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May 31, 1968.

Mr. Marcel Cadieux,

. - . s E Clrgren Sl e

Under-Secretary of State for External Affairs, et o patercl M
bim. gen Alfzirer axidrigies

Department of External Affairs,

AT .

Ottawa, Canada. ! E RS 0 |

.o CesARs e o o
PLFUSE TS RIRARPSEP0 1 frete

FETIMERCY SR BIRLISTOTINL B v 1% f

Dear lr., Cadieux:

As requested by you, we have ﬁndertakeh a survey of certain

aspects of the Department of External Affairs' system of financial

administration. In the report that followé, we set out our findings in

this connection, along with our recommendations for the establishment of
an effective system of responsibility accounting fqr 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:

Vr. Go F. Farrow Senior Administrative Officer
Trade Commissioner Service
Department of Trade and Commerce

Mr. R. Gregsen . Senior Auditor
Inspection Services
Department of External Affairs

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

Mr. B. R, Warren Deputy Head (Planning)
' Finance Division
Department of External Affairs
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We would like to acknowiedge the very vaiﬁéble contribution
made by these individuals to the study. Many of the proposals set out in
this report originated‘with'them. We would also like to express our
appreciation for the assistance and cooperation that we received from
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,

Yours very truly,

Woods, Gordon & Co.




INTRODUCTION

The Department of External Affairs

HistoricglvBackground‘

The Departmént of'Externai Affairs was established approximatei&
sixty years ago to deal with mattersvconcerning Canada's felations with
foreign governments. - |

‘It started off in a very modest‘way with a staff of an Under-
Secretary and a handful of clerks. 'Caﬁadiah diplométic interests abroad
were handled by British diplomatic and éonsular authbrities>in the
countries concerned, although a certain nuﬁBerrbf trade commissioners and

immigration officials had been appointed by their respective departments

‘to represent Canadian interests in these areas in selected counﬁfies.

The Department expandéd its operations between 1926 and 1929 aé
legations were opened in Washington and Tokjo and the Commissioner-
General in Paris was appointed Minister to France. This period of
expansion was followed by ten yeﬁr; of consolidation up to the outbreak
of the Second World War, - -

The need creaied by the war for closer and more direct contacts
with Commonwealth and Allied governments‘led to a rapid incfease of
diplomatic exchanges with these and other foreign countries, principally
in Europe and latin America. -Mémbership in the Uhited Nations and other
international organizations such as NATO, UNESCO, OECD, etc. also increased
Canada's responsibilities outside its own borders and a number of permanent

missions and delegations were established to represent Canada on these

various bodies and their committees.




= ”l 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

e 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:

a. the supervision of relations between Canada and other countries

and of Canadian participation in international organizations;
the protection of Canadian interests abrosad;
* j! b. the collation and weighing of information regarding develop-

ments likely to affect Canada's international relations;

=1 . c. correspondence with other governments and their representatives

in Canadﬁ; .

R X d. the negotiation and conclusion of treaties and other inter-

national agreements;

e. the representation of Canada in foreign capitals and at inter-

national conferences.

These functions are carried out by a staff of approximately 3100

employees, Of these, close to 2000 are employed outside Caneda, including

locally engaged staff. The Department's expenditures, as reflected in its

1968-69 estimates, total approximately $85,041,000. These can be broken

down as follows:

Administration, operation and maintenance % 44,591,000
|
Capital | 7,000,000
3 Assessment, grants and contributions 33,363,000
: Statutory votes 87,000
1 3 85,041,000
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Present Plan of Orsanization

While this study is not concerned with the orvanizational structure
of the Department from the point of view of its substantlve or operational
act1v1t1es, it may help to put some of our subsequent conclusions and

proposals in. their proper perspective if we descrlbe very briefly the over-

all plan of organization under which the Department is presently operating
and the principal functions carried out by‘certain of its headquarters
divisions, Existing organizational arrangements as far as the financial
manavement of the Department is concerned and the functions of those
divisions that are primarily concerned with financial management matters,
are described in subsequent chapters. | )

The present plan of organization of the Department 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'communications are dirvected to the
headquarters division concerned; These divisions are grouped under four
Assistant Under-Secretarles and a Deputy Under-Secretarv with the
exception of three divisions in uhich the Head of the division reports
directly to the Under-Secretary. Matters of major significance are dealt
with by a Senior Committee consisting df the ﬁnder-Secretazy, Deputy;Uhder-
Secretary, and Assistant Under-Secretaries.

Most headquarters divisions fall into one of the following three

categories:

1, Area divisions, 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 policy formulation
and coordination of departmental operations as they relate to major functions
or activities common to all geographical areas.

3. Administrative 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 paragrapﬁs that follow.

The six geographiéal 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 personnelﬁon various aspects of Canadian policy with respect
to the countries and geographical areas under their jurisdiction.

The United Nations Division is responsible for providing advice

on metters relating to Canadian participation in and policy towards the
United Nations and its specizlized agencies, and for coordinating the work
of other divisions of the Department and other depértments of government in

this connection.

Tre Informatidn Division is responsible for conveying to the pecple
of other countries a knowledge and understanding of Canada and the Canadian
people and for providing information on Canada's external policy and on the

work of the Departmént of External Affairs.
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The Cultural Affai:s 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
mgintaining liaison with other interested agencies, both public and private,
with a view to making 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 internaticnal nature -

divisions and senior departmental personnel on variocus aspects of Canadien

: on matters under provincial jurisdiction. '
!I policy with respect to countries in which the French language and culture

The Francophone Division is responsible for advising other r'
II
i
a
((

are predominant.

The Economic bivision deals primarily with economic questions that - ?
have international implications for Canada, including treaties, agreemenis, = }f
,;" - rroblems relating to international transportation, communications and finance, |
and Canada's relations with a mmber of international agencies in the economic
fielde | | | | | é?

~ The Protocol Divisionhis concerned with matters of diplomatic B

protocol, precedence, privilege and immunity, working closely with diplometic
missions esteblished in Canada, and making arrangements for recognition of

representatives of other countries and for the extensicn of government

hospitelity to distinguished visitors from such countries.




«F?vg The legal Division is responsible for providing depaﬁtmental
personnel with advice on all aspects of international law, particularly as ";
it covers treaties and agreements and Canadian properties and interests
égii abroad, and for ensuring that the Government's activities in the inter- r‘;

national field are conducted in accordance with approved legal principles -

and practices., . ‘ {

.

. R e ek s oy
The two Defence Iiaison Divisions are concerned with Canada's ‘

international cormitments and activities in the areas of defence and . ! :

national security including its participation in NATO, NORAD, and various

peace-keeping missions. _ o . ‘y
The Disarmement Divisign is concerned with the developmenﬁ of (

government policy in relation tp the control by international agreement of i}

military forces, weapons and expenditures.v

The Consular Division is concerned with the conduct of consular ~

activities such as safeguarding the rights and interests of Canadian
citizens and companies abroad, and processing visa applicatipns in

countries in which Canadian immigration authorities are not represented.

