would like to acknowledge the very valuable contribution made by
these individuals to the study. Many of the proposals set out in this
report originated with them. We would also like {0 express our
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appreciation for the assistance and cooperation that we received fram
everyone in the Department with whom our survey brought us into contact.

When you have had an opportunity to review our report, we would be
pleased to discuss any of the proposals contained in it with you or your
staff at your convenience, or to assist in its implementation if you so
desire. 3 -

Yours fery truly,
' T | i
Lty (%'—u(c*u & é;
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INTRODUCTION>

THE DEPARTMENT OF EXTERNAL AFFAIRS

Historical Background

The Department of External Affairs was established approximately sixty
years ago to deal with matters concerning Canada <] relations with -
foreign govermnments.

It started off in a very modest way with a staff of an Under-Secretary
and & handful of clerks, Canadian diplomatic interests abroad were
handled by British diplomatic and consular authorities in the countries
concerned, although a certain number of trade commissioners and
immigration officials had been appointed by their respective departments
to represent Canadian interests in these areas in selected countries.

The Department expanded its operations between 1926 and 1929 as legations
were opened in Washington and Tokyo and the Commissioner-Genersl in Paris
was appointed Minister to France. This period of expension was followed
by ten years of consolidation up to the outbreak of the Second World War,

The need created by the war for closer and more direct contacts with
Commonwealth and Allied governments led to & rapid increase of diplomatic
exchanges with these and other foreign countries, principally in Europe

and Iatin America., Membership in the United Nations and other inter-
national organizations such as NATO, UNESCO, OECD, etc. also increased
Canada's responsibilities outside its own borders, and & number of permanent
missions and delegations were established to represent Canada on these
various bodies and their committees. -

Present Stage of Development

At the present time, Canada conducts its external relations with slightly
over 100 countries through embassies and High Commissioners' offices in
63 of these countries and the accreditation of non-resident Ambassadors
and High Commissioners in the remainder.

The main functions of the Department, as set out in Reference Paper No. 69
issued by its Information Division, are as follows:

-~ the supervision of relations between Canada and other countries and
of Canadian participation in international organizations; the
protection of Canadian interests abroad;

- the collation and weighing of information regarding developments
likely to affect Canada's international relations;

- correspondence with other governments and their representatives in
Canada;

A,
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- the negotiation and conclusion of treat:.es and other international
g agreements, . . :

- the representation of’ Canada in foreign countries a.nd at inter-': _-
' national conferences. , L : :

These ﬁmctions are carried out by a staff of & roxiniateiy 3,100
-employees.. Of these, close to 2,000 are employed outside Canada,
including locally-engaged staff. . The Depariment's expenditures, as

- reflected in its 1968-69 estimates, total approxinately 385 041,000..
:These can be broken down as follows' B ‘ _

\Administration, Operation and mintenance E ".‘3:44,590,-000'f
o Capital N }7;.;)60,606::
i\ Assessment, grants a.nd contributions L o L 33,363,(}66 '

' Statutory votes L ) e 87,000 ‘
T SRR ~_885,'o41,ooo,_

.. Presemt Plan of Organization. B

While this study is not concerned with the organizational structure

of the Department from the point of view of its substantive or operational

activities, it may help to put some of our subsequent conclusions and
proposals in their proper perspective if we describe very briefly the over-
all plan of organization under which:the Department is presently operating,
and the principal functions. carried out by certain oi‘ its headquarters

divisions. Existing organizational arrangements as far as the financial.

management of the Department is concerned, and the functions of those
divisions that are primarily concerned with i‘inancial management matters,

. are described in subsequent chapters.

The present plan-of organization oi' the J)epartment is shown in Exhibit 1
facing this page. Under this plan, the heads»of all posts and missions

(of whom there are approximately 85) are responsible, in the final analysis,
to the Under-Secretary of State for External Affairs. In actual practice,
however, most of their commumications are directed to the headquarters
division concerned. These divisions are grouped under four Assistant Under-
Secretaries and a Deputy Under-Secretary - with the exception of three —
divisions in which the head of the division reports directly to the Under-
Secretary. Matters of major significance are dealt with by a Senior
Committee consisting of the Under-Secretary, ‘.Deputy Under-Secretary, and
Assistant Under-Secretaries. :

Most headquarters divisions fall into one of the following three categories:

i. Area divisiong, which are concerned with policy formulation and
coordination of departmental operations as they relate to specific

geographical areas.
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2. Functional divisions, which are concerned with pdlicy formulation
and coordination of departmental operations as they relate to
ma jor functions or activities common to all geographical areas,

3. Adminiutrative and operational support divisions, which provide
advice and support services to posts and to other headquarters
divisions and which, in some cases, carry out certain specialized
functions of their own.

The function of each of these divisions is described very briefly in |
the paragraphs that follow. {

The six geographical divisions - African and Middle Eastern, Commonwealth,

European, Far Eastern, Latin American, and U.S.A. - have a responsibility

for coordinating and advising other divisions and senior departmental ‘
personnel on various aspects of Canadian policy with respect to the countries
and geographical areas under their jurisdiction, : 1

The United Nations Division is responsible for providing advice on matters
relating to Canadian participation in and policy towards the United Nations :
and its specialized agencies, and for coordinating the work of other t
divisions of the Department and other departments of government in this E
connection.

The Information Division is responsible for conveying to the people of other
countries a knowledge and understanding of Canasda and the Canadian people
and for providing information on Canada's external policy and on the work of
the Department of External Affairs.

The Cultural Affairs Division is responsible for the conduct of cultural
relations between Canada and other countries, insofar as these contacts are
maintained through intergovernmental channels, and for maintaining liaison
with other interested agencies, both public and private, with a view to
maeking Canada better known abroad through cultural and educational -
activities,

The Coordination Division is responsible for the coordination of federal-
provincial participation in discussions of an international nature on
matters under provincial jurisdiction,

The Francophone Division is responsible for advising other divisions and
senior departmental personnel on various aspects of Canadian policy with
respect to countries in which the French language and culture are predom-
inant.

The Economic Division deals primarily with economic questions that have
international implications for Canada, including treaties, agreements,
problems relating to international transportation, communications and
finance, and Canada's relations with a number of international agencies
in the economic field.
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The Protocol Division is concerned with matters of diplomatic protocol,
precedence, privilege and immunity, working closely with diplomatic
missions eatablished in Canada, and making arrangements for recognition
of repropentatives of other countrieu and for the extension of - govern-
ment ho'ipltality to diutinguished visitors from such countries.

'The Legal DiVJ.SiOn is responsible for providing departmental personnel
with advice on all aspects of internmational law, particularly as it
covers treaties and agreements and Canadian properties and interests
abroad, and for ensuring that the Government's activities in the inter-
national field are conducted in accordance with approved legal pmnc1ples

and practices.

The :Defence‘Liaison !lz Division is concerned with Canada's internetional

commitments and activities in the areas of defence and national security
including its particlpation in NATO, NORAD, and various peace-keeping

missions,.

The Defence Liaison (2) Division is responsible for the maintenance of
internal security.in all departmental operations in Canada and abroad,
and for ‘the coord:_nation of intelligence activities. .

The - ])isarma.ment Division is concerned with the develoment of government
policy in relation to the control by international agreement of military
forces, weapons a.nd expendltures.

The Consular Dlvismn is concerned with the conduct of consular activ-
ities such as safeguarding the rights and interests of Canadian citizens
and companies abroad, and processing visa applications in countries in -

The Passport Division is responsible for the issuing of passports to
Canadian citizens and certificates of identity to non-Canadians legally
landed and currently residing in Canada who apply for ‘them and who are

eligible to receive then.

The Historical Division is responsible for carrying out historical
research in-the field of foreign affairs, for the selection and compi- -
lation of material in this field for publication, and for providing
library, archival and press clipping services to the Department.-

The Press _and Lisison Division is concerned with the Department's
relations with news media, including the holding of press conferences
and the issuing of press releases, and for keeping personnel at the posts
informed on Canadian domestic and foreign affairs developments.

The Inspection Service carries out a program of operational reviews within
the Department designed to assess the effectiveness of its present

policies, practices and controls, both at headquarters and abroad.

The Personnel Branch, whose plan of organization is being reviewed by
staff of the Treasury Board, operates at present through three divisions.
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The Administrative Services livision provides advice on conditions
of service abroad, including allowance and accommodation policy, and
administers the payment of salaries and allowances. The Personnel
Operations Division is concerned with the training and posting of
staff under the Department'sirotational system., The Personnel
Services Division is responsible for providing the normal range of
personnel services to the Department, including employee benefit
programs and the maintenance; of personnel records.

The Communications and Information Systems Branch is also in the

process of being reorganized, and consists of a Telecommunications
Division and a Records Management Division at present, with an
Information Systems Division to be added if further study indicates

that such a division is needed to develop and keep up-to-date the
Department's information handling techniques. In the meantime, the
Branch is responsible for the operation of the Canadian diplomatic
communication system, the provision of telephone service at head-
quarters and the posts, and for providing registry services to the
Department. This latter function includes the opening and distributing
of incoming mail, the classifying and filing of official correspondence,
and the scheduling of records for retention or destruction.

The Finance and Administration Branch is responsible for providing
advice and support services to the Department in a number of adminis-
trative areas. The functions of the Finance Division are discussed

in detail later in our report. The Property Management Division is
responsible for the acquisition of sites and for the purchase,
construction or leasing of accommodation on behalf of the posts. The
Materiel Management Division provides a general procurement and supply
service to the Department plus & number of specialized services such
as developing major schemes of interior decoration for new residences.
The Central Services Division is responsible for the provision of
accommodation and office services to the headquarters staff of the
Department. The Organization and Methods Unit carries out studies and
provides advice to departmental management on administrative problems
referred to them.

TERMS OF REFERENCE

The terms of reference covering our study, as set out in a letter from
the Under-Secretary of State for External Affairs dated September 27,

1967, are as follows:

"To establish an effective system of responsibility accounting within
the framework of the financial management function in accordance with
Treasury Board policy as set out in Management Improvement Policy
Statement MI-3-66 and in the Guide to Financial Management.
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o "Po meet this objective, a careful study of the following will be
’ necessary: .

» ¥ - the planned departmental organization from the point of view of
1 ; : appropriateness for responsi'bility accounting practices; -

~ current. procedures and practices for the preparation of the
Department's annusl program review and estimates;

| " - the present system of financial control in terms of 1ts adequacy .
in an environment of responsibility accountlng,

o - present accounting systems in terms of their adequa.cy for cost
control and decision makmg

- existing f:.nancial mports in tems of their adequacy and time-
liness- for decision makings; _ .

A g St

- existing. fma.ncial management organization in terms of stmcture,
-grade and mmbers of personmnmel.

"Recommendations will be required regarding the most appropriate
alternatives for:

it , - an effective structure i“or responsibility a.ccounting;

- the most appropriate responsibility and cost centres consistent
with these alternatives;

i - =.the nature and extent of f_ina.ncial authority to be delegated;

- rmnroved procedures for the preparation of the annual program
review and estimates, including the appllcatlon of objective
standards; o

- proved financial controls, both expenditure and revenue,
' consistent with the proposed structure for responsibility
accounting; , :

- improved accounting systems in support of the foregoing, :
including the code of accounts, accounting procedures and reports
to ensure effective control of commitments and cash disbursements,
and the application of working capital advances. Partioular
ettention will be required regarding accounting systems and
procedures to be followed by posts abroad;

- the most effective-system of financial reports, including details
of format, preparation procedures, and frequency for both revenues

-and expenditures' o

- the most effective financial organization, inciuding the number and
level, as well as statements of duties and responsibilities for key

positions.
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"Finally, recomrendations will be required regarding the most
appropriate plan and program for implementation of the proposals
in the areas outlined above. Recommendations in each of the areas
outlined should include recommendations on the most appropriate
techniques (e.g. E.D.P.) as applicable."

METHOD OF CARRYING OUT THE SURVEY

The first phase of the survey was devoted to a general review of the
way in which the Department is presently functioning and a thorough
review of the Department's present system of financial management.
During this phase we interviewed all heads of divisions and contacted
all heads of posts to obtain their opinions on the present system and
their suggestions for improving it. We also obtained information,
through the embassies concerned, on the financial management system
followed by & number of other governments in their foreign affairs
operations, with particular emphasis on the degree of financial
authority delegated to the heads of their missions abroad, In addition,
we visited a number of posts in the United States and South America
and obtained first hand opinions and impressions on their financial
management procedures and problems. :

After analyzing the information and opinions obtained in this manner, ;
we examined a number of alternative organizational arrangements that
could be used as a basis for developing a responsibility accounting
structure for the Department. We discussed these with a selected group
of senior departmental officials. Out of these discussions emerged a i
set of basic concepts and an organizational framework that appeared to

offer a workable arrangement for developing the desired structure.

These were incorporated into a discussion paper along with an illustration

of how they would work if applied to the Department's Program Review and

Annusl Estimates procedures,

The discussion paper was circulated to the Senior Committee, heads of
divisions and the Treasury Board. This resulted in general agreement
that the proposed structure provided an acceptable basis for developing
the suggested financial management system in further detail. This
impression was confirmed by a second round of visits to posts in Europe,
the Middle East, and East Africa, during which time we discussed with
the senior staff at the posts our basic concepts and explored with them
the most effective method of applying them.

The next stage of the survey involved the development of the detailed
responsibility accounting structure and financial controls needed to
support the proposed system. This included the delineation of responsi-
bility centres and the degree of authority to be delegated to them, as
well as the system of budgetary control and cash control to be followed
and the reporting structure to be used, Our suggestions with regard to
these areas were incorporated into a second discussion paper which, as
before, was circulated to the Senior Committee, a selected number of heads
of divisions, and the Treasury Board.
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Once again, no major objections were rdised and we proceeded to the

-final stage of the survey, in which we developed the accounting systems, '

the detailed organizational arrangements, and a plan for 1mp1ementing
the proposed gystem, if it is approved. .
. ]
The completed report in final draft stage, i.e. subject only to final
editing, was then distributed to the Assistant Under-Secretary,
Administration and a selected group of senior departmental officials as
well as representatives of the Treasury Board and the Comptroller of the
Treasury. Discussions were held with these individuals, as a result of
which a number of minor modifmcatlons'were made and the report. submltted

in its fmal -form,
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FINANCTAL MANAGEMENT IN THE FEDERAL GOVERNMENT

With the Federal Government's adoption of the Glassco Commission's
recommendations relating to the use of program budgeting, the way was
paved for the introduction of major improvements in the planning and
control of departmental operations., While subsequent studies have
demonstrated the validity and usefulness of this concept in those
departments where the management of resources is a major management
function, they have also brought to light the fact that there are
certain types of government operations where the concepts have only
limited applicability.

The Department of External Affairs falls in this latter category, and
it is the purpose of this section of our report to describe briefly
the philosophy underlying the twin concepts of program budgeting and
responsibility accounting and to outline the difficulties involved in
applying them to a department like External Affairs. We then describe
how, in spite of these difficulties, the system we are proposing can
go a good part of the way in meeting the needs of both the Depaxrtment
and the Treasury Board for an improved system of financial management
in the Department.

PROGRAM BUDGETING

As pointed out by the Glassco Commission, the form in which estimates
were prepared in all government depariments at the time of its survey,
i.e. by objects of expenditure, did not provide to departmental manage-
ment, Treasury Board or Parliament & satisfactory method of evaluating
the purposes for which funds were required or how effectively they were
being used. Nor did it lend itself to the assigning of responsibility
for the planning and control of departmental revenues and expenditures
to specific members of departmental management.

To overcome these weaknesses, the Commission recommended, and the
Government adopted, a& system of financial management kmown as program
budgeting. Probably the easiest way to explain this system is to
describe the purposes that it is intended to serve. Some of the more
important of these are as follows:

(a) To show the nature of the programs being carried out by each
department of government and the activities making up each
program so that those in authority, by knowing the purposes for
which funds are being requested, will be in a position to
establish priorities and decide on the most effective use of
such funds.
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(b) To bring together as many of the costs associated with a given
program or activity as is practicable, to, assist those in
authority to weigh b"enefits' egainst costs, and to evaluate
alternative methods of achieving a given objective.

(¢) To assess the effect of changes in demands for services on the
manpower and other resources needed to support a given program
or activity, thereby‘ facilitating the planm.ng and control of
such resources, .

t : (d) To prov:.de a means of hold:l.ng speciﬁ.c mdividuals acccmntable
% : for the estimating and control of revenues and expenditures
' associated with a_ particular program or activ:r.ty.

A program, as defined in the Financial Management Guide issued by the
Treasury Board, is "a major departmental function designed to achieve
specified objectives that have been authorized by Parliament'". Another
way to define a program would be to consider it as & group of related
activities having a common set of objectives. -

- It will be readily apparent that a program is not easily definable in
| terms that can be readily applied to all government departments. In

% most: departments that have introduced program budgeting, programs have
! been defined in terms of the activities carried out by major branches
of the department, such as Air Services and Marine Services in the
- Department of Transport; Treatment Services and Veterans Welfare
Services in the Department of Veterans Affairs; and so on. Thus it
can be seen that, in practice, programs in these departments have been
defined in broad terms, i‘requently as the vehicle for carrying out a
major piece of legislation.

As noted previously, the primary benefit to be gained from the intro-
duction of program budgeting is that it enables (and tends to force)
departmental management to plan and control a department's operationms
and its resource requirements in terms of the purpose for which such
resources are required, rather than in terms of objects of expenditure
such as salaries and supplies, This, in turn, enables departmental.
management and Treasury Board to assess alternative uses and priorities
3 for available resources in relation to the benefits anticipated as
aga.inst the funds required - the "cost-benefit relationship“

As an aid in determining the resources required to carry out a given
activity, the program budgeting system envisages the use of "performance
indicators". These are statistical measures of activily or workload that
can be converted into resources (manpower and supporting facilities)
needed to meet a given workload., Thus, in the case of External Affairs,
one example of a performance indicator (for the Passport Division) would
be the number of passports issued. Once this figure has been converted

§ into the number of manhours, passport blanks, postage, etc. needed to
supply a passport to an approved applicant, it can be used both for
projecting future resource requirements and as a measure of the resources
: that should have been used to process the number of passports actually
issued.
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In using performance indicators of this type, it is possible to
introduce varying degrees of sophistication into the projection of
future demand for services, Thus, in the example given above, a
projection of the number of passports likely to be issued over the
next five years could range from a simple percentage increase, based
on the average increase experienced over the last five years, to . ]
complex assessments based on projected population and income levels,
travel trends, and the effect of such influences as the probable
economic condition of the country, the introduction of jumbo jets,
the number of immigrants likely to be returning for visits to their
respective homelands, etc. etc.

It is possible to conclude, even from this very brief discussion of
program budgeting, that this approach to budgetary control is most
effective for those types of government operations where the objectives
of a given program can be clearly spelled out, where the benefits and
costs of alternmative methods of achieving these objectives can be
identified, and where statistical indicators are available as a basis
both for projecting the probable workload or demand for services ;
arising out of each activity and for measuring the actual services g
provided. Unfortunately, this is not the case in the Department of
External Affairs. However, before discussing this problem in greater
detail, we would like to complete the description of program budgeting
by outlining the organizational framework within which this system is
normally applied.

RESPONSIBILITY ACCOURTING

As stated previously, one of the advantages associated with program
budgeting is that it enables departmental management to designate
specific individuals in the department as being responsible for
determining the resources required to carry out given activities or
programs, and for managing the resources that are actually allocated
<o them.

To achieve this benefit of program budgeting, it is necessary to
delegate sufficient authority to these designated individuals for them
to make the decisions required of them by their management function.

If this is not done, it becomes very difficult to hold such individuals
accountable for achieving a desired result or living within an approved
budget. Thus, it is necessary in using this approach to spell out as
precisely as possible the exact responsibilities and authorities to be
delegated to each of the individuals concerned.

' The organizational framework within which this delegation takes place
is known as & responsibility accounting structure. While such a
structure is an integral part of the program budgeting system, it can
also be used, and obviously is used, in any organization where senior
management delegates the authority to do a given job to a specific
individual and provides him with the manpower and other resources (in
the form of an approved budget) to do the job.
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Thus, responsioility accdunting is more of an organizational concept,
to be used in conjunction with some form of budgetary control, than

a specific technique for improving management effectiveness. It is
the vehicle by which departmental management can share its workload:
and hold individuals accountable for carrying out given tasks. When
formally constituted, a responsibility accounting structure consists
| of a set of responsibility centres, with the head of each centre being
I delegated certain specific respon51b111t1es and authorities.

In a government department,»respon81b111ty centres are normally
recognized organizational entities such as a branch, division or
section. The head of an organizational unit, such as a branch, which
consists of a number of divisions, some or all of which are responsi-
bility centres, is also considered the head of a responsmblllty centre
(the branch). However, to avoid confusion, we refer in this report to
such collections of responsibility centres as "responsibility groups".

APPLIQABILITY'TO THE DEPARTMENT OF EXTERNAL AFFAIRS

In asse551ng the appllcablllty of the program budgeting concept to a
department like External Affairs, one of the first questions that should

be asked is whether an analytical management tool of this sort is the

‘ most appropriate one to use in the planning and control of an operation

i in' which cost-benefit relationships and indicators of effectiveness are

' almost impossible to establish., How important are budgetary considerations
in reaching a decision on whether to recognize Communist China, join the
Organization of American States, or provide military assistance to a

foreign power?

Similarly, after a mission has been established, is it possible to use
quantitative measures to evaluate the effectiveness of its senior staff -
or the need for greater or lesser staff? Granted these judgments have to
be made. The only question we are raising is whether program budgeting
helps in this process. Is there a danger that if criteria were found

i that could be expressed in quantitative terms, there might be a tendency

! in arriving at a difficult decision to rely too heavily on such criteria
at the expense of more important but less tangible considerations? '

We do not believe that there are any simple answers to these questions.,
On the one hand, they raise a reasonable doubt concerning the wisdom of .
attempting to apply this technique in its most sophisticated form to an

| operation like Externsl Affairs. On the other hand, there can be little

' doubt concerning the value of the organized and disciplined approach
that the use of program budgeting brings to the ‘decision making process
and the establishment of priorities between alternative uses of resources.
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Definition of Programs

If we accept the premise that program budgeting, even if in a somewhat
modified or rudimentary form, can be helpful in the planning and
control of the Department's operations, the next question that arises
concerns the most meaningful definition of programs and activities for
this purpose. :

Present Definition

In carrying out its initial Program Review in 1966, the Department
came to the conclusion that its operations constituted one basic
program which it defined as "The Protection and Promotion of Canadian
Interests in Other Countries and International Organizations". A
number of activities or components of the program were also defined

at that time. These were reviewed and refined for the 1967 Program
Review, and the following activities were established as the principal
components of the Department's program:

1. Political and Regional Affairs
2. Economic Affairs

3. External Aid

4, Politico-Military Affairs

5, Commercial Affairs

6. Cultural Affairs

7. Public Information

8., Consular Activities

9. Immigration
10. Security and Intelligence
11. Direction and Administrative Support

For purposes of the 1968 Program Review, the concept of one program has
been maintained, but the activities making up the program have been
grouped into three principal components (exclusive of capital expendi-
tures). These are:

1. Direction and Administrative Support
2. Policy Formulation and Coordination
3., TForeign Representation

We were not asked in our terms of reference to assess the validity or
the usefulness of the above groupings as a basis for planning and
controlling the Department's operations, or to examine the possibility
of developing & better definition and grouping of activities. Thus we
have not considered this matter in any depth. It was impossible
however, not to form some impressions in this area during the course
of our survey, and these are passed on in the hope that they may make
some contribution to the resolving of a difficult problem.
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We believe there is considerable merit in the approach that the

Department has adopted wherein its operations are considered as one

basic program. "here is certainly a considerable amount of precedence

for doing vo, since many other large segments ‘of the Government's '
operations are presently considered as one program, including Immigrationm,
Air Services, Welfare Services, Forestry, and Justice, to name but a few,
However, we are led to this conclusion not so much by the precedents that
have been established, or by the degree to which the Department's
operations might or might not fit the accepted definition of a program,

as by the lack of feasible alternatives.

The two principal alternatives that immediately come to mind are the
possibility that some or all of the components listed previously could

be ponSidéred as full-fledged programs in themselves, or that each
country to which our representatives are accredited and each multilateral
mission could be considered as a separate program, Unfortunately, neither
of these alternatives offers a more rational basis for applying program
budgeting than the present arrangement.

Definition by Function

Let us look first at the feasibility of considering a component such as
Cultural Affairs as a "program".. The possibility of defining a set of
objectives for such a program that would be distinguishable from the
objectives of other components such as Information Services or Economic
Affairs, or even from the broader objectives of the Department as a whole,
would be rather remote. It would also require an inordinate amount of .
time-and effort to segregate the cost of these programs in the field,
where post personnel may be spending time on any or all of them and where
some visual aids, such as films or travelling exhibits, may be used in
several countries and for several purposes.

These same factors of shared responsibility and shared purpose would make
it difficult, if not impossible, to pinpoint accountability for the effec-
tiveness of programs developed along these lines. The difficulty of
evaluating the impact of such programs, added to the difficulty of segre-
gating their costs, would also rule out the possibility of developing the
cost-benefit relationships that form an :i.nteg'ral part of the program
budgeting system.

Definition by Country

The possibility of considering each country to which the Department's
representatives are accredited, or at least in which it has a mission,
as a2 program is a much more intriguing one. There is little doubt that
the Department's objectives vary from country to country. In addition,
the effectiveness of the various methods available to it of achieving
these objectives, such as cultural exchanges, economic aid or military
assistance, vary from country to country.
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If countries were defined as programs, the Department could then plan
the une of its regources and determine its priorities in terms of
which particular combination of activities in each country appeared

to offer the most promise of achieving its objectives in that country
and how important the achievement of such objectives were to Canada

as compared to the achievement of its objectives in other countries.
This assumes, of course, a basic staff complement in each post capable
of carrying out the representational and consular activities required
of that post. In theory, such an approach would appear to be quite
logical. In practice, it would encounter many obstacles.

In the first place, the program budgeting concept requires that program
managers be involved in all major decisions affecting their programs
and their budgets. Similarly, the concept requires that such managers
be held accountable for the degree to which the objectives of their
respective programs are achieved, as measured in terms of criteria
acceptable to both themselves and their superiors.

Neither of these prerequisites is feasible in the Department of External
Affairs. Many potential instruments of foreign policy, such as external
aid, immigration, and external trade promotion, are not under the control
of the Department, let alone its heads of post. While a number of
mechanisms are employed to coordinate these activities, it would not be
reasonable to hold a head of post accountable for the effect they may
have on Canada's relations with a given country and thus the achievement -
of the Department's objectives with respect to that country. Similarly,
all major decisions on foreign policy are made in Ottawa, and these can
have a major impact on Canada's relations with certain countries, for
which a8 head of post could not reagonably be held accountable.

Another practical obstacle to equating countries with programs concerns
the sheer number of programs that would result. If the normal practice
were followed of funds being appropriated by Parliasment through one or
more votes for each program, financial control in the Department would
become chaotic., Parliamentary approval would be required each time
funds had to be transferred between any one of close to a hundred
programs.

While the grouping of posts into more broadly defined programs, such as
a "Middle East Program" or a "Francophone Program" (in which certain
problems and certain objectives were common to all of the posts) would
reduce the number, of programs involved, it would not overcome the other
difficulties inherent in the use of this approach. In addition, it
would tend to obscure the fact that at least some of the Department's
objectives, and the most effective method of achieving them, can vary

significantly - even between countr}ﬁ§ y;thin one geographical area.

5 \\\\ ' iy ot
Still another obstacle to théQﬁséxéfﬂﬁroé;am budgeting in the Department
in general, and to the designation of counté;es as programs in particular,
is related to the rotational system that the Department has found to be
a very necessary part of its staffing arrangements. Not only do heads
of post have very little control over the calibre of staff assigned to

T
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their posts under this system, but, because they themselves rotate
every two to three years, many of them are likely to find themselves
faced with the necessity of carrying out programs and living within
budgets prepared by their predecessors.

Another problem created by the rotatlonal system, which would be
accentuated by the use of countrles as programs, concerns the
dlfflculty of budgeting for' and controlling the salaries and
allowances of "Canada-based" staff at the posts. Some postings bear
“1little relationship to the approved establishment at a post. In
"addition, the grade of the individual being posted plus the size and
age .of his family can have a considerable impact on the allowance as
well as the accommodation costs of the post. None of these factors
is under the control of a head of post and it would be very difficult
to hold him accountable for the: salary and allowance costs of his

post.

Use of Program Budgeting in & Modified Form

1 ' Slnce, for the reasons just outlined, it is not possible to apply
program budgeting in its customary form to the Department of External
Affairs, what is the alternative? We believe the alternative is to
use the concept in a modified form - with less emphasis on quantitative
analytical techniques, such as performance indicators and cost-benefit
relationships, and more reliance on the judgement of experienced ‘
departmental officers in deciding on the most effective deployment of

. departmental resources.

We believe the Program Review procedures incorporated into the financial
management system proposed in this report would provide an effective
vehicle for bringing the knowledge of such officers to bear on the -
problem of establishing objectives, evaluating alternative methods of
achieving these objectives, determining priorities, and assessing the
effectiveness of present policies and practices. At the same time, the
results of these deliberations, as expressed in Program Review sub-
missions, can never give the same appearance of mathematical preciseness
or statistical justification as those submitted by a number of  other

government departments.

This places the Department of Ezternal Affairs at a disadvantage in
competing with other departmenis for the resources needed to carry out
its program. It also greatly increases the difficulty faced by
Treasury Board and Parliament in finding a rational basis on which to
establish priorities between prognam&;and on which to monltor the actual

spending of funds. o W ;‘m“// f¢'

’/)

We suggest that it is unreesonable to expect ‘the Treasury Board to carry
out this sort of role w1th‘respect to a department like External Affairs.
We believe it would be more reasonable to ask the Board to define the
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proportion of total government expenditures that should be devoted to
the foreign affairs sector and leave the actual deployment of such
resources up to the Department, always subject, of course, to government
policy and directives in this area.

At the same time, since most of these resources (other than grants,
assessments, etc.) are related to the use of departmental manpower and,

in the case of posts, to the comfort and convenience of such manpower,

we believe every effort should be made to develop guide-lines,

acceptable to the Treasury Board, on what constitutes a reasonable
standard in these areas., This would include such matters as accommodation,
allowances, personal staff, furnishings, etc. While standards have been
developed for a number of these areas in the past, we believe they have
been applied too rigidly without enough consideration being given to
differences in the circumstances and the needs of individual posts.

Standards should also be developed, to the maximum extent practicable,
covering the manpower required at different size posts. These would
obviously have to be applied very carefully and with full knowledge of
local conditions and local activities. However, if a basic complement

of staff could be established for posts in different size countries, the
onus would then be on the head of post to justify the staff he needs

over and above this basic complement. Priorities could then be established
on the basis of the degree of importance attached to the marginal staff
needs of each post.

If a systematic approach of this type were brought to bear on the problem
of assessing needs and establishing priorities within the Department, and
such an approach were coupled with an appropriate responsibility
accounting structure along the lines of the one proposed in our report,
we believe the Department would have a gystem of financial management in
keeping with its needs.

MEANING OF ACCOUNTABILITY

Before describing in the remaining sections of this report how such a
system would work, we wounld like to stress the need for recognizing that
the introduction of organizational or systems changes of any real magni-
tude is bound to create disruptions. to the normal routine and to make

many demands on the organization concermed. The more common of these,

such as the need for new positions, indoctrination and training programs,
and revisions to procedure manuals are discussed in the section on implemen-
tation,

"~ There is another set of demands, however, that are associated with the
decentralization of authority and which, if not adequately met, can create
problems that will more than offset the benefits the change is designed

(W%
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to provide. Some of the more important of these are as follows:

! (a) There must be a willingness on the part of top management to
i : share their responsibilities with subordinates and to give -

! ' them the freedom they need to do their respective jobs -
 without hemming them in with so many restrictions that it
becomes almost impossible for them to make a decision of any
consequence without getting prior approval from someoneelse.

(b) At the same time, control mechanisms must exist that will
. enable top management to know if subordinates are deviating
‘significantly from approved plans or are seriously misusing

‘the authority given to them.. S

(¢) There must be a willingness on the part of heads of responsi-
'bility centres to accept the greater responsibility and '
authority inherent in this approach as well as the greater

accountability that goes with it, T

(d) - There must be some method of making accountability mean
" something - that will not only provide more than a token
- deterrent to the head of a responsibility centre from misusing
his authority, but will also provide a real incentive for him
* to devote the thought and time needed to exercise this '
authority in a responsible manner.

A certain amount of skepticism was expressed to us in the course of.
our survey concerning how much meaning can be given to accountability
in a foreign service type of operation, where measures of effectiveness
are almost non-existent and where a foreign service officer's career is
less likely to be affected by his ability to manage the resources
allocated to him than by his abilities in a number of other much more
sensitive areas., ‘ .

We believe this is a very real problem. We also believe it is a
problem that departmental management must be prepared to recognize and
deal with if the system proposed in this report is going to result in any
real improvement in financial management within the Department.

" Short of any real disciplinary action, there are really only two
effective methods of impressing upon managers the fact that accountability
means something. One is to convince them that their ability as a manager
of resources has a definite and important bearing on their future advance-
ment. The other is to withdraw authority from them if they show themselves

to be incapable of exercising it properly.

| Since an individual's abilities in many areas must be weighed in assessing
| his capacity for advancement, we would not want to suggest that his ability
to manage resources should be given any greater weight than its importance
in the Department of External Affairs deserves. However, we suggest that
it should be a factor and that it should be made clear to the individuals

concerned that it is a factor.
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On the other hand, withdrawal of authority to approve expenditures
from a head of post (or division) would not have a major effect on

the ability of the staff concerned to carry out their responsibilities.
It would, however, serve as enough of an inconvenience to provide

an incentive for heads of post to take a personal interest in ensuring
that post funds are not misused.

We have suggested in our report that greater expenditure authority
should be delegated to heads of responsibility centres in stages. In
the case of posts, the first stage would be freedom to spend up to the
limit provided within each standard object of expenditure but not to
transfer funds between standard objects. The ultimate stage would
provide freedom to transfer funds freely within an operating budget

and a capital budget for each post - always subject, of course, to

the need to explain and justify to higher authority why it was necessary
to depart from the pattern of spending originally approved in the
estimates.

We suggest that this same process could be reversed where, in the
opinion of the Senior Committee, a head of a post, or other responsi-
bility centre reporting at the level of Assistant Under-Secretary,
has demonstrated that he is incapable of properly exercising the
authority given to him or of adhering to the regulations and guide-
lines governing departmental spending.

It should be kept in mind in this connection that one of the costs

or calculated risks associated with the decentralization of authority
is the fact that heads of responsibility centres are going to make
mistakes - particularly during the early stages of the process. Most
of these will be errors of judgment. Such mistakes should be condoned -
as long as they are not repeated and are not an obvious violation of a
regulation or departmental directive,

Where the latter occurs, we believe the Department should have no
hesitation in withdrawing authority from the head of the responsibility
centre to the extent required to bring the situation under control
again., In the final analysis, it is the Secretary of State for External
Affairs and his Under-Secretary who are accountable for the way in which

. departmental funds are spent. They must be satisfied that these expendi-

tures are being made in accordance with the purposes for which the funds
were appropriated by Parliament and in accordance with government policy
relating to the expenditure of funds.
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FINANCIAL MANAGEMENT IN THE DEPARTMENT
OF EXTERNAL AFFAIRS

[1
i

Az a necessa.ry prerequlsrte to determining the scope for :meroving
financial management in the Department of External Affairs in general,
and to developing a responsiblllty structure for the Department in
particular, we carried out a comprehensive review of the policies and
procedures presently followed by the Department in managing its
financial affairs. We were. fortunate in this respect in having on the
survey team two of - the key f:mancial management personnel in the
Department. L

In this sect:.on of our report we descr:.be in broad terms the present
system of financial manegement in the Department. Various aspects of
the system are discussed in greater detail in later sections of the
report. We then point out the way in which the present system does
not meet the financial management needs of the Department.

Later in the section we discuss the basic factors that néed to be

. considered in designing a system that will meet the Department's neede,

and that will take into account some of the unusual operating charac-

- teristics of the Department. Finally, we describe the main features

of the system we are proposing, to provide a birdseye view of the plan

"and to give some perspective to the detailed descriptions of various

aspects of the system set out in later sections of the report.

THE PRESENT SYSTEM

- Financial managément in departments of the Federal Government follows

a cycle which is imposed by the fact that their funds are appropriated
by Parliament on the basis of the Annual Estimates. The submission of

‘'the Estimates to Parliament is the exclusive right of the Executive.
‘ which has imposed a precondition on departments that a long range plan

be first submitted and approved so that the Estimates can be examined
in context. The Estimates approval having fixed the limit of their

- resources, the departments enter the fiscal year with the requirement

to control their funds so as to secure maximum effectiveness in their

_ deployment.
‘We describe the handling by the Department of External Affairs of each

phase in this cycle under the headings:
) Progi:a.m Review
Annual Estimates

Expenditure Control

v
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Program Review

The formal vehicle for long range resource planning is the Program
Review. It consists of a five year plan, revised annually, containing
three main elements; a narrative description of activities planned

to achieve defined objectives over the planning period, a forecast of
manpower requirements to carry out these activities, and a forecast

of money requirements, It is submitted to Treasury Board who,
following review, grant approval in principle to the plan as submitted,
or as modified, and also establish a target figure within which the
Department is to prepare its Estimates for the next fiscal year (year
one of the plan). ’

The Department's first Program Review submission in 1966 was largely

. the work of the administrative support divisions with some input from
the substantive divisions at headquarters. For 1967, a call for
submissions was made to the heads of all posts and divisions. These
submissions, consisting of the three major elements described previously,
were reviewed by the Financial Management Adviser and consolidated into
a departmental submission.

Heads of area divisions were asked to assist in the review and consoli-
dation process by incorporating the post submissions into brief papers

for each geographic region., In this way, a general statement of objectives
and plans for each area was developed, but most divisions found themselves
unable to do anything more with the manpower and money requests from the
posts than simply add them together.

When the figures thus generated were consolidated into a five-year
projection for the Department, it was clear to the administrative
officials and to senior management that the personnel expansion envisaged
was beyond the capacity of the Department for either recruitment or
training. Primarily on this criterion, the establishment projection was
reduced by some thirty percent and the financial forecasts reduced
proporticnately. As the lead time for the Program Review submission had
expired, this exercise was carried out almost entirely by senior admini-
strative officials and reviewed, to the extent possible, by senior
management before going to Treasury Board.

Eventually, Treasury Board approved an establishment increase for the
first year of approximately 20% of the one requested, and this overall
departmental figure was communicated to the heads of administirative support
divisions as a basis for their operationsl planning and preparation of
estimates.
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Amnual Estimates

The preparation of the estimates is initiated by a memorandum to the
‘heads of all posts and divisions requesting the submission of estimates
in specified form by a given deadline date. For most divisions the
only estimate required is for travel by divisional personnel. In most -
"spending divisions"(1), however, estimates cannot be completed unt:Ll
the submissions are received from the posts.

The estimates are prepared at the post by the senior officer responsible
for administration. He completes worksheets that are structured :
according to the kinds of expenditure within the jurisdiction of each
spending division and, m.thn.n each division, accordlng to standard
obgects of expend:.tu:r:e .

He may, as a first step, carry out an analysis of all expenditures
appearing in the post account for the preceding year, which he assigns
by standard object to the appropriate spending division. He then proceeds
to project the needs for the coming year in each category by: :

(a.) consulting a "want list“,.' if he has one,
" (b) assessing the needs as he knows them,
(¢) “consulting with other officers-and the head of post, ‘and

 (d) applying some g::owth factor to prior year totals where no other
" basis of forecasting is a.va:.lable. .

When received in the Finance Dun.s:.on, the post worksheets are split up
and distributed to the appropriate spending divisions, each of which
carries out an independent review of post proposals in those expense
categories with which the division is concerned. This review usually
results in significant modifications. In some cases, these are cutbacks,
in others the correction of oversights in the postsubmission. In

" carrying out this review, the spending division consults occasionglly
with officisls in other divisions and with senior management in cases
where there is uncertainty as to probable developments affecting a post.
The resulting figures are consolidated and largely lose their post
identity in the estimates of the diviSion itself. ‘

Spending division est:una.tes are consol:.dated by the Finance Division
into a departmental estimates submission which is reviewed by senior
management before being forwarded to the Treasury Board.

(1) Those divisions that are responsible for controlling expenditures.
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The total estimates may be cut back by either senior management or
the Treasury Board, as a result of their respective reviews, before
they are found acceptable for presentation in the "Blue Book". The
effect of any such cutback is distributed among the spending divisions
by senior management, in consultation with senior financial officisals,
after which each such division is notified of its allotted budget for
the coming year in each standard object of expenditure.

Expenditure Control

Once the fiscal year has begun, the financial management function

becomes one of ensuring that the departmental appropriation is used

for the purposes for which the funds were voted, that the total of the
funds provided is not overspent, and that funds do not lapse. Responsi-

~ bility for this function is shared by program and administrative personnel.

In practical terms, therefore, day to day financial management in the
Department is a continuous compromise between the need to delegate expendi-
ture authority and the need to control disbursements. The nature of the
compromise comes most clearly into focus on those recurring occasions when
funds must be found for an unforeseen purpose, or to meet escalating costs
on a current project. Where should the funds be taken from? Can the need
be justified and what priority should be given to it? Above all, who
should make the decision?

The requirements of expenditure control and the procedures that are

presently being followed to meet these requirements are described in the
paragraphs that follow, '

Control by Parliament

Funds are appropriated by Parliament for the Department, for other than
statutory purposes, in three votes as. follows:

Vote ‘1. - Administration, Operations and Masintenance

Vote 10 - Capital Expenditures

Vote 15 - Grants, Assessments, and Contributions
The Department can use funds only for the purposes of the vote and cannot
transfer, or obtain authority to transfer, funds between votes. The only

means of increasing the amount of money in a vote is through the submission
of supplementary estimates to Parliament.




Woods, Gordon & Co.

- 24 -

Countrol by 'reasury. Board

Parliament ha:s delegated to Treasury Board the authority to exercise

a further control over departmental spendmg in the form of subdivisions
within each vote called primary allotments. This "allotment control" is
exercised by the Comptroller.of the Treasury on behalf of Treasury Board
and consists of ensuring that the Department does not overspend the
amount of each allotment. The Department can secure transfers between
allotments only through a submission to Treasury Board for each such
transfer required.

Control by the Department

The Minister of the Department is author:.zed, under the Financial
Administration Act, to approve disbursements of funds against the
primary allotments. He may, in turn, delegate this authority, in whole
or in part, to specified officers and employees of the Department at his
discretion. The requirement that allotments not be overspent without
Treasury Board approval means that, in practice, the delegation of
spending authority to departmental employees must be accompanied by
mechanisms to prevent the overspending of individual allotments.

Up to this point, the system of control is statutory and would remain
unchanged under the proposals advanced in this report. ' :

The existing pattern of delegation in the Department derives essentially
from the way in which votes are broken down into primary allotments -
based on standard objects of expenditure. 'Thus each vote is subdivided
into allotments for objects such as salaries, rentals, repair and upkeep
etc. in each of which total departmental spending is subject to a fixed
ceiling. The statutory responsibility of the Department not to overspend
its various allotments devolves largely upon its senior financial
officials, These officials, however, have little or no involvement in
fshe activities requiring the actual disbursements. :

Most spendmg is done by the operating units of the Department, posts
and divisions, which have responsibilities that cut vertically across the
whole standard object structure. In their daily routine they make

' expenditures in several standard objects, and thus against several of the

primary allotments. When this kind of "vertical" spending behaviour is
viewed against the allotment control structure by "horizontal" standard
objects, a matrix of responsibilities is set up which almost defies any
systematic delegation of authority. Any measure which frees the

‘operating units to expend funds on their own initiative weakens the control

of financial officials over standard object allotments. At complete cross
purposes, the mechanisms introduced for allotment control purposes work to
impede and frustrate the operating personnel. ’ . o

Under these circumstances, a number of forms of delegation have evolved
which are used singly and in combination to cover a variety of disbursement
situations. These involve the use of "financial encumbrances" to earmark
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funds that are being set aside for specific purposss and "expenditure
authorities" that are used by a spending division to authorize posts
or other divisions to spend funis out of the allotment for which the
sppndlng division is responsible - up to a designated amount and for a
designated purpose.

To provide the information they require to control their own disburse-
ments, and to authorize others to make disbursements against their
allotments, the heads of the spending divisions are provided with
monthly reports of actual expenditures against each encumbrance and
each allotment. They supplement these with commitment records
maintained within their own divisions.

Of the spending divisions that play the central role in this structure,
only three - Cultural, Historical and Information - are substantive
or program divisions, and their spending is strictly in support of
their specific divisional programs. The management of all other
resourc2s in the Departwent is, for practical purposes, centralized in
the administrative support divisions. ~

To ensure that program considerations are not lost sight of in the
workings of the administrative ani control machinery, three practices
are followed in the Department, one of them official, the other two
unofficial. These are:

1. Foreign Service Officers are regularly rotatedrto positions at
various levels in certain of the administrative divisions. '

2. There is a tradition of widespread informal consultation between
program and administrative personnel at the head of division
level and below, which helps to maintain an awareness throughout
the Department of changing priorities ani developing plans.

3. Their common career orientation and the rotational posting system
have encouraged the development of a broad network of parsonal
relationships among foreign service officers. When rigidities
in the financial administration system ssriously threaten program
plans, the officer whose plans are so threatened, even if situated
in a remote location, is usually able to call on an associate in
headquarters to act as an advocate in presenting his case to ’
higher authority.

ASSESSMENT OF TdE PRESENT SYSTEM

Individual elements of the system are appraised in detail in subsaquent
sections of the report. Our comments here concern a number of major
managerial implications of the system, particularly with respect to its
alequacy in a program budgeting and responsibility accounting environment.
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Formulation of Plans and Objectives

—Sound _resource plamning must be based on defined program ghjectiveg.
and activity plans. For a post abroad, the formulation of such
objectives and plans requires contributions from the head of post,
the area division, several functlonal d1v151ons, and the administrative

support d1v151ons.

There has been a notable absence in this Department, however, of any
formal mechanism for coordinating these contributions, They are
consultations and ad hoc meetings, and commmications are frequently
routed to several interested parties. In general, however, the
"rounded view" of a post operation is available only to its head and,
in the broadest sense, to the Under-Secretary. It is largely left to
the head of post, therefore, to reconcile the uncoordinated and some-
times conflicting demands placed on him and to make a plan of action. -
Furthermore, it is left to him to construct a coherent case for
resource allocations for whlch he must negotlate with still other
d1v1slons.

In our visits to posts, we received a number of comments on the diffi-
culty of planning resource requirements in the absence of agreed
objectives and priorities and with'little feedback from headquarters

on the adequacy or desirability of post activities. Thus, there would
appear to be a definite need for a formal procedure whereby, at regular
intervals, all interested parties submitted to the discipline of
re-examining objectives and reviewing act1v1ty plans as they relate to
each post.

‘Manpower Allocation

Even a cursory examination of the Estimates reveals that a high
proportion of the Department's expenditures is either in staff costs
or in costs, such as allowances and accommodation, that are directly
related to the use of manpower, Clearly this is a Department in which
manpower utilization and allocation are the key elements of resource

Imanagement

Some two-thirds of the staff complement are on duty at posts abroad.
But just as there is no formal focus for the planning:function, there
ig no one location in the headquarters organization where the total
workload demands on a post can be appraised. In visiting posts, more-
over, we found significant workload factors which were largely
unconnected with headquarters, being related to other departments and
agencies of the Federal Government, to provincial governments and to

industry.
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Under th2sz circumstances, systematic manpower allocation according
to consciouus priorities is almost impossible, and will continue to
be 50 unleus some well—defiqed procedure is adopted for the purpose.

We recognize that the review of establishments receives systematic
consideration. However, the approval of a position rarely constitutes
an allocation. DPostings (1.e. decisions to fill pos1t10ns) would seem
to be the relevant allocations. This is left largely to the Personnel
Branch so that, even allowing for the informal consultation and the
presence of foreign service officers in this Branch, we must conclude
that the program divisions have much less participation in priority-
setting and manpower allocations than the importance of these decisioas
would seem to warrant.

Delegation of Authority

There is very limited delegation of financial authority under the
present system. This may not seriously affect the performance of the
operating units, but it neverthesless imposes a toll on everyone
concerned. The operating managers are frequently frustrated by a
multitude of restraints on their spending authority - restraints that
are largely inconsistent with the ongoing requirements of the manager's
task., Because they are imposed by different divisions, and perhaps
for different reasons, these restraints may not even appear consistent
with each other.

Reporting Systems

We found, in interviewing various departmental officials, that the
financial reports received at present do not provide adequate infor-
mation for management purposes. This inadequacy relates both to the
reporting structure and to the accuracy and timeliness of the data
included in the reports. This has not, to our knowledge, created any
serious problems for the Department. However, we believe this has been
due more to good fortune ani the ability of the senior financial
officials concerned, than to any intrinsic value in the system itself.
It should be kept in mind, of course, that the present system was
designed primarily for cash control purposes and it may have served
reasonably well in that capacity. It is not adequate, however, as a
vehicle for meeting the information needs of a financial management
system based on program budgeting and responsibility accounting.
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Use of Staff Expertise

An outgrowth of the present system, which has mportant managerial ‘
implications, is that it involves in financial administration many ' |
people who have neither financial nor program responsibilities. |
Where this occurs, it doesn't constitute the most effective utilization
of the particular expertlse whlch these persons or groups possess.

i
i
|
i

While thls argamont could be a.dvanced with respect to a number of
sections in the administrative support divisions, it is most readily -
seen in the.case of Materiel Management Division. Here we found, for
- example, that architectural and decorating specialists are unavoidably
drawn into discussions of which of two renovation projects should be
given a higher priority, or whether there is enough money for both.,

We found purchasing agents deeply involved in the justification of
expenditures they were asked to make for posts, and having to make
judgments regarding prlorlties when there were competing demands for
available funds. .

Such involvement undoubtedly creates demands on.the time of these
individuals that makes it difficult for them to carry out those duties
that are more appropriate- to their speclallzed knowledge and skills.
Thus, we were not surprised to hear that the Department is behind
schedule in the revision of manuals, the development of repair and
replacement guidelines and preventive maintenance programs, research
on alternative suppliers, product value analysis, and the like.

' The Department ixlzcurs.su“bsté.ntiallcosts,' direct and indirect, in
allowing this situation to continue. It is largely unavoidable,
however, under the present system of financial management.

i

Conclusion

Thus, there is & real need for a new or improved system of financial
management in the Department, which would formalize the formulation of
plans and objectives, provide a focus for manpower planning, facilitate
the delegation of authority, and enable more appropriate use to be made
of staff expert:.se in the Department.
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BASIC CONSIDERATIONS AND ORGANIZATIONAL ALTERNATIVES

Before attempting to weigh the relative advantages and disadvantages
of various organizational arrangements that could be used as a basis
for developing a responsibility structure within the Department, we
gave some thought to the basic considerations that needed to be taken
into account in designing a structure that would give adequate recog-
nition to certain unusuasl aspects of the Department's operations. Some
of the more important of these considerations are as follows: '

1.

5.

The individual posts are likely to remain the focal points for
the planning and control of depsrtmental operations, subject to
an overlay of policy formulation and coordination from head-
quarter's divisions. Thus the heads of post need to be actively
involved in these activities, and should be delegated the -
maximum amount of responsibility and authority consistent with
the nature of the Department's operations.

The most significant element of resource management in the

‘Department is the deployment of the manpower available to it.

Therefore, foreign service personnel at all levels of management
should be involved in determining the most appropriate use of
this resource. :

Most other resources, excluding funds for grants, assessments and
contributions, are related to the support of substantive personnel
and follow closely the allocation of such personnel. Consequently,
foreign service personnel with program responsibilities do not need
to be intimately involved in allocating or controlling such
Tresources,

At present, posts lack control over the administrative resources
they need, and occasionally experience inordinate delays in having
their requests for such resources filled. While these factors are
not likely to have a major impact on the effectiveness with which
the staff of the post can perform their functions, they can be a
major source of irritation, frustration and administrative
inefficiency. They can also have a detrimental effect on the
morale of the staff that is out of all proportion to the amount
of money involved. There needs to be a significant relaxation of
present restrictions in this area and the posts need to have a
much greater say than they have at present in the determination
and control of the administrative resources required to support
their operations.

There is a pressing need for better coordination of various
headquarters administrative activities as they affect the posts,
and particularly as they relate to staff postings. There is also
a need for someone to expedite communications and action on
administrative matters between posts.and headquarters.
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-With these considerations in mind, we assessed several alternative
organizational arrangements, or variations of basic arrangements, on
which a respomsibility accounting structure for the Department could
be based. Each of these alternmatives and their patential advantages
and disadvantages are discussed below.

1.

2.

An improved version of the present arré.ngemént with its highly 4
centralized financial management structure.

This arrangement would have the advantage of being highly flexible,
when it came to the need for reallocating funds, providing very
tight control over the potential misuse of funds, requiring a
minimum number of personnel with financial management skills, and

~ requiring a minimum involvement in administrative matters on the-

part of program personnel at headqnarters, although not necessa.rily
at the post.

Its major disadvantages would continue to be the lack of involve-
ment of substantive personnel in resource allocation decisions, the
high degree of financial control exercised by administrative
specialists - with the resulting tendency for them to become
control rather than service-oriented, the necessity for posts to
dea.l with a number of headquarters divisions on administrative
matters - with a significant lack of coordination and follow-up
on such matters, and the fact that classification and control of
expenditures would still be carried out by personnel far removed
//from the scene of the action and thus the point at which such
decisions should be made. : , o

An ment which would ive the area divisions (European
Commonwealth, etc.) a central role in financial management.

This would result in a high degree of integration between policy
and financial management decisions, would actively involve senior
foreign service personnel in such decisions, and would provide a
focal point for dealing with pOsts on administrative matters.

- On the other hand, it is doubtﬁzl whether geographic areas have

~ any real significance as a basis for financial management
decisions, particularly those involving major re-allocations of
resources, It is also doubiful whether day-to-day administrative
decisions are sufficiently important to warrant involving area
divisions in such decision, and whether the personnel of such
divisions would be in the best position to make such decisions
unless a reasonably comprehensive complement of specialist
administrative personnel were assigned to each division. If this
were done, it would mean a substantial duplication of such skills
and less opportunity for administrative persomnel to acquire or
use specialized knowledge in a given administrative area.
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An arrangement in which the functional divisions (Cultural Affairs,
Information, etc.) would become the centres of financial management
responsibility, each controlling the cost of activities related to
its function throughout the Department.

This would involve most of the advantages and disadvantages of the
second. arrangement, In addition, the difficulty of coordinating the
impact on the posts of the various programs developed and implemented
by the functional divisions would create a whole new set of problems.
Each post would have several masters to satisfy. It would also
require the costing of each major function for estimating and control
purposes. This could involve post personnel in an excessive amount
of t{ime-keeping and cost allocation work. In addition, any admini-
strative personnel assigned to the functional divisions would still
have to deal with 80 to 90 posts, so that any advantages of speciali-
zation either by administrative function or by geographical area
would be lost.

The delegation of financial authority to larger posts and certain
headquarters divisions only.

This is a compromise approach that could be used in conjunction
with any of the alternatives discussed previously. It has the
advantage of giving authority to those posts and headquarters
divisions whose scale of operations most warrants this authority
and, in the case of the posts, where the administrative personnel
at the posts are most likely to be capable of exercising such
authority in a competent manmer.

It has the disadvantage of requiring two sets of administrative
procedures, one for posts with financial authority and another
for posts without such authority. It also requires someone to
establish an arbitrary cut-off point above which posts would be
given financial authority and below which they would not - which
might be difficult to Jjustify to those posts just below the line
and which would leave the smaller posts facing the same
difficulties they are experiencing at present.

A modification of the fourth approach, whereby larger posts would

exercise a degree of financial authority over smaller posts in their

geographical areas.

This alternative has the advantage that financial management decisions
would be made by personnel who were aware of the conditions in a

given area, and lines of communication on such decisions would be
somewhat shorter. On the other hand, these decisions would be made
without the administrative expertise available at headquarters, and
could only be made in the context of the particular posts coming
within the jurisdiction of the larger posts. Thus, this arrangement
is subject to the same drawback as the area division alternmative
regarding the unsuitability of a geographlc region as a unit for
financial management.
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The appointment of "ombudsmen" to represent the posts! interests
at headquarters and to be responsible either to the Depuily Under-
Secretary or to the Assistant Under-Secretary — Administration.

This is also a: va.ria.tion that could be used with any one of a
number of previcus aliernatives, and a modified version of it has
been incorporated in our proposed structure. However, it is
difficult to visualize such indlv:.duals, if too far removed from

“the a.dministrative divisions, being able to exercise any substantial

amount of financial authority without having a staff of admini--
strative specislists. The result would be a fragmentation

of administrative expertise., It might also result in differences
with the administrative divisions having to be resolved at the
Deputy Under-Secretary level. In addition, there is the danger
that such a structure might compete with or dnplicate to a certain

»exten'l: the role of the area divisions.

The esta.blishment of two separate lines of commmication and
responsibility for heads of posts, one on the program or substantive
side, and & separate one on administrative mtters.

While this alternative, if carried to extrenes, ‘would be undesirable
because it would give the post two masters to serve and because it
would formalize the separation between program planning on the one
hand and resource planning and control on the other, there is an
element of it in our proposed structure arising out of our belief
that substantive personnel do not need to be actively involved

in the allocation and control of administrative resources.

The establishment of an administrative hierarchy or line organization

throughout the Department, with the foreign service personnel -
relieved: of all administrative responsibility. :

' This type of arrangement is sometimes found in hospitals where the

head of administration and the chief of medical staff report
independently to the Hospital Board. It would have the distinct
advantage of relieving foreign service personnel of all admini-

" gtrative detail. However, it would be impracticable from the

point of view of the way in which it would divorce the policy-making
from the financial management decision-making, and the fact that
heads of posts must, in the final analysis, be held accountable

for the effective functioning of their posts. This would be
impossible if the post administrative officers were responsible

to senior administrative personnel at headguarters.
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MAIN FEATURES OF THE PROPOSED SYSTEM

The system of financial management that we are proposing for the
Departmént, and which is described in detail in the remaining sections
of this report, .is not based on any single alternative. It is a
composite approach that incorporates what we believe to be the best
features of several of the alternatives. It is based on the general
concept that each post should be considered a responsibility centre,
along with those headquarters divisions that have significant

- gpending responsibilities. These organizational units would be given
the maximum practicable responsibility for estimating and controlling
those expenditures for which they can reasonably be held accountable.

The main features of the financial management system that we are v
proposing as a means of implementing this concept are outlined below.

ORGANIZATION

Ares Comptrollers would be appointed who woﬁld be responsible

directly to the Director-General, Finance and Administration.

 Each Area Comptroller would be expected to act as a financial

management adviser and expediter for the posts in one or more
geographical areas. He would also have the authority to require
clarification or elaboration on estimates submissions, on
variance explanations, and on potential overspending or lapsing,
etc.; to approve requests for transfers of funds within the post
budget but beyond the authority of the post to transfer; and to
seek funds from other sources to meet a justified overspendmg
within one of his posts. :

We are also suggesting the appointment of an Assistant to the
Director-General, Finance and Administration. Such an appointment
would provide an individual who could play a key role in the
implementation of the proposed plan as well as train new Area
Comptrollers and fill in for them when they were absent,

No major changes in financial management capability or organization
are being proposed for the headquarters substantive divisions or

the posts. Substantive divisions include the area, functional and
operational support (Legal, Protocol, etc.) divisions. We believe
that post administrative officers, with suitable indoctrination

into the proposed system and revised procedure manuals, could

handle the slightly increased responsibility without any difficulty.
We also believe that the time saved in reduced communications with
Ottawa would probably offset any extra time required by the increased
workload arising out of our proposals,
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arters administrat d ions would play an advisory and
supporting role with respect to those areas of expernditure under
the control of responsibility centres. In contrast to the present
system,“no financial control responsibilityjwould vest in the
administrative divisions for these categories of expense. In
other areas of expenditure which are controlled at headquarters
on a department-wide basis, such as salaries and allowances and
capital programs, the appropriate ‘administrative divisions would
exercise the control, but always in consultation with the
substantive persomnel ooncerned.

Because of the proposed delegation to the posts of “the responsmbility

for controlling certain types of expenditures that are presently
controlled by the headquarters administrative divisions, we are.
suggesting the reduction and consolidation of & number of clerical .
positions engaged in the processing of invoices and maintaining of

‘commitment control records in these divisions.

PROGRAM REVIEW AND ESTIMATES

6.

8.

The Program Review would continue to be the principal vehicle for
long range plamming within the Department as well as for a shorter
range determination of manpower requirements and allocations as a
basis for preparing the Annual Estimates., It would be carried out
primarily by substantive personnel and would start with a statement
of gbjectiveg and needs by each post and headquarters division.

These would be assessed, consolidated, and priorities established,

at successively higher levels in the Department, ending up with
a recommendation from the Senior Committee to the Under-Secretary

* on the manpower requirements for the Department.

. Ouk of the Program Review would emerge & deparimental manpower
8llocgtion plan., This plan would be used by all responsibility

centres as a basis for preparing their estimates for those
categories of expenditure for which they were accountable.

Estimates prepared by each of the proposed responsibility centres
would be reviewed and consolidated at successively higher levels
within the Department. In the case of the posts, the review would
be carried out by the Area Comptrollers. In the case of the
headquarters substantive divisions it would be carried out by the
Assistant Under-Secretary concerned, with the advice and assistance

-of the Director-General, Finance and Administration, and his staff,

This does not mean that the Assistant Under-Secretaries would be
immersed in administrative detail in the same way as the Area
Comptrollers, since the estimates of the substantive divisions
would consist primarily of program oriented costs (cultural
exchanges, publications, etc.) rather than accommodation, repairs .
and maintenance, and other administrative costs associated with
the operation of a post.
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When the estimates had been approved, all responsibility centres
would be notified of:the funds allocated to them and would be
responsible for ensur.ing that they did not over-spend these funds
without first obtaining approval from the appropriate authority.

FINANCTAL CONTROLS AND IELEGATION OF AUTHORITY

10.

12.

13.

The basic difference between the system of financial control
incorporated into our proposed plan and the system presently
employed by the Department is that responsibility centres in
general, and posts in particular, would be subject to an "after:
the fact™ rather than a "before the fact" type of control. Thus,
instead of having to obtain headquarters' approval before spending

more than a nominal amount, posts would he free to spend within
certain well defined limits, but would also be _expected to account

for the way in which funds were spent, through the_proposed budget
reporting system. They would also be subject to more frequent and
moxe__l.ntgname_mspﬂ:_t_igg,s than has been the case in the past.

. Cash cogirol would be exercised on_the basis of primary allotments

within the present vote structure that would coxrespond with the
proposed responsibility siructure 1er than being exercised on
the basis of gtandard ohjects of expenditure as at present. The
primary allotments that we suggest should be used for this purpose
are illustrated in Exhibit 11 in the Section on Financial Controls.

Each responsibility centre would be responsible for projecting its

expenditures to the end of the fiscal year and for reporting
potential overspending or lapsing of funds. KEach centre would
also be responsible for maintaining commitment control records and
for reporting its "firm commitments" (those outstanding purchase
orders or other contractual obligations likely to result in s
disbursement of funds before the end of the fiscal year) at the
end of each of the last three months of the year.

Requests for transfers of funds to meet unforeseen contingencies or
to accommodate a change in plans would normally originate in s
responsibility centre, but could be initiated at senior levels
within the Department if the need arose out of a change in govern-
ment policy. While the Director-General, Finance and Administration,
and his staff of Area Comptrollers would have the primary responsi-
bility for recommending to the Senior Committee how a major
reallocation of resources could be accomplished with the least damage
to the ongoing program of the Department, the substantive personnel
concerned would be consulted at each step of the process.

Less significant transfers of funds could be approved at various
levels in the Department, depending on whose budget was being
affected. Approval at the Assistant Under-Secretary level is
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based on fhe principle of "concurring authority". Under this
principle, if WMMus&r

of funds een_xr ntres under their respectlve

Jurlsdlctions no higher authority is needed. If they do not
agree, then the matter mast be referred to higher levels. '

Because the staff rota.tional system makes it :mpracticable to
delegate cextain iypes of expenditures to responsibility centres
(salaries and alloyances - Canada-based staff, removal expenses,
new leases, etc.), we are proposing that certain administrative
divisions should be given the responsa.’b:.lrl;y of administering

. the related funds. Since these funds represent the entire

departmental allotment for a given purpose, rather than just the
amount required to operate the responsibility centre concerned, "
we are suggesting that the authority to transfer these types of
funds should be subject to much stricter control than we are
proposing for other types of. funds.

The budget of each respons:LbJ.lJ.ty centre would be made up of

subdivisions called "reporting objects". .~ These are simply
groupings of line objects of expenditure which form the most
appropriate method .of classifying expenditures for planning and

. control pu::poses.

~E_ﬁ§h’2,e8pqg31bil1tx centre would be responsible for clagsifyving

and coding its own expenditures, maintaining its own commitment
control records, and projecting 11:5 expendltures for the remmsinder

- of the f:.sca.l year.

The posts would be respons:l.ble for sending a8 s:lgnal to headq_uarters
immediately after the close of each month indicating, in total for
each reporting object, their expenditures for the month ggainsi
their own budgets, their expenditures on behalf of headquarters

. as authorized by those divisions, and their planned or
projected egenditures against their own budgets for the remainder
of the fiscal year.

Informat:.on from these mgna.ls would be J.ncorporated into the
computer run prepared by the Comptroller of the Treasury, and the
head of each responsibility centre and group of responsibility

‘centres would receive & report shortly after the middle of each

month containing the following information for each reporting
object: _

J (a) original budget

J(®) transfers

J(c) adjusted budget

J(d) actual expenditures to date

»\/(e) planned expenditures for the remainder of the year
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V() total projected expenditures for the year
v(g) variance between (f) and (c).

19. These reports would be used by the heads of responsibility
centres and responsibility groups to review the spending
pattern to date of the centres under their jurisdiction, to
detect potential problem areas, and to initiate the appropriate
corrective action or ensure that such action is being taken.
Reports covering the posis in a given geographical area would
also be given for information purposes to the head of the area
division concerned.

20, The head of each responsibility centre would be responsible
for preparing a brief commentary each month on the financial
position of his centre, as shown by the budget reports. This
commentary would include gxplanations of significani varisnces,
notification of any transfers of funds that are within the
authority of the head of the centre to make, reggests for
trangfers that are beyond his authorifiy to make or for ad.d.i._t_:_.___
funds, and an explanation of any action he plans to take to
correct a potentially troublesome situation.

21. A number of substantive divisions have a role to play in the
determination of the funds needed for grants, assessments and
contributions (Vote 15) and how these should be paid out.

For the most part, however, their involvement is primarily
during the preparation of the estimates for this vote. Control
over expenditures is pretty well limited to the issuing of
cheques in appropriate amounts at the appropriate times. With
one or two possible exceptions (such as military assistance
grants) the scope for transferring funds or for exercising
financial management in any other form is negligible. We are,
ltherefore, suggesting that the Finance Division should include
fthe funds for this vote in its estimates and should maintain
#the necessary records showing due dates, smounts, etc.

22. A similar situation exists with respect to both conference expenses
and other travel expenditures. While the divisions concerned
should participate in the preparation of the estimates covering
this type of expenditure, and should be responsible for conirolling
their portions of the total allotment, we do not believe they have
to be formally designated as responsibility centres for this
purpose. Thus, for those divisions that have not been designated
as responsibility centres, we are suggesting that the Finance
Division should maintain the records necessary to indicate the
current status of any funds in which they have an interest, and
should furnish periodic reports on this status to the divisions
concerned.
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23. We are proposing that the control over funds spent for property
acquisition purposes should remain with the Property Management
Division. However, control over funds required for acquisition
of furnishings and equipment would be divided between the
Materiel Management Division and the posts. The principle on
which this division would be made is.that the Materiel Management
Division should budget for and control the funds required for the
initial purchase of furnishings and equipment arising out of the
opening of w or the sion of existing ones, whereas
the _pg_g;t,s would be responsible for the replacement of existing

furnishings and gquipment or minor additions thereto. All of
these purchases would, of course, still be subject to depa.rtmental
guidelmes.

24, While we have not attempted to suggest a more equitable and less
restrictive basis for controlling allowances granted to post
personnel (many of which are presently being examined by other
study groups), we have indicated. the need for doing so. We have
also suggested that certain allowances be placed under the control
of the head of post and be geared to the representational needs
and costs of each post.. ) '

25¢: No major changes are suggested with respect to comtrol over

revenues, which consist primarily of the proceeds arising out of

— the issue of passports. A previous study had recommended the
development of a cost system to show the cost of issuing pass-
ports, renewals, and certificates of identity as a basis for
reviewing the fees charged to the public for this service. We
support this recommendation in principle, but have suggested a
somewhat simpler method of obtaining the same information.

26. We have suggested revisions to the code of accounts used by the
Department that would provide the information required by the
proposed financial management system, but would not involve the
use of any more digits than at present. Included in the code
is an "allocation" field that would enable any item of expendi-
ture, regardless of whose budget it came out of or who made the
expenditure, to be allocated to any respo_nslbllity centre. This
would enable the Department to allocate whatever expenditures
it wishes to a post or other responsibility centre to detemine,
as far as is practicable, the actusl cost of its activities in .
each country to which it is accredited. This would probably
only be done on an annual basis.

ACCOJNTING SYSTEMS

\ .

27. Under the system we are proposing, the Comptroller of the
Treasury would continue to provide accounting services to the
Department. Thus, no accounting systems of any significance
would be needed in the Department.
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No major changes would be required by our proposals in the
accounting procedures followed by the posts. Post accounts
would still be processed in basically the same manner as

they are now. Copies of the recapitulation of post expendi-
tures, presently called a "Financial Statement" and which we’
are suggesting should be called a "Post Cash Control Record”,
would provide the post's principal record of past expenditures,
In addition, a monthly "Subsidiary Statement" prepared by the
Comptroller of the Treasury would provide a record of expendi-
tures made by headquarters divisions on behalf of the posts.

As noted previously, the Finance Division would be required to
keep a few minor records such as a register of the amounts and
the dates on which certain grants and assessments are to be
paid. They would also be required to carry out the same
accounting work they are performing now in screening post
accounts and auditing travel claims. - :

We have suggested the use of sectional budget reports supplemented
by weekly labour efficiency reports and a semi-annual cost
analysis in the Passport Division as an alternative to the full-
fledged cost sysiem proposed by a previous study group.

Other headquarters divisions designated as responsibility centres
would need to maintain commitment control records, and to
continually update their estimates worksheets as a basis for
forecasting future expenditures., Other than this, we do not
foresee the need for any accounting records of any significance
in these divisions. We believe that certain records presently
being maintained to record the cost of special projects, courier
runs, etc. could be eliminated through the use of the "project®
field in the code of accounts,

No change is suggested in the present letter of credit working
capital advance used to finance post operations., EHowever, there

is a possibility that the fas®er reimbursing of the advance that
would be made possible by the signalling of expenditure information
by the posts at the end of each month, oould result in a reduction
in the size of the advance required.

the operation of the Passport Division and would mske this
operation self-sustaining. The other would be used to finange
the departmental inventory of office supplies. This would make
it possible to charge the posts and other principal users of
such supplies (amounting to over $400,000 annuslly) with the
cost of the supplies they use, thereby introducing greater
accountability into this element of expense.

UTwo new working capital advances are proposed., One would finance
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ORGANIZATTION FOR FINANCIAL, MANAGEMENT

Traditionally, and paxticnlarly ‘in those. govermment departnmrts
where financial mansgement has been highly centralized, most financial
decisions have been made by "financial management™ staff. This staff
consisted, for the most part, of financial specialists who had little
or no responsibility for the operational implications of the decisions
they were making. These decisions were related primarily to the ‘
roblem of deciding how much to ask for in departmental estimates
although the operating persomnnel concerned were normally cansulted
in this respect) and of ensuring that the department did not overspend
its allotments, on the one hand, ox allw i.ts rnnds %o lapse, on the
other. . ,

Under the new concei)tv'of financial mna.gmnt a.dopted by the Federal"

: Government, financial decisions are being made by program or line

officers, and the financial management organization consists of staff
officers whose primary i‘unction is to sdvise and a&ssist line personnel

- in meking such decisions.

i

The purpose of this section of owx rsporb is to outline the way in
which the financial management function of the Department i1s presently
organized, and then {o describe the changes that would be required

to adapt the present organizational arrangement to the system of’

- financial management ihat we sre proposing for the Department.

' IEFINTTION OF TERMS

In our discussion of both the present and ‘proposed financial mansgement
structure of the Department, we frequently have occasion to describe
the role of the headquarters divisions. Since we frequently refer to
these in groups rather than individually, we define these groups below.
For this purpose, we repeat and rurthar reﬁne the categories outlined
in earlier sectlons o.f.‘ oux’ rsport

1. Area divisions are concarned with policy formulation and .
coordination of deparimental operations as they relate to a
specific gei of posis. This group includes such divisions as
Commonwealth, European, Latin Amsrican, eto,

2. Functional divisions are concerned with policy formmlation and
coordination of departmental operations as they relate to pajor

functions or activities common to all raphical areas. This
group includes such divisions as M.ﬂm&
Information, Pagsport, etc.
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3. Operational support divisions provide advice and support
services to posts and other headquarters divisions on other
than purely administrative matters and, in some cases, carry
out certain specialized functions of their own. This group
includes such divisions as Legal, Press and Liaison, Protocol,
etc. In general, it includes all divisions that do not fall
in categories 1, 2 or 5.

4, Substantive divisions include all divisions in the first three
categories. In general, they are concerned with the formu-
lation, coordinatjon and interpretation of external affairs
policy, and each division is normally headed up by an individual
in the foreign service officer category.

5. Administrative support divisions provide advice and support
services to posts and other headquarters divisions in the-
administrative area. This group includes all divisions making
up the branches coming within the jurisdiction of the Assistant
Under-Secretary (Administration).

6. Spending divisions are those divisions that have responsibility
for controlling expenditures under the present system, or that
" we are suggesting should be designated as responsibility centres
under the proposed system - depending on the context in which
the term is used.

PRESENT PLAN OF ORGANIZATION

The organizational arrangement under which financial management
services are presently being provided to the Department is portrayed
in chart form in Exhibit 2 facing this page. The main features of
this arrangement are described below.

The present system is characterized by a highly centralized responsi-
bility for estimating and controlling expenditures, vested, for the
most part, in the administrative support divisions. The exceptions
to this are noted in the paragraphs that follow. Barring these
exceptions, the other headquarters divisions do not maintain any
financial records and do not have any financial management staff. The
only funds allocated to them are for travel purposes, and these are
controlled by the Personnel Operations Division.
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Substant ivé Divisions ,

Cultural Affairs, Historical, and Information Divisions

These divisions have program funds allotted to them and maintain
commitment control records, process invoices and develop figures
each month for statement purposes and for incorporation by the
Finance Division into the Depa.rtmental Consolidated Fmancial

Statement.

: ; Both *the Information and Cultural A.ffairs Divisions employ financial

: control clerks who are involved on a full-time basis in the mainte- -
nance of, financial records, processing of invoices and developing

o figures for statement purposes. An administrative clerk in the

o Historical Division performs similar services for  this Division and
controls allotments of divisional funds to posts, as well as being
involved in procurement procedures for subscriptions and library
book purchases for headquarters and on behalf of posts.

Passport Divis ion

Prior to April 1, 1968, the Passport Division did not have a direct
involvement in the financial management of funds, other than accounting
_ 1 : , for ‘passport revenue, since funds for various passport materials were
: allotted to the former Supplies and Properties Division for management
on its behalf., Effective April 1, program funds have been allotted in
a wide range of standard objects of expenditure, and the Division will
now be expected to maintain suitable commitment control records,
process invoices, and prepare monthly divisional financial statements.

Divisional staff includes a Financial Management Officer, who has been
primarily concerned, up to this point, with determining the financial
management needs of the Division, and who was involved in carrying out
the preliminary financial management survey of the Passport Division
referred to in our section on Accounting Systems. As of April 1lst,

he has become more involved in the day-to-day financial management of
the Division and will be actively involved in the implementation of
wvhatever improvements to its accounting systems it is decided to

adopt.

Protocol Division

No formal financial records are maintained in the Protocol Division

in respect of funds allotted for official hospitality and the day-to-day
housekeeping operation of 7 Rideau Gate - a relatively recent additional
responsibility delegated to the Department. A running balance of funds
available is maintained by a member of the staff on a part-time basis,
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but any financial management responsibility, such as authorizing
expenditures, devolves primarily upon the Deputy Head although this
is very much a part-time involvement.

Defence Liaison (2) Division

Program funds relating to the functions of Defence Liaison (2)

Division are allotted to the Materiel Management Division for manage-
ment on its behalf. Formal commitment records are maintained by the
Financial Control and Administrative Officer in the Materiel Management
Division, and the status of these funds are included in this Division's
monthly financial statements. An administrative clerk in Defence
Liaison (2) Division maintains informal records of commitments in
respect of these funds and the divisional travel allotment, to reflect
a running balance of available funds, but no financial statements are
produced in the Division.

Commnications and Information Systems Branch

Detailed commitment control and other financial records are maintained
in the Telecommunications Division., The small accounting staff in
this Division are also actively engaged in auditing couriers' travel
expense claims, preparing cost reports on courier runs, processing
invoices for various types of communication charges, etc. While there
is no financial management officer within the Division to head up this
function, the Deputy Head of the Division carries out this role and is
actively involved in financial management matters.

There is no financial management function in the Records Management
Division at the present time,

Personnel Branch

The only staff in the Personnel Branch that could be considered to

have full-time financial management recsponsibilities are those in the
Commitment Control Section of the Personnel Operations Division. This
staff is responsible for estimating the funds required for "removal"
purposes (transportation of personnel in connection with staff postings)

and for consolidating the estimates provided by headquarters divisions on

the funds they will require for "temporary duty" travel. The Section
is then charged with the responsibility for ensuring that the Department
does not overspend the allotments (funds) provided for this purpose.
This responsibility appears to be shared with the Finance Division, in
the case of removal expenses, since the Finance Division approves the
method of transportation to be used, which has a major impact on the
cost.

et P
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Other sections within the Personnel Branch also have respbnsibilities
for preparing the estimates for certain types of personnel related
expenses and for exercising a certain amount of control, in collabo-

ration with the Finance Division, over the expenditures of these funds. o

Thus, the Finance Division is consulted whenever there appears to be
a danger of overspending the funds. Typical of these responsibilities
are the following: - ' C o

(a) The Training Section prepares estimates for training costs and
language training allowances. It also prepares submissions to
Treasury Board for approval to spend funds on individual
'training courses over & given cost or duratlon.

(v) The Locally-Engagwed ‘Staff Section is responsible for detemming
the funds required for salaries of locally-engaged staff at the
posts and for controlling the use of these funds. This control
extends to ensuring that the local staff establishment approved

~ for each post is not exceeded, approving requests for reclassi-
fications up to a certain grade, and preparing submissions to.
Treasury Board on requests for reclassifications and salary '
revisions requiring the Board's approval..

(c¢) The Employment Section prepares estimates for the funds required
for contract employment and maintains commitment control records
© in this connection. ’

(d) The Employee Services Section collates the estimates prepared
by the various other sections in the Administrative Services
Division covering most types of -salaries and allowances paid
to Canada-based staff. Almost all payments in this connection
‘are made in accordance withregulations or scales established
by the Treasury Board, and there appears to be little attempt
within this Division to exercise any other form of control over
these expenditures., The Finance Division issues a monthly
statement showing actual expenditures to the end of the month.
However, these statements are not passed on to the individual
-sections in the Administrative Services Division to compare
with the amounts prov:.ded in the estimates.

-There is, at the moment, a new report being prepared on da.ta

processing equipment, that will give an up-to-date pioture of

the effeot of staff changes on salary and allowanoe costs to

the end of the fiscal year. This report, once it is fully

operational, should provide an effective means of predicting
- and controlling expenditures in this ares.
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Finance and Administration Branch

This Branch supplies the central core of financial management and
support services for the Departmeni. The Director-General of the
Branch, until very recently the Financial Management Adviser to

the Department, is the key figure in the Program Review and
Estimates procedures. He is also the chief financial adviser to
the senior substantive personnel of the Department and, along with
the Head of the Finance Division, is the chief watchdog over depart-
mental spending and the Department's principal link with the Treasury
Board and the Comptroller of the Treasury.

The Branch consists of five divisions or units. One of these, the
Organization and Methods Unit, has no direct comnnection with financial
management maiters. Another, the Finance Division, is almost entirely
concerned with such maiters, and its functions are described in detail
further on in this section.

The other three divisions are responsible for providing advice and
support services to the Department in connection with iits property
acquisition, leasing and maintenance activities; its purchasing,
furnishing, and repair and upkeep activities; and the provision of
accommodation and certain central services to the headquarters staff
of the Department.

The division responsible for carrying out the last of the above sets
of activities, the Ceniral Services Division, was just formed during
the course of our survey and its ultimate responsibilities and method
of operation have not been fully established as yet. In any case,
its financial management responsibilities are related primarily to
its own sphere of operations, and do not have the same department-
wide impact as those of the other two divisions in this group.

These two divisions, the Property Management and Materiel Management
Divisions, both have major responsibilities for estimating and
controlling the funds required, principally by the posts, in connec-
tion with the accommodation of staff, the provision of office supplies
and equipment, and the operation of motor vehicles.

While all sections of these two divisions are involved in preparing
estimates, based in some cases on post submissions, for their
particular areas of responsibility, the centre of financial manage-
ment activity for these divisions is the Finance and Administration
Section under a Finance and Administration Officer. This section,
although forming part of the Materiel Managemenit Division, provides
its services to the Property Management and Central Services Divisions
as well.
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The Finance and Administration Section is concerned primarily with
coordinating the preparation of, and consolidating the estimates

for the-divisions it serves, maintaining detailed commitment control
records and checking proposed expenditures for availability of funds.

It also prepares monthly financial statements of allotments, actual

and planned expenditures, and variances, for use within the divisions
and for consolidation by the Finance Division into the Department's
consolidated financial statements. Actual expenditure figures originate
in the computer tabulations supplied by the Comptroller of the Treasury.

Processing and certification of suppliers' invoices is not carried out
by the Finance and Administration Section. This work is performed by
the General Purchasing Office of the Materiel Management Division in
connection with their general follow-up and expediting of outstanding
purchase orders. This Office also maintains all records in commection
with ocutstanding expenditure authorities issued to the posts and the
current status of such authorities.

Finance Division

The Finance Division consists of three operational se‘c‘hions plus a
stenographic pool under a Deputy Head, Operations, and a planmng and
estimates staff under a Deputy Head, Planning. :

Two of the three operational sect:.ons are involved in matters connected
with travel. Their functions include:

\(a) ~auditing travel. cle.ims

\(b) replying to obsermt:.ons ralsed by the Chief Treasury Officer on
travel claims audited by his staff;

\(c) making travel arrangements in connection with temporary duty
travel, removal, international conferences and training

programs; and

\(d) approving itineraries in connection with assisted leave,
educat:.onal travel, and sick leave travel.

The third operational section, the Post Accounts Section, is concerned

with the financing of post activities through the letter of credit system

described later in this report, and with the processing of the accounts
submitted by the posts. This latter activity includes a preliminary
screening of the accounts to ensure that they are complete and in proper
form, certification of the accounts as required by the Financial
Administration Act, and forwarding of the accounts to the Chief Treasury
Officer for coding and audit. .

SEE L S S

This Section is also responsible for ensuring that all observations raised f

by the Chief Treasury Officer are answered by the headquarters spending
division concerned or by the post, where necessary. Periodically the

Section prepares statistical reports on the number and type of observations

raised.
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The actual financial management activities of the Division are carried
out by its liead, Deputy Heads, and its planning and estimeting staff.
Mogt of these activities are described in detail in other sections of
the report. In capsule form, they are as follows:

\(a) projecting costs, on a per capita and other bases, for use in
connection with the Program Review;

\(b) coordinating the preparation of estimates by all spending units
of the Department, and consolidating these into departmental
totals for review by senior officials of the Department;

N\ (¢) preparing departmental estimates for certain types of expenses, -

such as statutory votes, grants and assessments, and inter-

national conferences;

\ (d) advising on the reductions and other changes required to the
estimates in order to keep them within the ceilings imposed by
the Treasury Board;

N (e) preparation of a consolidated financial report for the Department
as a8 whole from information on actual expenditures, planned
expenditures and commitments supplied by the spending divisions;

N (£) development of & salary and allowances control report, to be

produced on data processing equipment, and which is presently
in the final stages of being "debugged";

(g) preparation of submissions to Treasury Board, where transfers
between allotments are required;

N\ (h) preparation of "financial encumbrances" covering allotments of
funds to the spending divisions and to other departments and
agenciles of the Federal Government who are disbursing funds
on behalf of the Department;

\(1) preparation of requests for financial encumbrances from other
departments on whose behalf the Department is disbursing funds;

N () control of signing authorities under the Financial Administration
Act;

N (k) preparing cheque requisitions in connection with the payment of
assessments under Vote 15 and cexrtain other types of service
contracts (e.g. legal fees);

(1) reviewing expenditure reports to detect possible overspending
or lapsing of funds;

N (m) maintaining the Expenditure Coding Manual, and providing advice
and assistance on coding problems to those who request it.
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The above list is by no means all inclusive, but it will illustrate

the type of responsibilities presently bemg discharged by the senior -

staff of this Division.