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 them,

The Historical Division is responsible for carrying out

historical research in the field of foreign affairs, for the selection
}f  and compilation of material in this field for publication, and for

providing library, archival and press clipping services to the Department,
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The Press and Liaison 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 Ingpection Service carries out a program of"oﬁerational audits

within the Department designed to'assess the effectiveness of its present

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

'%JJN} QU!LW\-« {)1&!.1-}#\»!&@-.

s/
The Personnel Branch) whose plan of organlzatlon is being rev1ewed

by staff of the Public Service Cormission, operates at present through three
divisions as shown in Exhibit 1, These divisions are responsible for
providing the normal range of persoﬁhel‘services to the Department plus the
specialized services required‘in eonnectioh with the training and pos£ihg
of staff under the Department's rotational system, and the administration

of a complex system of pay and allowances for personnel, serv1ng abroad.

S ACAR G L it

The Communications and Information Systems Branc§4is 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 sfﬁdy 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 headquarters 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.
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The Finance and Administration Branch is responsible for providing

advice and support services to the Department in a number of administrative
areas. The functions of the Finance Division are discussed in detail later
in-our report. The Property Management Division is responsible for the
acquisitiop 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 a
number of spec1alized gervices such as developing magor schemes of interior
decoration for new residences. The Central Services Division is responsible
for the prov1sion 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,

s
2 P
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TERMS OF REFERENCE

The terms of reference covering our study, as set out in a letter
from the Uhder-Secretary of State for Externa1 Affairs dated September 27,
1967, are as follows:
Objective
To establish an effectire 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.
To meet this objective, a careful study of the following will be
necessarys:
- the planned departmental organization from the point of view of
appropriateness for reSponsibility accounting practlces,
- current procedures and practices for the preparation of the
Department's annual program review and estimates;
-~ the present system of financial control in terms of its‘adequacy
in an env1ronment of respon31b111ty accounting;
- present accounolng systems in terms of their adequacy for cost

control and decision making;

existing financial reports in terms of their adequacy and
timeliness for decision making;
- existing financial management organization in terms of structure,

-grade and numbers of personnel.

Recormendations will be required regarding the most appropriate
alternatives for:
- an effective structure for responsibility accounting;

- the most appropriate responsibility and cost centres consistent

with these alternatives;
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the nature and extent of financial authority to be delegated;

improyed procedures for the preparation of the annuél program ;‘;:
review and estimates, including the application of objective ;-

standards; ' ; ; =

improved 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, éccounting procedures and f f
reports to ensure effective coﬁtrpl of commitments and cash o :
disbursements, and the application of working capital advances.

Particular attention will be required regarding accounfing

systems and procedures to be followed by posts abrosd;

- the most effecti%e‘system of finaﬁcial reports, including
details of format, preparation procedures, and frequency
for both revenues and’expenditures;

- tbe most effective financial Prganization, includiné the number
and level, as well as statements of duties and responsibilities

for key positions.

Finally, recommendations will be required regarding the most

appropriate plan and program for implementation of the proposals in the

areas optlined above, Recommendations in each of the areas outlined

should include recommendations on the most appropriate techniques (e.g.

E.D.P.) as applicable.

t]!
|
5 |
.
|
E
@
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m ' : METHOD OF CARRYING OUT THE SURVEY

The first phase of>the'survey was devoted to a general review of
the way in which the Deparﬁment is preéently funcﬁioning'and a thorough
review of the Department's present system of financial management. During
this phase we interviewed all heads of divisions4apd contaeted ell 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 a number of other
ét" governments in their foreign affairs Operations, with particular emphasis
itl on the degree of financial authority deleuated to the heads of thelr missions»
- abroad. In addition, we visited a number of posts in the Uhited Sta+es and

South America and obtained first hand opinions and 1mpr9581ons on their

financial management procedures and problems.

After analyzing the 1nformation and opinions obtained in this
manner, we examined a number of alternatlve orcanlzational arrangements
- that could be used as a , basis for developina a responsibility accounting

'stfucture for the Department. We discussed these with a selected group of

senior departmental officials. Out of these discussioﬁskemerged a set of

basic conepts and an organizational framewofk that appeared to offer a

workable arrangement for developing the desired structure. These were

incorporated into a discussion paper along with an 111ustrat10n of how
they would work if applied to the Department's Proaram Review and EStlm&t°S
Procedures.,

The discussion paper was circulated tc 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.
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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 methpd of applyiné them, |

The next stage of thg survey involved the development of the
detailed responsibility accouhting structufe and financial cohtrols needed
to sﬁppért the proposed system. This included the delineatidn of responsibility
cenﬁres and the degree of authqrity to be deiegéted to thenm, aé well as the
system-of budgétary éontrol and cash control to bé foilowed and the reporting
structure to be used. Our suggestidns‘with regard to thése areés were
incorporated into a second discussion paper whiéh, as before, ﬁas circulated
to the Senior Committee, a seiectéd number of heads of divisions, and the
Treasury Board. | | |

Once again, no majof objections were rﬁised and we proceeded to
the final stage of the survey, in which wé devéioped thé accounting systems,
the detailed organizational arrangements, ana a plah for implementing the
proposed system, if it is approved.

The completed report in final draft stage, i.e. subject only to
final éditing, was then distributed to>the Assistant Under-Secretary,
Administration and a selected group of senlor departmental officials as
well as representatives ofvthe Treasury Boérd and the Comptroller of the

Treasury. Discussions were held with these individuals, as a result of which




FINANCIAL MANAGEMENT IN THE FEDERAL GOVERNMENT

With the Federal Government's adoption of the Glassco

Commission's recommendations relating to the use of program budgeting,
?;]I the way was paved for the introduction of major improvements in the

planning and control of departm;ntal operations. While subsequent
:F]! ’ studies have demonstrated the validity and usefulness of this concept - ! o
in those departments where the management of resources is a major
management function, they have also brought to light the fact that {1 i
theré 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 sgction of our report to

describe briefly the philosophy‘underlying the twin concepts of
ii " program.budgeting and responsibility accounting and to outline the

difficulties involved in applying them to a department like Extefnal

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 N =

needs of both the Departmehtvand the Treasury Board for an improved |

system of financial management in the Department.

Program Budgeting

As poxnted out by the Glassco Commission, the form in

11 § which estimates were prepared in all government departments at the tlme
of its survey, i.e. by objects of expenditure, did not prov1de to
departmental ﬁanagement, Treasury Board or Parliament a 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 sys?em of financial management known 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 l
program so that those in aﬁthority, by knowing the purposes‘ !
for which funds are being requested, will be in a position
to establish priorities_énd decide on the most effective use
of such funds.