" Posts

The financial management' activities carried out at the posts are also
described in detail in other sections of the report. They can be
sumarized briefly as follows:

N\ (a) preparing a narrative description of post pla.ns and manpower
requirements for the program review,

\(b) | estimating and submitting their dollar requirements for various
types of administrative resources (supplies, repairs, etc.),

N (c) making disbursements as authorized by the appropriate head-

quarters divisions through depa.rtmental directives and expendi- '

ture authorities,

, \(d) recording all disbursements and a1l proceeds from the sale of
- passports, consular services, etc. on a post "financial
statement", and sending copies of these along w:.th supportmg
vouchers to headquarters each month,

N (e) controlling consular fee stamps, passport blanks, and petty
cash,

N (f) preparing payrolls for loca.lly engaged staff.

The staff involved in this type of work varies accord.mg to the size
of post. At a large post, a senior administrative officer will be in
charge and will be assisted by one or more junior administrative
officers and a staff of clerks. The duties outlined above will, of
course, account for only a very small proportion of their work, since
most of their time will be occupied in consular and other admini-
strative tasks. At a small post, the work will normally be carried
out by an accounting clerk working under the direction of one of the
foreign service officers at the post. :

No real fmanc1a1 management responsibility devolves upon the posts
under the present system, since no financial decisions of any magni-
tude are required at the post level, and all -expenditures are closely
governed by detailed regulations and expenditure authorities.
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PROPOSED ORGANIZATION FCR FINANCIAL MANAGEMENT

In spite of the significant redistribution of financial responsibilities
envisaged under the system of financial management proposed in this
report, very few changes would be required in the financial management
organization of the Department. '

There are two reasons for this, In the first place, much of the
financial management responsibility and authority that would be
decentralized under the proposed responsibility accounting structure
would be delegated to the heads of post. Based on the posts that we
vigited, we believe the present staff at those posts that currently
have administrative officers on strength would be capable of
discharging this responsibility and exercising this authority

. adequately - with an appropriate amount of indoctrination into the

new system and with the help of manuals and guidelines developed or
revised for this purpose.

The remaining posts, all of which have provision for administrative
officers on their establishment, but do not actually have such
officers on strength at the present time, should be supplied with
.appropriate persomnel to fill these positions before any major
decentralization of financial authority, such as that envisaged by
our proposed plan, takes place. This would undoubtedly involve a
substantial rearrangement of duties at such posts.

The only other organizational consideration arising out of our recom-
mendations, and affecting financial management at the post level,
concerns the need to ensure that the head of chancery, or other
individual normally in charge when the head of post is away, is
involved in financial management matters at the post and is suitably
trained for this purpose through attendance at indoctrination and
training programs. This would, of course, provide an excellent iraining
ground and valuable experience for those who eventually went on to
become heads of posts themselves.

The second reason for the relatively limited amount of organizational
change that would be required by the introduction of the proposed

system is related to the fact that most of the headquarters divisions
that we are suggesting should be designated as responsibility centres

under the new system are already spending divisions under the existing
system. Thus, they have at present most of the relatively limited
financial management capability that would be required in these divisions

by the system we are proposing.

The main effect of our proposals would be felt in the Finance and
Administration Branch. However, even here, aside from the addition
of certain senior positions, as discussed later in this section, there
would not need to be any major changes in the financial management
structure of this Branch.

The plan of organization that we are proposing for the financial
management function is illustrated in Exhibit 3 facing this page. The
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way in which this plan would function is discussed briefly in the
remainder of this section and in greater detail in subsequent
sections of the report. Position descriptions covering the key
positions in the proposed plan will be found a.t the end of this
report in Appendix A.

Substantive Divisions

As noted previously, very little chaenge would be required in the
financial management structure of the substantive divisions. Those
divisions that we are suggesting should be designated as responsi-
bility centres would require either a full- or part-time position to
provide the financial services to the head of the centre required by
‘the financial management responsibilities we are proposing for him.

: Only in the case of the Passport Division, do we suggest that this

I position needs to be filled by someone of officer grade. For those

] divisions that would have major spending programs, we are suggesting
the appointment of a full-time Financial Control Clerk. For the
remaining substantive responsibility centres, we believe that the
part-time services of an Administrative Clerk would be adequate.

All of these positions would, of course, have to be filled by someone
who was familiar with the forms, procedures, and requirements of -
the proposed system. .

; The principal functions of these positions are outlined in the o
: position descriptions appended to this report They can be summarized
as follows:

\(a) Assisting the head of the division concerned in the preparation
’ of submissions in connection with the program review and estimates.

A ™\ (b) Maintaining commitment control records and up-dating estimates

o , worksheets to provide the information required for the preparation
of the monthly budget reports with respect to planned expendi-

: ' ture;; and firm comnitments (during the last three months of the
year : : :

N (¢) Analyzing monthly budget reports and assisting their division
head in the preparation of budget commentaries and variance .
. explanations. »

_\ (d) Checking and coding invoices before sending them on to the Chief
: Treasury Officer.

" N\(e) Preparing expenditure authorities as instructed by their
" division head and recording actual expenditures against ea.ch
authority. ;
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‘'ne nature of these functjons and the way they would be carried out
are -described in subsequent sections of this report,

Communications and Information Systems Branch

Little change is envisaged in the present arrangement for providing
financial management services within this Branch as well. Neither

its functions nor its financial responsibility would be greatly
affected by our recommendations. We would hope that it would not be
necessary for the Branch to record its expenditures in the same detail
as at present or to prepare the same type of cost reports as it does
now, With the improved reporting system envisaged by the proposed plan,

- much of this information, in whatever detail the Branch requires, should

be available as a by-product of the system.

Since the Records Management Division has not been designated as a
responsibility centre and the Information Systems Division has not
been formed as yet, in effect the entire Branch can be considered as
one responsibility centre and the Director-General of the Branch as
the head of that centre. For this reason, we have shown the Head of
the Financial Services Section as reporting directly to the Director-
General. As a practical matter, however, there would be nothing wrong
with having the head of this Section report to the Head of the
Telecommunications Division or even the Deputy Head of that Division
as at present - particularly if it were decided to make the Tele-
communications Division a responsibility centre.

Personnel Branch

The personnel functions of the Department are presently being studied
with a view to reorganizing the Personnel Branch. Until the future
organization structure of the Branch has been determined and the
desirability of establishing separate responsibility centres within
the Branch can be assessed, we are suggesting that the Personnel Branch
should be considered as one responsibility centre. Similarly, we are
suggesting that the present Commitment Control Section could farm the
basis for a Financial Services Section that would serve the entire
Branch .

This Section would still be principally concerned with estimating and
controlling removal expenses, but would also be responsible for consoli-
dating the estimates prepared by other units within the Branch and for
accumulating information on planned expenditures from these units for
the Personnel Branch Budget Report. It is to be hoped that, with the
perfection of the new salary and allowances control report, a projection
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of the cumulative effect of both past and anticipated classification,
salary, and allowance changes for the remainder of the fiscal year
will be available. 1f this is the case, this projection would provide
the planned expenditure figures needed for budget control purposes.

We believe that the Financial Services Section would noi require any
larger staff than the present Commitment Control Section, in spite
of the increased responsibilities that we are proposing for -this
Section, because of the major reduction in workload that would result
from our proposal to transfer responsibility for estimating and
controlling temporary duty travel costs from this Section to the
responsibility centres concerned. The Finance Division would carry
out this function for those divisions that have not been designated
as respons:.b:.l:.ty centres, as: described in a later section of our

report .

We are also suggesting that responsib:.llty for estimating and
controlling salary costs for locally-engaged staff should be delegated
to the posts. If this recommendation is adopted, and if it is not
necessary to make as many submissions to the Treasury Board in connec-
tion with reclassifications and salary revisions as it is at present,
then mich of the work of the Locally-Engaged Staff Section m the
Personnel Services Division would a.lso disappear.

After the Personnel Branch has been reorganized, it may become evident

‘that there are divisions within the Branch that should control their -

own expenditures by maintaining their own commitment control records,
issuing expenditure authorities, etc., and thus should be considered
as responsibility centres in their own right. If this turns out to
be the case, we believe their needs in this respect could be met by
appointing & Financial Control Clerk for these divisions with the
same general responsibilities as those suggested previously for the
substantive divisions that have been designated as responsibility

centres.

Finance and Administration Branch

Appointment of Area Con;gtrollers' -

Probably the most significant change in the financial mnagement
structure of the Department envisaged by our proposals would be the
appointment of Area Comptrollers as & second level of responsibility
for budgetary control over post expenditures. . '

The making of such appointments would be des:.gned to achieve the

~ following ends:

(a) relieve the headquarters substantive personnel, to the maximum
extent possible, of the necessity of becoming involved in the
day-to-day control over post expenditures;
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(b) provide a relatively senior officer at headquarters with whom
each post could identify itself in terms of obtaining advice
and agglstance on financial management matters;

(¢) provide a mechanism for coordinating the activities of the
administrative support divisions as they affect a given post
and for expediting communications between such divisions and
the posts; '

(@) provide an individual at headquarters who is familiar with the
conditions and administrative problems at each post in a given
geographical area, and who can represent the post and speek
with authority on such matters when estimates are being
discussed and priorities are being established on administrative
resources and staff.

The number of Area Comptrollers needed to look after the posts that the
Department has established up to the present moment could only be
determined with any degree of accuracy after the new system had been
operating for some time and the Area Comptrollers had become familiar
with their new responsibilities. However, we suggest that the Depart-
ment should think in terms of four Area Comptrollers to start with.

The way in which the geographical areas into which posts are grouped
at present could be divided amongst these four Area Comptrollers, and
the number of posts and dollar volume of expenditures (1968-69
estimates) that this would mean for each, are set out below.

: Number Aﬁproximate
Geographical Areas ~ of Posts Expenditures
/1. TUnited States and Latin America 25 $ 6,197,000
v2. Africa, Middle Eastern, and
Far Eastern 19 5,494,000
v3. European and NATO 27 11,748,000
74, Commonwealth and United Nations 13 7,981,000

The expenditure figures shown above include the salaries and allowances
of Canada-based staff for which the Area Comptrollers would not have
any responsibility, and which account for between 60% and 70% of each
post's expenditures. However, the relative volume of expenditure with
which each Area Comptroller would be concerned would still be as shown
in the table. ‘

It is obvious that the suggested distribution of areas would not provide
an even workload for the Area Comptrollers. At the. same time, we believe
it would be preferable not to have more than one Area Comptroller
involved with any one area division. However, it might be necessary to
break the European area into a Western European area and an Eastern
European area to provide a manageable workload for each of two Area

i ko™



Woods, Gordon & Co.

Comptrollers. Alternatively, it might be possible to create a Junior
Area Comptroller position as a training ground for new Area Comptrollers
and to use such a position as an assistant to the area Comptroller
‘regponsible for the ‘European area.

We have not suggested the appointment of anyone to carry out a similar
function with respect to headquarters responsibility centres because,

for the most part, they are concerned with department-wide support
activities or direct program costs. They also have direct and ready
access to the administrative divisions and to their immediate

superiors in the chain of command. Thus, there is no need for the
advisory, coordinating and expediting functions that the Area Comptroller
would carry out for the posts.

When the concept of using Area Comptrollers was first discussed with
officials in the Department, the suggestion was made that having such
individuals responsible to the Assistant Under-Secretary (Administration)
or even the Under-Secretary would give them more authority and possibly.
more objectivity. We considered this possibility, but rejected it for -
the reasons outlined in an earlier section of the report. We also -
felt that making such individuals responsible to the Director-General
Finance and Administration would give them direct access to the
individual who should be more knowledgeable than anyone else in the _
Department about the areas with which they were concerned. In addition,
it would provide the most effective point at which to resolve any
conflicts between the posts and the divisions within the Finance and
Administration Branch.

We believe the position of Area Comptroller should be staffed by
relatively senior individuals who have had extensive experience,
preferably in both the administrative support divisions and the posts.
4 They must be capable of commanding the respect of individuals at all

i levels in the Department.

As discussed subsequently in this section, we are suggesting the appoint-
; ment of an Assistant ‘o the Director-General, Finance and Administration,
whose primary responsibility would be to spearhead the implementation of
the new system of financial management, but who would also be responsible
for filling in for the Area Comptrollers when they were visltmg posts,
on vacation, or absent for any other reason.

T i i e

If this recommendation is not adopted, or if the Assistant is moved

i to any other position when the implementation phase has been completed

! and a successor is not appointed, we believe there would be considerable
merit in appointing a fifth Area Comptroller who could fill in for
other Area Comptrollers, and who would provide an experienced replace-.
ment if one of the Area Comptrollers was promoted, transferred, or
resigned. Such a position would also provide a training ground for new
Area Comptrollers, relief for an Area Comptroller whose workload had hit
an unexpected peak, and an individual who could spend a reasonable
portion of his time on the training of new administrative staff for
posts that we suggest should be one of the responsibilities of the Area

Comptrollers.
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We do not believe that it should be necessary to provide any clerical
support staff for the Area Comptrollers. There would, however, be
filey to maintain and correspondence to type in commection with their
work. We guggest that this type of secretarial assistance could be
provided most effectively by creating a small stenographic pool of
two or three persons under the supervision of the Secretary to the
Director-General, Finance and Administration. While this pool's first
responsibility should be to the Area Comptrollers, they would be
available, as their worklocad permitted, to help relieve typing peaks
anywhere in the Finance and Administration Branch.

Tunctions of Area Comptrollers

The responsibilities that we are suggesting should be assigned to
Area Comptrollers are outlined in the position description appended
‘to this report. They are also discussed in detail in later sectioms
of the report. They can be summarized as follows:

\\(a) Participating in the program review, with particular reference
, to the needs of the posts for administrative staff and to the
forecasting of post costs for administrative resources.

\ (b) Consulting with the heads of the area divisions concerning the
financial and administrative implications of program plans,
proposed revisions to post estimates, and major deviations
from approved spending plans.

N\ (e) Advising and assisting the posts in the preparation of their
estimates, reviewing their submissions, suggesting revisions
and recommending priorities as required.

N\ (d) Reviewing monthly budget reports from posts, assessing the
reasonableness of variance explanations, and evaluating the
seriousness of potential overspending or lapsing problems
and the posts' plans for dealing with such problems.

\(e) Authorizing transfers of funds beyond the authority of the
post to transfer, and seeking alternative sources of funds for
posts as required,

\\(f) Following up and expediting, on behalf of posts, requisitions
and other communications requiring headquarters action.

\(g)' Visiting posts periodically to discuss their administrative
procedures and problems with them.

\\{h) Coordinating the activities of administrative support divisions
as they affect a given post, with particular reference to the
administrative implications of staff postings.
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Finan‘ce Division

; ''me Finance Division would continue to be the focal point for financial

' management in the Department although on a somewhat lesser scale than
in the past. [t would still be responsible for consolidating and
gcgt_n_zg_p;:ggram reviews, coordinat i the es tes
submissions, expediting replies to observations raised by the Chief-
Treasury Officer, preparing submissions to Treasury Board, preparing
financial encumbrances, maintaining the coding manual, and providing
advice and assistance on financial matters to all headquarters divisionms.

e
H
H
i
i
t
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i The major changes in the functions of the Finance Division that would
. result from the adoption of our proposed system are as follows:

(a) divisi expenditure re and consolidated financial
- . report presently prepared by the Division would all be prepared
_by the Comptroller of the Treasury. The only reports that the
Finance Division would prepare would be in such areas as Vote 15
expenditures, international conference expenditures, and
temporary duty travel for headquarters divisions that have not
been designated as responsibility centres.

(v) The Division would be responsible for maintaining the records
‘required to provide the information needed for the reports
outlined in (a) and for maintaining commitment control over
these expenditures. ’

(¢) The salary and allowances control report would become the
concern of the Personnel Branch.rather than the E&nance
Division.

(d)- The Division would coordinate and expedite the preparation of
- ° Jjournal entries required for input into the Budget Reports,
including planned expenditure figures, budget adjustments,
expenditure figures telexed in by the posts, etc.

vNRIvRRSTR -

Thé organizational changes within the Division that we suggest- shodld'
-be made to reflect the proposed rev131on of respon51b111t1es are as
follows: :

(a) The Travel and Removal Section, most of whose work is concerned’
with the transportation of staff, their families and their
belongings, (all related to the rotational system), should be

- transferred to the Personnel Branch, While this is normally
not considered a personnel function, in the Department of
External Affairs it is closely related to manpower plamming,
can have a major impact on employee morale, and should be the
responsibility of the same centre that has the responsibllity
for estimating and controlling removal costs.
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(b) We do not believe that two Deputy Heads would be required under
the proposed system. We suggest that one Deputy Head position
should be retained and the incumbent should be given responsi-
bility for the day-to-day financial routines of the Division.
This would leave the Head of the Division free to work with the
planning and estimating staff and personnel outside the Division
on the broader gauge responsibilities of the Division.

(¢) The functions of the Travel Audit and the Post Accounts Sections
and their respective Heads would be little affected by our
proposals, although we would expect that the number of staff in
the Post Accounts Section could be somewhat reduced if our
proposals were successful in eliminating many of the observations
presently being raised by the Chief Treasury Officer and his staff.

(d) The Planning and Estimates Section would continue to be responsible
for developing cost figures to supplement the manpower plans coming
out of the program review, consoclidating departmental estimates and
preparing certain sections of them, etc. The staff of this Section
would not, however, have as broad a responsibility for preparing
and reviewing expenditure reports as in the past.

(e) The responsibilities of the Head of the Finance Division would
probably change more in scope and concept than they would in
actual content. Thus, greater emphasis would be placed on his

- advisory role and less on his control and reporting functions.

Property Mana.gemént Division

The financial management responsibilities of this Division would not be

significantly affected by our proposals., At the present moment, it is

receiving the services it requires in this area from the Finance and

Administration Section of the Materiel Management Division. We believe :
that these services could be adequately provided by & Financial Control i
Clerk within the Division. The responsibilities of such & clerk would

be similar to those outlined previously in connection with the substantive
divisions.

Central Services Nivision

The responsibilities of this newly formed Division, when it is fully
operational, will be similar in many ways to the administrative functions
at a very large post. _It will be xesponsible fo LWM
office services to the headquarters staff of the Department. We believe
“hat the financial ‘services required by the Head of this Division could
also be provided adequately by a Financial Control Clerk.
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Muteriel Management Division

i Becau-xe of the proposed major change in emphasid in the f‘u:nction of
this Division from control to advice and support, and because of the
proposed delegation to other responsibility centres of the responsi-
bility for estimating and controlling a large proportion of the
expenditures presently controlled by the Materiel Management Division,
only a fraction of the present financial management capability within
the. Division would be needed under the system we are recommending. -

We believe that a Financial Control Clerk could provide this capability
quite adequately.

l)ire otoi'-Gene'ral, Finance and Administration

- The Director-General, Finance and Administration would continue to

- have the primary responsibility for ensuring that the Program Review

-~ and Estimates procedures were effective and were carried out in
-accordance with the prescribed timetable. He would also have the
primary responsibility for ensuring that the cash control system
was functioning effectively, and that recommendations were forth-
coming to meet potential overspending or lapsing of funds and for
recommending the sources. from which uncommitted funds could be with-
drawn to meet contingencies. . . . :

As the chief financial officer of the Department, he would be responsible
for advising the members of the Senior Committee, both collectively and
individually, on the financial implications of their plans and alternative
courses of action. He would also retain the overall responsibility for
the Department's relationships with the Treasury Board a.nd the Comptroller
of the Treasury

Thus, the Director—General's overall responsibility, under the system we
are proposing, would change very little, although his specific responsi-
bilities and those of the divisions under his direction would reflect
the greater delegation of spending authority and the greater emphasis
on advice and assistance to the recipients of such authority implicit

: in the proposed system. The specific responsibilities that we suggest
iof - should be assigned to this position are outlined in the position

: ,description appended to this report.

Assista.nt to the Director-General

L : A.s a general rule, we do not recommend the appointment of assistants

‘ to members of departmental management ‘below the Deputy Minister level,
unless such appointments are made with a very specific purpose in mind.
We believe that it is too difficult for subordinates to tell whether
such an assistant is speaking on his own authority or with the authority
of their common superior. .

’ W:Lth the workload that would face the Director-General of Finance and
Administration (if our prOposals are accepted) in supervising the
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divisions under his jurisdiction, carrying out the overall responsi-
bilitien just outlined, and implementing the new system of financial
management, we believe that the appointment of an Auaistant to the
Director-ieneral would be fully justified.

We suggest that the individual appointed to this position should be
given responsibility for spearheading and coordinating the implemen-
tation of the new system, and that he should be appointed to a staff
position of this sort so that he would not be diverted from his main
task of implementing the plan by 1ine responsibilities or day-to-day
routine of any kind.

The way in which he would carry out this task is described in the
Implementation section of our report. In that section, we suggest
that he should work with the proposed Area Comptrollers, as they are
appointed, and with designated individuals in the administrative
support divisions, to develop the procedures, forms, guidelines,
training aids, etc., required before the system could be implemented.

As the system became operational and Area Comptrollers took up the -
duties proposed for them, the Assistant would spend an increasingly
greater proportion of his time training new Area Comptrollers, filling
in for them when they were on vacation, visiting posts, etc., If
after that point had been reached the incumbent was transferred to
another position or left the employ of the Department, the question
would arise as to whether he should be replaced or the position
eliminated.

The appropriate answer to this question could only be determined at
that time and would depend on a number of factors, such as the work-
load of the Director-General, the way in which the position had worked
out in the past, the availability of suitable candidates, etc. If
the position were eliminated, we have suggested previously that an
additional Area Comptroller should be appointed to act as a "floaler”
and to provide a training ground for new appointees to this position.

Effect of Proposed System on Staff Needs

While decentralization of authority almost inevitably means increased
staff requirements, and in spite of the fact that we are suggesting the
appointment of at least four Area Comptrollers and supporiing steno-

graphic staff, we believe it is safe to predict that the net effect of
our proposals would be very close to a break-even situation as far as
the number of staff sctually engaged in the provision of financial
services within the Department is concerned.

This statement is not quite as paradoxical as it sounds. The totial
number of manhours in the Department devoted to financial administration
in general, and financial management in particular, would undoubtedly
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increase. llowever, this should not result in additional staff .
requirements because the work presently being done by small groups .
in the administrative support divisions, such as those discussed in
gubsequent paragraphs, would be spread out over 80 to 90 posts and

& number of headquarters divisions.

We do not belleve the impact of this increased workload would require
additional staff at any post. In many cases any increase would be . .
largely offset by the reduction in the time required on the part of
the post administrative staff to prepare memoranda and substantiating
documentation on requests for expenditure approval, to follow up on .
such requests, to record disbursements against expenditure authorities,
etc. It would require, as noted previously, the appointment of admini-
strative officers for those posts that have not been supplied with such
officers as yet.

It is almost-impossible to determine, with any degree of accuracy, .the
probable effect of our proposals on the staff requirements of the
administrative support divisions. The principal reason for this is
that very few of such staff are engaged on financial duties alone.
Most of them are also engaged on clerical tasks that would be little
affected by our proposals. Thus, it would require work measurement
techniques to segregate the financial portions of their duties and
assess the effect of our proposals on the manhours required to carry
them out. :

i Another reason centres around the difficulty of predicting how

P successful our proposals would be in overcoming some of the existing

5 problems that take staff time to handle. As an example, a certain
amount of the time of the staff in the Post Accounts Section of the
Finance Division is devoted to the processing of nmumerous observations
raised by the Chief Treasury Officer. What proportion of these
observations would be eliminated by the proposed changes in responsi-
bility for coding and by the suggested increased delegation of
authority to responsibility centres, is very difficult to estimate.

We can, however, outline our general impressions of the effect that
our proposals would have on those areas of the Department most likely
to be affected by them. These are summarized below., . .

(a) Substantive Divisions. With the exception of the Passport
Division (discussed below) and the provision of part-time’
clerical help in two divisions that are not spending divisions
at present, but that we are suggesting should be designated as
responsibility centres under the proposed system, there would
be little change in the financial management staff required
for the substantive divisions.

(b) Passport Division. The work involved in distributing salary
costs to cost centres for purposes of the sectional budget
reports proposed for this Division would create an additional
clerical workload in the Passport Division. This would be
further increased by the preparation of the proposed labour
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efficiency reports, although these are designed to be primarily
an operational rather than a financial control report.

Communications and Information Systems Branch. While no change

is suggested in the financial management capability provided
within this Branch, we would anticipate that the improved
reporting system we are proposing would eliminate some of the
work presently being carried cut in the Branch in this connec-
tion and thus reduce the manhours required for this purpose.

Personnel Branch. As noted previously, the workload of the
Financial Services (Commitment Controls Section would be reduced
to a certain extent by the transfer to the responsibility
centxes of the responsibiliiy for controlling theixr own expendi-
tures in connection with temporary duty travel. Another area

in which workloads would be significantly reduced is that of
the Locally-Engaged Staff Section. Depending on the extent to
which authority in this area is delegated by the Treasury Board
to the Department and by the Department to the posts, the work
of this Section could virtuslly be eliminated.

Materiel Management Division. The work of the Finance and

Administration Section in this Division would be reduced by the
delegation of expenditure authority in the.furnishings, equipment,
and supplies areas to the posts and other responsibility centres.
This change would also reduce the workload of the General
Purchasing Office, which would not have as many expenditure

.authorities to issue, and which would not have to process as many

suppliers' invoices - to the extent that items were purchased
locally. Any savings in staff in these two areas would be
partially offset by the necessity of providing a Financial Control
Clerk to each of the Property Management and Central Services
Divisions.

Finance Division. As noted previously, we believe the adoption

of our proposals would result in & reduction in the number of
observations raised by the Chief Treasury Officer and thus in

the time required to answer these queries - both in the Post
Accounts Section and in the various responsibility centres. How
much and how soon are impossible to determine, but we would

hope that the Post Accounts Section could eventually be reduced
by one or two clerks. We also believe the size of the Planning
and Estimates Section, under our proposed system, would be much
closer to its present strength of five than its approved establish-
ment of nine, esnd that the need for a Deputy Head, Planning (whose
primary concern has been the development of improvements to the

.Department's system of financial management) would disappear.

New Positions. As discussed previously we are suggesting the
establishment of around 7 to 9 new full-time positions that could
be considered as directly attributable to the proposed system of
financial management. These consist of 4 to 5 Area Comptrollers,
2 to 3 stenographers to serve the Area Comptrollers, and an
Assistant to the Director-General, Finance and Administration.
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Pogition Descriptions

In Appendix A to this report we have set out the principal duties
and responsibilities that we are suggesting should be assigned to
the key positions in the financial management organization structure.
Key financial management positions were defined at the outset of our
- study as officer positions responsible for providing advice and
 assistance to senior substantive or administrative personnel on
flnanclal matters.'

Thoae positions in the proposed structure that would qualify under
this definition are listed below, and position descriptions for them
are included in Appendix A. We have also included a description for .
the position of Financial Control Clerk. While this is not an officer
1 position, it is so basic to the whole system, and would be found in so

! many divisions (both administrative and substantive) we felt we should
i include & description of this position as well.

The description of the Financial Control Clerk's position is, of
necessity, very general in nature, and the specific responsibilities
of each incumbent would vary slightly according to the nature of the
functions carried out by the division concerned. In the case of the
Persomnel Branch and the Communications and Information Systems Branch,
‘the financial control function would be expanded into a small clerical
section headed by a senior clerk and would be integrated with whatever
other administrative or clerical functions could best be performed by
a small centralized section of this type. However, the financial control
responsibilities of this group would be basically the same as those
outlined for the~position of Financial Control Clerk.

The position descriptions appended to our report are designed to
illustrate the way in which financial management responsibilities would
be assigned to key positions in the financial management structure we
are proposing and the nature of such responsibilities. While an attempt
has been made to include at least the more important administrative
responsibilities of existing positions, as shown in the present
descriptions of these positions, this portion of the description may
g : not be complete or up-to-date. Thus, we suggest that all position
il descriptions included in Appendix A should be reviewed with this in

" 'mind, before they are used for any other purpose than that for which
they were designed.

The positions for which such descriptions have been included are as
follows:
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N Adminigtrative Officer, Post
N Area Comptroller
™\ Assistant to the Director-General, Finance and Administration

™\ Deputy Head, Finance Division

A

Director-General, Finance and Administration

Financial Control Clerk

~
™ Financial Management Officer, Passport Division
~ Head, Finance Division

N

Head, Planning and Estimates Section

N Head, Post Accounts Section
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PROGRAM REVIEW AND ANNUAL ESTIMATES -

A fundamental requ:.rement under any system of budgetary control is”
that of advance planning. The planning process must provide & means
of stating objectives in terms that are meaningful to each responsi-
bility centre; of bringing to bear the judgment of senior managers
on the alternative plans of action proposed by each responsibility
centre; and of forecasting the need for manpower and other resources
to carry out agreed plans. In this section we discuss the process
of financial plamning as it would take place in the Department under
the system of financial management we are proposing. The program
review would be the vehicle for long range planning while the annual:
estimates would embody the Department's short-tem resource require-
ments.

THE PROGRAM REVIEW

The progi'am review, as envisaged by the Glassco Commission, was
intended to provide a formal procedure for:

(a) the examination of program plans and the evaluation of program
objectives, and for

(b) +the forecasting of resource requirements in :r:ela.t:.on to
program plans and ob;ectives.

Before outlining the steps in the program review procedure we are
proposing, we discuss briefly how the treatment of each of these
aspects is affeeted by the nature of the Department's operation.

Plans and Objectives

As noted in e previous section, the Department used the following
three program components in its 1968 program review:

‘1. Direction and Administrative Support
2. Policy Formulation and Coordination -
3. Foreign Representefion |
The determination of resource needs in the support component is, of

course, a direct reflection of program plans in terms of their effect
on administrative and executive workloads and on the need for
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administrative resources. In the second and third components,
however, resource needs must be justified directly in program terms.

The Policy Formulation and Coordination component includes mainly
the substantive divisions at headquarters. These, by and large,
should be able to express their objectives and plan their activities
in terms of the needs and activities of a given group of posts;
expected Canadian participation in specific multilateral organi-
zations (e.g. U.N., NATO, OECD); or the development of certain
Canadian interests of a global nature (e.g. Consular, Information,
Economic Affairs).

In Fbreign Representation, on the other hand, if the objectives

of the Department are to be stated in other than broad generalities,
they must be expressed in terms of the individual countries and
multilateral organizations in which government representation is
maintained by posts or missions of the Department. Within broad
guidelines, the activity plans for most posts are formulated at »
present by the heads of post. Since the heads of post are experienced
senior officers of the Department and since there are between 80 and
90 individual posts abroad, a continuation of this practice would seem
to be desirable for policy reasons as well as for administrative
convenience, On the other hand, this local planning should be
supplemented by the introduction of a formal input on the part of
headquarters divisions to the planning process. The program review,
therefore, should be made the occasion for a fruitful dialogue
between each individual post and headquarters. This would culminate
in a statement of post objectives and plans which would represent a
concensus rather than an individuasl point of view regarding the future
activities of the past in question.

Resource Requirements

The other aspect of the program review is the forecast of resource
requirements. Due to the nature of its program, the operations of
the Department are primarily concerned with the use of manpower.
Some two-thirds of its operations and maintenance budget is consumed
in salaries and salary related costs, and most of the remainder is
in administrative support costs of various kinds which tend to vary
with the staff complement.

In this context, the most significant resource decisions are those
concerning manpower, These decisions directly and immediately affect
operations. To expand a program reguires the allocation of additional
manyesrs. The posts. or projects from which manyears are withheld must,
by definition, contract their activities. On the other hand, the
financial resource requirements are essentially "support" requirements
and they fall into place fairly readily once staffing decisions are
made,
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Good financial management requires that the "line" or program
managers play the central role in plamming and allocating resources,
In External Affairs it is evident that the critical judgments about
resource requirements and resource allocations are those of establish-
ment and staffing. If these are forecast in relation to program plans
: and objectives, and by officials with appropriate program respensibility,
i then there is little danger that the allocation of financial or other
"gupport" resources could be seriously out of line with program

Iy requirements., It follows that most program officials could safely be
exempted from detailed involvement in the development of financial
forecasts based upon their manpower decls:x.ons. :

We are proposing, therefore, that the program review procedure be
structured as primarily & manpower planning exercise and that it be .

_ carried out mainly by the program personnel with the advice and
assistance of the administrative support divisions. Its financial
content, aside from capital and grants, would be mainly the concern
of administrative personnel, as would the estimates procedure which
follows.it and which consists of a more detan.led financial forecast,
for the first year of the plan.

¢
3
¢

A W i

' Steps in the Program ReviewiProcedure :

| The steps that would be involved in the program review procedure we
¥ are proposing are as follows: v , .

3 (1) The plannmg "climate" would be set by the Senior Committee

Ef in meetings with the heads of all divisions. This would inform
' ' - all senior headquarters persomnel of changes in plans and

- - objectives for the coming year and what the areas of highest

y ' priority were likely to be. Taking place more than a year

before the start of the fiscal year in question, such direc-

tives would necessarily be fairly general, but would set out

those continuing interests which should receive priority, as

well as. a.ny 31gnificant cha.nges which were expected.

(2)- Area divisions would issue a call to each post in their regions

'+ - for a program review memorandum and would interpret in their
letter the planning "climate" as it affected the speciflo post
in ques‘b:.on. _ :

(3) Each post would prepare & program review memorandum describing
; - its plan of action and its manpower needs. The format would
5 - . be standardized to facilitate review and would:

v(a) Set out the main lines of post activity plans and
objectives for the next five years, with greater detail
for the year immedistely ahead;

AT g A i ks Nk A A T
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(b) Justify any requests for additional manpower in terms of
activity plans and workload;

(c) Justify any capital projects for which the post is
requesting budget authorization (the only financial element
in the memorandum).

Area divisions would review each post submission and prepare a
written reply to the post commenting upon and suggesting revisions
to activity plans and to manpower or capital requests which appear
out of proportion to activity plans or which are related to
activity plans with which the division does not agree.

In order to adequately review and comment upon these submissions,
the area division would be expected to consult with other
divisions. Z¥or this purpose, area meetings would be held,
chaired by the head of the area division concerned, with repres-
entatives of appropriate functional and administrative divisions.
These meetings could evaluate the activity plans of postis in the
area and, in particular, the workload implications in functional
and administrative terms. They would consider the need for new
posts, the expansion of activities carried out in existing posts
or the possible contraction of activities and the re-assignment
of persomnel. Such re-assigmment could be to higher priority
functions in the area or to the general manpower pool of the
Department.

-The functional and administrative divisions would be expected

to prepare for the area meetings by studying the implications

for area posts of their own future plans. In particular, the

Area Comptroller should take primary responsibility for assessing
post requests for increased administrative staff, and Defence
Liaison (2) Division should assume the same role with regard to
requests for increased security staff,

Each area division would prepare a summary of pbst plans and a
forecast of manpower needs for the area, with priorities established
between individual officer positions requested by the posts.

Activity plans and manpower requirements would be developed by

each of the headquarters divisions and incorporated in a program
review memorandum, For area divisions, this review would grow

out of the post review process since manpower resource needs in

the division itself would be largely a function of the planned
field activities requiring coordination or support in the coming
years. Administrative support divisions would assess their
requirements in the light of the program plans approved on the
substantive side. For all divisions, the requirements for officer
grade personnel would be ranked on a scale of divisional priorities.

4

TRy
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(7)

(8)

(9)

(20)

(11),

- then the original allocations would be adjusted accordingly.:

. Information presented at these reviews would show the original

... differences would be highlighted and could be questioned by
" members of the Committee if they so desired.

;; essentially of cancelling the lowesit ranked priorities in the
.- original plan. The outcome would be & final manpower budget or
- allocation plan for the coming year by post and division.
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Those divisions having a responsibility for capital expendi-
tures or grants and assessments under Vote 15 would incorporate
the relevant financial projections into their program review
memoranda along with their manpower requirements. '

The Senior Committee would meet with the heads .of division to
assess the priority manpower needs for the Department as a

whole. This meeting would be concerned with priorities as
between posts and headquarters, between posts or areas themselves
and between divisions. Decisions would be made as to where new
staff were needed the most, where staff should be re-allocated
and what should be the final departmental manpower forecasts in
the program review. Priorities in the capital program and in
the grants and assessments vote would be considered at similar

meetings.

The senior financial officials would be responsible, given the
manpower plan approved in step (8), for calculating the
financial requirements in Vote 1. We suggest that, for most .
expenses in this vote, a per capita factor could be developed
which would yield forecasts sufficiently accurate for planning

purposes. :

The drafting of the program review submission to Treasury Board
would be coordinated by the Director-General, Finance and
Administration. The draft submission would be reviewed by the
divisions concerned and finally by the Senior Committee.

requests by each post and division as compared to the actual
allocations appearing in the program review document, so that

Following its consideration of the program review submission,
Treasury Board assigns a target amount to the Department for
estimates purposes. This target would be translated by the
Assistant Under-Secretary (Administration) into an overall
manpower "target" for the Department. If this target were
significantly different from the total manpower needs forecast,

The process need not be time consuming because it would consist -

Each responsibility centre would be advised of the manpower
allocations affecting its operations. Heads of division should
revise their activity plans accordingly. Heads of area divisions
would advise their posts individually including, where appropriate,
their suggestions as to which post activities might be curtailed
in order to conform to available manyear resources. This notifi-
cation of the final manpower allocations would also constitute

the call for estimates from each responsibility centre.
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THE ANNUAL ESTIMATES

The program review procedure would formalize the analyses and the
consultations that are required to ensure that activity plans in

'~ each responsibility centre are consistent with departmental policy

and that the manpower resources of the Department are allocated in
accordance with program needs. On the same principle the annual
estimates would be made the coordinating mechanism for short term
financial planning in the Department.

In order to fulfill this function, the estimates procedure must be
founded on the substantive activity plans and the manpower budget
of the Department; it must rely heavily on the recommendations of
the responsible head of each spending unit; and it must take
advantage of the available expertise in the various administrative
support divisions. The estimates must be coordinated and reviewed
at progressively senior levels of mansgement, but for the most part
by administrative rather than substantive management.

Steps in the Estimates Procedure

The Director-General, Finance and Administration would issue a call
for estimates in the form of a circular letter to the heads of all
responsibility centres in the Department. The circular letter would
go to each head of post attached to a2 memorandum from the head of
the area division concerned, setting out the final manpower budget
for that post as described in step (12) of the program review
procedure. The steps involved in each of the subsequent phases of
the estimates procedure are outlined below.

Estimates by Responsibility Centres

(1) Based upon the agreed activity plans and the posting plan, each
head of post would prepare a budget for the coming year for all
categories of expenditure for which he is held accountsable.
These expenses are described in a subsequent section of this
report.

In some of these categories the post would not be competent to
estimate costs. TFor these (e.g. certain equipment and furniture
purchases and major repairs) the costs would be supplied by the

appropriate headquarters staff specialists at the request of the

post.

For posts in some countries, the estimates should contain a
provision for expenditure increases that could result from an

4>
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inflation of the local currency relative to the Canadian

7 dollar between the time that the estimates were prepared

i and the actuasl time of disbursement., We suggest that,

o rather than attempting to provide a safety factor in the
budget of each such post, a contingency fund be established
for the Department as a whole to be used in such cases and .
that it be included in the estimates of the Finance Division.

(2) Based upon the posting plan, the admmmtrative support divisions
would prepare estimates of those expense categories that we are
suggesting should be controlled centrally for the whole Department.

(3) The functional spending divisions would prepare detailed budgeis:

within the program plans and manpower allocations approved in' the

. program review, obtaining assistance as required from the Finance
Division.

(4) The appropriate functional divisions would prepare estimates for
the grants, assessments etc. under Vote 15 for which they were
responsible. Similarly, those divisions responsible for the
planning of representation at international conferences would
detail their requirements for major conferences, the probable
number of delegates and the travel, representational and other
expenses anticipated. All divisions would be responsible for
submitting their plans for travel by divisional personnel during
the estimates year. In each of these cases there is a need for

i special review procedures. Our suggestions in this regard are

! a described later in this section, .

Preliminary Budget Review

~, (1) The draft budget for each functional spending divisiom would be

: reviewed by the appropriate Assistant Under-Secretary. When he -
was satisfied that the budget for each division under his

J— jurisdiction was adequate to its needs, the budgets of all

5 functionsl spending divisions would be consolidated by the Finance
Division. . o '

i ‘ (2) The draft budgets for administrative support divisions would be
reviewed by the Director-General of the branch concerned, after
; which they would be consolidated into the branch estima.tes

w ’ document,

\ (3) Post estimates submissions would be received by the Area

1o Comptroller. Having enjoyed close liaison with the substantive

,_ . divisions during the program review process and having the benefit

fi of administrative experience abroad, he would review the post

: ‘budget from the point of view of its consistency with agreed

o activity plans and posting decisions, and with the target figures
established by the Treasury Board for budget increases.
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In this review process the Area Comptroller would consult widely
among the administrative support divisions on specific elements
of the budget in order to evaluate the appropriateness of
proposed expenditures and the accuracy of the cost estimates.

He would also consult with the substantive divisions as required.

As a result of his review, the Area Comptroller would be in a
position to suggest the reductions that could be made to the
budgets of each post, if necessary, and the order in which they
should be made.

The Area Comptrollers would then meet with the Director-General,
Finance and Administration to review the consolidated estimates
for all posts in the light of how much these had to be reduced
in total to stay within target figures. Possibilities for
reductions in individual post's budgets would be discussed and
compared, and a tentative schedule of individual reductions
decided upon that would achieve the desired overall reduction.

The proposed revisions, and the reasoning behind them, would be
discussed with the area division heads and the Assistant Under-
Secretaries concerned, to obtain their agreement, or otherwise,
on the suggested changes. Further revisions would probably be
made as a result of these discussions.

It is important that these reviews and revisions be carried out
in a clearly positive atmosphere. The Area Comptrollers should
be in frequent contact with the posts in their respective areas
while the posts' budgets are being prepared - to provide advice, .
obtain information for the posts and, in general, assist in any
way they can. This communication should continue after the
budgets have been received at headquarters. Possibilities for
reducing or otherwise revising the budgets should be discussed
with the posts, to the maximum extent practicable, particularly
when proposed reductions are of a sizeable amount or in a sensitive
ares.