(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 - benefits against costs, and to evaluate
alternative methods of ;5hieving a given objective. !

(e) To assess the effect of changes in demands for services on the i
manpower and other resources needed to support a given program
or activity, thereby facilitating the'planning and control of
such resources.

(d) To provide a means of holding specific individuals accountable

for the estimating and control of revenues and expenditures

associated with a particular prbgram or activity.
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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 a group of
related activities having a com?on 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 depart-
ments. 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 Traﬁsport,,Treatment Services and Veterans
Welfare Services in the Department of Veterans Affairs, and so on. Thus
it can be seen thaf, in practice, programs in these departments have been
defined in broad terms, frequently as the vehicle for carrying out a major
piece of legislation,

As noted previously, the primary benefit to be gained
from the introduction of program budgeting is that it enables (and
tends to force) departmental m;ﬁagement to plan and control a department's
operations 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 Bogrd»to assess alternative uses and priorities
for available resources in relation to the benefits anticipated as against
the funds required - the "cost-benefit relationship”.

_As an aid in determining the resoﬁrces required to carry

out a given activity, the program budgeting system envisages the use of
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"performance indicators". These are statistical measures of activity

|

|
or workload that can be converted into resources'(manpbwer 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 o
blanks, postage, etc. needed to supply a passport to an approved ?
applicant, it can be used both for projecting future resource require-
ments and as a measure of the resources that should have been used to
process the number of 5355ports ac#ually issued.

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

abovg,‘a projection of the number of passports likely to be issued over
the next fivé years could range from a simple percentage increase, based
on the average increase experienced over the last five years, to complex w
assessments based on projected pOpulation and income levels, travel '#
trends, and the effect of such iéfluences as the probable economic
condition of the country, the introduction‘of jumbo jets, the number
of immigré#ts likely to be returning fér visits to their respective i
hémelands, etc, etc, o .

| | It is possibie to conclude, even from this very brief l
discussion of program budgeting, that this approach to budgetary cpﬂtrol
is most éffective for those types of government Opgrations where‘the,

objectives of a given program can be clearly spelled out, where the

benefits and costs of alternative methods of achieving these objectives

ol e e ums wm wm WS BE Em GB SR S On Bm BB BN ER @)
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‘ can be identified, and where statistical indicators are available as
j a basis both for projecting the probable workload or demand for services

| z
;;‘5 arising out of each activity and for measuring the actual services '-f

provided. Unfortunately, this is not the case in the Department of
;j!i External Affairs. - However, before discussing this problem in greater
detail, we would like to complete the description of program budgeting

”:El by outlining the organizational framework within which this system is ! }»

normally applied. ’ : ;fi

Responsibility Accounting

As stated previously, one of the advantages associated

with program budgeting is that it enables departmental ﬁanagement to

designate Specific'individtals 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

to them.

To achieve this benefit of program budgeting, it is

necéssary to delegate sufficiénﬁ authority to these designated individuals

for them to make the decisions required of them by their management

function. If this is not dome, it becomes very difficult to hold such e

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 a responsibility accounting structure. While

such a structure is an integral part of the program budgeting system, 3




it can also be used, and obviously is used, in any organization where
senior managemeht 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.
Thus, responsibélity accounting is more of an | B

organizational concept, to be used in conjunction with some form of

budgetary contfol, than a specific technique for improving menageﬁent
effectiveness., It is the vehicle by whieh departmental management

‘can share its‘workload and hold individuals accountable for carrying L
out given tasks. When formally eonstituted,na résponsibility

accounting structure consists of a set of responsibility centres,

Lt

with the head of each centre being delegated certain specific

S E responsibilities and authorities.

In a government department, responsibility centres are

normally recognized organizafional entities such as a branch, division

or section. The head of an organizational unit,bsuch as a branch, which g (

consists of a number of divieiens, some or all of which are responsibility
i centres, is also considered the head of a responsibility centre (the
;T branch). However, to avoid confusion, we refer in this repbrt to such

collections of feSponsibility centres as "responsibility groups". ‘

Applicability to the Department of External Affairs

- 'In assessing the applicability of the program budgeting
%,' . .
. !5 concept to a department like External Affairs, one of the first questions
that should be asked is whether an analytical management tool of this sori

is the most apﬁropriate one to use in the planning and control of an

2 6peration in which cost-benefit relationships and indicators of effectiveness
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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 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 External Affairs. On the other hand, there
can be little doubt concerning the value of the organized and disci-
plined approach that the use of program budgeting brings to the
decision making process and the establishment of priorities between

alternative uses of resources.

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.



In carrying out its initial Program Review in 1966, the
Department came to the conclusionthat 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 expenditures). These are:
1. Direction and Administrative Support

2, Policy Formulation and Coordination

- 3. Foreign 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 controlliﬁg the Department's operations,or to examine the

ﬁossibility of developing a better definition and grouping of activities.
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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.

We believe there\is considerable merit in the approach
that the Department has adopted wherein its operations are considered
as one basic program. There is certainly a considerable amount of
precedence for doing so, since many other'large_segments‘pf the govern-
ment's operations are presently considered as one program, including
Immigration, Trade and Commerce, Welfare Services, Forestry,and Justice,
to name but a few. However, we ére 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 ndt fit the accepted definition
of a ﬁrogram, as by the lack of feasible alternatives.

The two principal aléernatives that immediately come to
pind are the possibility that some or all of the components listed
previously could be considered as full-fledged programs in themselves,
or that each country to whidh sﬁr representatives are accredited and each
multilateral mission could be considered as a separate program. Unfortu-
nately, neither of these alternatives offers a more rational basis for
applying program budgeting than the present arrangenment.

< 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
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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
gpending time on any or all of them and where some visual aids, such
as films or travelling exhibits, may be used in several countries ana
for several purposes.

These same factors of shared responsibility and shared
purpose would make it difficult, if not impossible, to pinpoint
accountability for the effectiveness of programs developed along these
lines. The difficulty of evaluating the impact of such programs, added
to the difficulty §f segregat ing their costs, would also rule cut the
possibility of developing the cost-benefit relationships that form an
integral part of the program budgeting system.

The possibility of considering each country to which
the Department's representatives are accredited, or at least :in which
it has a mission, as a program is a much more intriguing one. There
is little doubt that the Department's objectives vary from country te
country. 1In addition, the effectiveness of the variocus methods available
to it of achieving these objectives, such as cultural exchanges, economic
aid or military assistance, vary from country to country.

If countries were defined as programs, the Department
could then plan the use of its rescurces 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
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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 theosy,'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 progrém 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

Departﬁent 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 numﬁer of mechanisms are employed to cbordinate these activities,
it ﬁould not be reasonable to ﬂéld a Head of Post accountable for the
éffect 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
fhese can have a major impact on Canada's relations with certain countries,
for which a Head of Post could not reasonably 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 appropriafed‘by Parliament
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thrcugh one or more votes for each program, financial control in the {

e
i ﬁ

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 groupi?g of posts into more broadly defined

programs, such as a "Middle East Program® or a "FranQOphOQe Program"

(inwhich certain problems and certain objectives were common to all of the

»‘i . posts) would reduce the number of programs involved, it would not overcome
B 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 F

B BON (2 LN

significantly - even between countries within one geographical area. i -

Still another obstacle to the use of program budgeting in

o

the Départment in general, and to the designation of countries as programs

in particular, is related to the rotational system that the Departiment has

found to be a very necessary part of its staffing arrangements. Not only -

s

do Heads of Post have very little control over the calibre of staff

assigned to their posts under this system, but, because they themselves

i

rotate every two to three years, many of them are likely to find them-
pa

3 : selves faced with the necessity of carrying out programs and living within

>

budgets prepared by their predecessors,

i!% Another problem created by the rotational system, which

‘: would be accentuated by the usé of countries as programs, concerns the
S difficulty of budgeting for and controlling the salaries and allowances
fli of "Canada based? staff at the posts. Many postings bear little relation-

ship 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 é
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, | |

a considerable impact on the allowance 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 allowancegfxgzauauﬁué: 

costs of his post.

Use of Program Budgeting in a Modified Form:

If, for the reasons just outlined, it is not possible

iiii ﬁiii ‘iiii iiii

~to apply program budgeting in its customary form to the Departiment of
lll 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 judgment of -

iiii iiii

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

e officers to bear on the problem of establishing objectives, evaluating

e 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

Pro Review submissions, 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 External Affairs at a
;li disadvantage in competing with other departments for the resources needed

to carry out its program. It also greatly increases the difficulties

\ . faced by Treasury Board and Parliament in finding a rational basis

W
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on which to establish priorities between programs and on which to
monitor the actual spending of funds.

We suggest that it is unreasonable to expect the
Treasury Board to carry out this sort of role with respect t§ a
department like External Affairs. W? believe it would be more
reascnable to ask the Board to define the proportion of total
govermment expenditures that should be devoted to the foreign affairs
sector and leave the actual deployment of suchrresources up to the
Department, always subject, of course, to government policy and
directives in this area.

At the same time, sincé most of these resources (other
than grants, assessments, etc,) are related to the use of departmental
manpower and, in the case of posﬁs, to the comfort and convenience of
such manpower, we believe every effort should be made to develop guide-
lines, acceptable to the Treaéury Board, on what constitutes a
reasonable standard in these areas. This would include such mtters
es accommodation, allowances, persopal staff, furnishings, etc.” While
standards have been developed for a‘ﬁumber of these areas in the past,
we believe they have been applied too :igidly without enough consider-
ation being given to differences in the cifcumstances and the needs of
individual posts.

Standards should also be developed, to the maximum extent
practicable, covering the mahpower 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

6f 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
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over and above this basic complement., Priorities could then be
established on the basis of the degree of importance attached fo the
marginal staff needs of each post.

If a systematic approach of this type were brought to
bear on the problem of assessing néeds and establishing'priorities
within the Department, and such an approach were coupled with an
appropriatevresponsibility accounting structure along the lines of
the one proposed in our report, we believe the Department would have

a system of financial management in keeping with its needs.

.Meaning df Aécountability
Before describing in the remaining sections of this
report how such a system would work, we would like to_stress‘the need
for recognizing that the 1ntroduct10n of any new concept involving
the decentrallzatlon of authorlty makes many demands on the organization
concerned, If these demands are not adequately met, the problems created
by the uée of this approach can more than offget the beneflts.
Some of the more 1mportant of these demands are aé
follow3° »
(a) There must be a w1111ngness on the part of top management to
share thelr reSpons1b111tles with subordinates and to give
them the freedom they need to do their respect;ve jobs -
without hémming them iﬁ with so many restrictions that it
b;éémes almost impossibleﬂfor them to make a decision of
Hany éonsequenée without getting prior approval from someone

else.
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(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.

(c) There‘mustlbe a willingness on the part of heads of responsi-
‘bility centres to accept ;he greater responsibility and
'éuthority inherent in this approach as well as the greater
accountability that goes with if.

(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 fesponsibility centre from misusing
his autho;ity;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 ce:tain 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 effectivaﬁess are almost non-éiistent 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 ﬁﬁch 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.
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Short of any real dlsclpllnary action, there are really
only two effectlve methods of impressing upon managers the fact that
accountability means something. One 1s to conv1nce them that thelr
ability as & manager of resources has a definite and important bearlng ’ ;i
on their future advancement The other is to wlthdraw authorlty from

\ i
them 1f they show themselves to be incapable of exerC181ng it prOperly. ﬁ

Since an 1nd1V1dua1's ab111t1es in many areas must be
weighed in assessing hls capac1ty for advancement, we would not want
to suggest that his ablllty to manage resources should be given any

greater weight than its 1mportance in the Department of External Affalrs

deserves. However, we suggest that 1t should be a factor and that 1t
should be made clear to the 1nd1v1duals concerned that it is a factor.

On the other hand, w1thdrawa1 of authorlty to approve
expenditures from a Head of Post (or D1v131on) would not have a major
effect on the ability of the staff conCerned to carry out their reSpon31-
bilities. It would, however, serve as enough of an 1nconven1ence to .
prov1de an 1ncent1ve for Heads of Post to take a personal interest in
ensurlng that post funds are nothmlsused | |

We have suggested in our report that greater expendlture
authorlty should be delegated to heads of reSpon31b111ty centres in
stages. In the case of posts, the first stage would be freedom to |
spend up to the limit provlded Wlthln each standard obaect of expendlture

but not to transfer funds between standard ob;ects. The ultlmate stage

would prov1de freedom to transfer funds freely w1th1n an Operatlng

budget and a capltal budget for each post - always subaect, of course,

to the need to explain and justify to higher authority why it was
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necessary to depart from the patiern of spending originally approved
in the estimafés; ” | - »

We suggest that this same process could be reversed

.