Final Budget Review

The departmenial estimaies fall into logical segments, each requiring
consideration by senior management. Some of these segments would be
ready for final review sooner than others, thus making it possible to
schedule a number of meetings of the Senior Committee rather than having
to wait until the complete estimates are ready before considering any
part of them. The principal segments are discussed below.

(1) The capital program for the acquisition and construction of
premises abroad would be the responsibility of the Property
Management Division. During the program review, the general
scale of expenditures in the next year would have been decided
upon and overall priorities assigned to the major projects on
the basis of economic and political considerations and their

!
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(2)

(3)

(4)

(5)
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géneral desirability. In preparing its estimates, the Division

~would take account of any practical limitations, such as site

availability, and indicate the financial implications of the
projects planned for the coming year and also their impact in
future years. It would include, as supplementary information,
other projects of lower priority but which could be proceeded
with on short notice, in case one of the higher priority projects
had to be deferred. '

The resulting construction and acquisition estimates would be

" reviewed at a special meeting of the Senior Committee. The

Committee would confirm or modify the priority schedule and
decide on the final budget for the program.

The grants, assessments and other payments under Vote 15 constitute
an area of expenditure in which several of the Assistant Undex-
Secretaries and the divisions under them are involved. The amount
required for each of the organizations and programs supported under
this vote would be estimated by the appropriate substantive
divisions and consolidated by the Finance Div1sion for review by
the Senior Commlttee.

The cost of representation at international conferences is an
item of direct program expense which is affected by -the ‘
recommendations of various divisions but which also has the
nature of a collective departmental responsibility. We have
suggested that the divisions concerned prepare plans for major
conferences including the number of delegates and the duration
of their conference duty. The Finance Division would estimate
the costs of travel and other expenditures implicit in these
conference plans, as well as a contingency requirement, in
consultation with the divisions concerned.

When the estimated cost of these plans had been consolidated by
the Finance Division, the plans would be reviewed at a meeting
of the Senior Committee with the heads of the divisions concerned,
and a total budget for conference expense would be struck.

The other elements of the departmental estimates are those for
the posts, the administrative support branches, and the functional
spending divisions. These would be prepared as discussed '
previously, consolidated by the Finance Division, and reviewed by
the Assistant Under-Secretary concermned,

All components of the estimates would then be consolidated into
a departmental estimates submission for review by the Senior
Committee., We believe it would be advisable, for purposes of
this review, to show the original amounts requested by the head
of each responsibility centre in comparison with the amounts
that it is proposed to allocate to that centre. In this way,
the Senior Committee could review all major revisions and
satisfy themselves that such revisions are actually justified.
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If, as a result of this review or subsequent discussions with
the Treasury Board, it is decided that the estimates should be
reduced, the Senior Committee would define the expenditure
area(s) in which it wished to economize and the extent of the
cutback desired. The appropriate Assistant Under-Secretary
would then work with his subordinate officials in developing
the detailed changes required in the estimates submission.

Announcement of Final Budgets

When notification had been received from the Treasury Board that the
estimates were acceptable for presentation in the "Blue Book", a
letter would be drafted by the Director-General, Finance and Admini-
stration to be sent over the name of the Under-Secretary, to the head
of each responsibility group and responsibility centre. This letter
would announce the approved budget for the responsibility centre or
group in the same amount of detail as the original budget submission
and would authorize the head to make expénditures in the next fiscal
year on that basis, ‘
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DELEGATION OF AUTHORITY

In any system of financial management it must be completely clear to
the heads of responsibility centres, as well as to everyone else
concerned, what authority they have for making the expenditures
required to carry out approved plans and for taking any necessary
corrective action as a result of deviations from such plans.

In this section of our. report, our suggestions with respect to the
nature and the extent of the authority that we believe should be
‘delegated to the heads of responsibility centres are described in two
ways., First we discuss the general principles and authority structure
upon which our proposals are based. Then we discuss the way in which
these would be applied for each major category of expenditure. To
give some indication of the magnitude of the change envisaged by our
proposals, we start by describing very briefly the nature of the present
authorlty structure within the Department. .

Lo

PRESENT SYSTEM OF DELEGATION

As described in & previous section of the report, the existing system

i of financial management in the Department in general, and the authority

ag structure in particular, are designed to provide a highly centralized,

[ highly effective mechanism for ensuring that allotments are not over-

A spent and funds are not allowed to lapse. Control over expenditures,

‘ for the most part, is centralized in the administrative support divisions.
- Formal allotments of funds are also made to a few substantive divisions,

| but even these divisions tend to rely heavily on the advmce of admini—
strative personnel-in making financial decisions. .

While the spending divisions delegate a certain amount of their authority
to the field, this is done in rather a piecemeal fashion, In general,
- 1t was found that there are three types of delegation used, corresponding
to three kinds of expenditures.

1. There are certain categories of expenditure in which the amount
required by the posts can be forecast with a reasonable degree
of accuracy. Examples of this type of expense are space rentals and
salaries of locally-engaged staff. In these categories, the head-
quarters divisions typically delegate spending authority to the
posts. However, the posts' latitude in spending these funds is

© tightly circumscribed by government regulations and establishment

limitations. ‘
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In certain other categories, the degree to which local requirements
can vary is such that it would be almost impossible to delegate
blanket authority and still maintain centralized control. Examples
are repairs and maintenance, and equipment acquisitions. TFor these
categories, delegation is by written "expenditure authorities",

which are issued for a specified purpose and limited to a specified
dollar maximum,

Between these extremes lie certain categories of expenses wherein

a reasonable amount of local discretion is imperative for operational
reasons, but where centralized control would be impossible if such
freedom were unrestricted. An example of such an expense is an
emergency repair. In these situations, a "blanket expenditure
authority" is used. Thisg is a written authorization for the post

to spend funds as required up to a specified maximum.

It will be readily apparent from even this brief description that the
present system of delegation is tailor-made for the existing system of
financial management, and would be completely incompatible with the
system we are proposing. Since our previous analysis has demonstrated
that the present system is not conducive to the most effective management
of the Department's resources, we move on to a discussion of the nature
and the extent of the authority that we are proposing should be delegated.

PROPOSED SYSTEM OF DELEGAT ION

Basic Principles and General Considerations

There are & number of basic principles and general considerations on
which the authority structure we are proposing is based. Among the more
important of these are the following:

(a)

Estimates should be prepared end expenditures controlled at the
lowest level in the Department where costs can be identified and
the information and ability required to make the necessary decisions
are available.

Reviews of proposed expenditures should take place, to the maximum
extent possible, at the time that estimates are prepared. Once

they have been approved and included in the budget of a responsibility
centre, it should not be necessary for the head of that cenire to
obtain further approval at the time that the actual expenditure is
made - provided he is still proceeding according to an approved plan
and is within his budget.
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(¢) Any restrictions that are placed on the authority of the head of
a responsibility centre should give greater emphasis to the
nature of an expenditure than to its size. Thus expenditures of
a sensitive nature (security installations) or that confer a -
personal benefit on an individual (educational and club allowances
need to be controlled more closely than certain other types of
expenditures that may involve larger dollar amounts.

(d) Any limitations placed on authority should be by budget subdivisions
rather than on an arbitrary dollar basis, except in instances where
specific controls are required for political, economic or technical
reasons. o ' :

.(¢) There should be provision for increasing or decreasing the expendi-
ture authoriiy delegated to heads of responsibility centres, as
such individuals demonstrate their capability, or otherwise, of
exercising this authority properly.

(f) In spite of the fact that heads of responsibility centres are
responsible for the use of the manpower allocated to their centres,
we do not believe they can be held accountable for estimating -

_and controlling the costs of such manpower as they relate to
Canada-based staff. This apparent anomaly arises out of the
system discussed in an earlier section, of rotating such staff
every two or three years. Because the cost of this staff, as
measured in terms of salaries and various types of allowances,
varies with the grade and family status of the individual
concerned, it is difficult to predict this cost, with any degree
of accuracy, except on a department-wide basis.

Signing Authorities

A necessary corollary to the proposed decentralization of expenditure
authority within the Department is the delegation of authority for
incurring obligations and certifying payments. - However, under the plan
of financial management proposed in this report, any system of signing
authorities is very much a secondary. form of financial control. 'Primary
control is exercised at the time an expenditure decision is made. The
question of who signs a purchase order or certifies an invoice is
principally a matter of administrative convenience or, in some cases, of
internal control. TFor these reasons, we did not attempt to carry out the
detailed analysis of purchase orders and invoices that would be required
to enable us to suggest what level of signing suthority would be appro-
priate for the personnel within each responsibility centre whose functions
require that they have such  authority. We suggest that such an analysis
should be carried out during the implementation phase of this study. We.
also suggest that the full signing authority of the Minister and the
Deputy Head be delegated to each head of a responsibility centre, and any
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attempt to indicate status implications through the use of signing
authorities should be studiously avoided.

Senior Management Authority Levels

We refer throughout this section to only two levels of senior management -
‘the Assistant Under-Secretary (in which we include the Deputy Under-
Secretary) and the Under-Secretary. In practical terms, however, there are
two other levels between these at which we would expect a certain number of
day-to-day decisions to be made. Thus, when an Assistant Under-Secretary
is faced with a financial decision which involves the jurisdiction of
another Assistant Under-Secretary (for example a need to transfer funds
from one jurisdiction to the other) the agreement of the two Assistant
Under-Secretaries would constitute a decision that neither one of them
would be empowered to make alone. This is an application of the principle
of "concurring authority" referred to previously. ' '

The Senior Committee could also form a further level of authority when
empowered to do so by the Under-Secretary who is its Chairman. This
delegation would permit the Committee to make final decisions in any
number of areas which would otherwise call for the personal attention
of the Under-Secretary. In effect, therefore, while a number of the
proposed procedures would, as written, require the participation of the
Under-Secretary, we would expect a great many of the decisions involved
to be made at one or other of the levels described above.

Definition of Objects of Expenditure

Because of the potential confusion that exists with respect to different
types of objects of expenditure, and because these terms are used throughout
the remainder of this section, we felt it would be advisable to define them
at this point. ’

The génerallf accepted definition of an Object of Expenditure is a classi-
fication of expenditiure according to its nature, e.g. salaries or supplies,
Objects can be of three types, as follows:

(a) Standard Object - a broad classification of expenditures previously
used for parliamentary and executive control of all departmental
operations, and still used in those departments that have not
introduced the more effective means of control by activity and
responsibility centre, ZEach standard object may include several
reporting or line objects. (Our proposals envisage continued use
of this classification, but on a reduced scale, during the
implementation phase.)
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(b) Iine Object - a detailed breakdown of standard objects used by
' those departments that have not attempted to define reporting .

objects. These are still required, in certain cases, for economic
and other government-wide analysis purposes. Line objects
prezently being used by the Department of External Affairs for
classifying post expenditures are, in the case of building rental
costs, for example - "Rental of Chanceries", '"Rental of Official
Residences", "Rental of Staff Quarters", and "Rental of Other
Buildings".

(c) Reporting Object - the classification of expenditures that we are
proposing should be used by each responsibility centre for manage-
ment planning and control purposes. This would be the principal
and most meaningful classification of expenditures as far as the
Department is concerned. Each reporting object could consist of
several of the present line objects used by the Department. For
example, the four line objects set out in (b) would all be included
in the one reporting object - "Rental - Buildings".

Authority Structure. for Vote 1 Expenditufes

-

This vote provides funds for the general administration, operation and
maintenance of the Department in Ottawa and for the posts abroad. For
the fiscal year 1968-69, Vote 1 represents approximately 52% of the. .
total funds provided for in the departmental estimates. Salaries, wages
and allowances accounts for approximately 63%% of the funds in Vote 1.
Most of the remainder consists of provision for support costs of various
kinds which tend to vary with establishment. The authority structure
that we suggest should be used in comnection with this type of expendi-
ture is discussed below in terms of each of the principal groups of
responsibility centres. . ,

ADMINISTRATION ABROAD

Under the responsibility structure we are proposing, posts would become
responsibility centres, and the head of post would be held accountable
for the operation of his post within an agreed budget. This budget would
congigt of expenditures in a specific group of reporting objects as
outlined later in this section.

With regard to such posts, there would be five identifiable levels of
delegated authority, as follows:
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Level 1 - Head of Post
Level 2 - Area Comptroller
Level 3 - Director-General, Finance and Administration

Level 4

Assistant Under-Secretary (Administration)

Level 5

Under-Secretary
The head of post would have responsibility‘and authority for:

(a) determining the resources required by his post within the
designated categories of expense (reporting objects).

(b) authorizing expenditures, within his approved budget, in
accordance with any guidelines prescribed by central agencies
or senior management. This would include transferring funds
between reporting objects in the budget without prior reference
to headquarters. '

(¢) reporting the results of his post's operations each month,
including transfers between reporting objects and an explanation
of any significant variance.

We suggest that the above should represent the ultimate stage of
delegation, and that it should be implemented in progressive stages.

In the first stage, for example, the head would be authorized to transfer
only between reporting objects within standard objects, but not between
standard objects.

The head of post would apply to the Area Comptroller if additional funds
were required to meet unforeseen requirements and, during the implemen-
tation stages, for permission to transfer funds between standard objects
in the post budget. The Area Comptroller would have authority and
regponsibility to:

(a) approve transfers of funds between standard objects within the
approved total budget of a post, after reviewing the need for
making such transfers as well as potential alternative sources
for such funds. ‘

(b) reccmmend to the Director-General, Finance and Administration,
transfers of funds between posts under his jurisdiction, as
required, and make joint recommendations involving transfers
between posts under his jurisdiction and those under other
Area Comptrollers.

(¢) withdraw uncammitted funds from posts, on the direction of the
Director-General, Finance and Administration and with the
agreement of the head of post concerned, when transfers of such
funds are urgently required to meet contingencies elsewhere,
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The D1rector-Genera1 Fmance and Admlnletratlon, would have authorlty
to:

(a)  approve transfers and re-allocation of funds between posts, ‘based
on the recommendation of the Area Comptroller(s) and with the
concurrence of the heads of post concerned, when this is requn'ed
to meet cmtlngencles or to prevent lapsing of fundsj

(b) transfer uncammitted funds between the budgets of all support
divisions and posts, provided that such transfers have the
concurrence of both the heads of post and the branch heads

concerned.

Failing such concurrence, he would present his recommendatlons
to the Assistant Under-Secretary (Administration).

The Assistant Under-Secretary (Administration) would have authority to
approve such transfers and re-allocations as are referred to him by the
Director-General, Finance and Administration, after consultation with

and concurrence of any other Assistant Under-Secretary who might be
concerned. Failing such concurrence, he would present his recommendatlons

to the Under-Secretary for approval,

HEADQUARTERS ADMINISTRATION

At headquarters, financial management would be divided between certain
substantive divisions with responsibility for direct program expenditures
and other divisions whose function is mainly administrative support. The
suggested authority structure for the administrative support divisions is
discussed below, and that for the substantive divisions under the next
side-heading, Program Direct Costs. :

The administrative support divisions are grouped into three branches under
three Directors-General - Communications and Information Systems, Personnel,
and Finance and Administration - all reporting to the Assistant Under-
Secretary (Admmlstratlon) ‘There would be four distinct levels at which
budgetary - control would be exercised in respect of these d1v1510ns. '
Level 1 - Head of Division (it a responsibility centre)
Level 2 - Director-(}eneral

Level 3 - Assistant Under-Secretary (Administration)

Level 4 - Under-Secretary
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The head of division would have responsibility and authority to:

(&) determine the resources required by his division in those
categories of expense that are his designated responsibility.

(b) authorize expeniitures up to the total of each reporting object
within his approved budget, subject to prescribed regulations
and guidelines. ’ »

(c) recommend the transfer of funds between reporting objects as
required.

The head of one of these responsibility centres (whether a division or a
branch) would have to seek the approval of higher asuthority for any
‘transfers of funds within his budget as well as for any additional funds
required and not available within his budget. The Director-General would
‘review such recommendations and, if he concurred in them, pass them to
the Assistant Under-Secretary (Administration) for final approval.

It will be noted that the authority we propose should be delegated to
the administrative support divisions is substantially less than that
proposed for other responsibility centres. In fact, the authority

for all significant re-allocations of administrative resources would

be reserved to the Assistant Under-Secretary (Administration). This
greater restriction is in recognition of the special nature of the
budgets in these divisions. The budgets of other responsibility centres
are based primarily on their own operating requirements, and expenditure
decisions within these centres can be made on the basis of conditions
that apply within their units alone. The administrative support divisions,
in contrast, budget for the Department's total requirements in certain
olasses of expeniiture. Their expenditure decisions, therefore, have
department-wide implications, and any re-allocations of funds are likely
to represent departures from approved plans, which should be subject to
consideration and approval at & senior level in the Department in order
to ensure that all factors have been taken into sccount and properly
welghed.

There is, however, one division that does not fall into this category -
the Central Services Division in the Finance and Administration Branch.
It is a responsibility centre whose budget is related entirely to the
task of providing certain support services to the headquarters staff of
the Department. Transfers of funds within its budget would not represent
a major shift in resources. We suggest, therefore, that the head of this
Division should be delegated the same kind of authority for expenditure
approval and transfer of funds as is delegated to a head of post.
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PROGRAM DIRECT COSTS

We are proposing that the following substantive divisions should be
regarded as responsibility centres and should continue to have
& responsibility for controlling program expenditures.

Consular

Cultural Affairs

Defence Limison (2)
Historical

Information

Passport
Press and Liaison
Protocol

There would .be three levels at which budgetary control would be
exercised in respect of these divisions:

Level 1 - Head of Division

‘Level 2 - Assistant Under-Secretary

Level 3 - Under-Secretary
The head of division would have the same responsibility and authority
as outlined earlier for a head of post. He would seek approval of the
Assistant Under-Secretary for any transfers between standard objects in

his approved budget and would present to him any cases requiring
additionel funds. '

. The Assistant Under-Secretary concerned would first try to meet such
requirements within the overall resources of the divisions within his
own jurisdiction. Should this prove impossible, he would consult with
the Assistant Under-Secretary, Administration and the Director-General,
Finance and Administration to determine possible sources from which the
required funds might be withdrawn. If surplus funds existed within the
jurisdiction of another Assistant Under-Secretary, he would attempt to
gain the concurrence of the Assistant Under-Secretary to a transfer
of some or all of these funds to his own jurisdiction. Failing this,
he could bring the matter to the attention of the Under-Secretary, who
would then direct the re-allocation of resources from wherever in the
Department he judged the priorities to be lowest.
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It will be noted that we have not attempted to bring the senior
financial personnel of the Department into these deliberations, except
as their advice and agsistance is requested, because of our belief
that re-allocation of program oriented resources (as contrasted with
administrative resources) should be the respon31bility of program
(substantive) personnel.

REPRESENTATION AT INTERNATIONAL CONFERENCES

Expenses connected with international conferences are segregated and ,
identified in the estimates as a subdivision of Vote 1. Approximately i
90% of the estimates provision is concerned with travelling and trans-

portation expenses, and a number of area and other substantive divisions

are involved in planning for these conferences. Most of these divisions, !
however, do not have expenditure responsibilities and have not been |
designated as responsxblllty centres. ’

The section of our report on Program Review and Annual Estimates describes
the roles of the substantive divisions and the Finance Division in
planning for these conferences, While the ultimate responsibility for
deciding on the disposition of the funds approved for this purpose should
remain with these same substantive divisions, we suggest that the Finance
Division, as a matter of administrative convenience, should maintain the
necessary records and carry the related funds within its budget. From
these records, the Finance Division would prepare a monthly report listing
the budget for each conference and the amount remaining unspent. This
report, circulated to all the divisions concerned, would enable them to
assess the adequacy of funds still available, the need for changes in
plans, etc, If re-allocations were called for, the division heads would
negotiate these among themselves and advise the Finance Division of the
adjusted buigets. Final recourse for re-allocation decisions would be

to the Assistant Under-Secretaries concerned or the Under-Secretary, if
necessary.

OTHER HEADQUARTERS TRAVEL

All heads of division would be responsible for determining the funds
required by their divisions for travel purposes, and would be held
accountable for staying within the amounts approved for each division
in this connection. Those divisions that have been designated as
responsibility centres would be expected to maintain the same control
over the expenditure of travel funds as they would for other items in

their budgets.

Those divisions, however, that have not been designaled as responsibility
centres but which still incur travel expenses, would not be expected to
set up the necessary records and procedures to control this area of
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expense only. This would be done as a service to these units, by the
Finance Division, and monthly statements would be prepared to inform
the divisions of the status of the travel funds allotted, expenditures
to date and free balance. Each division would then be responsible for
planning its travel activities within the funds available to it and
for negotiating for additional funds as required.

Authority Structure For Vote 10 Expenditures

This vote provides funds to meet departmental capital expenditures for:

1. The acquisition or construction of property and buildings for
’ use as chanceries, offical residences, staff accommodation and
" ancillary buildings, and

2. The acquisition of furnishings, motor vehicles, appliances,
communications equipment and other equipment not used in offices.

PROPERTY MANAGEMENT DIVISION

The Department has embarked on & major long-term program for the
acquisition and construction of the accommodation required by its posts.
The regources for this capital program need to be planned and controlled
centrally to ensure coordination with other department-wide planning
activities, to provide the flexibility needed to meet changing conditions
and priorities, and to take advantage of the pool of specialized knowledge
available at headquarters. The most appropriate unit for carrying out
this function is, of course, the Property Management Division of the
Finance and Administration Branch, and we are suggesting it should be
designated as & responsibility centre for this purpose.

In the section on Program Review and Annual Estimates, we described the
role of this Division in planning capital projects under the priority
rankings given to them by the senior management of the Depariment. During
the fiscal year, the Division should be delegated the authority to approve
expenditures required to carry out projects in the approved budgei. When
it appeared that costs on a high priority project were going to exceed the

amount provided in the budget for the project, the Division would recommend
to the Director-General, Finance and Adminisitration the project or projects

that could be deferred or slowed down to provide the necessary funds., If
this would represent a significant departure from approved plans, the
Director-General would refer the matter to the Assistant Under-Secretary
(Administration) for discussion at a meeting of the Senior Committee.
Otherwise, the Director-General would decide on the source of the needed
funds,
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Similarly, the Division would not be empowered to depart from approied
plans by initiating other projects or changing priorities. Any
recommendations for such changes would be referred to the Director-

General and the Assistant Under-Secretary, (Administration), and through
them to the Senior Committee, where required.

OTHER RESPONSIBILITY CENTRES

The second segment of Vote 10 is of concern to & number of responsibility
centres in the Department that require items of furnishings and equipment
to carry on their operations. As a general principle, we believe that
any responsibility centre that has a need for such items should budget
for and control its expenditures in this area in the same manner as -
suggested previously for expenditures in Vote 1. As discussed in detail
later in this report, the following responsibility centres would fall in
this category: :

All Posts

Central Services Division
Communicatidns Division
Defence Liaison (2) Division
MaterieIVMhnagement Division

There are, however, two important exceptions to this general principle.
The first concerns the acquisition of motor vehicles and objects of art.
The other is related to the purchase of furnishings and equipment for
newly established posts and for newly acquired premises at existing posts.

In both of these areas, we suggest that the Materiel Management Division
should be given the responsibility for estimating and controlling expendi-
tures for the Department as a whole. As suggested for Vote 1 expenditures
controlled by this Division, it should be free to spend up to the approved
total for each of these reporting objects within its budget, but, due to
the Department-wide implications of the expenditures, would have to seek
the approval of the Director-General, Finance and Administration, for
re-allocations of funds between reporting objects.

Our proposals for delegating greater authority to responsibility centres
in connection with the acquisition of furnishings and equipment takes
into account the fact that numerous controls of a non-financial nature
can be used in these areas, and are predicated on the assumption of a
greatly expanded use of guidelines and manuals in areas such as estimated
useful lives of various types of equipment and furnishings, scales of
issue, local versus Canadian procurement, etc,
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One example of a sensitive area is the decoration and furnishing of
offical residences, staff accommodation and, to a lesser degree,
chanceries. In particular, the furnishing of formal representational
areas of official residences is generally the result of carefully
planned and designed furnishing schemes utilizing the expertise of
professional designers on the staff of the Materiel Management Division.

‘Generally speaking, no standard furnishing scheme can be prescribed,-

but each must suit the individual characteristics and layout of the
residence, together with the overriding requirement to present the
most appropriate physical image of Canadian representation in the
country concerned. Therefore, while posts would budget for and control
the funds required for refurnishing of existing premises, they should
be able to rely on extensive written guidelines as well as on the
advice and assistance, as required, of the specialist staff of the
Materiel Management Division.

Authority Structure For Vote 15 Expendifures

This vote contains provision for assessments, grants, contributions and
other payments to international organizations, as detailed and approved
in the departmental estimates.

A number of substantive divisions share the responsibility for departmental
expenditures in this area. Their participation in the preparation of the
estimates for this vote was described in an earlier section. There is not
the same need, however, for them to be involved in autharizing the actual
expenditures, since payments can be made only to the organizations and for
the purposes specified in the estimates,

Given this limitation, we did not feel it was necessary to designate these
divisions as responsibility centres for this vote, and have them involved
in the record keeping and reporting which this implies. Accordingly, we
recommend that the Finance Division continue, as at present, to maintain
all records related to Vote 15 and to ensure that information concerning
the status of the vote and each element within it is readily accessible

at all times. In addition, a periodic report would be prepared by the
Finance Division and circulated to the divisions concernsd in order to
keep them informed regarding the status of payments under this vote.

In the case of the milita jistance programs managed by the Defence
Liaison (1) Division, there is greater scope > for the re-allocation of
resources than exists with respect to the remainder of the expenditures
under Vote 15. Thus the information needs of this Division may be
different than thosz of the other divisions concernad with this vote, and
should be taken into account by the Finance Division in developing its
reporting structure for Vote 15 expenditures.
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EXHIBIT 4 DEPARTMENT OF EXTERNAL AFFAIRS

Objects of Expenditure to be Controlled by Posts
and Used for Reporting Purposes

Standard |Repcrting '
Ob ject Object Description

Vote 1: Departmental Administration

01 1 VSalaries and Wages - Local: including casuals and emergency staff,
K over-time and retroactive pay.

2 vDirect Representation: including dual and multiple accreditation,
and club allowances and July 1lst
reception costs,

02 3 JTravelling and Transportation: including dual and multiple accredita-
tion travel and local transportation.

4 vOther Communications: including freight, express and cartage;
postage, telephone, telegrams, cables
and wireless; rental of telecommuni-
cations lines and equipment.

03 5 v Information Services: including promotional activities and exhibits;
miscellaneous printing of publications,
film catalogues, etc.

04 6 V/ Professional and Special Services: including legal, protection and
miscellaneous business services; building
maintenance by contract; film service
maintenance and micro-filming services;
prestige film showings; local storage.

05 7 vRentals - Buildings: including chancery, official residence, staff
quarters and other buildings.
3 vRentals - Other: including machinery, equipment, furnishings and
vehicles.
06 9 v Repairs and Upkeep - Chancery: including renovations and alterations;

purchased repairs and maintenance of
office equipment, furnishings and
security installations.

10 “Repairs and Upkeep - Official Residence: including renovations and
alterations; purchased repairs and
maintenance of appliances, equipment and
furnishings.

11 viepairs and Upkeep - Staff Quarters: including renovations and
alterations; purchased repairs and
maintenance of appliances, equipment and

furnishings.

12 vRepairs and Upkeep - Other: including landscaping maintenance, motor
' vehicles repairs and maintenance, and

miscellaneous.

07 13 /Utilities: including fuels for heating.

14 JMaterials and Supplies: including office supplies; household and other
miscellaneous supplies; fuel, grease, oil,
tires, tubes and accessories for Post
vehicles; clothing for local staff;
subscriptions and library purchases for
use at Post,

12 15 v Miscellaneous Expenditures: including gifts to trades people, local
payments for Canadian dollar cheques, etc,

09 16 Vote 10: Capital: 1nc1ud1ng acquisition of appliances and equipment for
official residence and staff quarters;
acquisition of furnishings for chancery,
official residence and staff quarters.
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Extent of Proposed Delegation

In our description of the way in which we propose authority should be
delegated in the Department, we have been concentrating up to this

point on the general conditions and the structure under which it would

be delegated. In the paragraphs that follow, we set out the types of
expenditure that we suggest should be delegated to each responsibility
centre and the extent to which it should be delegated. Where appropriate,
we provide an explanation of the way in which we are suggesting this
delegation should take place and our reasons for making these suggestions.

The expenditures that we are proposing should be controlled by each.type
of responsibility centre are set out in three exhibits facing this and
the next two pages. Exhibit 4 illustrates the kinds of expenditures
that we suggest should be controlled by the posts. Exhibit 5 sets out
the same picture for the functional spending divisions, and Exhibit 6
covers the administrative support divisions. Each of these charts
should be read in conjunction with the explanatory narrative contained
in the pages that follow.

In the case of the posts, Exhibit 4 sets out both the types of expendi-
tures that we suggest should be controlled by posts and the reporting
objects that we suggest should be used by all posts. For the headquarters
divisions, however, Exhibits 5 and 6 are intended merely as an illustration
of the categories of expenditures that we suggest should be controlled by
these divisions. They are not intended to indicate the reporting obJects
that these divisions should use.

AN
The classification of expenditures that the divisions are using for this
purpose at present (grouped in a few cases to conserve space), and which
constitute the "line object" breakdown used by the Department under its
existing system of financial management, are set out in Appendix B. These
classifications were all reviewed just prior to the commencement of our
study, in connection with the revision of the departmental coding system.
At that time, the division heads concerned stated that this was the classifi-
cation of expenditures they needed for control purposes. Since this fits
our definition of a reporting object, we have not suggested any changes,
although we believe that a further review should be carried out in the near
future to determine the possibilities for further consolidation of these
expenditure categories.

PERSONNEL

Salaries and Allowances

This standard object covers all salaries and personnel related
expenditures, such as rent allowances, basic foreign service allow-
ances, direct and indirect representation allowances, etc., and
includes salaries, wages and certain other expenditures in respect
of locally-engaged staff at posts. Many of these expenditures are




EXHIBIT 5

DEPARTMERNT OF EXTERNAL AFFAIRS

Categories of Expenditure to be Included in the

Budget of Substantive Divisions

CONSULAR
Travel
'Office supplies
Payments on behalf

of distressed
Canadians

CULTURAL AFFAIRS

Salaries (locally-
engaged casuals)

Travel

Freight, express
and cartage

Promotional
activities

Printing

Purchased publications
Professional fees
Rental of buildings
Official entertaining
Office supplies

Grants

Miscellaneous

DEFENSE LIAISON (2)

Travel
Protective services
Office supplies
Acquisition of security
equipment
HISTORICAL
Travel
Printing
Office supplies
Subscriptions

Library purchases

INFORMATION
Travel
Promotional activities
Printing
Purchased publications
Professional fees

Office supplies

PROTOCOL

‘Travel

Printing
Official entertaining

Supplies

PASSPORT
Salaries and wages
Travel
Other commnications
Professional fees

Repairs and upkeep

 Acquisition of office

equipment
Office supplies
Production supplies
Miscellaneous

PRESS AND LIAISON

Travel
Press news services

Office supplies




~

woods, Gordon & Co. - 88 -

controlled by regulations set by the Treasury Board and the Public
Service Commission and will be affected by collective agreements
negotiated by the central agencies. As explained previously, because
of the difficulties that would be involved in estimating and controlling
salaries and most types of allowances for Canada-based staff by responsi-
- bility centre, we are suggesting that these should be estimated and
controlled centrally by the Personnel Branch. However, this is not the
case with respect to the costs of locally-engaged staff, direct .
representation allowance, club allowance, and dual and multiple accredi-
tation allowance, and we are suggesting that responsibility for these
items of expenditure should be delegated to the posts.

Locally-Engaged Staff

At the present time the Treasury Board, through the locally-engaged staff
regulations, controls in large measure the number of established positions,
classifications and rates of pay for locally-engaged employees. The Under-
Secretary may approve rates of pay within a classification, the payment of
overtime, and also authorize the employment of casual and emergency help,
within certain limitations.

The logical centre of control for the compensation of locally-engaged
employees is the post, and these expenses should form a reporting object
within each post's budget. However, because of the importance of main-
taining uniform treatment for the staff of all departments represented :
at a post, it would be desirable to set up some control mechanism, both

at Ottawa and at the post, to prevent grievances Wthh could result from
inequality of treatment.

We therefore recommend that, subject to amendment of the locally-engaged !
staff regulations by Treasury Board, expenditures for this type of staff b
should be controlled in the following manner:

(a) the number of local staff positions for each post, and the salary i
ranges for each classification of position at that post, be controlled
at the departmental level, but the head of post be authorized to set §
rates of pay within the approved salary range for each classification, E
and promote and demote within establishment. ;

(b) to ensure uniformity of classifications and salary ranges, each
head of post should establish a local salary classification boari,
with representatives from all government departments at the post,
tc evaluate and approve proposed reclassifications, and recommend J
revisions, as appropriate, to the salary ranges for local staff f
classifications. These would be subject to periodic audit by )
headquarters personnel,

(¢) authority be given to the head of post to engage emergency and
casual staff and pay overtime, as required.

(d) the Persomnel Branch be responsible for estimating the man-year
requirement for emergency staff as replacements for employees on
sick or maternity leave at all posts. We are suggesting that these
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DEPARTMENT OF EXTERNAL AFFAIRS

Categories of Expenditure to be Included in the
Budgets of Administrative Support Divisions

COMMUNICATIONS AND FINANCE AND ADMINISTRATION ERANCH

INFORMATION SYSTEMS
- BRANCH

Travel

Courier services - travel

and baggage charges
Microfilming services
Office supplies
Repair parts
Grants

Acquisition of equipment

PERSONNEL BRANCH

Salaries and allowances
(Canada-based staff)

Travel

Removal expenses
Tuition fees

Other business services
Office supplies

Interim staff expenses
at official residences

CENTRATL SERVICES

Travel

Rental of equipment,
vehicles and furniture

Repairs and upkeep

Vehicle operations
and maintenance

Office supplies

Acquisition of equipment
and furnishings

FINANCE
Travel
Accounting services
Other special services

Taxes on diplomatic
properties

Office supplies
Ex-gratia payments

Exchange and bank
charges

Claims on the Crown

MATERIEL MANAGEMENT

Travel

Freight, express and
cartage

~ Rental of equipment,

vehicles and furnishings

Office and housekeeping
supplies

Paintings and objects of
art

Acquisition of motor
vehicles

Acquisition (initial) of
equipment and
furnishings for posts

PROFPERTY MANAGEMENT

Travel

Professional fees

Rental §f buildings

Office supplies

Acquisition of land,
construction and

acquisition of
of buildings
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man-years should be estimated and controlled centrally, since
any attempt to provide for such contingencies in the budget of
every post would unduly inflate the total requirement. At the
same time, the funds required to provide replacement staff
while key personnel are on vacation, and which can be readily
predicted in advance, should be included in the posts' budgets.

We also recommend that medical examinations of domestic servants and
local office staff, gratuities to local staff, and social security
payments under local law, be included in the budget of each post and
paid under the authority of the head of post.

Representation Allowances

Direct Representation Allowance is recognized as a sensitive area of
expenditure of public funds, and at present is very closely controlled
by the Treasury Board through the Foreign Service Regulations. However,
this is clearly a program oriented expenditure, and the amount of the
allowance required for representational purposes can vary significantly
with the size, location, and social customs of the country in which a
post is located. We therefore recommend that the Department should have
full responsibility for the mansgement of the funds provided for this
purpose. We also recommend that the heads of post should be required
to estimate and justify the size of the representational allowances
needed by the staff at their respective posts. Once these have been
approved, they should be able to authorize expenditures in this area up

to the 1limit of the funds provided, and subject to whatever substantiation

the Department considers appropriate.

Since the system of approvals we are proposing would allow a head of
post to transfer funds into this reporting object from the salaries and
wages (locally-engaged staff) reporting object in the initial stage of
delegation and from all other reporting objects in the ultimate stage,

the Department may wish to treat this one reporting object as an exception

to the general rule, and require that a head of post obtain headquarters
approval before meking such a transfér,

It should be kept in mind in this connection that any potential over-
spending in this area would probably become evident through the budget
reports long before the actual overspending occurred. The reasons for
the potential overspending would also be set out in the explanation of
variances accompanying the Supplementary Budget Report from the post
concerned. Thus, a procedure could be established where potential over-
spending in this area could be referred to the Assistant Under-Secretary
concerned for & ruling on whether extra funds should be provided or the
representational expenses of the post curtailed to stay within the budget
provided for this purpose.

We also recommend that dual and multiple accreditation allowances, club
allowances, and the provision for July lst receptions, all of which would
be included in the same reporting object as direct representation
allowances, should be budgeted for by each post.
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Rental Allowance

Housing of personnel is probably the greatest single headache in the
administration of most posts. A great deal of time ani effort has been
spent by the Department and the Treasury Board in trying to come up
with a workable solution to this problem.

Under the present regulations, heads of post may authorize the payment

of rent up to an employee's basic share for his grade. However, since

no rents in the foreign service are less than this basic share, the head
of post has in fact no authority. The Department may authorize rents up
to the employee's basic ceiling, and about 75% of rental payments fall

in this category. Under the Foreign Service Regulations, rents over this -
amount have to be approved individually by the Treasury Board.

Since the rental ceilings imposed by the Foreign Service Regulations
apply uniformly throughout the world, high cost posts have a continuing
problem and can never lease appropriate housing without the time consuming
process of having the Department first obtain Treasury Board approval.

We understand that the Inter-Departmental Committee on Foreign Service
Regulations has had this matter under study for some time. For this
reason, and because it comes only indirectly into ocur terms of reference,
we have not attempted any detailed examination of the problem. Neverthe- .
less, the inmadequacy of the present arrangements was brought to our
attention repeatedly and forcefully throughout our investigations, and

we feel it would be worthwhile pointing out two overriding considerations
-that we believe must be taken into account if a permanent solution to

this problem is ever going to be found.

First of all, the system of rental allowances (or subsidies as they could

more properly be called) must be flexible enough to handle the widely

varying housing costs of different countries. Any system based on global

ceilings is self defeating in this respect since it very quickly becomes

the standard in lower cost areas while in higher cost areas it becomes

~ simply the starting point for petitions of exception. Total costs are
almost certainly higher under such a system, since any upward revision

of the ceilings, based on pressure in a few countries, results in increases

1 everywhere within a short time,

i Secondly, administration of the scheme should place maximum reliance on the
. head of post for the approval of individual rental arrangements, within

) whatever guidelines are eventually established - even if it is not possible
to give him the responsibility for estimating and controlling the cost of
private leases at his post because of the effect of the rotational system.
i " Any other method is likely to create unnecessary delays and expense due to
(- missed opportunities, waiting for headquarters approvals, etc. Along with
the subsistence and other costs involved in housing an employee and his

3: family in a hotel while they are locking for suitable accommodation, there
: can be a costly disruption of post routine ‘during the period a newcomer is
preoccupied with finding such accommodation, and thus unable to assume
fully those duties which required his posting in the first place.
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TRANSPORTATION AND COMMUNICATIONS

This standard objec{ covers the travel and removal of personnel, freight, f
express and cartage, postage, telephone and other types of commnication '
services.

In this, as in most other standard objects, the basic criteria for
deciding whether an item should or should not be included in the posts'
budgets is whether it can be considered to be part of normal post
operations, and whether the associated expenditure can best be estimated
and controlled at the post.level. If so, it should be included. If,
on the other hand, the expenditure results from a decision made by a ﬁ
headquarters division, then it should be included in the budget of that
division.

Travelling and transportation of govermment employees at a post, local
transportation, and dual and multiple accreditation travel would all fall
in the former category, and we suggest these expenses should be included i
in one reporting object. The head of post would be free to spend the funds
provided in his budget for this object, as he considers appropriate, within
the limitations of government travel regulations. A per diem rate for meals
and incidentals would be very useful as a guideline to posts in estimating
travel costs.

Post requirements for freight, express and cartage, postage, telephones, f
telegrams, cables and wireless, and local rental of communications equipment ‘
would be included as another reporting object within the post budget.

A certain number of headquarters responsibility centres would alsc have
expenditures in this standard object as shown in Exhibits 5 and 6. This is
particularly true of "removal" expenses associated with the posting and
recruitment of personnel and the transpcrtation of their belongings, which
should be budgeted for and controlled by the Personnel Branch.

INFORMAT ION SERVICES

We recommend that the posts should be responsible for estimating and
controlling expenditures connected with minor promotional activities,
including materials for posters, displays, advertising, invitations and
miscellaneous materials, and miscellaneous printing such as film and
library catalogues. ‘

At headquarters, the major expenditures under this standard object would
be made by the Infermation and Cultural Affairs Divisions, and minor ones
by the Historical and Protocol Divisions.
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PROFESSIONAL AND SPECIAL SERVICES

This standard object covers services performed by individuals and
organizations outside the Department, for which fees, commissions or
! other payments are made from public funds. These include professional
j ‘ fees such as legal, medical, engineering, architectural, etc., as well
! as the cost of services such as protection, storage, language tuition,
film servicing, etc.

i , The way in which we suggest that responsibility for these expendltures

- should be divided between the posts and the various headquarters responsi-
bility centres is illustrated by the reporting and line objects shown

% in the exhibits and in Appendix B.

RENTALS

This standard object covers rentals for chanceries, official residences,
and other facilities such as garages and parking space associated with
chanceries and official residences. Also included is the rental of
machinery, equipment and furnishings for chanceries, official residences .
and government-held residential quarters, and the rental of motor vehicles.
We suggest that it would be logical to also include in this object the
provision for Crown leased staff accommodation which is at present budgeted
in the Personnel object.

Government Contracts Regulations prescribe the authority that may be
delegated to departments, but Treasury Board minute number 658829 dated
October 4, 1966, specifically provides increased authority to the
Department of External Affairs to enter into leases for accommodation .
abroad, subject to the following conditions:

(a) All leases must be for a term of not more than ten years, with
option to renew,

(b) The annual rental payable for office accommodation should not
exceed $30,000 and for official residences it should not be more
than $20, OOO.

(c) The annusl rental payable for staff accommodation should not exceed
the amount that the Department can approve in respect of private
leases for its employees under the Foreign Service Regulations.

In addition, certain criteria are set forth to which the type of accommo-
dation must conform, such as space standards for office accommodation and
official residences, restriction as to number of bedrooms for married and
single personnel in staff accommodation, the rental ceiling for staff

accommodation, etc.
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Generally cpeaking, control over Crown leases rests with the Departiment,
and no rental arrangements are entered into at posts without prior
departmental authority. While no change is envisaged in this policy, we
recommend that all rental payments under approved leases, with the minor
exception noted below, be budgeted for and controlled by the post.