" where, in the opinion of the Senior Committee, a head of a post, or

-other responsibility 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 expenditures 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,

it ke




FINANCIAL MANAGEMENT IN THE DEPARTMENT
OF EXTERNAL AFFAIRS

‘As a necessary prerequisite to determining the scopé
for improving financial management in the Department of External Affairs
in general, and to developing a responsibility 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 financial management personnel in the
Department. |

In this section of our report we describe in broad
terms the present system of financial management 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
need to be considered in designing a system that will meet the Department's
needs, and thét will take into accou;t some of the unusual operating
characteristics of the Department. Finaliy, 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 that ensue in later

sections on various aspects of the system.
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The Present System of Financial Management

Financial management in départments of the Federal
Government fdllows a cycle which is imposed by;the f#ct that their
funds are appropriated annually by Parliaﬁent on the basis of.the
departmental Estimates. bThe submission of the Estimatés to Parliament
is the exclusive right of the Executive which has‘imposedig ?recondition
on departments that #‘long range plan be first submittéd and approved
so that the Estimates can bebexamined in context. 'The Estimates
approval having fixed the limit of its resources, the department enters
the fiscal yea? with the reqﬁirément.to coptrol its funds so as to
secure maximum effectiveness in their deployment . '
We describe the handling by the Department of each
phase in this cycle under the headings: ‘ |
Program Review
Annual Estimates.

Expenditure Control

-~ . 2

PROGRAM REVIEW
The formal vehicle for long range resource planning

is the Progrem 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
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within which the Department is to prepare the Estimates for the next g
fiscal year (year one of the plen). | |
The Department's first Progra@lReviev submission in
1966 was largely the work of the administrative support divisions -
v1th some input from the substantive divisions at Headquarters. For
1967, a call for submissions was mad;‘to the heads of all posts and
divisions. These submissions, consisting of the three major elements

described previously, were received by the Financial Management i

Adviser for consolidation into a departmental submission.

Heads of Area Divisions were asked to assist in the
consolidation process by incorporating-the-post submissions into brief
papers for each geographic region. In this way, a general statement R
of objectives and plans for each area was developed, but most divisions
found themselves unsble to do aﬁything 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 seﬁior 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 proportionately. As the lead time for the Program
Review submission had expired, this exercise was carried out almost

entirely by senior administrative officials and reviewed, to the extent

possible, by senior management before going to Treasury Board.
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Eventually, Treasury Board approved an establishment
increase for the first year, of approximatély 20% of the one requested,
and this departmental gross figure was communicated to the heads of
administrative support divisions as a basis for their operational

planning and preparation of estimates.

ANNUAL ESTIMATES

The preparation of thé estimates is initiated by a
memorandum to the heads 6f all posts and divisions requesting the
submission of estimates in specified form by a given deadline date.
for most divisions the only estimate iequired ig for travel by
divisional personnel and this foreéast is quickly forwarded to the

(1)

Finance Division, in the "spending divisions" however, estimates
cannot be compleped until‘the sﬁbmissions are received from the posts.
- The estimafes are dompleted at the post by the senior
qfficer reSpons;ble_for administration. He prepares worksheets that
are structured accérding to the kinds of eipenditure within the
jurisdiction of.éacﬁ "séending_diviéion", and within division,
according to standard objects of expenditure;%¢7/

~His first step is to carry out an analysis of all
expenditures appearing in the post account for the preceding year,

which he assigns by standard object to "spending division". He then

proceeds to project the needs for the coming year in each category by:

(1) On the substantive side - Cultural, Historical, and Information
Divisions,

On the administrative - Administrative Services, Communications,
support side Finance, Personnel Operations, and
Personnel Services Divisions and what
was at that time the Supplies and
Property Division.




(a) consulting a “want list" if he has one
(b) assessing the needs as he knows them
(¢) informal consultations with other officers and-tle Head of

Post

(a) applying some growth factor to prior yeer totals where no otner‘

forecasting basis is avail&ble; i

When received in Finance Division, the post vorksheets

are divided among the appropriate "spending dirisions“, each of which
carries out an 1ndependent review of the post proposals in those

expense categories with which the division is concerned. ThlS rev1ew d

usually results in significant modifications. In some cases, these

are cutbacks, in others the correction of overs1ghts in the post

submission, In carrylng out thls review, the "spendlng d1V181on" consults

occasionally with officials in other divisions and with senior management o
in cases where there is uncertainty as to probable developments affecting
the post. The resulting figures are consolidated and largely lose their

post identity in the estimates of the division itself.

"Spendlng division" estlmates are consolidated by
Flnance Division 1nto a departmental Estimates submission which is

reviewed by senior management before being forwarded to Treasury Board. !

The total Estimates may be cut back in the course of

their review by senior management or in their consideration by Treasury

Board 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

the senior financial officials after which each such division is

4 I 3B 3 8 a8
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notified of its allotted budget for the coming year in each standard

object of expenditure.

EXPENDITURE CONTROL

Once the fiscal year hasﬁbeguh, the financial management
function bgcomesjone Qf ensuring that the departmental appropriation is
used for the pdrpo§es for which the funds were voted, and that the total
of the funds provided is not overspent. Responsibility for this function
is shared by program and administirative personnel.

In practical terms therefq:e, day tp:day financial
management in the Department is a Qontinuous compromise bgtween the
need to delegate expenditure authority apd the need to controlrdisbursep
ments. The nature 'of the compromise comes most clegrly into focus on
those recurring occasions when funds must be fouqd for an unfgreseen
purpose, or to meet escalating costs on a current project. Where
should the funds ﬁe taken.from? How well founded are the justifications?
Above all, who should make the deciSion?

The requirements of éxpeﬁditure'control and the
prbcedures‘that are presently being followed to meet these requirements

are described in the paragraphs that follow.

Cohtrol by Parliament

Funds are appropriated by Parliament for the Depaftment,
for other than statutory purposes,in three votes as follogs:
Vote 1 - Administration, Operations and Maintenance
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 thrdugh
the submission of supplementary estimates to Parliament.

\

Control by Treasury Board |

Parliament has delegated to Treasury Board the authority
to exercise a further control over_departmgntal spending in the form
of subdivisions within each vote called primary allotments. This
"aliotment control" is exercised by the Comptroller of the Treasury
on bghalf of Treasury Board and consisfs of ensuring that the
Department does not overspend the amount of each allotment. The
Department can secure transfers between al;otments only through a
submission to Treasury Board for each such transfer required.
Coﬁtrol by the Department

: MRS TER , _

The Depuby-Head of the Department, in turn, is authorized

under the Financial Administration Act to approve disbursements of

funds against the primary allotments. The Deputy Head may délegate

- 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 thﬁt, 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,
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The existing pattern of delegation in the Department

derives essentially from the way in which votes are broken down into _ A
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 f
largely upon its senior financial officials. These officials however y
have little or no involvement in the activities which require the
actual disbursements. : _ . ' : {
qut spending is done by the operating units of the :
Department, posts and divisions, who have responsibilities .that cut é
vertically across the whole standard dﬁject structure. In their daily

routine they make expenditures in several if not most standard objects,

and thus against several of the primary allotments. When this kind Vj

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 mechaniéms introduced for allotment control purposes

Eop T .
i~ g TR gt .
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work to impede and frustrate the operating personnel.

—

Under these circumstances, a number of forms of

;i » delegation have evolved which are used singly and in combination to

e —— i — —
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cover a variety of disbursement situations, These involve the use of

el

"financial encumbrances" to earmark funds that are being set aside for

specific purposes and "expenditure authorities" that are used by a
"spending division" to authorize posts or other divisions to spend
funds out of the allotment for which the spending division is
responsible - up to a designatéd amount and for a designated purpose.
The use of these control mechanisms is described more fully in the
section on Financial Controls..

| To provide the information they require to make . ;

disbursements and authorize others to make disbursements against {

E

allotments, the heads of the "spending divisions" are provided with
monthly reports of gctual expenditures against each encumbrance and
each allotment. They supplement these with commitment records i
maintained in the division itself. B ‘ ‘i

Of the "spendiﬁg divisions" which play the central

role in this structure, only three, Cultufal, Historical and Information,

are substantive or progrem divisions and their spending is strictly
gl in support of their specific divisional programs. The management of

all other resources in the Department is, for practical purposes;

centralized in the administrative support divisions.
4 To ensure that program considerations are not lost sight o
Ei of in the workings of the administrative and control machinery, three .

practices are followed in the Department, one of them official, the iy

others unofficial. . ' . RN i

1. Foreign Service Officers are regularly rotated to positions at

various levels in the administrative divisions,
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2. There is a tradition of widespread informal consultation between

progam and administirative personnel at the Head of Division ﬁ
level and below, which helps to maintain an awareness through-
out the Department of changing priorities and developing plans.
3. Their common career orientation gnd the rotational posting system
have encouraged the development of a broad network of personal
relationships among foreign service officers. When rigidities
in the financial gdministration system seriously threaten i
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 advocate in presenting

 his case to higher authority. .

Assessment of the Present System

Individual elements of the system will be appraised

in detail in subsequent sections of this report. Our comments here

concern a number of major managerial “implications of the sysﬁem and
particularly its adequacy in an atmosphere of program budgeting and

responsibility accounting.

FORMULATION OF PLANS AND OBJECTIVES

Sound resource planning must be based on defined
progfam'dbjectives and good activity.plans. For a post abroad; the !
fornilation of such objectives and plans requires contributions from
the Head of PoSt, the grea division, several functional divisions,

and the administrative support divisions.
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There has been a notable absence in this Department, '

- however, of any formal mechanism for coordinating these contributions.

There are consultations and ad hoc meetings and communications 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,
sometimes, conflicting demands placed on him aﬁd to make a plan of

action., Furthermore, it is left to him to construct a coherent case

for resource allocations for which he must negotiate with still other

divisions.
In our visits to posts, we received a number of comments
on the difficulty 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 reféémining

objectives and reviewing activity plans as they relate to each post.

MANPOWER ALLOCATION

Even a cursory examination of the Estimates reveals that

_a high proportion of the Departments' 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

management.

- TRRE ET AT
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Some two-thirds of the staff complement are on duty af
posts abroad. But Jjust as there is no fornhl Tocus fbr ﬁhe planning
function, there is no one location in the Headquarters organization
where the total workload demands on a post can be appraised. In
visiting posts, moreover, we found significant workload factors which
were largely unconnected with Headqua;ters, being related to other
Government departments, to provincial governments and to industry.

| In this situation, we suggest, systematic manpower
allocation according to conscious priorit;es is impossible unless

some well-defined procedure is adopted for the purpose.

We recognize that the review of establishments receives
systematic consideration but, due to the high vacancy rate in many
classifications, the approval of a position rarely constitutes an
allocation. Postings (i.e. decisions to fill positions) would seem
to be the relevant allocations. This is left largely to the Personnel
Divisions so that, even allowing for the informal consultation and
the presence of foreign service officers in Personnel, we must conclude
that the program divisions have much less participation in priority-
setting and manpower allocations than the importance of these decisions

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 nevertheless imposes a toll on everyone
concerned. The operating managers are frequently frustrated by a

multitude of restraints on their‘spending authority, restraints which

are largely inconsistent with the ongoing requirements of the manager's

e A Ak




>

S o s e n o e G G A G GR Gl L e s

S - 13

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
information 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 knqwledge, created any
serious problems for the Deparﬁment; -Hdwever, we believe this has been
due more to good fortune and the ability of the.senior finandial officials
concerned, than to any intrinsic value in the system itself. It should
be kept in mind, of course, that the presént 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 mahagement system based on program

budgeting and responsibility accounting.

USE _OF STAFF EXPERTISE

An outgrowth of the present system, which has important
managerfal implications, is that it involves in financial administration
many people who have neither financial nor program responsibilities,

Where this occurs, it constitutes inefficient utilizatidn of the particular
expertise which these persons or groups possess,

While this argument could be advanced with respect to a

‘number of sections in the administrative support divisions, it is most

ek A i £ e Y o e < e Ot o
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readily seen in the case of Materiel Management‘Diviéibn. Here we
found for example that architectural and decorating experts become -
unavoidably involved in discussions of whether this or that post
should renovate, or whether there is enough money for both. We found
purchasing agents deeply concerned with the justification of
expenditures they were asked to make for posts, and having to make
judgments regarding priorities when there were competing demands for
the funds. |

Such involvement undoubtedly creates demands on their
time that hampers such experts in the fulfilment of their proper duties.
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 incurs substantial costs, direct and
indirect, in allowing this gituation to contimue. It is largely

unavoidable however under the present system of financial management. .

CONCLUSION

Thus, there is a real need for a new or improved system
of financial management in the Department that 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 experts 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 deﬁelcping a responsibility strudture within the Depértment,
we gave some thought to the basic considerations that needed tolbé‘takeni
into account in designing a structure that would givé adequafeirecognition

to certain unusual aspects of the Department's'opérations. Some of the

more importaht of these considerations are as follows:
1. The individual posts are likely to remain the focal points for
the planning and control of departmental opefatidns, subjecﬁ

to an overlay of policy‘formulation and co-ordinaﬁion fronm

headquarter's divisions. Thus the Heads of Post need to be

actively involved in these activities; and should be delegated
the maximm amount of responsibility and authority consistent

with the nature of the Departmentfs operations.

-. e Iiiqi

2. The most significant élement of resource management in the

Department is the depl

’ VxM:;Q /
it. Therefore,
be involved in determining the most appropriate use of this

resource.

e S N

3. Most other resoﬁrces,‘ekcluding funds for grants, assessments i

and contributions, are related to the support of substantive

personnel and follow closely the allocation of such peréonnel. %

Consequently, foreign service officers with program responsibilities j

do not need to be intimately involved in allocating or controlling

such resources.
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4. 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 detriméntal 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 I
present restrictions in this area and the posts need to have a
much greatef say than they have at present in the determination Coy
and control of-the administrative resources required to support |
their operations.