The exception referred to in the previous paragraph concerns those cases
where a new post is to be opened during a year and must be financed until
its own budget takes effect at the beginning of the next fiscal year. We
suggest that the Property Management Division should budget for and control
this type of expenditure.

The provision in estimates for rentals of machinery and equipment, motor
vehicles, furnishings, etc. is relatively insignificant. One of the more
common types of expenditure within this category is the rental of motor
vehicles while official vehicles are out of commission awaiting parts or
due to other servicing difficulties., We suggest such expenditures should
be controlled by Central Services Division in the case of headquarters'
needs, and the posts with respect to their own needs.

Special Note on Staff Accommodation

The delegation of budgetary responsibilities that we are proposing would
result in the transfer to post budgets from the Property Management
Division and the Personnel Branch of all funds related to Crown leases,
with the exception noted previously.

These arrangements cover only part of the total cost of staff accommo-
dation, however. A larger element in this cost, at the moment, is the
subsidy that is extended to holders of privately leased accommodation
abroad. This subsidy takes the form of an allowance, is included in the
funds provided for salaries and allowances, and is the administrative
responsibility of the Personnel Branch.

While this presents somewhat of an organizational anomaly, we suggest that,
because of the difficulties that would be involved in having the posts
estimate and control this type of expenditure, the Personnel Branch should
continue to carry out this responsibility. Costs in this area, as far as
any given post is concerned, can vary widely depending on the timing of a
posting, the rank of the individual being posted and the size of his
family. Thus, accurate estimating can only be done on a department-wide
basis and can be done most effectively in the Personnel Branch, where all

" posting plans are readily available.

During each fiscal year, a number of staff quarters will be acquired

ander Crown lease., For the fiscal year following, the cost of these

newly acquired quarters, along with all other Crown leases, would be
provided for in the post budget. There remains the problem, however, of
who should provide the funds to pay for the Crown lease during the balance
of the fiscal year in which it was signed - it is no longer an allowance,
and yet funds would not have been provided in the budget of the post
concerned to pay for it as a Crown lease.

RN — 1N
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=5 We suggest that the post should pey such rents and that it should be
provided with the necessary funds to do so by way of expenditure
authoritien issued by the Personnel Branch, which would automatically
tranufer an equivalent amount of funds in-its budget from the rent
allowances reporting object to the rentals reporting object.

Al e e S v

Purchased Repairs and Upkeep

Expenditures in this standard object cover a wide range of repair and
upkeep expenses. These include landscaping maintenance; renovations,
alterations, and maintenance of chanceries, official residences, staff
quarters and other bmuildiigs; security installations at chanceries; and
; repairs and maintenance of furnishings and all types of equipment,

i including motor vehicles.

For the purpose of suggesting the way in which authority should be
delegated for these types of expenditures, we have classed them into
two groups. The first group consists of landscaping maintenance (where
overall scheme is changed), security installations, and renovations and
4} alterations to government-owned buildings at the posts. The second )
i group consists of all other types of maintenance and repair expenditures

Expenditures coming within the first group would be budgeted for by the
posts concerned on aproject basis, and control would be exercised in the
same way. Any change of projects would require headquarters approval.

Control over these projects would be exercised by. headquarters mainly in
two ways:

1. through reports of the Inspection Service staff;

? 2. through "project completion reports”" which would be forwarded for
gt . headquarters'! files as major projects were finished, and which
i should include, wherever possible, before and after snapshots.

It would be possible, if considered desirable, to provide & greater
degree of control through the financial management system by requiring
headquarters' approval if projected costs, at the time that a project
is let out to tender or a firm price is obtained, were more than, say,
10% above estimates. However, we decided against msking this recommen-

dation for three reasons:

1. it would be unreasonable to expect estimates to be that accurate
when they are prepared up to eighteen months ahead;

2. in a number of cases contractors refuse to provide estimates when
there is no immediate prospect of a comtract in sight and when
they are being asked to commit themselves on labour and other costs

so far ahead of the actual jobj;

| ’ 3. renovations often encounter unforeseeable construction difficulties.
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At the same time, it would not be unreasonable to provide for a gross
control over undue escalation of costs in this area by providing for
projects on which the anticipated cost is likely to be more than 25%
or 50% above estimates to be referred to headquarters for approval.

For expenditures in the second group, post budgets would consist largely
of lump sum estimates by "kind of work", e.g. electrical, plumbing,
painting, or by type of equipment, e.g. household, office, motor vehicle,
etc. In this group, the post would be delegated the usual full spending
authority with after-the-fact reporting only.

Thus, we are recommending that all expenditures in both groups should be
the responsibility of the post for budgeting and controlling. As shown
in Exhibit 4, we believe these items should be consolidated into four
reporting objects reflecting activities respectively at the chancery,
residence, staff quarters, and vehicle and miscellaneous repairs. In
all cases, posts should have available to them guidelines provided by
the Property Management and Materiel Management Divisions in such areas
as preventive maintenance programs, and the economics of replacement
versus repairing, as well as advice on specific problems at the time

they are preparing their estimates.

Aside from the posts, the only other expenditures in this standard object
would be made by Central Services Division for repairs and maintenance

at headquarters. These would be entirely in the second group, and the
Division should enjoy full autonomy in carrying out its function within
the approved budget.

Utilities, Materials and Supplies

This standard object covers a variety of expenditures as indicated by
the line and reporting objects shown on the exhibits and in Appendix B.

The only items that might warrant a word of explanation are office
supplies, the cost of which can only be distributed to responsibility
centres if our recommendation in a later section of the report, concerning
the use of a working capital advance to finance the departmental inventory
of such supplies, is accepted.

Construction and Acquisition of Land, Buildings and Works

This standard object covers major capital expenditures for the acquisition
of land, including landscaping, and the construction or acquisition of
chanceries, official residences, staff quarters and other buildings.

Although posts would become involved, on occasion, in negotiations on
behalf of headquarters during the construction and acquisition phases,
and might be asked to make payments locally against contractors! progress
claims under special banking arrangements, responsibility, authority and
control should continue to rest with the Property Management Division as
described earlier in this section.
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Acquisition of Machinery, Equipment and Furnishings

All expenditures of a capital néture, other than for the construction
and acquisition of land, buildings and works, fall into this category.
The major portion of the expenditures at present are divided between
three headquarters responsibility centres in roughly the following
fashion:

- Central Services Division for headquarters
requirements :

- Communications Branch for their own requirements

- Materiel Management Division for post requirements,

This category of expenditure includes . the purchase of furnishings for
chanceries and official residences, where major furnishing schemes for
formal representational and reception areas can be required, and which
would necessarily involve headquarters control and technical design
expertise., On the other hand, by far the greatest proportion of expendi-
tures on behalf of posts in this area is related to the routine replacement
5 " of furnishings, appliances and equipment for the chancery, official
i residence and staff quarters. Thus, it would appear that most acquisition
. activity under this standard object is subject to timing and priority
decisions that can best be made at the level of the inmdividual responsi-
bility centre.

We therefore recommend, as a general principle, that all "initial" purchases
; of such items be the responsibility of the Materiel Management Division and
5; that all "replacements", whether of a single item or a complete decorating
scheme, be made the responsibility of the individual posts. Initial
purchases refers only to the furnishing and equipping of newly established
5 posts and newly acquired premises at existing posts.

? All acquisition activity would, of course, be guided by published policy
| statements and guidelines, product lifetime charts, standard item

i catalogues, scales of issue, etc. as developed by the Materiel Management

; Division. Similarly, as suggested previously, guidelines should be developed
. to resolve the recurring problem of local versus Canadian procurement.

Acquisition projects submitied in a post budget should either conform to
established guidelines or should (if major) have been previously discussed
with the appropriate administrative division. The budgetary review would,
therefore, consist primarily of verifying the application of these guidelines,
or referring the proposal to the appropriate administrative division for

comment.

Either the audit carried out by the Comptroller of the Treasury, or an
internal audit carried out by the Department plus regular visits by head-
quarters design staff, could provide a check on the activities of posts in
this area. Another check could be built into the centralized inventory
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routine by comparing an annual listing of inventory acquisitions by
responsibility centres to the capital budget previously approved for
each centre. Also it could be made a part of Inspection Service's
audit of posts abroad that all purchases over a certain amount would
be reviewed.

The Central Services Division would have, for headquarters requirements,

the same responsibilities and autonomy as that suggested for posts, and

the Communications Branch would budget, as at present, for its own
requirements., Materiel Management Division should, as suggested previously,
be responsible for the acquisition of "initial" post equipment and furnish-
ings requirements as well as all objects of art and motor vehicles.

Transfer Payments

Transfer payments cover expenditures for special purpcses, such as grants
to cultural groups, payments on behalf of distressed Canadians, ex-gratia
payments, and miscellaneous grants and payments to the United Nations and
its Agencies, Commonwealth Organizations and other International Commissions
and Organizations,

411 expenditures in this standard orject are in Vote 15, with the exception
of grants to the Canada Council and the National Research Council, which
should continue to be controlled by the Cultural Division and the Communi-
cations and Information Systems Branch respectively, and payments on behalf
of distressed Canadians which are normally made at posts against head-
quarters authorities.

For the purpose of assistance to distressed Canadians, the Department

has provision in estimates for an amount of $25,000 in the form of a "net" :
allotment to which payments are charged and to which are credited reimburse- i
ments made during the same fiscal year in which the original assistance was e
given,

The head of post has authority to provide "interim assistance" (sufficient H
advance for meals and accommodation) until approval for any additional |
asgistance is received from the Department. This also applies in the i
case of "emergency assistance". No specific dollar limits of expenditure g
are set but each case is agsessed on its merits.

No change is suggested in the present érrangement since adequate estimating ;
and control can only be accomplished on a department-wide basis.
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A1l Other Expenditures

This standard object covers a variety of miscellaneous expenditures. Most
of these are of a financial nature, such as profit and loss on exchange,

bank charges, and claims against the Crown, and should be budgeted for and
controlled by the Finance Divisxon.

At the same time, we believe that provision should be made in post
budgets for a miscellaneous class of expenditures that can be most
effectively controlled at that level. This would include such items

as gratuities to trades people and local payments for Canadian dollar
cheques.
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FINANCIAL, CONTROLS

Adequate financial controls are an essential element of any system of
financial management. This is particularly true under the program
budgeting-responsibility accounting approach, because of the decentral-
ization of authority contemplated by this concept. Heads of responsi-
bility centres at all levels must be kept informed of the extent to
which the operations for which they are responsible are being carried
out in conformance with approved plans.

In this section of our report we describe the reports that we are

proposing for this purpose. In addition, we discuss cash and revenue
controls as they apply to the Department's operations, and outline the
changes in the Department's system of expenditure coding that would be

FINANCIAL REPORTING

In our discussion of financial reporting systems we outline the system

that is now used in the Department, our assessment of it, and our proposals
for an improved system that would provide the financial information needed
by those responsible for managing departmental resources.

Present System

There are five types of financial reports presently in use in the Depart-
ment.

1. Post Financial Statement

Rather than a report in the true sense, this is a record of the
post's financial transactions for the month. It is submitted to
headquarters monthly by each post on a schedule in which about
one-quarter of the posts close their books on the fifteenth of

the month and the remainder on the last working day. The statement
with documentation attached is sent to Ottawa either by airmail

or diplomatic bag. ‘

2. Allotment and Expenditure Statement

This statement reflects the actual amounts disbursed and encumbered
for the year to date, against each departmental allotment. It is
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prepared monthly by the Chief Treasury Officer from the records he
maintains for commitment control purposes. It is used by the
senior financial officials of the Department to review unspent
balances and unencumbered allotments,

3. Reports of Expenditures

"~ These reports are prepared by the Computer Division of the
§ Comptroller of the Treasury. They show current month and year to

: ) date disbursements in a series of reports which can be preselected
on the basis of any classification available in the expenditure
coding block. For 1968-69 the Department will receive the following:

(a) Vote Detail - totals by line object within each standard object
within each parliamentary vote.

(v) Division, by Post - totals by line object within each standard
object within each post for each spending division.

(c) Project Tabulation - totals by line object within each standard
object within each project for those divisions that control
expenditures on a project basis.,

(d) Division, by Standard Object - totalé by line object within each
standard object for each spending division.

(e) Post, by Standard Object - totals by line object within each
' standard object for each post.

4, Consolidated FPinancial Statement

This report was developed by the Finance Division in 1967 and
; introduced as the present survey began. ZFor each spending division
i it discloses the total allotment (with adjustments), disbursements
' to date, and firm commitments, and compares the resulting free
balance to the total planned expenditures for the balance of the
f ' Year.,

5. Special Reports

Certain divisions produce special reports from records maintained
internally. The reports are designed to meet specific information
needs of divisional management. They range from cost studies of
certain activities in a division to analyses of long-term commit-
ments on projects.
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Asgessment of the Present System

As would be expected, the present reporting system is oriented almosf
entirely to cash control rather than to management control.

The post account is simply an accounting input, and as such it provides
no meaningful information to management either at the post or at head-
quarters. Transactions are not grouped into useful totals or compared

to any standard. The explanatory data support the propriety of expendi-
tures relative to regulations rather than their managerial justification.

A number of factors combine to reduce the unsefulness of the post account
even as a source of expenditure information. Differences in cut-off dates
and transmission times make it impossible to achieve any consistency in
departmental reports that utilize post expenditure data. This problem is
aggravated by the fact that assembling of vouchers, bank statements etc.
at the post can delay the mailing of the post accounts for several weeks
after the month-end. In addition, the coding of post expenditures is left
to the staff of the Chief Treasury Officer who often raise queries which
require answers from various headquarters' divisions or from the post
itself before the final adjustments can be entered in the accounts. The
cumilative effect of these delays is that post expenditures for a given
month may not be included in departmental reports until sixty or even
ninety days later.

The Allotment and Expenditure Statement, the Reports of Expenditure, and
the Consolidated Financial Statement incorporate data from the post
account and thus suffer from its deficiencies, Additional inaccuracies
are present in all of these reports as a result of inconsistent cut-off
mrocedures for headquarters spending units vis-a-vis the Chief Treasury
Officer., In terms of format and content the Allotment and Expenditure
Statement has no usefulness other than for cash control. The same is
true of the series of Expenditure Reports, with the exception of the
Project Tabulation which is meaningful to divisions using this basis for
estimating and controlling expenditures.

The Consolidated Financial Statement shares the input inaccuracies
described above, but represents a significant improvement over previous
report formats. It is quite similar in many respects to the Budget
Reports that we are suggesting should be provided to responsibility
centres.

Proposed System

Under the financial management system we are proposing in this report, the
head of each responsibility centre would need a report that would enable
him to see the effect of unforeseen expenditures and of costs that had
risen since the budget was prepared. On the basis of this information, he
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could then take the appropriate action, such as foregoing some projects,
revising their scope, economizing elsewhere in his budget or requesting
additional funds. Equally i@portant, the head would be reminded of
projects not yet started. If they were gtill desirable, he could see
that they were initiated. If they were no longer required, or were not
capable of completion in the current year, he could free the funds for
other uses within his unit or for transfer to another responsibility
centre.

The Area Comptroller would form the second level of responsibility for
control over post expenditures, and should receive reports covering the
posts within the geographical area(s) for which he is responsible, both
on &n individual and a consolidated basis. Copies of these reports
would also go to the heads of the area divisions for information purposes.

The Area Comptroller would examine the progress of the post on its planned
projects, examine the implications of unforeseen events, assess the serious-
ness of potential overspending or lapsing of funds and the reasonableness

of the explanations for variances, and advise the post on corrective -
measures as required.

Assistant Under-Secretaries responsible for a group of functional spending
divisions, as well as the Directors-General on the administrative side,
would have corresponding information requirements with respect to the
responsibility centres within their respective jurisdictions. Similarly
the Under-Secretary would require this information on a consolidated basis
for the Department as a whole.

In the paragraphs that follow, we describe the proposed format and timing
of these reports, the reporting structure, how the reports would be pre-
pared, and the sources of the information to be presented in the reports.

Before doing so, however, it might be worthwhile to outline some of the
more important criteria that were used in the design and evaluation of
these reports, and that should be used from time to time for re-evaluating
a1l reports. These criteria are as follows:

() Usefulness - Reports and coples of reports should only be
. provided to those who have & definite need for the
information in them.

(b) Timeliness - Reports should contain information that is
. gsufficiently current, and should reach the recipient
in sufficient time, for any corrective action to be
taken that may be needed.

(¢c) Frequency - There is an optimum interval at which each report
should be prepared - which often represents a
compromise between the usefulness of the information
in the report and the cost of providing it.
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(d) Simplicity - Reports should be clear and concise and should not
contain any extraneous detail.

(e) Brevity - Reports should be prepared in a fashion that will
sumparize or highlight important information for the
reader who does not have time to go through the
whole report.

(f) Comparative :
Data - Reports shkould normally include comparative data
against which current information can be measured.

THE BUDGET REPORT

A series of Budget Reports would form the central structure of the
financial reporting system we are proposing for the Department. This
series of reports would be prepared each month by computer in the
Computer Division of the Comptroller of the Treasury. The subject matter
of the report would be the appropriations in Vote 1 and Vote 10 only. It
is in these votes that the requirement for financisl management is
greatest. The less rigorous requirements of Vote 15 can be met by special
reports which are described subsequently. -

Format of the Budget Report

Exhibit 7 facting this page illustrates the format we are suggesting for
the Budget Reports, as well as the method of progressive consolidation
from the level of individual responsibility centres up to the departmental
statement for the Under-Secretary. Since managers at each level need
essentially the same kind of information, column headings are identical

on all reports.

Columns 1, 2 and 3 show the amount budgeted for each reporting object, the.
net of transfers in and out of the budget for that object in the year to
date, and the adjusted budget. Column 4 is the actual cash disbursement
for the fiscal year to date, Column 5 includes any outstanding obligationms
plus the expenditures that are planned for the remainder of the fiscal year.
Column 6, by addition of Columns 4 and 5, indicates the probable or
projected amount of the total expenditures for the year.

Column 7 shows the amount by which the projected expenditure for the year
exceeds or falls short of budget. This variance is expressed as a percentage
of budget in Column 8. Items showing a variance over a given percentage
figure would require a brief explanation and a note as to what corrective
action, if any, was planned.

Column 9, in which firm commitments would be shown for the last three
months of the fiscal year, is included for purposes of departmental cash
control. The way in which information would be developed and used for this
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purpoge 15 discunsed later in this section., In addition, the firm
comniiments figure could provide a useful check on the planned expendi-
ture figure in Column 5. The head of a responsibility centre would

expect the amounts in Column 5 to approach equality with those in Colummn 9
in the final months of the year. To the extent that a significant gap
existed between the two, he would be led to question the validity of the
spending plans reported.

While column headings are the same for all levels of reports, the side
headings are progressively more inclusive at each succeeding level of
management. They indicate what segment of the operation is being reported
upon, and thus are a function of the increasingly broader responsibilities
of middle and senior menagement. .

For each recipient, therefore, this report would highlight problem areas
requiring action by him and would clearly establish the accountable
subordinate in each case. The more senior levels of management would still
be able to study specific aspects of a subordinate's reports in greater
detail if required, since their Budget Reports would actually be a set of
reports. The top one would be the summary, and it would be backed up by
the individual reports covering the next lower level of responsibility.

Period Covered by the Budget Report

Reports presently prepared by the Comptroller of the Treasury cover a
monthly period that ends several days before the end of the calendar month.
While this has not created any major problems to date, because of the
inaccuracies and inconsistencies in the data referred to previously, and
because of the limited use to which the data is put, we believe it would be
preferable to report expenditures on a calendar month basis, if at all
possible.

While this is not a major requirement of the financial management system we
are proposing, it would avoid the necessity of setting up and reversing any
accruals at month-end, and would make it easier to estimate and control
those expenses, like rents and utilities, that are normally calculated on a
calendar month basis.,

This problem was discussed with representatives of the Comptroller of the
Treasury, who assured us that this was being done for other government
departments and there should be no difficulty in doing it for the Department

’of External Affairs.

-~

The Reporting Structure

The structural make-up of the Budget Report series has -been designed to
reflect the actual financial management hierarchy in the Department with
respect to Votes 1 and 10. Exhibit 8 on the opposite page is a diagrammatic
representation of the reporting structure that would be required.
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There are three main levels of responsibility represented. At the
bottom of the chart iz the basic level - the responsibility centre.

The second main level on the chart is what will be referred to as the
branch level, and at the tor is the overall departmental responsibility
represented by the Under-Secretary. The exhibit contains two departures
from this three level reporting pattern. In the centre of the diagram
the Area Comptroller level represents a consolidation of posts by area
division before being grouped, at the branch level, into an inclusive
statement for all "Administration Abroad". The second departure, the
case of the Assistant Under-Secretary (Administration), is not meant

to represent an additional degree of consolidation in the Budget Report
and requires further explanation.

The branch level will be seen to consist of the apexes of five separate
pyramids or responsibility groups. The five primary allotments into
which we are proposing that Vote 1 should be broken down (discussed
later in this section under the heading Cash Control) correspond to

these responsibility groups, thus laying the foundation for decentralized
financial management and delegated spending authority. :

The functional spending divisions, with their program oriented expenditures
would be coordinated by the appropriate Assistant Under-Secretary who would
receive branch level reports. Similarly, since the three administrative
branches are the direct responsibility of the Assistant Under-Secretary
(Administration), this would suggest that he should receive a consolidated
report of their results.

At the same time, the administrative support costs of the posts are con-
trolled by the Area Comptrollers under the supervision of the Director-
General, Finance and Administration. Thus, this budget also becomes the
responsibility of the Assistant Under-Secretary (Administration). If a
consolidated report were prepared of all the responsibilities of the
Assistant Under-Secretary (Administration), it would, therefore, contain
all of the Vote 1 and Vote 10 appropriations except those of the functional
divisions. Thus, it would be almost as comprehensive as the report to the
Under-Secretary. '

Since the Assistant Under-Secretary (Administration) is expected to provide

financial and administrative guidance to the other Assistant Under-Secretaries
as well as the Under-Secretary, we believe it would be appropriate for him to

receive the consolidated report for the Department as a whole even though he
would not be expected to initiate or approve transfers of funds within or
between the functional divisions.

Similarly, even though we have only shown the Director-General, Finance and
Administration, and the Head of the Finance Division as receiving "action"
copies for those areas of expenditure for which they are specifically
responsible, it would be understood they would receive information copies of
all Budget Reports, in their capacity as senior financial officials of the
Department and in line with their responsibility for cash control within the
Department. ’ '
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These considerations suggest the following distribution of the action
copies of the Budget Reports.

(a) Head of

Regponsibility Centre Budget Report for his unit

Consolidated reports for their
divisions

(b) Assistant Under-Secretary

(¢) Branch Director-General Consolidated report for his branch

(d) Area Comptroller - Consolidated reports for each area in
' his jurisdiction

(e) Director-General
Finance-Administration

Consolidated report for "Administration

Abroad"
(f) Assistant Under-Secretary : :
(Administration) - Departmental consolidated report
and supported by all five branch level
Under-Secretary ’ reports

Sources of Information in the Budget Report

A1l data to be included in the budget reports would be forwarded to the
Comptroller of the Treasury and processed by his staff through the use of
his computer facilities. The main elements of input are outlined here in
order of the columm heads in the report format.

The details of responsibility centre budgets would be fed in at the
begimming of the fiscal year by way of a letter from the Finance Divigion
to the Chief Treasury Officer. Adjustments to allotments would be
originated by the responsibility centre in the form of a journal voucher,
approved if necessary by higher authority, and transmitted from the branch
level via the Finance Division to the Chief Treasury Officer. The computer
itself would carry out the necessary calculations cumulatively,

Actual expenditures for headquarters divisions would be accumulated by the
computer centre in the normal course of invoice processing and cheque
issue, Posts would close their books at month-end and prepare their
Supplementary Budget Reports. By the third of the following month each

post would send a telex transmission to Ottawa for computer input reporting

their current month expenditures and planned expenditures to the end of the

. Jear.

Each responsibility centre in headquarters would also-calculate its planned
expenditure. For this purpose it would continuously update its estimates
worksheets to reflect changes in costs and plans. The planned expenditure
total required each month could then be calculated readily from the adjusted

~worksheets themselves. It would be sent to the Finance Division by the fifth

of the month for forwarding to the computer centre.
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PROPOSED FORMAT OF SUPPLEMENTARY BUDGET REPORT

6 1lI8IHX3

POST ........ SHANGRI-LA

cecemcranmsceseacn

SUPPLEMENTARY BUDGET REPORT

MONTH OF _.._.... JANMRY

STANDARD OBJECT cooe] CHIGINAL BUDGET ADjusteD |EXPENDITURES| £xpenpiTURE S |EXPENDITURES| PLANNED | PROJECTED VARIANCE FRM
BT A o | MONTH tD | FOR NONTH) 10 DYE | (ATENOUR S errnitunes) Aot Er et A e
" 121 (1] “ [{1} (L1 n (L]} (L) u9t (th
SALARIES & WAGES - LOCAL 0101 $ 80,000 - $ 80,000 $ 60,160 4 6,986 $ 67,146 412,694 $ 79,840 $ 160 0.2 812,240
DIRECT REPRESENTATION ALLOWANCE 0102 26,000 - 26,000 24,006 2,008 26,014 4,773 30,787 (4,787) (18.0) 3,825
PERSONNEL COSTS 106,000 - 106,000 84,166 8,994 93,160 17,467 110,627 (4,827) (4.4) 16,065
TRAVEL § TRANSPORTATION 0203 10,000 - 10,000 7,969 701 8,670 1,512 10,182 (182) (1.8) -
COMMUN I CATION 0204 40,000 $10,000 50,000 40,101 3,978 44,079 7,914 51,993 (1,993) (4.0) 7,465
TRAMSPORTATJON & COMMUNICATION 50,000 10,000 60,000 48,070 4,679 52,749 9,426 62,175 (2,175) (3.6) 7,465
INFORMAT 10N 0305 20,000 (S5,000) 15,000 11,894 - 11,894 1,100 12,994 2,006 13.4 985
PROFESSIONAL § SPECIAL SERVICES 0406 30,000 - 30,000 " 22,867 2,014 24,881 4,130 29,011 989 3.3 3,175
RENTAL - BUILDINGS 0507 120,000 - 120,000 90,000 10,000 100,000 20,000 120,000 - - 20,000
RENTAL - EQUIPMENT 0508 300 50 350 237 31 268 52 320 30 8.6 38
RENTAL 120, 300 50 120, 350 90,257 10,031 100,268 20,052 120,320 L] - 20,038
REPAIRS § UPKEEP = CHANCERY 0609 15,000 - 15,000 11,842 1,032 12,874 1,210 14,084 916 6.1 €00
REPAIRS & UPKEEP - OFFICIAL RESIDENCE | 0610 | 10,000 - 10,000 9,793 - 9,793 - 9,793 207 2.1 -
REPAIRS § UPKEEP - STAFF QUARTERS ‘0611 30,000 10,000 40,000 19,863 20,017 39,680 2,301 42,181 (2,182) (5.5) 1,570
REPAIRS £ UPKEEP - OTHER 0612 10,000 {5,000) 5,000 3,516 495 4,011 A 4,485 515 10.3 -
REPAIRS § UPKEEP 65,000 5,000 70,000 45,014 21,544 66,558 3,985 70,543 (543) (0.8) 2,170
UTILITIES 0713 12,000 1,000 13,000 9,359 1,210 10,589 2,418 12,984 .16 0.1 1,985
MATERIAL & SUPPLIES 0714 20,000 (6,000) 14,000 9,112 992 10,104 868 10,972 3,028 21.6 465
UTILITIES, MATERIAL & SUPPLIES 32,000 {5,000) 27,000 18,471 2,202 20,673 3,283 23,956 3,044 1.3 2,450
ALL OTHER EXPENDITURES 1215 1,000 - 1,000 560 89 649 110 759 24 24.1 -
TOTAL VOTE 1 - ADMINISTRATION 424,300 5,050 429,350 321,279 49,553 370,832 59,553 430, 385 (1,035) - 52,346
VOTE 10 - CAPITAL 0316 80,000 20,000 100,000 109,846 - 109,846 I - ] 109,846 (9,846) (9.8) [ -

¥ o
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In the latter part of the year, the divisions would prepare and forward
their commitment data in the same way, We are suggesting however, that

post commitmént information should not be included in the Budget Report.
Our reasons for suggesting this, and the alternative approach that we

- suggest should be used to develop this 1nformatlon, are discussed later

in this section.

SUPPLEMENTARY BUDGET REPORT

Because of the time required for documents to travel to and from some of
the more remote posts, it would not be possible to use the same approach
for posts as we are suggesting for headquarters responsibility centres,

who would receive their Budget Reports between the 15th and 20th of each
month and would immediately prepare their commentaries and explanations

of variances for higher authorities. If we assumed a two week transmission
time for some posts, Area Comptrollers and others concerned with post
operations would not receive the post budget commentaries for at least a
month after the Budget Reports came out.

To get around this problem, we are suggesting that each post should prepare
a Supplementary Budget Report. The format proposed for this report
is illustrated in Exhibit 9 facing this page.

It can be seen that this report is simply the Budget Report of the prior
month updated to reflect transactions at the post in the current month.,
Thus its preparation would not require a great deal of additional work
by administrative personnel at the post.

The column headings in the Supplementary Budget Report are identical to
those in the regular Budget Report except for Columns 4 and 5. These
columns have been added to provide the updating for the current month
mentioned above. The addition of the current month's expenditures
(Column 5) to the prior month's year to date expenditures (Column 4)
would provide the expenditures to date figure in Colum 6.

The step-by-step month-end procedure at a typlcal post might be as follows,
using June 30 as an example:

June 25 (say) ~ The May Budget Report is received from headquarters
and placed on file.

June 30 - The books are closed and the post account is summarized
and balanced. As described in the section on accounting
systems, the new format of the post account provides
columns for each of the sixteen reporting objects in the

" post budget. At month-end it would only be necessary to

total the sixteen columns and convert to Canadian dollars.

e
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July 2 - 3 - The Supplementary Budget Report is prepared. It
contains & line for each of the reporting objects.
Colums 1, 2, 3-and 4 are copied directly from the
| May Budget Report. Column 5 is completed by entering
i - the appropriate totals from the post account. Colummn 6
| is & manual calculation. Column 7 is completed by
j '~ calculating planned expenditures from the estimates
i worksheets, which are maintained and updated as described
: ' for headquarters' divisions. Columns 8, 9 and 10 are
£ simple manual calculations. Column 11, in the last three
iy months of the year, is obtained by taking an adding
Ly : machine tape of the open purchase order and expenditure
H ' : authority files and adding to this any other contractual
‘ ’ obligations and regular recurring monthly expenditures
that are likely to result in & disbursement of funds .
before the end of the fiscal year. ‘

July 3 - A telex transmission is made to headquarters reporting

o ~ the post's current month's expenditures and its planned
PP ' expenditures for each of the sixteen reporting objects.
i These figures are taken directly from the Supplementary
Budget Report, Columns 5 and 7.

1R July 3 - 5 - The head of post reviews the Supplementary Budget Report
e : ' - with the post administrative officer and decides on what

: action to take as a result of the figures shown in the
report.

July 6 - One copy of the Supplementary Budget Report is mailed
to the Area Comptroller accompanied by a memorandum

e commenting on variances and including journsal vouchers

i} covering any recommended budget transfers.

- As soon as the bank statement has been received, the.
i bank reconciled, and the required vouchers and other

i documentation obtained, two copies of the post account
i are mailed to the Finance Division.

j% Thus, the use of a Supplementary Budget Report would provide the needed

4 control information to the head of post at the point in time when remedial
action would be most effective. For the Area Comptroller it would provide
explanations of variances in equally timely fashion. By utilizing the prior
; ) month's Budget Report and the current month's post account as information

i ' sources, the workload of preparing the supplementary report would be kept

to a_minimum.

SPECIAL REPORTS

i
e ~

The main reporting structure envisaged for the Department under the system
of financial management we are proposing, would consist of the Budget Report
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and the Supplementary Budget Report. We believe these reports would
provide the information needed for both budgetary control and cash
control purposes. There are a number of additional reports, however,
that would be needed to meet requirements for special purpose information
in various areas of the Department. The more important of these are
discussed below, with the reporting system proposed for each.

Vote 15

Under this vote, funds are appropriated for assessments, grants and other
payments to international organizations and international multilateral
programs and special aid programs as detailed in the estimates. In the
previous section we described the special characteristics of financisl
control as it applies to Vote 15, and we suggested that any records and
reports required in connection with this vote be made the responsibility
of the Finance Division. We believe that a report issued at the end of
the sixth, ninth and twelfth months of the fiscal year would be adequate
for purposes of keeping the divisions concerned with payments under this
vote informed.

This report could use .the same general format as that proposed for the
Budget Reports, with one 1line for each item detailed in the estimsates.
Planned Expenditures would consist of amounts for which payment calls
were expected but had not yet been received. Column 9 (Firm Commitments)
could, in this case, be used to record the expected payment date for items
shown as planned expenditures.

The report would advise divisions of the status of each item in the vote
and would give them an opportunity to follow up on any item in which
there appeared to be a delay or other problem. As mentioned earlier,
Defence Liaison (1) Division may have special information requirements
which Finance Division should study and accommodate.

Representation at International Conferences

Also as discussed in an earlier section, the budget for international

' conferences has special financial control characteristics and requires

treatment similar to that recommended for Vote 15.

The funds provided for this purpose would be placed in the budget of the
Finance Division as an administrative convenience to the substantive
divisions concerned. However, control over the use of these funds would
remain in the substantive divisions since they actually plan the nature
and extent of Canadian participation in each conference, including the
slate of delegates. They must be aware of the financial implications of
their plans, particularly insofar as plan changes are concerned, and they
must make the decisions on re-allocations of funds which are inevitably

required during the year,

We suggest, therefore, that the Finance Division should prepare a monthly
statement covering this item of expenditure, using the format of the
Budget Report, and should circulate this statement to all divisions concerned.
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PASSPORT DIVISION

STATEMENT OF INCOME AND EXPENSE FOR THE YEAR ENDED MARCH 31

ISS
oromare | oroarr ERSWAL OF | DPIOMATIC | hrorakTe TOTAL
PASSPORTS | PASSPORTS | CERTIFICATES | & SPECIAL & SPECIAL
OF IDENTITY | PASSPORTS | PASSPORTS | THIS YEAR | LAST YEAR

INCOME $1,338,729 $108, 959 $11,612 $19,420 $4,974 $1,483,694 $406,752
EXPENSES

PERSONNEL 649,596 56,312 6,414 8,416 2,874 723,612 641,495

TRANSPORTATION & COMMUNICATIONS 141,064 12,316 1,201 1,420 320 156,321 135,376

PROFESSIONAL & SPECIAL SERVICES 560 - - - - 560 525

PURCHASED REPAIR & UPKEEP 1,500 - - 178 - 1,678 1,200

UTILITIES, MATERIALS & SUPPLIES 223,548 17,302 1,912 2,473 879 246,114 210,307

OTHER EXPENSES 1,403 490 90 210 - 2,193 2,649
TOTAL EXPENSES ) 1,017,671 86,420 9,617 12,697 4,073 1,130,478 991,552
NET INCOME TRANSFERRED TO ]

NON-TAX REVENUE 321,058 22,539 1,995 6,723 901 353,216 415,200
COMMON SERVICE COSTS

ACCOMMODATION 92,000 7,500 1,500 2,300 700 104,000 102,000

ACCOUNTING SERVICES 108,080 8,640 930 1,550 400 119,600 112,000

DEPRECIATION, FURNITURE & EQUIPMENT 2,640 260 30 50 20 3,000 2,800

EMPLOYEES' FRINGE BENEFITS COSTS 32,978 2,815 321 420 144 36,678 33,897

FRANKED MAIL 68,540 5,460 560 980 260 75,800 71,950

INTEREST CHARGES 11,035 . 852 100 160 60 12,207 10,872
TOTAL COMMON SERVICE COSTS 315,273 25,527 3,441 5,460 1,584 351,285 333,519
NET INCOME (EXPENSE) 5,785 (2,988) (1, 446) 1,263 (683) 1,931 81,681

oL LI9IHX3
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- Headquarters Travel

Almost all divisions incur travelling expenses in carrying out their
assigned tasks. In some cases, this is their only direct involvement

in financial matters. As suggested previously, we believe that responsi-
bility for travel funds alone is not sufficient justification for a
division to be designated as a responsibility centre, with the account ing
and reporting requirements which this would involve. It was proposed,
therefore, that the travel budgets for all divisions not otherwise
designated as responsibility centres should be consolidated in a single
departmental travel allotment administered by the Finance Division.

So that individual divisions could assess their travel plans in the context
of available funds, we suggest that Finance Division issue a monthly report
to all divisions concerned, reporting for each, the budget originally

approved for that division, expenditures to date and the balance remaining.

Passport Division

As a result of an earlier study of the operations of the Passport Division,
it was recommended that these operations should be financed through the use
of a working capital advance. If this recommendation (with which we are in
agreement) is adopted, it will mean that a special report will be required
to show both the income and expense associated with the operations of this
Division. An illustration of how such a report might look is set out in
Exhibit 10 facing this page.

Subsidiary Statements

One of our objectives in designing the proposed reporting system has been
to reduce and, where possible, eliminate detailed record keeping by the
imividual responsibility centre. However, responsibility centres need a
record of expenditures that they have made, and particularly of expendi-
tures that have been made on their behalf by other centres. Only in this
way can they know the make-up of the totals appearing in the Budget Reports
to assist them in explaining variances, to tell them what has been spent
against expenditure authorities they have issued, to enable them to satisfy
tnemselves and their creditors that a cheque actually was issued in payment
of a given account, and to reveal any expenditures that may have been
improperly charged against their budgets.

To provide such a record for headquarters' divisions, it is proposed that a

Subsidiary Statement should be produced on the computer as a by-product

of the Budget Report for each division. The Subsidiary Statement would show
the individual transactions making up the total for each reporting object .
in the budget of the division under column headings as follows:
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(a) Source of entry (supplier, journal entry, post account, etc.)
(b) Expenditure code
(c) Amount

Maintained onvfile, the monthly statements would provide a complete
record of the year's transactions,

The first use for the statement, immediately it was received, would be
to update the file of open purchase orders and expenditure authorities.
The statement would show what payments had been made against these
purchase orders and authorities, which could then be transferred to a
'paid' file, or the amounts entered on them if there were still charges
to come. This would enable the responsibility centres to eliminate
these items when the next calculation was made of planned expenditures.

The Subsidiary Statement provided to posts served by a District Treasury
Office would be identical to that described above., All other posts,
however, already possess & record of the expenditures they have made,

in the form of the post account itself. In these cases, the Subsidiary
Statement sent to the post would include only those transactions that
represent disbursements made at headquarters on behalf of the post and
charged to the post budget, plus the details of all adjusting journal
entries etc. Posts, like headquarters divisions, would use the Sub-
sidiary Statement for reconciliation purposes and particularly for
updating their file of open expenditure authorities.

Country Cost Reports

For program planning generally, and in particular for the evaluation of
priorities during the program review, the Department needs to know, to
the maximum extent practicable, the cost of its activities in each of
the countries in which it is represented.

As discussed later in this section, provision for such a breakdown has
been made by including an "allocation" field in the proposed coding
block. Costs related to a specific country typically consist of the
budget of the post itself plus expenditures under the budgets of various
divisions at headquarters. It is suggested that the "allocation" coding
should be used on both kinds of. expenditure to identify a specific

. country. The computer would accumulate costs by "allocation centre" each

month and store the cumulative totals on tape.

Reports of total costs by country could then be produced on request any
time during a year and at the end of the year. The coding provision is
such that these country reports could be produced in as much or as little
detail as desired. The exact format of each country cost report should
be determined by the particular planning requirement giving rise to it.
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. '"BCHNICAL CONSIDERATIONS

There would be & number of technical problems to be overcome in intro-
by ducing the proposed reporting system, particularly in producing monthly
ol reports by the required deadline while maintaining the accuracy and

! internal consistency of the data. The most important problems would

L arise in obtaining a consistent cut-off point each month so that all

v responsibility centres report comparable data, and so that items are

0 not double-counted (e.g. both as actual expenditures and as planned

! expenditures). These problems are discussed below for the two principal
£ types of responsibility centres - headquarters divisions and posts.

Divisions

One of the possibilities for overcoming the problem arising out of the.
cut-off requirements of the Chief Treasury Officer and the Computer
Centre, and for preparing the Budget Report on a calendar month basis
as suggested earlier, is the use of a duplicate set of transaction
(punched) cards. TUnder this arrangement, the punched cards that are
presently produced by the Comptroller of the Treasury for cheque issue
and expenditure reporting purposes would be produced in duplicate, with
one set being used for a calendar month run for departmental purposes
£ and the other for the internal requirements of the Comptroller. If this
f arrangement is feasible, the following procedures would apply to the
processing of invoices by headquarters responsibility centres.

A1l invoices, vouchers and other accounting documents pertaining to a

B given month (to be included in the Budget Report for that month) that
were ready for processing before the end of the last working day in the
month, would be stamped with the name of the month in which they were
i ‘ to be included. The stamp would be changed on the first day of the new
g month. Any vouchers on hand and not processed by the end of the month

‘ would be included in the "planned expenditures" figure for Budget Report

i purposes.

A1l vouchers would be processed as usual by the Chief Treasury Officer
and the Computer Centre, except that the "calendar month deck" would be
kept open to- the tenth of the ensuing month, in order to include in the
computer run all items bearing the stamp of the previous month.

One other potential problem area relates to outstanding expenditure
authorities. Divisions issue these authorities to posts from time to
time as an authorization for the post to undertake certain disbursements
and charge them against the budget of the issuing division. At month-end,
the "balances" remaining in such expenditure authorities that have not
been spent, or where the division concerned has not been officially
notified by the Subsidiary Statement described earlier that some or

all of the authority has been spent, would be counted as "planned
expenditures" by the division.

T L I e e
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. The report of expenditures that we are suggesting should be telexed by
each post at the end of each month might, however, contain additional
disbursements against one of these authorities. If these were incorpo-
rated into the Budget Report as an actual expenditure, when the division
that had issued the expenditure authority had also included them as a
"planned expenditure™, double counting would result. We therefore suggest
the following rules should be built into the program for processing these
items on the computer:

(a) Do not include post expenditures on behalf of the headquarters
divisions in the Budget Reports for the month to which they apply
(sey June expenditures telexed on July 3rd).

‘(b) Include them, however, in the Subsidiary Statement covering, say,

‘ June expenditures furnished to the divisions in July, so that these
divisions can adjust their outstanding authority files accordingly,
and thus the "planned expenditure" figure they will be reporting at
the end of July.

(c) Enter them as an expenditure of the division, by journal entry, in
the month following that to which they apply. In the example
given, they would be entered in the month of July so that they
would be included in the "expenditures to date" column of the
Budget Reports (for the divisions concerned) covering July expendi-
tures and issued in August. As noted in (b), by the end of July
these expenditures would have been excluded from the "planned

expenditure" figures of the divisions concerned, so that there
would be no danger of them being counted twice,

Posts

The problem of mailing delays for post accounts would be overcome by the
transmission of expenditure data to Ottawa via telex, and by having all
posts close their accounts on the last working day of the month.

The information would be received in Ottawa in the form of a printed
sheet and punched tape. All tapes would be checked for transmission
accuracy. When all posts had reported and the data had been verified,
the tapes would be consolidated and the first printout would be used as
a basis for the credit to the revolving fund and the charge against

the appropriation. '

Then the Budget Reports and Subsidiary Statements would be produced.

later the individual post accounts would be received by mail and subjected
to the normal audit by the Chief Treasury Officer. Errors would be
corrected by adjusting journal entries to revise the accumulated expendi-
ture totals in the computer memory.

Posts, in common with headquarters' divisions, may issue expenditure
authorities from time to time which could also result in double counting.
However, the problem would not be as acute in the posts as it would be




Woods, Gordon & Co.
- 114 -

at headquarters, since the post would use the Supplementary Budget
Reports for budgetary control and variance analysis purposes. The
Budget Reports sent to the posts would be used primarily as a starting
point for the next month's Supplementary Budget Report. By the time
i they came to use the figures from the Budget Reports, the posts would
| . ‘have received the detailed transaction run (the Subsidiary Statement)
' and would have adjusted their outstanding authority files and "planned
“expenditure" figures accordlngly Thus, there is little danger that,
if headquarters expenditures on behalf of posts were included in the
post Budget Reports, they would also be included in the post's "planned
- expenditure" figures.

At the same time, since the "planned expenditure" figures telexed to
‘headquarters by the posts at the end of each month would not have been
adjusted to reflect any headquarters expenditures on behalf of the

') posts during that month, but since these expenditures would have auto-
R matically been included in the data from which the computer would prepare
ol the Budget Reports, provision must be made for excluding them again in
any consolidations of post Budget Reports for higher levels of authority.
0 This can be accomplished by adopting the following rules for processing
il post data on the computer:

(&) TFor the Budget Report to the post, include all transactions
charged to it regardless of source.

(b) For all consolidations of BudgetiReports involving post figures,
exclude disbursements made at headquarters chargeable against a
post's budget. .

(c) The accumulated expenditure figures to be used for the following
month's Budget Report should be taken from (a).

We regret that we were not able, in the time at our disposal, to devise

o & simpler procedure for dealing with this problem. We suggest that further
study should be given to it during the implementatlon phase in the hope
that such & procedure can be found.

CASH CONTROL

The term "cash control" as used in this report refers to the accounting

 and reporting mechanisms that are used by both the Department and the
P central agencies to ensure that departmental appropriations are not
§ overspent, and by the Department to minimize the possibility of funds
. "lapsing". The term "lapsing" refers to the situation where funds made
available to the Department cannot be used in the year for which they
] were provided, and are lost to the Department since they cannot be
carried forward to the subsequent fiscal year.
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With the introduction of a formal system of budgetary control, cash
control assumes a secondary although still distinct role in departmental
financial management. There remains a statutory responsibility not to
overspend departmental appropriations. If the Treasury Board were willing
to adopt a less restrictive form of primary allotment control than exists
at present, along the lines suggested later in this section, cash conirol
within the Department would be greatly simplified, and would be of concern
primarily in the last few months of the year.

In the following pages, after a brief desciiption and assessment of the
present system, we describe the cash control mechanisms that we believe
would meet the Department's needs in this respect.

Present System

The primary orientation of the present system of financial management in
the Department is.to cash control. Since this system has been . described
in terms of its various components in other parts of the report, we will
not attempt to recapitulate here, other than to outline very briefly the
role of the various bodies that are involved in the control of departmental
expenditures.

1. Parliament - controls by vote. The Department receives an
appropriation for each of several votes, and
expenditures must not exceed the funds provided
in each - unless additional funds are provided
through Supplementary Estimates.

controls by primary allotment. The main sub-
divisions of each code vote form the primary
allotments. Funds provided within any given
allotment cannot be overspent without the approval
of Treasury Board for a transfer of funds from
some other allotment within the same vote.

2. Treasury Board

3. Comptroller of
the Treasury controls by commitments. The Chief Treasury
Officer serving the Department will not approve
items for payment unless funds have previously
been encumbered for the purpose. The device used
by the Department to do so is called a Financial
Encumbrance. These, in effect, form subdivisions

within the primary allotment.

controls through the use of Financial Encumbrances
within each allotment to create subdivisions for
certain spending divisions in the Department and
for many specific purposes within these divisions.
The Allotment and Expenditure statement issued

4, The Department
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monthly by the Chief Treasury Officer reports
the’ status of these sub-allotments, as do the
detailed Expendlture Statements prepared by the
computer centre,

The present system is 1ntentlonally restrlctive, but has served its
purpose of preventing the overspending of allotments. Its negative
effects on operating management have already been described.

Proposed System

Under the system of financial management we are proposing, effective
cash control can be exercised without seriously inhibiting the operating
freedom of responsibility centre heads provided the following two
conditions.are fulfilled:

(1) The primary basis of control corresponds to the responsibility
‘ accounting structure.

(2) The reporting system provides prompt and accurate information to
each head regarding the status of the budget for his responsibility
centre or responsibility group. The principle here is that if each
segment of the budget is under control, the budget as a whole is
under control.

_We believe that the reporting system propOSed earlier in this section would

be capable of meeting the second condition. The suggestions contained .in
the following pages are designed to meet the first.

CONTROL BY PARLIAMENT

The current vote structure of the Department conforms to Government-wide
practice and we would not anticipate any change in it. This vote structure
is as follows: :
Vote Number Name
(s) Statutory items
1 Administration, Operation and Maintenance

10 Construction, Acquisition or Improvement of
o Buildings, Works, Land and Equipment:

15 Assessments, Grants, Contributions and other payments
to International Organizations and International
Multilateral Economic and Special Aid Programs.
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EXHIBIT 11

VOTE 1:

VOTE 10:

VOTE 15:

5.

8.

PROPOSED PRIMARY ALLOTMENTS

Allotment Name

- Personnel Administration

Communications

Headquarters'
administration

Administration
abroad

Program direct
costs

Acquisition of land
and buildings

Other capital

Grants,
assessments, etc.

Responsibility
Group

Personnel Branch
Communications Branch

Finance and
Administration Branch

Finance and
Administration Branch

Agsistant Under-Secretary
(Functions)

Finance and
Administration Branch

Assistant Under-Secretary
(Administration)

Finance and
Administration Branch
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CONTROL BY TREASURY BOARD

The Treasury Board, governed by the I&nan01a1 Administration Act, is
required to exercise control on the basis of (Section 29) "a division
of the appropriation ... into allotments in the form detailed in the -
estimates submitted to Parliament for such appropriation ..., or in
such other form as the Board may prescribe". At present, this division
is based on standard objects of expenditure. .

We recommend that, in order to bring the basis of control into line with
the proposed responsibility structure, the primary allotments should be
as shown in Exhibit 11 on the opposite page. The breakdown of the votes
in this manner would clearly associate the control of each allotment with
the responsibility span of a single organizational unit. The head of
each responsibility group would be responsible for his allotment(s) in
terms of overspending and lapsing, and the proposed reporting system
would provide the information he needs to discharge this responsibility.
Within the limits of such allotments, maximum authority delegation would "
be feasible because there would no longer be a conflict between the
management control and the cash control structures.

CONTROL BY THE COMPTROLLER OF THE TREASURY

The commitment control to be exercised by the Comptroller is described
in Secticn 30 of the Financial Administration Act as follows.

"(a) No contract providing for the payment of any money by Her Majesty
shall be entered into or have any force and effect unless the
Comptroller certifies that there is a sufficient unencumbered

- balance available out of an appropriation ...

b) Every contract involving the payment of money by Her Majesty
P
shall be submitted to the Comptroller as soon as it is made or
entered into ...

(c) The Comptroller shall establish and maintain a record of all
commitments chargeable to each appropriation,”

The practice which has evolved for complying with the above consists
essentially of making blanket encumbrances for large classes of day-to-day
expenditures, as specified by the Department, and restricting specific
commitment action to individual contracts involving mgnificant dollar
values.

Under the proposed financial managemenf structure we would suggest no
change in the treatment of individual large contracts. However, in
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. accordance with the overall re-alignment of cash control with responsi-
bility groupings, there should be a great reduction in the number of
blanket commitments (Financial Encumbrances) needed.

In Vote 1, a single encumbrance should be raised for the total amount of

each of the primary allotments, except in the case where more than one
Treasury Office is to be involved in disbursements. Thus, the Communications
Branch might encumber a small portion of its allotment for expected disburse-
ments at the District Treasury Offices abroad, and issue a single encumbrance
for the balance. Similarly the allotment for Administration Abroad would be
divided between four small encumbrances to cover local disbursements at the
four District Treasury Offices abroad and a single encumbrance for the
balance. Normally any other headquarters' responsibility centre desiring

-to make a disbursement through a District Treasury Office would issue a
specific expenditure authority for the purpose and have it certified by

the departmental Chief Treasury Officer. Any division foreseeing recurring
requirements of this kind would, of course, be free to issue an appropriate
‘blanket encumbrance. ~ o

In Vote 10, the situation would be only slightly different. The allotment
shown as number 6 on Exhibit 11 would be entirely in the Property Mansgement
Division but would probably involve numerous large individual contracts. The
Division should issue a single blanket encumbrance for all expected spending
not in this category. Allotment number 7 would consist of requirements by
several responsibility groups. It should be encumbered accordingly; for

- example, one encumbrance for each of Communications Branch, Finance and
Administration Branch and the posts (in total).

The encumbiaﬁcé of funds in Vote 15 could continue to be handled as at
present. '

CONTROL BY THE DEPARTMENT

Commitment Control

We believe the system of reviews, budget commentaries, and consolidated
reports outlined previously in this section, if used properly and conscien-
tiously, would provide a satisfactory means of coping with the cash control
problems of overspending and lapsing. As part of this system we have
provided for the keeping of commitment control records (files) in each
responsibility centre and the reporting of a "Firm Commitments" figure in
each of the last three months of the year. :

. We believe these figureé would provide & check on whether "planned expendi-
ture" figures were realistic or not. They would also indicate those areas
from which uncommitted funds could be withdrawn, if necessary, in order to
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meet an urgent need for funds in some other centre. Their primary

~ purpose, however, would still be to provide a means whereby each
responsibility centre could ensure that it did not overspend the funds
provided to it. 4

The term "commitment" is used in various ways in the-Government. For

the purposes described in these paragraphs, it can be defined as all
contractual obligations such as leases and outstanding purchase orders,
outstanding expenditure authorities, and all recurring types of expendi-
tures that it is known will have to be paid regularly during the remainder
of the year such as salaries, utilities, etc. When the qualifying word
"firm" is added, it means that only those commitments should be included
that are likely to result in a disbursement of funds before the end of
the fiscal year.

During the last three or four months of the year, each centre should
maintain a running balance of the funds remaining in its budget after
deducting expenditures to date plus firm commitments for the remainder

of the year. A separate balance would be maintained for each subdivision
of the centre's budget that the centre could not overspend. All major
expenditures would be written off the balance as they were incurred, and
any proposed major expenditure would be compared to the funds available
before 8 decision was reached to incur the expenditure. All balances
would be updated each month as the Budget Reports and Subsidiary State-
ments were received.

All headquarters' responsibility centres would report firm commitments
for inclusion in the Budget Report during the last three months of the
fiscal year, so that the figures could be consolidated for each responsi-
bility group except the posts. During these months, the posts would
report their firm commitments, via the Supplémentary Budget Report, to
the Area Comptrollers. Certain adjustments to these figures would be
carried out by the Area Comptroller as explained below. Then & consoli-
dated commitment total would be prepared manually for the allotment,
Administration Abroad. In both cases, & comparison of the firm commlt-
ment figures with the planned expenditure figures would provide a rough
measure of the latitude available for reducing expenditures where there
was a danger of overspending.

The need to report and consolidate commitments manually for posts arises
from the long mailing time between posts and headquarters, and from the
fact that some post commitments may be in the form of outstanding
expenditure authorities issued by them to various divisions in headquarters.
Such outstanding authorities would be counted by the post as firm commit-
ments even though the division concerned might not be able to purchase the
item requested and have the invoice paid before the end of the fiscal year.

A simple method of overcoming this problem can be developed from the
routine that we suggest each Area Comptroller should follow to help him
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carry out the expediting and coordinating role described for him earlier
in the report. The suggested procedure is as follows:

1. The post issues a preﬁuﬁbered expenditure authority to the head-
quarters' division and sends one copy to the Area Comptroller.

2. The Area Comptroller maintains an "open" authority file for each
post coming within his jurisdiction. He also maintains a diary
or "tickler file" for follow-up purposes, and enters the post and
authority number against the date on which he should contact the
division concerned, if no purchase order has been issued or other
action taken in the interim.

3. The division concerned issues a purchase order showing all details,
including anticipated shipping data and routing. A copy goes to
the Area Comptroller as well as to the post.

4. The Area Comptroller attaches the purchase order to the authority
and makes a note in the tickler file against the date on which he
should follow up this transaction again.,

5. When the invoice is received, a copy or other notification is
forwarded to the Area Comptroller who enters it in his file and
transfers the relevant documents to an inactive file - if the
shipment has completed the purchase order and the purchase order
has completed the expenditure authority.

As noted above, the Area Comptroller can also use these files in the
last few months of the year to adjust the firm commitments figures on

the Supplementary Budget Reports received from posts. Those items that
the Area Comptroller's files, or a phone call to the appropriate '
division, indicates will not be received and paid for within the fiscal
year should be deleted from the firm commitments figure reported by the
post concerned, to ensure an accurate figure for each post before consoli-
dation,

Interim Supply

Interim supply refers to the supply of funds which are made available

to the Department during the period which intervenes between the tabling
of the Ammual Estimates and the passing of the departmental estimates by
Parliament. '

During these periods, funds are in short supply and priorities may have
to be established for expenditures. Salaries, wages, allowances and
other personnel costs come first. Other priorities have, in the past,"
been determined by the Head of the Finance Division in consultatlon

with the Chief Treasury Officer.
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The restriction of funds and the duration of such restrictions has
never been of sufficient severity to justify any rationing of funds
between spending units. It would appear that no such requirement is
likely to arise either, under the system we are proposing, since
adjusting mechanisms are available which can compensate for any short
term treasury shortages which may occur during interim supply.

If, in the future, spending patterns emerge which create more severe
restrictions, consideration should be given to a'method of rationing
funds between responsibility centres that would allow them to spend
such funds according to their own scales of priorities.

Use of Sub Votes

Sub votes are subdivisions of parliamentary votes that represent the
cost of certain departmental activities over which the Treasury Board
wishes to exercise specific control. They include such activities as

" Canadian participation in the International Commissions in Indo China,

and Canadian representation at International Conferences.

We have not made provision in the cash control or expenditure coding
systems for the continued use of these sub votes since some of them,
such as "Cultural Relations and Academic Exchanges", could be identified
ag reporting objects within g responsibility centre. Transfers in and
out of objects such as these could be treated as an exception to the
general principle of freedom to transfer within budgets, and could be
sub jected to whatever specialized type of control the Department and

the Treasury Board feel is warranted by the nature of the expense.

Other activities, such as Canadian participation in the Indo China
Commissions, the costs of which could involve & number of the proposed
responsibility centres, would have to be set up as additional primary
allotments if it is considered necessary to segregate the costs of such
activities for both estimating and control purposes. If, however, it

is necessary to merely identify the costs of such activities for possible
recovery or for information purposes, this can be done through the use of
the "allocation" field in the proposed coding structure discussed later in
this section.

EXPENDITURE CODING

Expenditure coding is a means of identifying a tiansaction in such a way
that it can be grouped with like transactions for the purposes of manage-
ment reporting in the Department and for the Government as a whole. Like

expenditures in this context can refer to expenditures of a similar nature,

applying to the same project, made by the same responsibility centre or
related to the same program or activity.
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Because.of the implications for cash control and for economic analysis,
there is a Covernment-wide policy applicable to expenditure coding.
Management Improvement Circular MI-8-66 states "Beginning April 1st,
1967, departments will code. their line objects to reflect the correspon-
ding economic objects as listed in Appendix B". Paragraph 5 states
"Effective April 1st, 1968, the new standard objects will be used by
Treasury Board to control departmental expenditures until such time as
q departments introduce program budgeting by activity and responsibility.
i centre ..., Departments should consider adopting a format that will .
L facilitate conversion to program budgeting and complete implementation ‘
: of the new system of expenditure coding".

In the pages that follow, we examine the present system of expenditure
coding in the Department in the light of both the Department's and
Treasury Board's requirements, and suggest the changes that we believe
are necessary to meet these requirements.

Present System

For the 1967-68 fiscal year, the Department made provision in its coding
system for the new standard objects and also the economic objects.
However during the year it became evident that a complete review of the
coding was required, Errors in coding were numerous and there was a
basic lack of understanding of the intent and use of the existing coding
structure. | ' ' IR

Finance Division embarked on a program to ensure first, that the line
object coding was purified and second, that the individuals using the
coding received training in the use of codes and explanations as to
their end use. This was accomplished prior to the commencement of the
1968-69 fiscal year. The line object coding was reviewed and, where
necessary, revised. A change in the coding manual format was introduced
to facilitate easier coding and to reduce the incidence of errors. A
short training program was established and employees atiending were given
an opportunity to present questions and discuss their problems. This
approach appears to be having good results in terms of reducing errors
and increasing staff understanding of the system.

g‘ For the 1968-69 fiscal year, the Department is using & sixteen digit

: expenditure classification code which is called a coding block. Within
this block, the sixteen digits have been grouped into coding fields

which are used to identify a particular characteristic of the expenditure.
When it is wished to group expenditures according to such a characteristic,
they are sorted (electronically) using the information that has been
entered in the appropriate field. ’

The 1968-69 expehditure codihg bldckMis illustrated below, showing the;
mme of each field and indicating the number of digits provided.
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‘ NUMBER
FIELD DESCRIPTION OF DIGITS

Division - to which funds have been allotted 2
Establishment - for which expenditure has been made 3
Code vote - subdivision of a'vote e.g. Departmental

Administration 3
Project - divisional or departmental projects :

e.g. Nato Move 4
Line object - nature of the expenditure e.g. rent

allowance or office supplies 4

16

The total coding block must be filled, using zeros where necessary.

The information is subsequently punched into cards to act as an input
for the computer's tabulations. It can be seen that, provided the
coding is accurate, all expenditures can be retrieved and collated

into any desired grouping within the scope of the coding fields provided.

As mentioned previously, a study was carried out within the Department
to relate line object codes to the corresponding economic objects as
required by Management Improvement Circular MI-8-66. However, no
attempt was made to change the coding otherwise, the existing fields
being left unchanged until the proposed responsibility centres had been
defined and accepted.

h

Proposed System

While the names of the fields would be changed under the coding system
we are proposing, their function and definition would be quite similar.
to the present system. The structure of the proposed coding block would
be as follows:

NUMBER
FIELD OF DIGITS
Primary allotment 2
Responsibility centre 3
Treasury office 1
Allocation 3
Project : 3
Object of expenditur 4
Total 16
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e - Definition of Fields

The purpose for which each of the ‘@bove fields would be used is outlined
below.

1

o 2.

3.

Primary-Allotment would indicate: the principal subdivisions of each
vote. This code field would be used for both departmental and
Treasury- Board control. In the event that there is a requirement
for sub vote control, as mentioned earlier in the section, thls
field could be used for this purpose as well.

Responsibility Centre would indicate the responszbillty centre to
whose budget the expenditure is to be charged.

Treagsury Office would indlcate where the disbursement occurred,
using the digits 1 to 5 to identify the Headquarters Treasury .
Office and the four District Treasury Offices abroad, and the
digit 6 to identify disbursements made by posts other than those
served by one of the District Treasury Offices. This information

" would be required when transactions were being consolidated for the

Budget Reports. The processing rules to avoid double-counting,
outlined earlier in this section, state that certain transactions
would be excluded from the congolidation based on where the disburse-
ment occurred. The Treasury Office coding field would be used for

~this purPOSe.

Allocation would 1ndlcate the post or other unlt on whose behalf
funds were being spent, regardless of whose budget they came out

of.* While the unit shown in this field would be the same, in most
cases, as that shown in the "responsibility centre" field, its
primary usefulness would be in reflecting those 31tuat10ns where

an administrative support division (e.g. Property Management) spends
from its funds to implement certain plans at a post. This field
would indicate the post at which the expenditure was made, '

Project would remain the same as the present "project" field, but
the number of digits has been reduced to three as the estimated

- number of projects for 1968-69 (150) is well within the three

'~ digit capacity of 1,000 numbers.

6.

Line Object would be used for the same purposes as at present, with
the first two digits relating to the new standard objects, the third
digit to the reporting object, and the fourth digit to the line
object. This would provide for up to ten reporting objects for. each
standard object and up to ten line objects for each reporting object
(to provide the detail needed to tie in with the government’

economic objects).

In the case of the headquarters divisions, this would mean that their
‘present breakdown of expendltures (which is prlmarlly'by line objects)
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could be grouped by reporting objects if they feel the present detail
iz not required for management purposes.

In the case of the posts we are suggesting that they should report their
figures on a reporting object basis only. Since this would not provide
the line object breakdown required for economic object reporting purposes,
a special arrangement would have to be made.

We suggest that the Chief Treasury Officer should use percentage figures,
based on an analysis of past expenditures and revised annually, to break
down reporting objects into the required economic objects. We have
discussed this possibility with representatives of the Comptroller of

the Treasury, and have been assured that such an arrangement would be
acceptable to them. The amount involved is not large, and the alternative
would be to have the posts transmit their expenditures by line objects,
which would increase the cost of this procedure very substantially.

Petty Cash Expenditures : : {

The same principle could be applied to the distribution of petty cash i
disbursements at posts. At the present time, petty cash vouchers are
individually coded even though the amounts involved are very small. If
an analysis were made of the typical distribution of petty cash expendi-
tures at a number of posts between local transportation, express charges,
and other principal categories of expenditure, it would be possible to
apply the results of this analysis, expressed in terms of percentages,

to the petty cash expenditures of each post.

This would eliminate the necessify of coding each petty cash voucher , K
and recapping the disbursements for expence distribution purposes. The E
vouchers would, of course, still be subject to the same sort of check :

as at present for proper authorizations and the propriety of the expendi-
tures.

Coding Financial Encumbrances

The current coding block has provision for a financial encumbrance number
at the extreme left of the coding block. This would remain unchanged
under the new coding systen. »

B e I p—

Responsibility Groupings l

Provision must be made in the coding system for comsolidating the results 4
of responsibility centre operations into responsibility groups with reports :
for the head of each group. This can be done in either of two ways. The

first would involve adding a field to the coding block or enlarging the

"responsibility centre" field to identify the group to which the responsi-

bility centre belonged. A simpler method, however, and the one we recommend,
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would be to build into the computer program an instruction to combine
the totals for the responsibility centres making up a particular
repponpibility group into a total for that group.

The'groupings that gouid be used for normal Budget Report purposes are '
shown in Exhibit 11. Groupings by primary allctment are provided for
in the coding block and these can be consolidated into groupings by vote.

REVENUE CONTROL

Our terms of reference call for recommendations with respect to improved
financial controls over revenue "consistent with the proposed structure
for responsibility accounting".

~ For purposes of this study, the terms "revenue" and "financial contrdl“

have been defined in the following manner:

(a) Revenue refers to proceeds from the sale of goods produced or
services rendered by the Department, for which it is entitled to
make a charge. It does not refer to proceeds arising out of
such matters as the disposal of capital assets, recoveries of
previous year's expenditures or payroll deductions from employees.

"(b) Financial control refers primarily to the responsibility for
deciding on what goods or services shall be charged for, who shall
be charged, and how much they shall be charged, and for ensuring
that all sales of goods and services are billed and collected.

Thus, &s is the case with respect to financial control over expenditures,
our study is principally concerned with the decision making prccess under
an appropriate responsibility accounting structure rather than the internal
control functions of safeguarding assets, preventing the misappropriation

of funds, etc.

Types of Revenue

Disregarding for the moment the definition of revenue set out above, the
various types of income that are classed as departmental "non-tax revenue",
and the amount received by the Department in each of these categories in
the 1966-67 fiscal year, are as follows:
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Return on Investments

Interest earned on loan to Ceylon to purchase
Canadian wheat

Interest esarned on United Nations bond

Interest earned on loan to India to purchase
Caribou aircraft

Interest earned on loans to employees in
connection with postings and major medical
expenses

Privileges, Licences and Permits

Pasgport and visa fees

Rent paid by employees living in government-
owned accommodation abroad

Proceeds from Sales

Revenue arising from the disposal of property,

automobiles and equipment abroad

Services and Service Fees

Revenue earned from the rendering of consular, -

notary, etc. services abroad

s

Refunds of Previous Year's Expenditures

This is in reality not a revenue item but a
reduction of expenditures

Miscellaneous

Superannuation contributions from non-public
servants employed in diplomatic positions

Miscellaneous revenue arising out of sundry
claims, postage sent in by passport
applicants, etc.

Service charges on development loans made by
the External Aid Office

23,996

117,328

319,622

4,136 § 465,082
1,217,805
‘ 8,824 1,226,629
23,421
16,577
169,959
9,222
5,776
95,860 110,858

$2,012,526
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Control Requirements

Our study 1z concerned with the regponsibility for setting charges and
collecting revenues in connection with two of these categories of revenue,
namely:

Passport and visa fees

Consular, notary and similar fees

Basis for Charging

The fees to be charged for most of these services are set out in the -
Tariff of Canadian Consular Fees contained in Chapter 14, Schedule A of
the Canadian Consular Instructions, Amendment No. 35, dated June 16, 1958.

The authority for making such charges, including what services to charge
for, who to charge, and how much to charge is governed by Order-in-Council.
Thus, any changes in the fee structure can only be made through an Order-in-
Council as well. Submissions for changes can originate in any one of the
departments concérned, such as External Affairs for consular fees, and’
Manpower and Immigration with respect to visa fees, and are normally made

-through a joint submission by the Ministers of such departments.

Although the basis on which these charges were originally set appears to

be lost in antiquity, the impression of some of the longer service employees
in the Department is that they were related to what other countries were
charging at the time, principally the United Kingdom and the United States,

Cost of Services 7

" Little attempt was made by the Department, until very recently, to determine

the actual cost of these services or to have the charges made for the
services keep pace with general increases in costs since the time at which
the charges were originally established or last adjusted. However, shortly
before the commencement of our survey, the Passport Division commissioned
a study to develop a system for identifying the costs of the various
services it provides, as well as to establish a more effective method of
controlling its costs., We comment on the results of this study in the
section of our report covering Accounting Systems. ,

With the information provided by the proposed cost system, the Department
should have no difficulty in determining the costs of the services it
provides in this area. Since these accounted for at least $1,170,000 out
of the approximately $1,230,000 revenue derived from passport, visa and
consular fees in 1966-67, the introduction of the system would mean that
the Department would have a basis for determining its costs and thus a
proper basis for setting its charges with respect to over 95% of the services
for which it is entitled to make a charge.
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The cost of the consular services it provides could be determined by
a special cost study, if this were considered worthwhile. However,
the amounts involved would not justify the establishment of any sort
of a cost system to determine’ such costs on a continuing basis.

Responsibility for Controlling Revenues

The responsibility for determining costs, where applicable, and for
suggesting any changes in the basis of charging for services, including
who to charge, how much to charge, and what to charge for, would rest,
under the proposed responsibility accounting structure, with the Head
of the Passport Division in the case of charges for passports and .
certificates of identity, and the Head of the Consular Division in the
case of charges for other services.

Accounting Control

The present system for ensuring that all services for which the Department
is entitled to charge are billed and collected appears to be quite adequate.
Transactions are on a cash basis so no problem exists with respect to
ensuring that accounts are collected.

Passport blanks are serially numbered, and a report is prepared each month
by the Passport Division showing the number of blanks on hand at the
beginning and end of the month, the number issued and the number cancelled.
This report is sent to the:Chief Treasury Officer where it is reconciled
with the cash receipts reported by the Division for the month.

Each post is given a supply of passport blanks which it must account for

in dollars, cancelled blanks or blanks not issued. Each month the Passport
Division supplies the Chief Treasury Officer with a 1list of the passport
blanks sent to each post during the month, At the end of the month, a
reconciliation is prepared by each post which is forwarded to the Chief

‘Treasury Officer and checked by his staff against control ledgers maintained

for this purpose.

Revenue from charges for consular services is controlled through the use of
special stamps in denominations of 5 cents to $§5.00. Stamps equal to the
amount charged for the service are placed on the document concerned and
cancelled by the Consular Officer so that they cannot be re-used. Records
of stamps issued to, used by, and on hand at each post are maintained at
departmental headquarters and used to check monthly stamp reconciliation
reports submitted by the posts.

It would appear that a satisfactory method exists for ensuring that there
are no significant amounts of revenue lost to the Department through
passports being issued or consular services provided without an appropriate
charge being made and the proceeds credited to the Department. This control
is derived from the independent reconciliation carried out each month of the
passport blanks used and the consular stamps issued with the actual cash
received from each of these activities.
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There were slightly over 3,000 passports issued "gratis" during the
1966-67 fiucal year by the Pascport Division. Since more than 90%

of these were for dependents of service personnel posted abroad,

whose applications were supported by letters from the Department of
National Defence, there would appear to be little possibility of
revenue being lost from this source. A certain number of passports
are issued 'gratis" by the posts as well., Information as to the
exact number of such passports was not readily available. However, we
understand they are few in number, are reported individually on the
monthly report on "Consular Services Rendered Gratis" sent in by each
post, and the application forms are subjected to a detailed audit by
the staff of the Passport Division. This would, therefore, appear to
preclude any appreciable loss of revenue from this source.

With respect to the accounting for revenue arising from fees collected
for other consular services rendered at posts, such as affidavits and:
authentications, as noted previously, stamps issued must match the
services for which fees are prescribed and collected. However, the
onus rests on the integrity of the consular officer at the post to
ensure that stamps are affixed where required and bear the date, his -
initials and cancellation by the post seal. In view of the partici-
pation in the procedure by other-staff members at most posts, it is
considered that any non-collection of the fees normally required, or .
a failure to affix fee stamps, would. be the result of error or omission
rather than an intentional act upon the part of the individual concerned.

We suggest that these and related matters should be made the subject
of examination by the JInspection Service staff on their visits to
posts, to ensure that the internal control-procedures applicable to - -
these areas are satisfactory.
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ACCOUNTING SYSTEMS

In this section of the report we discuss the existing accounting
systems of the Department and the changes that would be required
in these systems to meet the information needs of the Department
under the financial management system outlined in the report.

SCOPE OF THE STUDY

The scope for developing improvements in the Department's accounting
systems is substantially reduced by the fact that practically all of
its formal accounting records are maintained and its reports prepared
by the Comptroller of the Treasury. At the larger postis (specifically
Paris, Washington, London and Brussels), District Treasury Offices .
carry out this function.

There are, however, a few special purpose records maintained by certain
divisions. These were reviewed in the course of our study along with

the accounting procedures involved in such areas as invoice certificationm,
commitment control, etc. We also examined the present and potential uses
of working capital advances in the Department.

Our suggestions for improvements in these areas are discussed in this
section under the following headings:

Accounting Systems at the Posts

Accounting Systems in the Finance Division
Accounting Systems in the Paésport Division
Accounting Systems in Other Headquarters Divisions

Use of Working Capital Advances.

Accounting Systems at the Posts

Present System

There are two accounting systems in use at the posts - one used by posts
not served by District Treasury Offices, the other used by posts served

by such Treasury Offices.
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Posts not served by a local Treasury Office are financed through a letter
of credit revolving fund or working capital advance. As a post requires
funds, it draws them from the ldcal bank against a letter of credit and
deposits these funds as a credit to a post bank account. The post
normally will draw funds twice a month and can draw up to a predetermined
maximum established by the Finance Division. The bank is reimbursed semi-
monthly by the Chief Treasury Officer in Ottawa and the reimbursement
charged against the worklng capital advance.

Post expenditures are controlled by the limitations ‘imposed by various
regulations and by specific or blanket authorities issued by headquarters
divisions. Each item of expenditure is logged against the appropriate
expenditure authority by the accounting staff of the post. In addition,
each post records its expenditures during the month on a statement known
as the post "Financial Statement".

Two copies of this statement, which when accompanied by supporting vouchers
is commonly called the "post accounts”, are forwarded monthly to the Chief
Treasury Officer for audit prior to the vouchers being processed. After
the vouchers have been processed, the appropriate allotments are charged
and the working capital advance is credited. Thus, any delay in the
processing of the vouchers has ‘the effect of increa31ng the worklng capltal

advance. required.

The staff of the Chief Treasury Officer are responsible for classifying
post expenditures by line objects and converting them from the local
currency of the country in which a post is located to Canadian currency.
"The vouchers are then processed by Treasury staff for 1nc1u310n in the
departmental financial statements.

Posts served by a local Treasury Office are financed by an allotment
transfer from departmental headquarters. The relationship between these
posts and the local Treasury Offices is similar to the relationship
between headquarters and the Chief Treasury Office located in Ottawa.

These posts are subject to the same spending regulations and authorities
as posts which are not served by Treasury Offices, although the admini- .
strative staffs in the posts do not perform the disbursement function.
They prepare cheque requisitions which are sent to the local Treasury
Offices for pre-audit and payment. The posts receive a monthly statement
from the local Treasury Offices which shows the post allotment, year-to-
date expenditures made at the post from the post allotment, unliquidated

commitments and free balances.

Suggested Changes

The changes in the post accounting records and procedures that would be
required by the adoption of the financial management system proposed in
our report are of a minor nature.
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Under the proposed system, the administrative staff at the posts would

be required to classify and code all expenditures made against the

posts' budgets. We believe the post staff are in a better position to
know the exact nature and purpose of an expenditure than Treasury Office
staff, and that the proposed arrangement would result in greater accuracy
in expenditure classification and coding, and thus in the Department's
financial statements.

The staff at the post would also be required to code and classify post
disbursements made on behalf of headquarters responsibility centres and
other departments. To facilitate such an arrangement, headquarters
divisions would provide the appropriate coding to the post in the expendi
ture authorities that authorize a post to spend funds on their behalf,

Proceeds of a revenue nature would continue to be reported by each post
in its monthly statement. However, since the amounts of revenue
generated at the post are relatively insignificant and since there is

no financial management function of any consequence required with respect
to such items, revenue figures would not be included in the post Budget
Reports.

Post staff would also be responsible for converting post expenditures
from local currency to Canadian currency. For this purpose, they would
need to be provided with an official local currency exchange rate.

In order for the administrative staff at the posts to prepare the Supple-
mentary Budget Report described in an earlier section, they would requlre
information from the following sources:

1. the post accounts

2. 'prior month's Budget Report, and

3. estimates worksheets, up-dated to reflect planned expenditures for
the remainder of the year.

The receipts (revenue) and disbursements (expenditures) of the post for
the month would be summarized by reporting object on the Post Cash Control
Record, a suggested format for which is shown as Exhibit 12 facing this

- page. This Record, which would replace the present post "Financial State-

ment", would provide the information on current month's expenses for the
Supplementary Budget Report. Data on expenditures up to the end of the
previous month plus adjusted budget figures would be obtained from the
prlor month's Budget Report.

As outllned in a previous sectlon, the posts would receive each month
listings of expenditures made by headquarters divisions out of the posts!
budgets, as authorized by requisitions or expenditure 'authorities issued
by the posts. The posts would record these authorities as planned expendi-
tures, in preparing their Supplementary Budget Report, until notified by
the listing that an actual expenditure had been made against a given
authority. When this happened, the posts would reduce the balance

T S e
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outztanding on the authority by the amount of the expenditure or
tran:fer the authority to .a "closed" file if the expendlture exhausted

the authority. ,

The planned expendltures flgure for the Supplementary Budget Report
would be taken from the estimates worksheets up-dated to reflect the
completion or otherwise of planned projects, changes in rates of
expenditure, such as rents or utilities, and any changes in original

‘plans which would have an effect on the expendltures antlclpated for

the balance of the flscal year.

Accounting Systems in the Finance Division

Present System

There is very llttle work of a routine accountlng nature carried out

in the Finance Division. Headquarters spending divisions maintain
their own commitment control records and certify and code their own
invoices. These are then forwarded directly to the Chief Treasury
Officer (CTO) for payment. Similarly, post accounts, although processed
through the Finance Division, are coded and recorded by the CTO, ‘

The post accounts are received by the Departmental Cashier who records
and deposits with the CTO all monies and valuables accompanying the -
accounts., They are then forwarded to the Post Accounts Section where
they are subjected to a brief examination to ensure that they are
complete and that the amount authorized in the post's letter of credit
is still appropriate. Vouchers pertaining to travel expenses are
detached and given to the Travel Audit Section for auditing purposes.
The accounts are then sent to the CTO for audit and the preparation of
the charge against the departmental appropriation.

Observations raised by the CTO on any of the accounts submitted by the
posts or divisions are processed through, and controlled by, the Finance
Division. If the staff of the Division are unable to reply to an
observation, it is referred back to the spending unit concerned. The
Division is also charged with the ‘responsibility of following up on the.
collection of advances made to distressed Canadians, where initial
contacts by the CTO do not produce the desired result. :

The Division maintaing a petty cash fund from which to make minor

purchases, and prepares cheque requisitions for certain types of payments,
such as those made under Vote 15 for grants and assessments to inter-
national” organizatlons, based on documentation prepared by the substantive
divisions concerned. ‘It also maintains a record showing the disposition

of cheque requisitions initiated by it as well as copies of the departmental
financial encumbrances that it issues.
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Suggested Changes

Under the financial management system proposed in our report, most of
the Department's accounting work would continue to be performed by the
Comptroller of the Treasury, who would also be responsible for the
accounting systems associated with this work. Thus the Finance Division
would not be required to maintain any more accounting records than it
does at present, with the possible exception of a record of grants and
assesswents under Vote 15 to supply the information required for periodic
reports to the headquarters divisions concerned - as suggested in the
previous section on reporting systems.

Accounting Systems in the Passport Division

Under the present financial management structure of the Department,
financial responsibility and authority for controlling the expenditures
of the Passport Division rest with the administrative support divisions.
For this reason, the persomnel of the Passport Division do not carry out
any accounting activities other than a small amount of expenditure
coding and revenue reporting.

Recommendations of the Prel iminary Survey

Recently the Department came to the conclusion that more effective
financial control could be achieved by delegating greater financial
authority and responsibility to the staff of the Passport Division. It
has also suggested that, since the Passport Division's operations are
of a revenue producing nature, the costs of which should be borne by
the public who use its services, these operations should be financed -
through a working capital advance (revolving fund).

A preliminary Financial Management Survey of the Passport Division was
carried out by the Department in late 1967. The purpose of the survey
was to determine the extent to which financial authority and responsi-
bility should be delegated, to assess the practicability of financing
the Division's operations by means of a working capital advance, and to

develop an accounting and reporting system that would provide information
for costing passports and other products processed by the Division as well

as for cost control purposes.

A3 a result of this survey, ten recommendations were made concerning the
financial management of the Passport Division. These can be summarized
as follows: : v

1. A ﬁritten statement of the objectives and goals of the Division is
needed, together with plans to achieve these goals.

N

- b e
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The Passport Divisicn's operations should be recognized as a
separate activity of the Department.

Financial authority and responsibility should be delegated to-
the Head of the Passport Division. Cost centres should be
established at the wcrklng supervisor level.

Respon51b111ty for the preparation of the program review and
estimates” subm1551ons should be delegated to- the Head of the
Passport DlVlBlon. ’

Estimates should be submitted on both an actzvmty (end product)
and cost centre basis.

The Passport Division' s operatlons should be flnanced by a working
capital advance. :

A financial reporting system should be developed to prov1de the

, data required for efficient operating control.

 Accounting reécords should be malntalned and reports provided by

the Comptroller of the Treasury.

A cost accounting system should be developed to cost the Division's
end products and to provide for more effective control over its
operations.

A financial advisory unlt should be created to prov1de flnan01al
advice and serv1ces to the Division. -

We are in general agreement with the above recommendations. However,
we believe it should be possible to achieve basically the same results
with a somewhat simpler system than that envisaged by the preliminary
survey. The modifications we would suggest to the proposals set out
in the report of the survey team are discussed in the paragraphs that
follow.

Classification of End Products

g
f
V

1.

2.

3.

>4.