5. There is a pressing need for better co~ordination of various
headquarters administrative activities as they affect the posts, ' i,
and particularly as they relate to staff postings. There is also i
a need for someone to expedite éommunications and action on )
administrative matters between posts and headquarters.

With these considerations in mind, we assessed several

alternative organizational arrangements, or variations of basic arrangements

on which a responsibility accounting structure for the Department could be
based. Each of these alternatives and their potential advantages and

disadvantages are discussed below.

An improved version of the present arrangement with its highly 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 ﬂ
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control over the potential misuse of funds, requiring a minimum
number of persdnnel with financial management skills, and
requiring a minimm involvement in administrative matters on
the part of program personnel at headquarters, although not
neceséarily'at the post, \

Its major disadvantages would continue to be the lack of iﬁvolvement
of subétantive personnel in resource allocation decisions?vthe
high degree of financial control exercised by administrative
specialists - ﬁith the resulting tendency for them to”become
control rather than service-oriented, the necessity for posts
to déal ﬁiﬁh a number of héadquérters divisioﬁé on administrative
matters - #ith a signifiéant lack éf co=ordination énd follow=up
on such mattérs, and the fact that cléssificatibn and control
of expenditures would stili be carried éut by personnel far
removed from the scene of the action and thus the point at which

such decisions should be made.

An arraqgehent which would give 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 manaéement decisions, would actively involve senior
foreign sérvice persqnnel in such decisions and would provide a
focal point for dealing with the posts on administrative matters.

On the otﬁef hand, it is doubtful whether geographic areas have any

‘real significance as a basis for financial management decisions,

particularly those involving major rew~allocations of resources.
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It is also doubtful whether day=to=day administrative decisions 3
are sufficiently important to'warrant involving areé divisions “
in such decisions, and‘whether the personnel of such divisions
would be in the best position to make such decisionsAunless a |
reasonably comprehensive compleme?t of specialist administrative
personnel were assigned to each division. If this were doﬁe, it

would mean a substantial duplication of such skills and less

opportunity for administrative personnel to acquire or use [}
specialized knowledge in a given administrative area. ‘

An arrangement in which the functional divisions (Cultural Affairs,

Information, etc.) would become the centres of financial management

l 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 daifficulty of co-~ordinating

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 time-keeping and cost allocation work.

In addition, any administrative personnel assigned to the functional

=3

divisions would still have to deal with 80 to 90 posts, so that any

Sd

advantages of specialization either by administrative function or

by geographical area would be lost.

il
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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 aﬁthority
and, in the case of the posts, where the administrative personnel
at the posts are most likely to be capablé of exercising such

authority in a competent manner.

l

|

l

l

I

l

l

l’ It has the disadvantage of requiring two sets of administrative
procedures, one for posts with financial authority and another

l for posts wiﬁhout such authority. It also requires someone to

l establish an arbitrary cut-off point above which posts would be
given financial authority and below which they would not =~ whicn

‘ might be difficult to ,jﬁstify to those posts just below the line
and which would leave the smaller posts facing the. same difficulties

]

they are experiencing at present.

i 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

gl somewhat shorter. On the-other hand, these decisions would be made

=7
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withopt 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

alternative regarding the unsuitability of a geographic region

as a unit for financial management.

The appointment of "ombudsmen" to represent the posts?! interests

at _headquarters and to be responsible either to the Deputy Under-

Secretary or to the Assistant Under-Secretary = Administration.

This is also a variation that could be used with any one of a
number df_previous alternatives, and a modified version of it
has been incorporated in our proposed structure. However, it
is difficult to visualize such individuals, if too far removed
from the administrative divisions, being able to exercise any

substantial amount of financial authority without having a staff

of administrative specialists. 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 duplicate to a certain extent
the role of the area divisions.

The establishement of two separate lines of communication and

responsibility for Heads of Posts, one on the program or substantive

side, and a separate one on administrative matters.

While this alternative, if carried to extremes, would be undesirable

because it would give the post two masters to serve and because it




3 - 21

would formalize the separation between program planning on the

one hahd and resource planning and control on the other, fhere

is an elemeht of it in our proposed stfucturebarising out of our
belief that substantive personnel do not need to be actually
involved in the allocation‘and control of adminiétrétive resources.

The establishment of an administraﬁive hierarcy 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 administrative
detail. However, it would be impracticable from the point of view
of the way in which it would divorcevthe 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 headquarters.

Main Features of the Proposed System

The systeﬁ of financial management that we are proposing for
the Department, and which is described in detail in the remaining sections of
this report, is not based on any single alternative. vIt is a composite
approach that inéorporates what we believe to be the best features of sevéral
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 spending responsibilities. These organizational units

g
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' would be given the maximum practicable responsibility for estimating and

controlling those expenditures for which they can reasonably be held g
accountable. - : g : .
The main features of the financial management system that

we are proposing as a means of inplementing this concept are outlined below.
\

Orgariization ' | #

1l. Area Comptrollefs ﬁould be appointed who would be responsible directly i
to the Director-General, Finance and Administration. Eéch Area
Comptroller would 5e expected to act as a financial ménagement
adviser and expediter for the posts in one or more geographical
areas. He would also have the authority to require clarification
or elaboration on estimate§ submissions, variance explanations,

potential overspending or lapsing, eté., 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 N

meet a justified overspending within one of his posts.
2. No majér 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
the administrative staff at the posts, with suitable indoétrination B
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 the extra time required by the slightly i

increased workload arising out of our proposals.

N SR !
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3. Headquarters administrative divisions would play an advisory and

supporting role with respect to those areas of expenditure under

the control of responsibility centres. In contrast to the present’ )

system, no financial control responsibility would 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

s ¢ e T E TR

capital programs, the appropriate administrative divisions would

exercise the control, but always in consultation with the substantive
personnel’ éonc erned.

4. Because of thg proposed delegation fo the posts of the responsibility)
for controlling certain types of éxpenditures that are presently D,

controlled by the headquarters administrative divisions, we are

positions engaged in the i)rocess:i.ng of invoices and maintaining of

/

commitment control records in these divisions.

Program Review and Estimates

5. The Program Review would continue to be the principal vehicle for |
long range planning within the Department as well as for a shorter |

range determination of manpower requirements and allocations as

“ suggesting the reduction and consolidation of a number of clerical
a basis for preparing the Estimates. It would be carried out

n primarily by substantive personnel and would start with a statement

E of objectives and needs by each post and hea.dqua.rtei"s division.
These would be assessed, consolidated, and priorities established,

L at success.ively'higher levels in the Department, ending up with

a recommendation from the Senior‘Coxmnittee to the Under-Secretary

| = | on the manpower requirements for the Department.
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6. Out oi‘ the Program Review would emerge a departmental manpowver

‘budget and & tentative posting plan. This plan would be used by 3

all responsibility centres as a basis for preparing their estima.tes

for those categories of expenditure for which they were accountable.