R s L e e O

‘Renewal of ordinary passports

| Nine separate services or end products were suggested in the survey
N report. These were as follows:"

Issue of ordinary passports

Issue of certificates of identity
Renewal of certificates of identity

Issue of diplomatic passports




COGT CENTRES, BASIS OF COST ALLOCATIOR AND UNITS OF WORK MFASURFMENT PROPOSED FOR THE PASSPORT DIVISION

DEPARIMENT OF EXTFRNAL AFFAIRS

£1 LI9iHX3

COST CENTRES COST CENTRES CONTRIBUTING TO PRODUCT COSTS BASIS OF ALLOCATING COSTS TO_ PRODUCTS UNITS OF WORK MEASURFMENT
Diplomatic Diplomatic
Passport Passport Certificate & Special & Special
=New =Renewal of Identity =New . _=Renewnl
General Administration Yes Yes Yes Yes Yes Percentage of Direct Labour Costs N/A
Supply & Accounts Yes Yes Yes Yes Yes Percentage of Direct Labour Costs N/A
Personnel Yes Yer Yes Yes Yes Percentage of Direct Labour Costs N/A
Passport Registry Yes Yes Yes Yes Yes Percentage of Direct Labour Costs R/A
'l'yping' Yes Yes No No No Ratio of work done on new versus 1. Number of form letters typed
renewal passports 2. Number of other letters typed
Microfilm Yes Yes No Ro Xo Relative Production N/A
Divisional Registry Yes Yes No Yo Ko Relative Production
= pending file work Number of attachments handled
= stripping operation Number of applications stripped
« permanent filing Rumber of applications filed
In Mail & Cash
= opening & sorting Yes Yes Yes Yes Yes Relative Production Runber of pieces of mail handled
- cash & validating Yes Yes Yes No No Relative Production Number of cash receipt entries
" = backing & boxing Yes Yes No No No Relative labour Content 1. Bumber of new applications boxed
2, Bumber of renewal applications boxed
« index typing Yes Yes Xo No No Relative Production Number of indexes typed
« box list typing Yes Yes Ko No Xo Relative Production Bumber of box lists typed
= index filing Yes Yes No No Ko Relative Production Number of documents filed
Production
= writers Yes Yes - No No No Relative labour Content 1. Rumber of nev passports written
2, Number of passport renewals written
= finishing Yes Yes Ko : Xo Ko Relative Labour Content 1, Mumber of new passports finished :
2. lmber of passport renewals finished
= outmail Yes Yes Yes Yes Yes Relative Production Mumber of pieces of mail handled
Poreign Operations Yes Yes o Yes Yes Relative Production
= training I/A
= foreign audit Rumber of applications andited
Junior Examiners Yes Yes Yo Ko ¥o Relative lLabour Content 1. Mumber of new passport applications
exsained
2. humber of reneval applications examined
Revievw Yes Yes Ko No Xo Relative Labour Content 1. Rumber of new passports reviewed
' 2, Rumber of passport renewvals reviewed
Senior Examiners Yes Yes Xo No Ko Ratio of work done on new versus Number of applications processed
reneval applications
Public Counter Yes Yes Xo No Ko Relative Production Nl
Facilitation & Telephone Yes Yes No ¥o Ko Relative Production )£ 81
Certificate of Identity o Xo Yes Xo No Ko Reallocation 1. Bumber of certificates issued
- 2. Rumber of certificates renewed
Pollcy Yes Yes Yes Yes Yes Percentage of Direct Labour Costs Nl
Diplomatic Yes Yes Xo Yes Yes Relative Labour Content 1. Number of D. & S. passports issued
2. Bumber of D. & S, passports renewved
3. Number of ordinary passports typed
Security Yes Yes Yes Yes Yes Percentage of Direct Labour Costs Nil
rinancial Services Yes Yes Yes Yes Yes Percentage of Direct Labour Costs N1
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6. Renewal of'dipIOmatic passports -
7. Issue of special passports
8. Renewal of special passports

9. TFunctional direction and advisory services to Heads of Posts
regarding the issue and renewal of passports abroad.

We believe the estabiishment of separate costs for several of these
products is not required for either cost control or pricing purposes.
We suggest the nine products be reduced to the following five:

1., Issue of ordinary passports

2. Renewal of ordinary passports

3. Issue of diplomatic and special passports

4. Renewal of diplomatic and special passports

5. Issue and renewal of certificates of identity.
Eventually, if the practice of renewing passports is discontinued, the

number of products could be reduced to three,

Allocation of Costs

The operating costs of each section within the Division (including

common service costs) should be allocated to these products semi-annually.
This would provide management, on a regular basis, with the cost data
required to assess the adequacy of the existing fee structure. A
suggested basis for allocating costs to products is illustrated in
Exhibit 13 facing this page.

Common service costs that should be taken into account for pricing
purposes would include at least the following:

1. Accommodation

2. Accounting services (Cbmptroller of the Treasury)
3. Depreciation

4, Employee fringe benefit costs

.5. Carrying of franked mail

6. Interest charges on the working capital advance used to finance
the Division's operations.
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i Where the basis of cost allocation gshown in Exhibit 13 is "Relative

B Production", this means the total costs of a .given section (or sub-
ﬁ; section) for the six month period would be allocated to the products
Eg% produced or processed in that section in the ratio that the total

5% production of each product in {the six month period bears to the total
e production of all products in the section. This assumes that the work
b involved in handling each of the different products processed in that
el section is approximately the same. If subsequent study indicated that
this was not the case, it would be necessary to weight each of the
products according to the amount of labour involved in processing it
through that section.

This approach is- illustrated by those sectlons where the basis of cost
allocation is shown as "Relative Labour Content". In these sections
the proportion of the +total labour costs of a section to be allocated
to each of the products handled in it during the six month period would
be arrived at as follows: ’

a) The volume of each product produced or processed in the section
during the six month period would be miltiplied by the standard
labour content of the product (number of man-hours or fraction
of a man-hour needed to process one unit of product) used in the
weekly labour efficiency reports described further on.

b) The costs of the section would -then be allocated to each product
on the basis of the proportion of the total man-hours of the
section consumed by each of the products handled in it.

Control over Iabour Costs

The normal divisional budgetary reports envisaged by the financial
management system proposed in our report would be supplemented by
sectional budgetary reports which would be prepared monthly and which
h would show the actual labour costs incurred by each production section
s ‘ (or sub-section) compared to budgeted labour costs for these sections.

i Weekly labour efficiency reports would be prepared for those sections
or sub-sections whose production can be measured in terms of the number
of units produced or processed and which, in turn, can be converted
into the number of man-hours that should have been consumed in carrying
out this work. To make this conversion it would be necessary to
establish labour standards, preferably on a measured basis through the .
use of work study technigques, In addition, it would be necessary to

f establish methods of measuring the output of each production centre in
! terms of units such as those suggested in Exhibit 13.

! In the case of those cost centres that do not lend themselves to this
~ type of control, such as the Senior Examiner. Section or the Supply and
Accounts Section, their expenditures would be controlled by the normal
i ‘budgetary control process.
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Revenues

The Passport Division i1s the only division in the Department where the
recording of revenue assumes any significance in terms of the accounting
systems required. Even here, because all revenue is recorded on a cash
basis, and the analysis needed for management purposes is quite limited,
only a simple accounting system is required. In our opinion, the existing
system, with possibly one minor modification, would be quite adequate for
this purpose.

At the present time, the majority of applications are received in the
mail accompanied by the appropriate remittance (cheque, money-order,
etc.). These are put through a Validator, which records the receipt
on the application, and the cash is deposited by a Cashier. The total
of the receipts as recorded on the Validator is checked each day with
the total of the daily deposit.

The Validator has provision for five separate totals. These are presently
being used to record the form in which the remittance is received (cash,
cheque, etc.). If separate totals for each of these forms of remittance

is not essential for purposes of balancing with the daily deposit, they
could be used to record the revenue according to the end products discussed
previously.

However, if they are required for balancing purposes, it would be a simple
matter to batch the applications, sort them by end product and count the
number of applications in each category. These figures could then be
entered in a simple register, totalled at the end of the day, multiplied
by the appropriate fee and the total agreed with the total of the day's
receipts.

Accounting Systems in Other Headquarters Divisions

Present System

A number of headquarters divisions maintain some form of accounting record
as an aid in the control of those departmental funds for which they are
responsible. Most of these are maintained for the purpose of controlling
commitments. These range from simple files of "unpaid" and "paid"
purchase orders to formal ledgers in which both purchase order amounts and
the amounts of related invoices are entered. These records are used to
provide  the information on "firm commitments" required for the present
departmental consolidated statements. :

In addition, the following divisions maintain certain specialized records
to meet their particular needs.

1. The Communications Division maintains & record of couriers'
travelling expenses from which periodic reports are prepared
showing the cost of each courier's run.
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2. The Cultural and Information Divisions maintain a record of
financial encumbrances and payments made against such encumbrances.
The Cultursl Division also maintains a record of expenditures and
commitments for each project that it undertakes.

Suggested Changes

We believe that it should not be necessary for any of the headquarters
responsibility centres to maintain formal accounting records under the
system we are proposing. It will, however, be necessary for them to
maintain files of outstanding purchase  orders and expenditure authorities
to provide the "firm commitments" figure that we are suggesting should be
incorporated into the Budget Reports for the 1last three months of the

year.

It will also be necessary for these centres to up-date their estimates
worksheets each month to reflect changes in rates of expenditure, the
completion or otherwise of planned projects, and any changes in original
plans which would have an effect on the expenditures anticipated for the
balance of the year. These worksheets would be used to calculate the
planned expenditures figures that each centre would be required 1o supply

for the monthly budget reports.

Each headquarters responsibility centre would, of course, cbntihue’to be
responsible for certifying and coding all invoices relating to its area
of responsibility.

Use of Working Capital Advances

A working capital advance is defined in the Treasury Board's Mansgement
Improvement Policy No. MI-5-66 as follows: "“A 'working capital advance!
means & revolving fund and is an asuthorization by Parliament to draw
from the Consolidated Revenue Fund monies not to exceed a given maximum
at any one time sufficient to finance the operation of a program, '
activity or sub-division thereof on a continuing basis, with receipts in
respect to the operation of such program, activity or sub-division
thereof credited to that advance so that they will again become avallable

for use."

PHRESENT WORKING CAPITAL ADVANCES

At present the Department is operating with one working capital advance
called "Posts Abroad Working Capital Fund". This advance was originally
authorized in 1954 in an amount of $1,000,000. It has been increased
steadily over the years until today the total amount authorized is
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$2,500,000. The "Posts Abroad Working Capital Fund" is used by posts
not served by & local Treasyry Office, to finance the following
categories of disbursements.

1. Advances to posts through a letter of credit system

2. Employees' posting loans

3, Employees' medical loans

4. Expenditures on behalf of other government departments

The portion of the working capital advance used to finance advances to

posts operates by means of a letter of credit system as outlined earlier

in this section. Loans to employees for postings and medical reasons
are charged to the working capital advance when the loan is made. The
funds become available again to the Department as the employees repay
the loans. Similarly, expenditures made on behalf of other government

. departments are charged to the working capital advance upon payment

and credited when the funds are collected from the other departments.

We believe this working capital advance system provides a satisfactory
method of financing post expenditures. If the reporting and accounting
systems recommended in previous sections of this report are adopted, it
may be possible to reduce the amount of the working capital advance,
since the interval between the time at which the post disburses the
funds and the time at which the resulting expenditure information is
available for reimbursing the advance would be significantly reduced.

POTENTIAL USES OF WORKING CAPITAL ADVANCES

'

Passport Division

Earlier in this section we indicated our agreement with the recommen-
dation arising out of the preliminary financial management survey
conducted by the Passport Division, to the effect that +the Division's
operations should be financed through the use of a working capital
advance. In the paragraphs that follow, we discuss the advantages and
disadvantages of this method of financing and how it would operate.

The principal advantages of financing the Passport Division's
operations by means of a working capital advance would be as follows:

1. It would provide for greater flexibility in financing the
Division's operations, since revenues generated by a greater
than anticipated volume of sales could be used to finance the
correspondingly increased costs.

2. It would siﬁplify the sannual appropriation procedure by
reducing the detail required in the preparation and submission
of estimates..




o Woods, Gordon & Co.
‘ - 142 -

3. It would reduce the neuessity of curtailing operations in ,
periods of interim supply - which happen to overlap the Division's
P annual peak load perlod

Offsetting these advantages to a very minor extent would be a certain
amount of additional admlnistratlve and accounting work that would be
entailed in operating under this type of system. However, even here,
it would be very difficult to distinguish between the extra work caused
by the use of a working capital advance and that created by the develop-
ment of cost and other control information needed to put the Division's
operations on a more business-like footing. In any case, we believe the
potential benefits far outweigh the extra effort that would be involved,
and strongly support the recommendation of the preliminary survey that
a working capital advance should be used to finance the Operatlons of
the Passport Division.

{,5 Such an advance would operate in the following manner:

i
‘;5 1. A limit would be establlshed for the advance. This would mean that
I the Passport Division could draw funds from the Consolidated
Revenue Fund up to the predetermined limit.

| 2. When payments were made for operating expenditures, the working
£ capital advance would be charged.

. 3. When revenue was feceived, the advance would bg.credited.
4, Common service costs would be included as memo items only.

5. Any surplus would be transferred at the end of the fiscal year to
the Consolidated Revenue Fund, while annual deficits would be
- charged against a departmental appropriation or an allotment
provided for that purpose.

Office Supplies Inventory

The General Purchasing Office in the Materiel Management Division
maintains an inventory of administrative supplies from which the head-
quarters divisions and the posts requisition their supplies. This
Office is responsible for controlling the purchase and supply of
stationery, forms, and other office supplies throughout the Department.

It is estimated that the .value of supplies in inventory varies from
$125,000 to $190,000 during the year. Actual figures are unavailable
as no dollar records are kept. According to the 1968-69 estimates,

the Department will spend approximately $410,000 on these supply items.
This excludes passport blanks and applications which amount to an
additional $181,000. : .

A card system is used to record the items in inventory. There is a
card for each item showing:
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a. description and catalogue number
b. purchase order number and quantities received

c. name of the division or post to which supplies are issued, -
and the quantities issued )

‘d. quantity on hand
e. maximum and minimum stock levels and re-order points

f. suggested re-order quantities

Issues from stock are not priced and, other than an entry on the stock

card, do not result in further accounting action. During the year,
test counts are taken of items in inventory. These are reconciled to
the stock cards and the stock card adjusted to reflect the actual
amount on hand. A complete physical count is taken annually, and
significant adjustments to the stock cards are approved by the head of
the General Purchasing Office.

The basic weaknesses of the present system are as follows:

1. The present practice of charging the cost of supplies to an
appropriation at the time of acquisition rather than when consumed
means that the cost of such supplies is not necessarily charged to
the period in which they are used.

2. The Materiel Management Division is responsible for the supplies
allotment although they have very little control over the usage
of the supplies.

3. Since the stock cards are maintained by quantity only, there are
- no dollar values of stock readily available. Even if these figures

were available, there is no control account maintained with which
the sum of the dollar balances in a given category of stores could
be agreed. Records in some of the stores are adjusted throughout
the year and no record of these adjustments is maintained. As a
result, the overages or shortages shown by the annual physical
count do not necessarily indicate the full extent of any discrep-
ancies between physical and book quantities.

To overcome these deficiencies, we recommend that administrative supplies
stores should be financed and controlled by a working capital advance.
This advance would be charged as merchandise was purchased and credited
when merchandise was requisitioned by the various responsibility centres.

We further recommend that the "standard price" basis of costing supplies
should be used. Under this system, each item in stores is assigned a
standard price (reflecting the current cost of the item, including
freight-in). This price (or cost) remains in effect until the actual
cost of the item differs from the standard by a predetermined percentage.
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'his predetermined percentage varies with the value and the usage of
the item. "Thus, for those items where, through high value, high usage
or & combination of the two, the dollar value of the supplies consumed
o in a given period is relatively high, standard prices are adjusted
b more frequently than for. those. items where dollar value of supplies
consumed is comparatlvely low.

Under this system, all requlsitlons or issues are charged out of stores,
and all purchases or receipts charged into stores, at standard cost

(the quantity of each item times its standard prlce) In the case of
purchases, any difference between the actual cost of the supplies and
the standard cost is charged to & variance account, which is written
off to operating costs at the end of the fiscal yesar. -

H The alternative to such a system is the use of actual costs, determined
B on any one of a number of generally accepted bases. This normally

v involves the recalculation of such costs every time an item is purchased
y and the entering of dollar values of receipts, issues, and stock on hand
,?é each time goods are purchased or issued.

The standard price system, while not as sensitive to price changes as

the other systems, particularly where highly current or accurate cost

data is required, provides equally effective control over stores and

an adequate basis for charging stores to the user divisions or posts
~ with only a fraction of the clerical effort required.

Under this system, quantities issued and received are entered as they
" are now, on the stock cards. The standard price in effect for each item
B is also noted on the card for that item. Periodically a list is prepared
- of the quantities shown by the records as being on hand for each item.
This list is extended by using the respective standard prices of the
items and totalled. The resulting figure should equal the balance in
the control account. '

The control account should be maintained by the financial staff of the
Materiel Management Division. Depending.on the volume of supplies
_involved and the difficulty that may be encountered in balancing
physical counts with the control account, it may be necessary to maintain
separate control accounts for the pr1nc1pal types of inventory (forms,
statlonery, general office supplies, etc.) held in stores.

The control accounts would be kept up-to-date on the basis of information
derived from two sources - purchases and requisitions. As mentioned
previously, purchases would be converted to a standard price basis - by
multiplying the number of items purchased by the standard price of the

item - and entered into the appropriate control accounts at standard.
Requisitions would also be costed at the standard prices of the items on
the requisition, extended, summarized and entered into the control accounts.

Thus, the control accounts would always represent the value (at standard
prices) of the items that should be in stores. Whenever the standard price
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of an item was adjusted, & corresponding adjustment would have to be
made to the control account. This adjustment would be equal to the

_the number of items on hand times the amount by which the standard

price was changed. An adjustment would also be required any time a -

- physical inventory was ta.ken and the quantity shown on the records-

was adjusted to agree with the amount actually on hand.

Each month the costed requis.ttlons would be sorted by responsibility
centre, totalled for each centre, and the resulting amounts made the
basis of a journal entry by the Comptroller of the Treasury charging
the respective responsiblllty centres and credl’cmg the working capital

- advance.

We considered the feasi’bility of using electronic data processing for
this purpose, but came to the conclusion that it would not be warranted
by the volume of requisitions involved. Each post only requisitions
office supplies twice a year. Thus, there would probably be less than
twenty-five requisitions & month to be processed.
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IMPLEMENTATION

While many of our recommendations are quite detailed and, in some cases,
include implementation sugpestions, there would remain a considerable
amount of work to be done by departmental staff before the proposed
system could be considered fully operational. . More detailed study
it would be required in a number of areas and the recommended routines would

LY have to be converted into detailed operating procedures and tested to

‘ ensure that they were practicable and gave the desired results.

e In this section we describe the organizational arrangements that. we

' believe would provide the most effective means of -ensuring that the
implementation program is carried out expeditiously and with the requisite
amount of planning and coo#dinatian. We also outline the way in which we
suggest the program should:be phased, and the parts that various individ-
uals or groups within the Department should play in carrying out the

program.

ORGANIZATIONAL ARRANGEMENTS

The I@pleméntatibn Committee

The focal point for leadership and coordination throughout the implemen-
tation program would be an Implementation Committee composed of senlor
personnel from the Department.

We suggest that such a Committee should be established as soon as p0551ble
. and should include the following members: .

(1) Assistant Under-Secretary (Administration) who would act as
Chairman

(2) Director-General, Finance and Administration
(3) Director—General, Personnel
(4) Head of Inspection Service

(5) Head of a functional spending division

(6) Head of an area division
(7) Head of Central Planning Group

(8) Assistant to the Director-General, Finance and Administration,
who would act as Secretary.
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We also suggest that the Trgasﬁry Board Program Officer and the Chief
Treasury Officer should be asked to attend as many meetings of the
Committee as possible. Their regular participation is most important, -
particularly in the early stages, because of the extent to which the
recommendat ions envisage increased delegation of authority to the.
Department, amendments to Government regulations, and the provision

of accounting services by the Comptroller. of the Treasury.

The functions of the Secretary would include keeping minutes of all
meetings and preparing agenda and progress reports for the Committee.
If our suggestion is adopted, to the effect that an Assistant to the
Director-General, Finance and Administration should be appointed and
should spend a major portion of his time on the implementation program,
we bclieve that such an individual would be the most logical person to
act as Secretary of the Committee as well as Chairman of a working sub-
committee.

" Working Sub-Committee

While the Implementation Committee would be expected to make major
recommendations on implementation policy, organizational changes etc.,

we suggest that a working sub-committee be formed to coordinate the
detailed work of implementation and present recommendations for approval
by the Implementation Committee. The membership of such a sub-committee -
might include the following:

(1) Assistant to the Director-General, Finance and Administration,
as Chairman

(2) A senior member of the Personnel Branch

(3) Head - Finance Division

(4) Head - Materiel Management Division

(5) Head - Organization and Methods Unit

(6) Senior Auditor

(7) Head - Planning and Estimates Section, who would act as Secretary.
Representatives from other departments served by the posts might well be
asked to sit in on certain meetings of this committee, especially when
the sub-committee is considering procedures or guidelines affecting the
posts.
Both the Chairman and the Secretary of the sub-committee would be expected

to devote the major portion of their time to this work., The other members
represent those functions within the Department that would be most directly
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concerned with specific aspects of the implementation program. At
various. stages of the program,. there would be a need for special studies,
detailed planning, the prepuration of manuals etc., most of which would
be carried out by or in collaboration with the staff of these sub-
committee memberg. - The sub~committee would coordinate these various
activities, facilitate the exchanging of views and ideas, and permit a
rreliminary review to be made of all conclusions and recommendations
before these are forwarded to the Implementation Committee.

Need for Full-Time Implementation Staff

It is quite probable that additional full-time help would be needed,
particularly in the early stages of . the program. We suggest that the
prime responsibility for supplying such help should rest with the
Organization and Methods Unit. This Unit .should refrain, to the maximum
extent possible, from undertaking other magor assignments during the
implementation period- that would prevent it from carrying out the studies
required for implementation purposes. The Head of the Unit, as a member
of the sub-committee, should be able to schedule any necessary assignments
so that they would not conflict with the requirements of implementation.

Additional full-time implementation work could be done by future Area
Comptrollers. We have suggested the appointment of at least four of .
these senior administrative officials. We suggest that every effort
be made to appoint one or two Area Comptirollers early in the program
so that they would be available to assist in the implementation work
and could become familiar with the new system before they were requlred

" 1o assume their regular duties.

THE IMPLEMENTATION PROGRAM

The steps that would be required in carrying out the implementation
program are as follows:

1. Review of the proposed plan by senior officials of the Department,
to decide whether the plan in its recommended or a modified form
should be adopted by the Department.

2. If the plan is approved in principle, division of the recommendations
into at least two groups -~ those that can be accepted as is, and
those that would require further study before a decision on their
ultimate disposition could be reached.

3. Assignment of the responsibility for the further studies required,
and a division of the approved recommendations into logical phases

for implementation purposes.:
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Preliminary analysis of the approximate time required for each

~ phase and development of a-tentative timetable for the implementation
- program as & whole. R ’ , S ‘

Definition, in detail, of what must be done within the first phase;
assignment of specific responsibility for each task; and establish-
ment of a time schedule for the work to be done, including the
staff appointments required, submissions to Treasury Board,
training programs, etc., : o -

Identification of those aspects of subsequent phases that are likely
to require the longest lead time; assignment of responsibility for
the studies or developmental work required, and establishment of
time schedules for carrying ocut this work. '

Adjustments to plans as deia.ys or difficulties are encountered, and
continuous recycling of steps 5 and 6 with respect to successive
phases of the progranm.

In the paragraphs that follow, we describe briefly the role,that we
suggest the Implementation Committee should play in this process and the
principle studies or tasks that we suggest should be undertaken by the
various members of the sub-committee and their staffs.

Role of the Implementation Committee

The functions that we envisage for the Implementation Committee can be
summarized as follows: 7 :

1.

3.

5.

Reviewing the proposed plan as a whole to arrive at a consensus
as to its general feasibility and desirability, and to determine
whether any serious reservations exist on the part of individual
officials of the Department or the central agencies. '

Reviewing with the Director-General of each administrative support
branch and with each Assistant Under-Secretary the recommendations
that affect his area of responsibility and any problems that are
likely to be encountered in implementing them. ' '

Recommending to the Under-Secretary the acceptance, or otherwise,
of the proposed plan and any major deviations from the recommendations
contained in the report. a -

Approving minor deviations from these recommendations where, in the
opinion of the Committee, such deviations are necessary or desirable.

Considering the way in which information concerning the nature of
the approved plan and the implementation program can best be
disseminated throughout the Department. The Committee might be
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I ’ .

Gh well advised to solicit the services of the Information Division
¥ in this reszpect, but should retain overall responsibility for

the effectiveness of the information program and should approve
all major announcements, bulletins etc., prior to their release.

6. Deciding how those recommendations that are approved should be
divided into phases within the overall implementation program,
referring these to the sub-committee for more detailed study, and
reviewing the conclusions of the sub-committee regarding the time
requirements for the implementation of each phase.

e 7. Deciding on a tentative timetable for the overall implementation
iy program and a definite timetable for the first and then each
succeeding phase.

8. Considering alternative candidates and making recommendations to
the Under-Secretary, as requested, on the appointment of personnel
to £i11 senior positions that would be created or modified by the
adoption of recommendations in this report. -

9. Considering and approving the detailed implementation plans for
each phase that are developed by the sub-committee and the results
of any special studies undertaken by the sub-committee.

10. Considering and making recommendations to the Under-Secretary
: regarding any submissions that must be made to Treasury Board in
order to implement the proposals contained in this report.

‘Most of these functions are self-explanatory, but we would like to
describe in a little more detail our suggestions with regard to the way
in which information about the proposed plan should be disseminated and
the implementation program should be phased.

Disseminating Information About the Plan

As mentioned in an earlier section, the proposed plan involves more than
just a change in the mechanics of financial management. To be successful,
it will require a change in management philosophy as well. The extent of
this success, in the long run, may well be measured more in terms of the
change it has brought about in the management climate within the Department
than in terms of the actual efficiency of the system itself. This, in turn,
is very dependent on the way in which the plan is explained and "sold" to
departmental management during the implementation program. This is a
difficult and delicate process in any large organization. In the Department
of External Affairs it is made even more so by the fact that senior personnel
are dispersed in posts around the world and foreign service personnel

~ generally are charged with responsibilities in a number of areas which
greatly exceed in importance that of resource management.

It is obvious, therefore, that the dissemination of information is not only
a vital part of the implementation process, but must be carefully coordinated.

il ok o aedatves
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It should be designed as a means of making available to the staff at
the posts much of the indoctrination and instruction that.would
normally be the subject of meetings and seminars. In its methods of

-presentation, the information program should be conceived essentially

83 an exercise in internal public relations. Among other things it
should:

1. Use langusge appropriate to an audience with only a limited
knowledge of financial administration.

2. Emphasize the benefits of sound financial management techniques
in increasing the effectiveness of the Department's use of the
resources available to it.

3. While emphasizing the benefits of increased delegation of authority
to the posts, it should also point out the increased responsibility
and acoountability that would accompany such delegation.

4. Allay the fears of those who would hesitate to accept such increased
responsibility because of their concern that administrative problema
might tend to push aside substantive ones.

5. Report the progress of implementation at regular intervals to avoid
the growth of any skepticism on the part of departmental personnel
concerning the strength of the intention to institute improvements

- or the reality of the progress being made.

- It is because we view the information activity as a vital factor in

successful implementation that we have suggested it should be monitored
directly by the Implementation Committee.

Planningz of the Iinglementation Program

At a very early stage in its deliberations, the Implementation Committee
would have to decide on the basic approach that should be used in carrying
out the implementation program and the phases into which it should be
divided for plamning purposes. In the paragraphs that follow, we discuss
two approaches that we believe are worthy of consideration and the phases
into which the one that we would recommend could logically be divided.

First we considered a pilot project approach in which only one Area
Comptroller would be appointed to start with and the system introduced

in its entirety for the posts in one geographic area. Implementation in
the remainder of the posts would be delayed until the pilot system was
running smoothly. This alternative would have the advantage that imple-
mentation could begin without waiting for all of the Area Comptrollers to
be found. It would also have the advantage that difficulties encountered
in implementing the system could be ironed out in the pilot project
without affecting the other posts.
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On the other hand, the use of a pilot project would mean that headquarters
divipions would have to operate under two different systems - one for the

‘postss that were operating upder the new system and one for posts that’

were not. In addition, the: preparatory work involved for the pilot scheme
would be almost as time-consuming as for implementation throughout the
Department. Changes required in Government regulations and in delegation
and  control by the central ?gencies would be the same for a pilot project
as they would be for full implementation. In our opinion, once this much
work had been done, it should be utilized for the benefit of the whole
Department rather than for just one area.

Secondly, we considered an approach in which the plan would be fully

. implemented as far as the program review and estimates procedures were

concerned as well as the coding and reporting systems. However expendi-

" ture authority would be delegated to the posts on-a progressive basis,

by standard objects of expenditure, as the necessary departmental
instructions and guidelines were prepared and changes in regulations and
Treasury Board directives obtained.

‘This method would have the advantages of spreading the preparatory work

more evenly over the implementation period and of allowing the more
sensitive areas of delegation and Govermment regulation to be left until
later in the program. At the same time, it would still permit expendi-
tures in these more sensitive areas to be estimated on the basis of post
needs, and priorities established and expenditures controlled on the same
basis (although not at the post level) as explained later in this section.

One of the disadvantages to this approach is the confusion that might be
caused in the minds of post persomnnel as to those areas of expenditure in
which they do have expenditure authority and those in which they do not.
Another disadvantage is the special procedures that would have to be
developed for reporting purposes during this interim phase and the
problems it might create with respect to the establishment of primaries

for cash control purposes.

It is impossible to avoid a certain amount of confusion and the making

‘of special interim arrangements when a change of this magnitude is being

implemented gradually rather than all at the same time. There is nothing
to indicate that these problems would be any greater under the alternative
that we are suggesting, than it would be under any other approach. On
balance, therefore, we believe the flexibility inherent in the second
approach would make it ‘a preferable alternative to any other. '

-If it appears.that the necessary preparatory work could be accomplished

and the necessary approvals and delegation obtained from outside sources
in time for the system to be implemented in its entirety, then this would
obviously be the preferred course. However, we think this is hardly
likely, and we do not believe it would be advisable to delay implementation
until all or even most of this work can be done. We suggest that valuable
experience could be obtained in estimating, reporting, and controlling
expenditures by post even in those objects where, during the interim phase,
full expenditure authority was not delegated to posts. )
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This would be accomplished by having the headquarters divisions
responsible for controlling these expenditures during the interim
phase prepare their estimates on the basis of the amounts approved
for individual posts. Monthly budget reports would then show the
amounts spent by each post (on the basis of expenditure authorities
issued by the headquarters division concerned) against the budget
approved for that post. In this way it would be possible to assess
the adequacy of the estimating methods used by individual posts and
to improve these methods before such estimates were actually used

for budgetary control purposes by the post concerned.

If this sort of approach were adopted by the Implementation Committee,
there would really only be two phases that would need to be considered.

.The first or preliminary phase would involve all of the preparatory

work, including indoctrination and training, discussed subsequently

in this section, that would have to be completed before the new system
could be implemented even on a partial basis. The second phase would
be the operational phase and would consist of & number of stages of
delegation, culminating in the eventual delegation to the heads of
responsibility centres of complete freedom (withln regulaetions, guide-
lines, etc. ) to spend within an approved budget for their centres and
to transfer funds within that budget subject only to the requ;rement

~to account for how the funds were used.

Pimi
We do not feel that we'are in a position, at the moment, to make &ny

specific suggestions on the time that would be required to carry out
the preliminary phase of the implementation program. The speed of
implementation is very dependent on the availability of personnel to

- carry out the necessary studies and develop the required instructioms,

guidelines, procedures and forms, as well as to fill some of the key
positions in the proposed financiasl management structure. This, in
turn, is dependent on the degree of importance that the Department and
the Treasury Board attach to the program.

We believe it would be advisable to implement the operational phase to
coincide with the start of the Government's fiscal year, and that it
would be unrealistic to expect that the necessary preparatory work
could be campleted in time for the sysiem to be introduced before the
1970-71 fiscal year. In the interim however we would expect that
subgtantial progress could be made in introducing some of the proposals

‘with respect to the program review and estimates procedures, expenditure

coding and reporting.

At the same time, there is a distinct danger that, if the program is
allowed to lag unduly, much of the enthusiasm and acceptance generated
by the indoctrination program would start to wane and there would be a
distinct tendency for the cynicism and skepticism with which management
improvement programs are traditionally greeted in government departments
to take over.
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Role of the Sub-Committee

In keeping with its responsibility for the detailed planning and
preparatory work connected. with implementation, the sub-committee
would be expected to meet much more frequently than the Implementation
Committee and to resolve the many minor difficulties that are bound

| to arise in project timing 'and in working out the mechanics of the

H ' system itself. The Chairmen, while he might assume direct responsi-
bility for some projects, such as training, is likely to find himself
: fully occupied with consultation and coordination in connection with
i the work being carried out in the various divisions.

Headquarters divisions would be involved in varying degrees in the
A implementation program, depending on whether or not they have been

! designated as responsibility centres and the nature of the functions
w.; for which they are responsible. Substantive divisions would not find
the changes required in their records or procedures particularly
troublesome. These requirements are spelled out in the previous sections
of the report. Those divisions requiring any help would be able to call
on the Chairman or Secretary of the sub-committee and the senior staff
of the Finance Division. ‘

In contrast 'those divisions that are represented on the sub-committee
would be respOnS1b1e for changes and developmental work in comnection
with.the implementation program that would have department-wide impli-
cations. The more important of these are d1scussed in the paragraphs
that follow.

‘Finance Division

- We have suggested that the individual to be appointed Secretary should
? be the Head of the Planning and Estimates Section of the Finance -
Division. If this suggestion were adopted, it would be appropriate to
assign responsibility to him for the implementation of those recommen-~
dations that would be the continuing concern of the Finance Division.

These would include:

i 1. With the help of Finance Division staff, working out the revised
expenditure codes and preparing coding manuals as required for
-use at posts and headquarters divisions.

2. Working with the appropriate staff of the Comptroller of the
Treasury in developing the best method of produclng the proposed
management control reports.

- 3. Working with the staff of the Telecommunications Division to devise
i the. procedures required for transmitting month-end financial data
I : from the posts to headquarters.
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4. Discussing with the staff of the Treasury Board what would
constitute an acceptable b331s of allotment control by responsi-
bility groups.

5. Working with the staff of the Organization and Methods Unit and
the Finance Division in the development of forms and the
- preparation of instruction manuals for accounting and reporting.

6. Working with the Assistant Chief Treasury Officer, the Dominion
Bureau of Statistics and others as required in designing a
procedure to eliminate the need for line object coding of post
expenditures through the use of standardized percentage break-
downs.

7. Assisting the staff of the Finance Division:in devising the
accounting and reporting systems required in connection with
Vote 15, Conference Representation and other areas of expendi-
ture in which the Division would have special responsibilities.

This 1list includes most of the areas of change in the Finance Division
other than those that would be strictly of an internal nature. Our
suggestion that the responsibility for their implementation should rest
with the Secretary of the sub-committee, rather than with the Head of
the Finance Division, is in recognition of the exceptionally heavy
burden that would be placed on the Finance Division during implemen-
tation. In addition to carrying out his regular duties during this
period, the Head of the Finance Division would be expected to play a
key role in the deliberations of the sub-committee as well as standing
ready to advise other responsibility centres on their implementation
problems. In addition, he would undoubtedly wanit to review the findings
and conclusions of the Secretary, as they related to the work of the
Finance Division, before they were presented to the sub-committee.

Personnel Branch

Internally the Personnel Branch would have to make a number of adjust-
ments in its financial planning and control procedures and also be
prepared to absorb certain new staff and 9pend1ng responsibilities as
described elsewhere in this report.

With respect to department-wide implementation, the Branch would be

mainly concerned with locally engaged staff expenditures and certain
types of allowances. The recommendations in this report call for
decentralized authority in these areas and for the establishment of

local classification boards. The preparation of operating instructions,
‘etc., for departmental establishment control over locally engaged staff
would have to be completed by the Personnel Branch before greater
authority could be delegated to posts for this type of expenditure.
Similarly, there would be a need for detailed planning of the role of
local classification boards, their terms of reference, and the procedures
under which they would operate. The Branch would also be required to
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prepare the necessary submissions to Treasury Board to obtain Board

approval for the Department to administer its locally engaged staff

expenses in the manner proposed, as well as for greater departmental
discretion and authority in a number of allowance areas as outlined

in our report. In addition, the Personnel Branch would be required

to prepare the necessary pOS1tlon descriptions, in the form required
by the Treasury Board, for: ‘all new snd revised financial management

positions, so that these can be classified and appropriate salary

ranges established for the: ‘positions.

In this same connection, either the Personnel Branch or the Organiza-
tion and Methods Unit, or possibly a combination of the two, would
i have to make a study of the present organizational arrangements at
i those posts that do not have administrative officers; to determine
i the rearrangement of responsibilities and reposting of personnel that
t would be required to provide an administrative officer for every post.

Materiel Management and Property Mansgement Divisions

The 1mplementatlon work of these DlVlSlonS would pertain primarily to
the area of repairs and upkeep and to the acquisition of eguipment

1! and furnishings. If individusl posts are to be delegated financial

g authority for these types of expenditures, they must also be provided.
‘ with the means of using their authority in an informed manner. In -
essence this requires that, as far as practicable, the situations in -
which a post would normally need expert advice should be anticipated
i and provided for by these Divisions in published manuals and pOlle

e directives.

Certain items, mentioned earlier in this report, are particularly-
pertinent under the condition of decentralized expenditure authority
we are proposing. These include:

1. Preventive maintenance programs for vehicles, adapted as requlred
b to varying climatic zones.

2. Guidelines for appraising the economics of replacement versus
repairs in the cases of vehicles, furniture and major appliances.

i 3. Specifications of the expected useful life of equipment and
3 ~ furnishings used in posts, modified for various climatic zones.

4, Standard item catalogue showing commonly used equipment and
furnishings, their specifications, the cost of Canadian
procurement and a table for the calculation of approximate

freight to each post.

5. Guidelines for appraising local versus Canadian procurements,
taking into account not only cost comparisons with catalogue
-prices, but service characteristics, climatic conditions, etc.
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6. Scales of issue for the various parts of the chancery and for
furniture and equipment in official residences and staff
quarters. ‘

7. Instructions on sound procurement practices relative to both
capital acquisitions and service contracts of various kinds.

8. Mechanics of the systém required for putting the supplies inventory
on a working capital advance basis and for charging responsibility
centres with the cost'of the supplies requisitioned by them.

In addition, certain control procedures of a non-financial nature have
been suggested, the details of which should be worked out by these
Divisions. They include a "project completion report" covering major
projects of rermovation and alteration, and a "capital acquisition control"
to be incorporated into the centralized equipment inventory procedure.

Inspection Service

The recommendations contained in this report would, in a number of areas,
require ‘a new, or .expanded, role for internal auditing in the Department.
In addition, as the various divisions work out the details-of new or
changed systems required by the plan, they would, from time to time,
require advice on appropriate internal control mechanisms that should be
incorporated into the systems., To provide this advice, to ensure that
the internal control requirements of all new procedures have been taken
into account, and to assist the Inspection Service in assessing its own
evolving role in the Department, we are suggesting that the Senior
Auditor should be & member of the sub-committee and the Head of the
Inspection Service should be a member of the Implementation Committee.

TRAINING

" Requirements for Indoctrination and Training

. The effectivenesé as well as the efficiency of the system of financial

management proposed in this report is dependent on both the willingness
and the ability of those concerned to make it work. Willingness, in
turn, is dependent on the degree to which the personnel affected believe
that the new system will help them to do a better job. Ability is
dependent, in part, on the knowledge about the new system that can be
imparted to those cancerned.

The possibility that both of these prerequisites to an effective system
would be present in the key personnel within the system would be greatly
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enhanced by & carefully plamned series of indoctrination and training
sessions. Some of the more important factors that should be taken into

account in planning such sessions would be as follows:

1. The program of information dissemination discussed earlier in
this section would be an important supplement to any formal
training program and should be planned with this in mind.

il 2. An indoctrination or familiarization course should be instituted
for senior substantive personnel in Ottawa. This would serve,
in the first instance, to introduce the concepts of financial
management that are contained in this report, the part to be
played by such personnel &nd the general scheme of implementation.
In subsequent sessions, this course could be modified to meet the
. needs of those 1ndrv1duals who are heads of responsibility centres
- at headquarters or who are about to be posted to senior positions

v « abroad.

. We also suggest that more time should be devoted to financial
management topics in the training of foreign service officers -
from recruitment onward. . They should be introduced to the concepts
of resource manasgement early in their career. At appropriate

i stages of their advancement the training should emphasize the

g nature of the managerial role in the foreign service. We believe

that in this way the officers would be well prepared to assume

their eventual financial management responsibilities as heads of
chancery and heads of post.

SR R R ¥ i

3. Another training requirement would encompass the administrative
and senior clerical staff at headquarters who have, or are likely
to have, a role to play in the proposed financial management
system - including those who are preparing for overseas posting °
or who are on rotation at headquarters between postings. Following
a set of introductory training sessions for all concerned, seminars
and training laboratories should be scheduled in pace with the
implementation timetable and with the posting schedules of rota-
tionel staff.

A TR et e AL S g, w3

4, The Department is at present assessing the need for changes in
its training program for rotational administrative and clerical
personnel, We would like to suggest not only that the services
of the Area Comptrollers should be enlisted in carrying out these
training sessions, but also that the training of this staff might
well include & period of working closely with the Area Comptrollers.
At no other point in headquarters would it be possible for the

: trainee to obtain the same degree of familiarity with the financial

! , aspects of post administration.

5. Finally, there would be a need for training and indoctrination of
personnel on duty abroad. We suggest that a two man team from
. headquarters should conduct seminars of three or four days duration
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at perhaps ten or twelve different locations abroad during the
first year of implementation., All posts would be represented

at one or another of these sessions by their senior admini-
strative officer and the head of post. In some posts the head
of post delegates most administrative responsibility to a head
of chancery or equivalent designated officer. Where this is

the case, the officer so designated would also be expected to
attend the training sessions. Since all three of these officers
could hardly be expected to leave the post at the same time, the
sessions may have to be scheduled in duplicate or some partici-
pants routed to sessions in other locations.

We suggest that the first day or two of the course should be
devoted to the broader aspects of the proposed system, with
particular emphasis on the role of the head of post. The heads
of post might wish then to return home, while the remainder of
the course dealt with the mechanios of the system, which would
be of particular interest to the post administrative officers.
These sessions should be supplemented by written material sent
out ahead of time and should contain ample time for question and
answer periods.

Responsibility for Indoctrination and Training

The planning and coordination of the training program should, in its

early stages, be the responsibility of the sub-committee and should

be closely monitored by the Implementation Committee. Once those

members of the present staff of the Department who require this training
have attended one of the proposed courses, we suggest that the continuing
responsibility of training new staff coming into the Department should be
transferred to the Personnel Branch, and the training material incorporated
into the general training and indoctrination programs of the Department.

The training sessions canducted for post personnel are likely to have a
major impact on the degree to which the new system is accepted by such
personnel. We recommend, therefore, that the headquarters personnel used
far this purpose should be relatively senior. If possible, one member

of the Implementation Committee should be on the team, backed up by the
Chairman or Secretary of the sub-committee or the Head of the Finance
Division. »
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Containing position descriptions for the following key positions in

APPENDIX A

the proposed financial management organization structure.

Administrative Officer, Post
Area Comptroller

Assistant to the Director-General, Finance and
Administration

Deputy Head, Finance Division

Director-General, Finance and Administration

Financial Control Clerk

Financial Management Officer, Passport Division

Head, Finance Division

Head, Planning and Estimates Section

Head, Post Accounts Section
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DEPARTMENT OF EXTERNAL AFFAIRS
POSITION DESCRIPTION ,
' POSITION: Post Administrative Officer
DATE: May 31, 1968

ACCOUNTABLE TO: Head of Post

Basic Function

Under the general supervision of the Head of Post or his delegate,

and the functional guidance of senior headquarters administrative
personnel, is responsible for providing financial and administrative
support services in an accredited foreign post of the Canadian
Government . This may, in some posts, include consular and security
services. Supervises accounting and financial reporting, procurement,
locally engaged personnel administration, and the management of office
premises and staff quarters owned or leased by the Crown; coordinates
the program review and estimates procedures; administers contracts for
renovations and alterations and for housekeeping and maintenance .
services; -advises the Head of Post and other program personnel on the
financial and other administrative implications of program plans and
on the interpretation of directives and regulations issued by head-
quarters or central agencies; may be responsible for post security
arrangements and for providing consular services and assistance to
-distressed Canadians, : -

Principal Responsibilities

1. Provides information and advice to the Head of Post on the avail-
‘ability and use of funds, materiel and space; and on the implicationms,
from a financiasl and administrative point of view, of program plans,
staff postings and particularly of changes in approved plans.

2. Coordinates the preparation of the program review and annual
estimates (post budget) submissions by:

analyzing the financial effect of proposed program plans and
requests for additional officer staff

- analyzing the administrative and clerical workload implications
including the adequacy of the locally engaged staff

- analyzing prior year disbursements in each object of expenditure
for which the post is responsible ' .

- corresponding with headquarters specialists concerning major
renovation and alteration projects and the acquisition of major
items of furniture and equipment
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4.

5.

- coniulting with program personnel concerning their requirements,
particularly in the ureas of representation, travel and information
expenne::

- insPectingﬂproperties owned or leased by the Crown to assess the
need for repairs to premises, or for repair or replacement of
equipment and furniahlngs

- obtaining estimates or making cost proaectlons for a11 elements
of the estimates and  preparing the submission in required form
for transmission to headquarters.

Supervises ﬁost accounting and financial reporting by:

- directing Canada—engaged and/or locally-engaged clerical personnel
in the maintenance of the Post Cash Control Record and of outstanding
expenditure authorities and other commitments; the coding of expendi-
tures; the reconciliation of these records with the bank statements;
and the collection and recording of revenues

- directing clerical personnel in the updating of budget worksheets
to reflect changes in rates of expenditure and spending requirements
that have arisen since the budget was prepared °

- guiding and assisting clerical personnel in reconciling the
Subsidiary Statement received from headquarters with post expendi-
ture authorities and jourmal entries

- preparing the Supplementary Budget Report after each month-end,
utilizing the prior month's Budget Report from headquarters, the
totals from the Post Cash Control Record, and the planned expendi-
tures for the balance of the year from the budget worksheets

- analyzing variances between projected total expenditures and
budgeted expenditures in each reporting object and reviewing the
- variances and their causes with the Head of Post

- making recommendations to the Head of Post on the best plan of
action for dealing with variances and assisting in the preparation
of a memorandum to the Area Comptroller outlining the explanations
and the planned remedies.

Conducts local banking arrangements by drawing against a Letter of
Credit from Headquarters to maintain a bank balance sufficient for
the post's needs, and by notifying headquarters if the amount of the
Letter of Credit is inadequate.

Determines the requirements for supplies, equipment, furnishings and
services; assesses the merits of local versus Canadian procurement;
for local procurement, calls tenders when appropriate, negotiates

- price and delivery arrangements and issues purchase orders; for

Canadian procurement, issues expenditure authorities to the appropriate
headquarters divisions specifying the requirements.
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6. Administersrgovernment—owned and government-leased property
and furnishings, and coordinates the private leasing of staff
accommodation, This includes:

- directing & property maintenance program through determination
of requirements, the calling of tenders for maintenance and
repairs to keep all property, including furnishings and equipment,
in good condition; or by arranging with the owners of leased
property to undertake repairs under the terms of the 1lease;

b - administering contracts for renovations and alterations to
government-held property at the post

; - supervising the maintenance of inventories of all government -
il .- owned furnishings and equipment at the post in accordance with
headquarters policy and procedures and recommending write-offs

as required

- = directing local purchase of furnishings and equipment within the
- amounts approved in the budget, after assessing the advantages
and dlsadvantages of local purchase compared with procurement

in Canada

1 ‘ .- assisting in the selection of privately leased staff quarters by
inspecting premises and evaluating size, facilities and cost in
relation to requirements, recommending departmental acceptance

of premises meeting these requirements, arranging leases with
owners according to departmental practices modified to meet local
conditions and customs

T ey Sar ytus
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.- directing the operation, malntenance and repair of post motor
vehicles.

?; - 7. Acts as an office mansger with respect to the locally-engaged
4 staff of the post by:

;: Co- reviewing periodically the approved establishment in relation
to altered workloads or increased responsibilities and
estimating manyears required for casual and emergency employment

: interviewing and hiring employees, or recommending their appoint-
2 . ment to the Head of Post

; recommending salary increases, promotions, demotions, suspensions
* _ and dismissals to the Head of Post

fj - conducting surveys of salary scales paid by local businesses or
: by other embassies to ensure that the post salary scale is
- appropriate; serving on the inter-departimental salary classifi-
. cation board and collating and reporting its findings to the
Personnel Branch
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10.

11.

12.

13.
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~ supervising the preparation of the payroll and the distribution
of payroll cheques.

May perform consular duties and supervise the consular section by:

- instructing the staff and ensuring that the work is dome in
accordance with regulsations and accepted practice

- supervising the issuance of passports, visas and pension payments
- administering oaths, authenticating documents and taking affidavits

- conducting interviews with prospective immigrants to determine
their suitability

- arranging emergency relief, repatriation and other assistance for
distressed Canadians.

May direct the security program of the post, according to regulations,

by drafting and issuing standing orders, inspecting the premises and
evaluating security practices, supervising security guards and
reporting to the Head of Post and to the regional security officer
as required. :

Directs the communications activities of the post involving the
operation of telex and cypher equipment, and the maintenance of
registry, mail, messenger and courier services.,

Conducts cost of living surveys as required by the Dominion Bureau
of Statistics for the determination of allowances, and prepares '
reports on educational facilities, living conditions, availability
and adequacy of accommodation at the post, etc.

Supervises customs clearance of incoming and outgoing shipments for
all departments at the post and also controls applications from all
post persomnel for duty-free entry of goods.

Carries out other related duties as assigned by the Head of Post.

APPENDIX A
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ImmmRTMENP OF EXTERNAL AFFATRS
POSTTTON DESCRIPTION
POSITION: Area Comptroller DATE: May 31, 1968

ACCOUNTABLE TO: Director-General, Finance and
Administration

Basic Function

The irea Comptroller is responsible for providing advice and assistance
to an assigned group of posts on all aspects of financial management and
administrative support. Assists in evaluating program review submissions
from posts; reviews, consolidates and recommends approval of annual
estimates submissions; monitors post expenditures and generally acts as

-financial management adviser to each Head of Post. Coordinates and
. expedites activities undertaken by administrative support divisions on

behalf of posts in his jurisdiction. Provides advice to area divisions,
as required, on -the financial and administrative implications of program
proposals affecting the posts assigned to him, : ,

Princlpal ReSponsrbilltles

1.

2.

" Provides advrce and’ as31stance in- financlal and administrative

matters to heads and administrative officers of posts in his juris-

"dlction by-~7

- answering querles regardlng financial authorities and procedures
and the application of departmental and government policies or

regulations

- advising posts when program and/pr staffing plans initiated at head-
quarters are 1likely to have an effect on the administrative support

requirements at the post

= for this purpose, malntaining lisison with administrative support

divisions and area divisions in order to be informed of developments
affecting his posts

- representing the post in headquarters discussions concerning such
matters as accommodation, capital acquisition and construction
projects, staffing, and the provision of support services to other
government departments. - .

‘Participates in the program review procedure as it pertains to posts

in his gurisdlctlon by'

- assessing the need for administrative and clerical positions requested
by the posts and the possibility of eliminating certain positions, and

" establishing a priority ranking among the proposed positions for the
posts in each area
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attending area review meetings convened by the heads of area
divisions concerned in order to learn of the long range plans
affecting each post and to provide assistance in such planning
as requested, particularly with respect to administrative and
clerical manpower requirements.

Reviews and recommends approval of the budgets of posts for which
he is responsible by:

receiving the annual estimates submissions from each post and
evaluating their spending proposals in the light of previous
experience and the program and manpower plans approved during the
program review

consulting with the heads of appropriate substantive divisions with
respect to program oriented expenditures such as information or
travel when unusual or unexpected amounts are requested; and with
various specialists in the administrative support divisions concerning
any spending proposals which do not fall within established guidelines
or where the accuracy of cost estimates is in doubt’

consolidating individual budgets into area totals by vote and
determining whether these are in line with the Treasury Board's
fiscal target as defined in guidelines set by the Director-General,
Finance and Administration; and recycling the previous steps in his
review until the area totals do conform to the guidelines or until
he is satisfied that further cuts would jeopardize program plans

commmnicating with the Head of Post concerned whenever, in the
opinion of the Area Comptroller, & reduction to be made in the

post budget submission is large enough to justify its re-examination
at the post, or where he feels that he may not be in possession of
g8ll of the facts in a particular case

presenting the post budgets, in both original and modified form, to
the head of the appropriate area division and replying to any queries
that may be raised

recommending to the Director-General, Finance and Administration the
final post and area budgets to be incorporated in the deparimental
estimates submissions

assisting the Director-General, as required, to defend the area
budgets during the final estimates review

upon final approval of the estimates, writing to each Head of Post

to formally advise him of the post budget for the coming year and to
explain any changes that have been made in the budget proposed by

the post where these have not been covered in previous correspondence.

Maintains expenditure control over posts within his jurisdiction by:

reviewing the Supplementary Budget Reports and covering memoranda
received monthly from each post



!
P
i

4

A

‘?

i

APPENDIX A

Woods, Gordon & Co.
' - .. Page 8

6.

7.

- asgessing budget variances, the covering explanations, and the
need for re-allocationy of funds within the post budget or between

posts

- evaluating the progress of the pest on‘its project plans, particularly,
those related to new staff postings and construction or refurnishing
programs

-~ examining the implications of unforeseen events affecting the post
and the adequacy of the suggestions for dealing with them

-~ seeking further information, if required, on potential overspending
or lapsing and on requests for additional funds or funds released
for use elsewhere

- advising the post on measuresvrequired to correct potential over-
spending, to prevent lapsing, to complete the planned administrative
support program or to meet unexpected expenses

- authbrizing transfers of funds within the approved budget of the
post when such transfers are beyond the authority of the Head of Post

- recommending to the Director-General, transfers of surplns funds
between posts under his jurisdiction and concurring in recommendations
involving posts under the jurisdiction of other Area Comptrollers

- withdrawing uncommitted funds from posts on the direction of the

~ Director-General, Finance and Administration, and after consultation
with the Head of Post concerned, when the transfer of such funds is
urgently required to meet contingencies elsewhere

- recommending temporary limitations on the authority delegated to a
Head of Post when, in his opinion, this is required in order to
maintain adequate financial control.

Obtains and evaluates explanations from administrative support

divisions concerning expenditure authorities, delivery dates, costs,

" alternative suppliers, methods of shipment etc., pertaining to any
- of his posts and in general acts as an exped1ter for the post in

adm1nistrat1Ve matters.

Specifies improvements in financial management procedures at posts
or the introduction of temporary supplementary procedures from time
to tlme for a stated purpose.

Advises the Head of Post, the Director-General, Finance and Admini-
stration and the Personnel Branch regarding the performance and
capabilities of Canada-based administrative and clerical personnel

" in the field of financial management,

Coordinates requests to posts for the provision of special financial
or statistical information or for special reports in connection with
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administrative studies which might otherwise create serious workload
problems at a post.

Visits posts regularly to discuss with the officers any problems of
an administrative nature they may-have, to review procedures, and to
provide assistance as required.

3
1
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0 DEPARTMENT OF EXTERNAL AFFATRS

 POSITION TESCRIPTION =~

! _ v v

. POSITION: -Assistant to the Director-General, 7 DATE: May 31, 1968

Finance and Administration .

ACCOUNTABLE TO: Di:ector-Géneral, Finance and Administration

Basic Function

The Assistant to the Director-General, Finance and Administration, is

o responsible for coordinating the implementation of those changes to the
o ' system of financial management that have been approved by the Department,
i and for directing the work of the implementation team specifically
assigned to this task. He is also responsible for providing guidance and
assistance to the Area Comptrollers, once the new system becomes operational, |
! and for carrying out any special studies or tasks assigned to him by the |
e Director-General,

Principal Responsibilities

1. Directs the activities of the. implementation team during all phases
of the implementation plan, in accordance with guidelines and
directives established by the Implementation Committee.

2. Reports to the Implementation Committee at regular intervals, on the
activities of the implementation team, including the progress made to
date and any difficulties being encountered. '

3. Provides liaison between the Départment and outside government agencies,
on any aspects of the new system that require their participation and
cooperation. : :

4., Acts as a clearing house for any queries raised by posts or head-
quarters responsibility centres during the implementation phase,
and either answers the queries or obtains an answer from the

_ appropriate source. :

5. Covers off for an Area Comptroller during the latter's absence,

6. Assists in the training of new Area Compfrollers and administrative
personnel who are scheduled to be assigned to posts.

7. Acts for and assists the Director-General, Finance and Administration,
as requested, by chairing meetings of the Area Comptrollers, investigating
- problem situations, appraising suggested improvements to the financial
‘management system, preparing guidelines and departmental instructions
on specific aspects of the system, etc.
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DEPARTMENT OF EXTERNAL AFFAIRS
POSITION DESCRIPTION
POSITION: Deputy‘ Head of Finance Division DATE: May 31, 1968

ACCOUNTABLE TO: Head of Finance Division

Basic Function

The Deputy Head of the Finance Division is responsible for the auditing
of travel claims and the provision of cash management services to the
Department. Supervises the Travel Audit Section, the Post Accounts
Section (including the Departmental Cashier) and a Stenographic Services
Unit.

Principal Responsibilities

1.

Directs the Travel Audit Section which, under & section chief, is
responsible for the audit of all travel claims coming within the
government travel regulations, which includes verifying entitlements,
supporting vouchers and the arithmetical accuracy of the claimg before
forwarding them to the Chief Treasury Officer for processing; and for
answering observations raised by the Chief Treasury Officer on such
claims,

Directs the work of the Post Accounts Section which, under a section
chief, is responsible for:

verifying the accuracy of post expenditure data received monthly
via the telecommunications system, transmitting it to the Chief
Treasury Officer and arranging for the reimbursement of the
revolving fund for post financing

reviewing the Post Cash Control Records for accuracy, completeness,
supporting documentation and certification in the required form and
forwarding them to the Chief Treasury Officer for processing

reviewing observations raised by the staff of the Chief Treasury
Officer concerning post accounts, replying to the observations if
possible, otherwise referring them to the Area Comptroller and to
the post itself for reply if necessary '

maintaining a record of the number and disposition of such observa-
tions, and carrying out periodic analyses to identify recurring
problems causing observations to be raised

arranging letters of credit in adequate amounts for each post, and
monitoring monthly disbursements and cash balances at posts to
ensure that the letters of credit continue to be adequate

APPENDIX A
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- arranging telegraphic trsnsfers, emergency letters of credit,
special cash parcels, air travel cards etc., as required for
emergency evacuations or in other special circumstances

- arranging'for reimbursement to Canada-based personnel for personal
funds deposited in postibank accounts .

- recovering amounts advanced to distressed Canadians abroad by
collection from the 1ndividuals or their families, and recommendlng
the write-off of amounts that are considered uncollectible.

Provides general supervision over the activities of the Departmental
Cashier, ensuring adherence to established procedures, and reviewing
such procedures regularly to maintain adequate internal control.

Supervises the stenographic unit by assessing the level of service’

- required by the Division, maintaining adequate staff, setting standards

and monitoring performance, -and by cooperating with the Personnel Branch

- in lending and borrowing staff during periods of fluctuating workload.

Maintains llaison with the Chief Treasury Officer and his staff to

facilitate the handling of matters related to post accountlng,
coding and the raising of observatlons.

Covers off for the Head of Division in the absence of the latter and
acts as his delegate by serving on committees, study groups, etc,,
as reqnested

—
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TEPARTMENT OF EXTERNAL AFFAIRS
POSITION DESCRIPTION
POSITION: Director-General, Finance and » -  DATE: May 31, 1968

Administration

ACCOUNTABIE TO: Assistant Uhder-Secretary
(Administration)

Basic Function

The Director-General, Finance and Administration, is the chief financial
adviser to the Under-Secretary and Assistant Under-Secretaries. He
coordinates the carrying out of the annual program review and has overall
responsibility for the preparation of departmental estimates. He is also
responsible for the supervision of specialist staff engaged in the
provision of advice and supporting services on property management,
materiel management, financial, and organizational matters.

Principal Responsibilities

1.  Advises on the financial implications of changes in government policy
and proposed changes in departmental plans and activities

2. Coordinates, on behalf of the Assistant Under-Secretary (Administration)
and the Senior Committee, the annual program review involving the
following specific responsibilities:

- ensuring that the steps involved in the program review are carried
out -in accordance with the prescribed timetable

- reviewing cost figures developed for program review purposes by
subordinate staff to satisfy himself as to their validity

- drafting the program réview submission to the Treasury Board and
reviewing this with the Senior Commitiee

- reviewing the program review submission with Treasury Board staff
and explaining the reasoning behind the resources requested.
P\
3. Directs the preparation of departmental estlmstes, involving the
following specific responsibilities:

- ensuring adherence to the prescribed timetable
- reviewing the estimates prepared by the divisions under his Juris-

diction, both with the division heads concerned and with the
Assistant Under-Secretary (Administration)
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9.

10.

11.

12.

- reviewing the consolidated post estimates and determining, in
collaboration with the Area Comptrollers and the substantive
personnel concerned, hhere end - to what extent reductions can be
made, if necessary .

- presenting, in.collaeration with the Assistant Under-Secretary
(Administration), the consolidated departmental estimates to the
Senior Committee, along with his suggestions and comments, as

" well as to the Treasury Board and the Standing Committee of the
House on External Affairs :

- a331sting the Secretary of State for External Affairs when the

departmental estimates are being presented to Parliement.

Reviews periodic financial reports from responsibility centres in
his Branch and from Area Comptrollers as a basis for discussion of

unfavourable trends and the action that should be taken,

Approves proposed re-allocations of surplus funds between divisions

"'in his Branch and between posts, when the latter have the concurrence
fof the Heads of Post- cOncerned. -

Authorlzes the transfer of uncommitted funds between the controllable
budgets of all support divisions and posts, with the concurrence. of
the Heads of Post and Branch Directors-General concerned or of higher
authority, where necessary.

Recommends to the Assistant Under-Secretary (Admi istration) any

" ‘otHer transfers of funds that he believes are required to facilitate

the achievement of program objectives, to prevent lapsing, or to meet

, contingencles.

* Reviews revisions to departmental instructions pertalning to any of

the administrative areas under his jurisdiction, and recommends their

implementation to the Assistant Under-Secretary (Administration).

Reviews all submissions to Treasury Board, suggests revisions as
appropriate, and refers them to higher authority if agreement on their
form and content cannot be reached :

Maintains close liaison with external financial control agencies and

- proposes, as required, changes in the financial regulations whereby

departmental activities are controlled by such agencies,

Appraises the soundness of proposed changes in accounting systems
and procedures for the control of revenues and expenditures and for
the handling and safeguarding of cash, inventories, equipment and
property, and approves such changes, as appropriate.

Ensures that departmental accounting, budgeting, financial and

statistical reporting systems and procedures are reviewed periodi-
cally, and that improvements are effected as required.

N
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Advises on the delegation by the Minister of financial authority
to the various levels of management; arranges for the appropriate
signing authorities relating thereto and for the periodic review
of all delegated finangial authorities.

Imposes temporary limitations on the financial authorities delegated
within his Branch, aridfrecommends such limitations with regard to
other responsibility c?ntres in the Department.

Advises senior departménta.l officials on any matter related to the
administrative functions for which he is responsible.

Supervises the staff reporting to him by discussing their plans and
problems with them, by assessing their performance and the adequacy

of the services they are providing to other units within the Department,
and by taking disciplinary action as required. '
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; DEPARTMENT OF EXTERNAL AFFAIRS
: ' POSITION DESCRIPTION
POSITION: Financisl Contrgl Clerk .~ DATE: May 31, 1968

ACCOUNTABIE TO: Head of Division

Basic Function

Under the supervision of a head of division, and with the functional
guidance of senior personnel in the Finance Division, provides accounting
and other financial services for the division. Compiles divisional
estimates submissions, maintains commitment files and accounting records
as required, and compiles financial information for inclusion in the
monthly Budget Report. Assists the head of the division in analyzing
variances appearing in the Budget Report. :

Principal Respongibilities

1. Assists in the preparation of the divisionallprogram review submission
by providing financial information as requested.

f 2., Assists in the preparation of the divisional budget submission, as »
% directed, by:

- analyzing prior year expenditures in specified areas, the costs
of individual projects, etc.

- obtaining estimates from suppliers and contractors for goods and
services which are to be purchased for the first time in the
coming year or for which costs are believed to have increased

- compiling budgetary data in the prescribed form for the divisional
submission’ ’

3. Maintains budget work sheets in current form by updating them to
reflect changes in cost rates, projects or other spending plans
which were not foreseen at the time the budget was prepared.-

4, Maintains commitment files in the form of outstanding purchase
orders and expenditure authorities and enters in these files
information on payments made against such orders or authorities.

5. Processes procurement documents to suppliers, verifies receipt
of goods and services, and processes supplier invoices by checking
prices and terms against the related purchase orders, verifying
extensions, etc., and coding and forwarding them to the Chief
Treasury Officer for payment in accordance with approved depart-
mental procedures. :
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Provides to the Finance Division, for inclusion in the monthly
Budget Report, data on planned expenditures for the balance of
the year as calculated from the updated budget work sheets; in
the last three months of the fiscal year provides data on firm
comritments as well. !

Reviews the Budget Report received by the division; assists the
head of division by determining the reasons for variances and by
carrying out analyses or obtaining further information that may
be required in assessing the need for changes or adjustments to
spending plans during the remainder of the year,

Reviews the Subsidiary Statement received from the Comptroller of
the Treasury in order to record disbursements against outstanding
expenditure authorities, to detect and correct any cases of
inaccurate coding or incorrect charges against the division
budget, and to reconcile any journal entries, budget transfers
etc. with div181ona1 records,

Maintains liaison with the Finance Division, the staff of the Chief
Treasury Officer and the Central Services Division concerning financial
procedures, accounts payable and expenditure records and the use of
common office services.

Corresponds with suppliers with regard to purchases, tenders,
quotations, deliveries and accounts payable.

Performs other duties of a financial or accounting nature as assigﬁed
by the head of division,
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DEPARTMENT OF EXTERNAL AFFAIRS

POSITION DESCRIPTION

POSITION: PFinancial Management Officer DATE: May 31, 1968

ACCOUNTABLE TO: ‘Head of the Passport Division

Basic Function

Under the general supervision of the Head of Division and with the
functional guidance of the genior financial officials of the Department,
ig responsible for providing financial support services to the Division;
advises senior staff on financial and administrative matters; coordinates
the preparation of the program review and annual estimates submissions;
supervises the operation of the systems of revenue and expenditure
control and recommends improvements; analyzes Budget Reports for the
‘Division as a whole and for individual cost centires and advises and
assists senior operating staff in interpreting trends, analyzing
-yariances and developing plans for corrective action; compiles data on
product costs semi-annually, and recommends price changes, as appropriate;
operates a working capital advance for the financing of divisional '
operations;'supervises the preparation of labour efficiency reports for
certain cost centres and assists in their analysis and interpretation;
maintains internal control procedures for safeguarding capital assets.
.and sensitive production materials; and performs other related duties
as required. ‘ o o ) ’

Principal Responsibilities

1. Providés advice and guidance to senior staff on financial management
matters by:

- explaining thé requirements of the cost control and budgetary
control systems used in the Division and modifications proposed
for these systems , ‘

- assessing the implications of Government and departmental regulations
in the area of financial management '

- analyzing the financial implications of proposed changes in the
Division's operations, its use of labour, purchases of labour saving
_equipment, "make or buy" proposals, provision of additional services
to the public, the development or use of shared production or
information facilities, etc.
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Assists the Head of Division in preparing the divisional program
review and estimates sukmissions by

assessing the flnancial implicatlons of alternative courses of
action

- preparing projections of revemues and expenditures based on forecast
demand for divisional services and the labour, equipment and support
requirements needed to cope with this level of demand

-'recommending changes. in the rates charged to the public for services
supplied by the Division when such changes are required in order to
render its operations self-supporting

- consolidating the divisional submission for final review by the Head
of Division, forwarding them in required form to the Finance Division
aend answering, or securing answers to, any queries that are raised
on them by the Head of Finance Division or the Director-General
Finance and Administration

Ensures that the Division's budgetary control and reporting systems
are revised, as required, to meet both the special requirements of
divisional management and the general needs of the Departiment.

Supervises a clerical staff maintaining commitment control and revemue
accounts, processing purchase orders and requisitions, and approving
and coding supplier's invoices for payment.

Assists senior operating staff in the analysis and interpretation of
budget reports covering their areas of concern by:

- analyzing budget variances in order to identify their causes

- identifying trends in revenue and cost factors and segregating
seasonal fluctuations from longer-term effects

- assessing proposals for dealing with trends and variances and
assisting the Head of Division to prepare a monthly memorandum to
the Assistant Under-Secretary explaining divisional variances and
his suggestions for coping with them.

Controls the operation'of the Division's working capital advance in
accordance with the requirements of departmental management and
Treasury Board regulations and to ensure that divisional operations
are self-sustaining by:

- forecasting revenues and expenditures at the expected level of
operations for the fiscal periods ahead

- determining the amount of any shortfall of revenue needed to recover
full costs at the current schedule of rates charged to the public
and recommending any rate changes required to cover the shortfall
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in the absence of a rate adjustment sufficient to recover full
costs, estimating the amount of the appropriation that will be

- required to reimburse the revolving fund in order to maintain its
-balance at the end.of the period: :

- reviewing all revenue, expenditure, cost and inventory reports

- continuously to identify any financing problems which might occur
and taking the necessary corrective action, or recommending.such
action when it is beyond his authority .

- preparing a cash budget incorporating any expected seasonality in

revenue and the division's planned rate of expenditure in order to
determine the size of the . working capital advance required for the

' coming period
- preparing documentatioo required by the Treasury Board or the Chief

. Treasury Officer in connection with the operation of the worklng
capital advance or modifications to 1t.

Supervises the preparation of product costs, labour efficiency reports
and other statistical data required by operating managers by: '

- developing, in cooperation with section heads, cost and work
standards and ensuring that these are periodically re-evaluated

_ establishing mechanisms for the measurement of production in

appropriate units for each cost sentre in the Division and
monitoring the collection of such data

- developlng approprlate bases for the allocatlon of all costs to
the products and services of the Division and re-evaluating these
bases periodically in consultation with the senior staff concerned

- training clerical staff in his own section and in the operating
-sections in the correct procedures for recording and distributing
cost data and preparing reports.

"Establishes and continuously monitors procedures for the control and

safeKeeping of cash, equipment and property, including materials used
in the production of passports which have significant security impli-
cations as well as files and other information storage of a hlghly
confidential nature.

Performs related administrative duties as requested by the Head of
Division from time to time.




Woods, Gordon & Co. ' 7 APPENDIX A

Page 21
DEPARTMENT OF EXTERNAL AFFAIRS
POSITION DESCRIPTION
POSITION: Head of Finance Division DATE: May 31, 1968

ACCOUNTABLE TO: Director-General, Finance and Administration

Basic Function

The Head of the Finance Division is responsible for providing financial
advice, guidance and support services to all divisions and posts of the
Department. In doing so, he advises officers of the Department on
financial policies and practices, and answers queries regarding their
specific financial management problems; assists in the preparation of the
program review and annual estimates submissions; supervises cash and
revenue control and the maintenance of certain special purpose accounting
records for the Department; monitors the accounting and reporting services
provided by the Comptroller of the Treasury; and carries out special
studies and performs related duties as required.

Principal Responsibilities

1. Assists the Director-General, Finance and Administration in providing
advice and assistance to senior departmental officers on financial
matters by:

, assessing the financial implicetions of slternative courses of
action

- analyzing the'effectiveness~of current financial policies and
procedures, and recommending revisions where necessary

- assessing the seriousness of potentisl overspending and lapsing
problems

- seeking out sources of uncommitted funds to meet changes in plans
or unforeseen contingencies.

2. Answers queries regarding the application of financial policies and
regulations and also regarding the most appropriate disposition of
financial management problems within responsibility centres,

3. Assists in the preparation of the program review submission by:

- analyzing the financial implications of program and manpower
plans as requested; and coordinating the financial forecasts for
the Department based upon the approved manpower budget and
utilizing per capita expense factors or other means of estimating,
as appropriate
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.-

- preparing forecasts for those items of expenditure 1ncluded in
the budget of his va131on

T superv1s1ng the compiling of thevprogram review submission in

‘required form for flnal review and presentation to Treasury
Board. .

Assists in’the preparainn of the main estimates submission by:

- supervising the collection and consolidation of data from the

divisions concerned in order to prepare the estimates for
_Vote 15

- supervising the collectlon and consolidation of data to form
the departmental budgets for international conferences, head-.
quarters travel, and certain other elements of the estimates
for which the Division is the des1gnated respon31b111ty centre.

- providing advice and answerlng querles from the heads of

responsibility centres at headquarters regarding the preparatlon
of their submissions

- supervising Finance Division staff in the consolidation of
responsibility centre budgets into. groups for the preliminary
budget review and finally into the departmental estimates

‘:submlss1on in the form requlred by the Treasury Board

- ass1st1ng the Dlrector-General, as requested, in the presentatlon

of the estimates before the Treasury Board.

Monitors the operefion of accounting and financial reporting systems

in the Department by:

',*- preparing procedure manuals and departmental instructions for the

guidance of respon51b11ity centres

- assisting in the development of training programs for administrative
and clerical personnel and participating in such training programs,
particularly through on—the-aob trainlng of rotational staff within
the Division - , .

- working with the appropriate staff of the Comptroller of the Treasury
to implement accounting and reporting systems appropriate to the
information requirements of. varlous levels of management in the

'Department . :

- superv1s1ng the collection and transmlssion to the Chlef Treasury
Officer of planned expenditure and firm commitment data from each
‘headquarter's responsibility centre for inclusion in the Budget

Report
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- supervising the receipt, verification and transmission to the
Chief Treasury Officer of monthly expenditure data from the posts
via the telecommunications system

- pupervising the development of departmental expenditure and revenue
codes and ~ the preparation of coding manuals in accordance with the
directives of the Treasury Board

- collecting and analyzing statistics on the opeiation of various
parts of the system such as late reporting, transmission errors,
coding errors etc., and initiating the appropriate corrective
action ‘

.- reviewing all accounting records maintained and all reports
produced in the Department on & regular basis in order to assess
their continued usefulness and the need for changes in their
format or content.

6. Supervises the financing of posts abroad by:

- estimating the net monthly requirement at each post, taking into
account anticipated revenue

- arranging for the issuance of letters of credit in appropriate
‘amounts to each post

- reviewing periodically the amount of monthly disbursements at each
post and the balance on deposit in the post bank account at the -
end of each month in order to identify any seasonality in the.cash
requirement or the need for an adjustment to the letter of credit

- ensuring the prompt processing of post expenditure data received
at headquarters, so that the revolving fund can be reimbursed.

7. Supervises the collection of and accounting for revenue, and initiates
write-off action on uncollectible accounts.

8. Ensures the control of expenditures within primary allotments by:

- preparing the annual letter to the Treasury Board specifying the
primary allotments for control purposes and the allocation of
funds between these allotments

- directing the preparation of financial encumbrances as required
to instruct the Chief Treasury Officer as to the intended use of

j funds by responsibility centres financed by District Treasury

| . - 0ffices abroad and those financed by the departmental Treasury

Office .
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- analyzing the monthly Budget Reports to identify potential over-

- npending that may not have been detected by the managers of
responsibility centres and groups, drawing such cases to the
attention of the Director-General, Finance and Administration,
and recommending corrective measures

- drafting for the approval of the Director-General, Finance and
Administration, submissions to Treasury Board requestxng the
transfer of funds between primary allotments.

Supervises the maintenance of accounting records and the preparation
of reports within the Division with regard to those items-of
expenditure for which the Division is the nominal responsibility
centre but for which the - primary control responsiblllty rests with
various substantive divisions.

Supervises the staff of the Division engaged in the performance of the
foregoing duties through a Deputy Head of Division and three section
heads; assigns duties, explains requirements, establishes priorities
and work standards, determines establishment requirements, appraises
performance of staff and recommends disciplinary action as required.

Maintains liaison with the Chief Treasury Officer and with his counter-
parts in other government departments having operations asbroad in order
to0 coordinate financial management practices and to resolve problems of

common concern,

' Performs other related duties and carries out special studies as
requested by the Director-General, Finance and- Administration.
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DEPARTMEET OF EXTERNAL AFFAIRS
POSITION DESCRIPTION
POSITIORN: Head Planning and Estimates Section DATE: May 31, 1968

ACCOUNTABLE TO' Head of Fiqance D1v1s10n

Basic Function

The Head of the Planning and Estimates Section supervises a staff of
financial specialists who are responsible for the development of cost
data to be used for program review purposes; the consolidation of
departmental estimates; the preparation of periodic reports covering
certain types of expenditures; the development and maintenance of coding
and other financial manuals; and the development of improved financial
procedures and reports.

Principle Responsibilities

1.

Participates in, and superv1ses a staff engaged in, the following
activities:

developing per capita figures and other cost data that can be
used for determlnlng approx1mate costs in connectlon with the annual
program review

developing, and revising as required, the forms and procedures to
be used in connection with the preparation of departmental estimates

developing estimates for those areas of expenditure controlled by
the Finance Division and for which the Head of the Division is
accountable

developing, in collaboration with the substantive divisions
concerned, estimates for those areas of expenditure controlled by
the Finance Division as & service to the substantive divisions

consolidating'estimates'submissions prepared by other responsibility
centres into consolidated estimates for the Department as a whole

compiling departmental estimates support reference material, some-
times referred to as the "Estimates Black Book"

preparing periodic reports required by headquarters divisions who
are not responsibility centres, covering certain types of expendi-
tures in which such divisions have an interest
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- maintaining, and revising as required, coding and other flnanclal
~manuals for use throughout the Department

- ensuring that information on planned expenditures and other data
supplied by the various responsibility centres for purposes of
the monthly budget report is received and forwarded to the Chief
Treasury Officer by a specified date each month

- preparing financial encumbrances as required for cash control
purposes ’ ’

- providing an internal accounting advisory service to all units of
the Department, particularly with respect to any problems :
‘.encountered in connectlon with codlng and reporting systems

- developlng materlal to-be used in the training of admlnistratlve
© « personnel and 3351st1ng in the tralnlng of such personnel, as
requested i . . .

2. Advises and assists personnel in other responsibility centres, as
requested, in connection with the preparation of their estimates,
interpretation of expenditure trends and analysis of variances,
development of planned expenditure or firm commitment figures, etc..

3. Advises certain headquarters divisions that have special reporting
' requlrements on the best way of meeting thelr needs 1n this respect.

.34;--Per10dlcally reviews the Department’s coding and reporting system to
- ensure that it is revised, as required, to reflect any changes in
organizational arrangements, reporting needs, expenditure break-

‘downs, etc.
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DEPARTMENT OF EXTERNAL AFFAIRS
POSITION IESCRIPTION
POSITION: Head, Post Accounts Section DATE: May 31, 1968

ACCOUNTABLE TO: Deputy Head of Finance Division

Basic Function

The Head of the Accounts Section supervises a staff engaged in the
processing of accounts submitted by the posts, to ensure they are complete,
to determine types and sources of revenue, and to ensure that post finan-
cing is adequate; acts as a clearing hourse for observations raised by the
Chief Treasury Officer; and carries out certain special duties in connection
with emergency evacuations.

Principle Responsibilities

1. Supervises a staff in the carrying out of the following functions:

- conducting a preliminary review of monthly accounts submitted by
posts, to determine type and source of revenue, to ensure completeness
of enclosures and supporting documents, and to determine adequacy of
letters of credit

- forwarding the accounts to the Chief Treasury Officer for audit, and
maintaining a circulation record for each set of post accounts

- answering observations raised by the Chief Treasury Officer or
referring the observations to the apprOprlate Area Comptroller or
headquarters division

'~ preparing statistical reports on the progress of post accounts from
date of receipt to date of completion-and filing -

- determining experience pattern and areas of delay or tardiness, and
reporting to supervisor for action to be taken.

2. Brings to the attention of the Deputy Head of the Division, and the
Area Comptroller concerned, the necessity for revising a post's letter
of credit, and makes whatever arrangements are required in this
connection,

3. Recommends to the Deputy Head of the Division telegraphic transfers
of funds as required, and carries out. instructions to arrange emergency
letters of credit and specisl cash parcels for possible emergency
evacuations.
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4. Procures and maintains, as required, current International Air
" Travel Cards for emerggncy evacuation from posts.

5. Arranges for reimbursement to Canadian personnel at posts for
personal funds deposited at post.
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LEPARTMENT OF EXTERNAL AFFAIRS

Objects of Expenditure to be Controlled by Subatantive Divisions

Description
Vote 1: Departmental Administration

Salaries of Canada engaged personnel, including casuals, overtime and retroactive
pay
Locally-engaged casuals

Consular

Cultural
Affairs

Defence

Liaison (2) Historical Information Passport

Fress &
liaiacn

Prctceol

02

Travelling and transportation expenses (temporary duty).
Travelling expenses - non-public servants

Travelling expenses - visitors' progranm

Freight, express and cartage

Postage

Telephones

Telegrams, cables and wireless

Eo T o B ]

- =

¢ ¢ ¢ ¢

03

Promotional activities (including exhibits, display material, portable exhibits,

posters, advertising, and miscellanecus publicity materials, including related
. invitations),

Printing of Canada Treaty Series

Printing of State Papers

Printing of the Dapnrtnentnl Annual Report and special publications

Musical scores

Maps, charts and flage for distridution.

Printing of "Canadian Representatives Abroad™ and ’Beprnncntntival of Other Countries

in Canada”
Printing of "Diplomatic Corpa”
Miscellaneous purchased publications for distribution
Miscellaneous printing of other publications

MM

= =

04

Speakers Program

Photos and illustrations
Writers and translation fees
Other business services
Micro-filming services
Protective gervices

Presa News Service

LR R R B ]

05

"Rental of other buildings - suditorium, halls, etc.

06

Purchased repair and upkeep of orrlcg'-achtnel“

07

Miscellaneous food, beverages and tobacco (official entertainsent).

Office machines And equipmant,

Office materials, household supplies and, .printed matter,

Uniforms.

Passport blanks, certificates, special paper, applications and other pasaport forms
Subscriptions to newspapers, periodicals, etc, (Purchased by Headquarters,)
Library purchases (by Headquarters).

Purchased books, leaflets and other printed matter.

10

Grants to Canadian artists and artistic groups
Payments on behalf of distressed Canadians
Refunds on behalf of distressed Canadians (credit).
Tranafer payments to Canada Council

12

Miscellaneous other expenditures.

09

Vote 10: Capital Expenditures
Construction or acquisition of security equipment.
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DEPAMTMENT OF EXTERNAL AFFAIRS

Objects of Expenditure to be Cortrolled by Administrative Support Divisicns

Communications and Finance and Administiwtion Sranch
Information Systems FPersonnel rinance Froperty Mater:e. Jentral
Descripticn Branch Branch Management Managewent Serv:ices

Vote 1: Departmental Administration

Salaries of Canada engaged personnel, including casuals, cvertime and-retroactive

: pay.

Basic foreigm service allowance, including supplementary foreisn service and non-
resident allowance for children.

>

Salary equalization allowance
Home sllowance - basic and supplementary, and differential allowance
Allowsances for indirect representation, .tropical clothing, language,
Tranaler sllowance (on posting abroad), separation allowance (Indo-China), transe
' ition sllowance,
Rent allowance and employee's share of rent, including security deposit,
Allowances for education and education travel,
Department's share of Post Co-op. medical services, and medical travel expensed

. under Foreign Service Regulations,
Board and subsistence, including accountable sdvances,

6 ¢ d¢ <

= > X =

02

Travelling and transportation expenses (temporary duty) of personnel, including
accountable advances. X
Travelling and transpoertation - non-public servants
Removal-travel expenses of personnel on posting and recruitment, including
rental reimbursement and installation costs,
Removal-transportation of things on posting and on recruitment including
packing charges.

E R

Asaisted leave and emergency evacuation

Courier servicea-travel (including bagaage charges) and carrisge of diplematic
maile

Postage, telephones, telegrams, cables, wireless

Rental of communications lines and equipment :

Freight, express and cartage X

> > <

04

Medical examination and hospitalization upon return to Canada

Accounting services ' X

Legal services, real estate and engineering services, X
Tuition and examination fees {including language), training of public servanta,

including travel. X

Ea kol

Passport photos

Outeide reporting services, ’a;xd other business services, N - X
Micro-filming services, X

Storage of household effects. - X

05

Renta) of buildings, machinery, equipment, motor vehicles and household furnishings. ' X X X

06

Repair of machinery, cquipment, office machines and office furnishings, Head-
_ quarters. . X

o7

Taxes on diplomatic properties X
Fuel, grease, oil, tires, tubes, accessories and spare parts for Headquarters :

motor vehicles, . X
Office materisls, supplies, printed matter, office machines and equipment. X X : X X X X

Household and other miscellaneous supplies (bulk purchases). ’ X
Food costs and local salaries re residence staff when Head of Post not in receipt: :

of Head of Poat allowance X
Parte for communications equipment. X

10

Ex-gratia payments X
Grant to Nationsl Research Council X

12

Profit and loes on exchange, bank charges . X
Claima against the  rown, X
Compensation to employees for loss or damage to furniture and effects, including

general coverage claims. X

08

Vote 10: Capital Expenditures

Acquisition of land, landscaping, construction and acquisition of chanceries, ! . v . . . ————
official residences, staff quarters and other bduildings, including advances
to Posts, : . ) X

09

Paintings and objects of art .
Communications equipment X
Appliances, equipment and furnishings - initial procurement for Posts abroad
- Headquarters requirements
Motor vehicles,
Miscellanecus other technical equipment (initial procurement),

My x
>

10

Vote 15: Trans{er Payments,

Contributions, grants and payments to international commissions and organizations,

including Commonwealth, and miscellaneocus grants and payments. B - X »
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