.  Estimates prepared by each of the proposed responsibility centres l
wou_'l.d be reviewed and consolidated at successively hlgher levels ‘
within the Department In the case of the posts, the review would j
be carried out by the Area Comptrollers . In the case of the headquarters 1
substantive d:l.va.sions it would be carried out by the Assistant Under-
_Secreta.ry concerned with the advice and assistance of the Director= 3
General Fina.nce and Administration, and his staff. 'I'his does not‘
mean that the Assistant Under-Secretaries would be imznersed 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 accomodation, repairs and maintenance, and other

a.dministrative costs associated with the operation of a post.

EEL PO G Goas  Gaed  Gead G G Gedd

8. _When the estimates had been approved all responsibility centres would }

be notified of the funds allocated to them and would be responsible

for ensuring that they did not over=spend these funds without first

Financial Controls

E obtaining approval from the appropniate authority.

ﬂ 9. The basic difference between the system of financial control
iincorporated into our proposed plan and that presently exnployed by

? the Department is that ‘responsibility centres in general, and posts

in particular, would be subject to an "after the fact" rather than

"before the fact" type of control. Thus, instead of having to

‘i : obtain headquarters'approval before spending more than a nominal
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amount, posts wpuld be free to spend within certain well defined
limits, but Vould also be expected to account f;r the way_in which
funds were spent, through the proposed budgét,reporting sysfeﬁ;
They would also be subject to more frquent and morerinteqsiQe
inspections than has been the‘case in the past.

10. Cash control would be exercised on the basis of primary allotments
within the presént vote stru;ture that would corresppnd with the
proposed responsibility structure rather than being exefcised on
the basis of standard objects of expenditure as at present. Eagh
responsibility centre would be responsible fér‘projecting ifs
expenditures to the end of the fiscal year and for reportiﬁg potential
over=spending or lapsing of funds. Eéch centre would also be
responsible for maintaining commitment control records and for
reporting its "firm commitments" (those outstanding purchase orders
or other contractual ébligations likely to result in a disbursement
of funds before the end §f the fiscal year) at the end of each of the
last three months of the year.

11. Requests for transfers of funds to meet unforeseen contingencies or
to accomodate a change in plans would normally originate in a
responsibility centre, but could be initiated at senior 1évels
within the Department if the need arose out of a change in government
policy. While the Director=General, Finance and Adminisfration,
and his staff of Area Comptrollers would have the primary responsibility
for recommending to the Senior Committee how a major reallocation
of resources Fould be accomplished with the least damage to the
oggping program of the Department; the substantive personnel
concerned would be consulted at each step of the process.

12. Less significant transfers of funds could be approved at various

levels in the Department, depending on whose budget was being affected.

e S
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Approval at the Assistant Under-Secretary level is based on the

principle of "concurring authority". Under this principle, if

two Assistant Under-Secretaries agree to a transfer of funds

between responsibility centres under their respective jurisdictions

no higher authority is needed, I they do not agree, then the

\
matter must be referred to higher levels.

Because the staff rotational system makes it impracticable to

delegate certain types of expenditures to responsibility centres
(salaries and allowanges - Canada=based staff, removal expenses,
new leases, etc.), we are proposing that certain,admiﬁistrati&em
divisions should be given thé reéponsibility 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.

14. The budget of each responsibility 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 purposes.

15. Each responsibility centre would be responsible for classifying

and coding its own expenditures, maintaining its own commitment

control records, and projecting its expenditures for the

remainder of the fiscal year.
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16. The posts would be responsible for sending a signal to headquarters

immediately after the close of each month indicating, in total for

each reporting object, their expenditures for the month against

10 i

thelr own budgets, their expenditures on behalf of headquarters

divisions as authorized by those divisions, and their planned or
’ \

projected expenditures against their own budgets for the remainder ‘

it
-
-

of the fiscal year. .

17. Information from these signals would be incorporated into the computer
run prepafed‘bybthe Comptroller of the Treasury, and the head of
each responsibility centre and group of responsibility centres }
would receive a report shortly after the middle of each month

‘ containing the following information for each reporting object
(a) original budget
(b) transfers
(e) adjusted budget

(d) actual expenditures to date

(e) planned expenditures for the remainder of .the year 2
(£f) total projected expendifures for the year

(g) variance between (f) and (c) |

18. These reports would be used by the headé 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

|
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posts in a given geographical area would also be given for
information purposes to the head of the area division concerned.
19. 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 explanations of significant variances,
notification of any transfers of funds that are within the
authority of the head of the centre to make, requests for
transfers that are beyond his authority to make or for
additional funds, and an explanation of any action he plans
to take to correct a potentially troublesome situation.

20. 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 oui.
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 tine issuing of cheques in
appropriate amounts at the appropriate times. With one or two
possible exceptions (such as military assistance grants) tie scope
for transferring funds or for exercising financial management in
any other form is negligible. We are, therefore, suggesting tnat
the Finance Division should include the funds for this vote in its
estimates and should maintain the necessary records showing
due dates, amounts, etc.

21. A similar situation exists with respect to both conference expenses
and other travel expenditures. Wihile the divisions concerned should

participate in the preparation of the estimates covering tuis type of
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expenditure, and should be responsible for controlling their

portions of the total allotment, we do not believe they have

to be formally designated as responsihility centres for this
purpose Thus, for those divisions that have not been designated
as respon31b111ty centres, we are suggesting that the Finance
Division should maintain the records necessary to indicate the

current‘statns of any funds in which they have an interest, and

should furnish periodic reports on this status to'the divisions

s

concerned

22. 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

- “‘""it;"“‘%wy

Material Management Division and‘the posts. The principle on
‘which this division would be made is that the Material Management

Division should budget for and control the funds required for the
~ initial purchase of furnishings and equipment arising out of the I
‘opening of new posts or the expansion of existing ones, whereas
" the posts would be responsible for the replacement of existing

furnishings and equipment or minor addltions thereto. All of ‘

L

these purchases would, of course, still be subJect to departmental

guidelines.

23. While we have not attempted to suggest a more equltable and less

TR

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

W,
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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.

23. No major changes are suggested with respect to control 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
passporls, renewals, and certificates of identity as a basis:
for reviewing the fees charged to the public for this service.
We support this recommendation in piinciple, but have suggested
a somewhat siﬁpler method of obtaining the same information.

24. We have suggested fevisions to-the code 9f accounts used by the
Defartment,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 expenditure,
regardless of whose budget it caﬁé out of or who made the expendi-
ture, to be allocated to any responsibility centre. This would
enable the Department to allocate whatever expenditures it wishes
to a post or other responsibility centre to determine, as far as
is practicable, the actual cost of our activities in each country

to which we are accredited. This would probably only be done on

an annual basis.
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Accounting Systems

25. Under the system we are proposing, the Comptroller of the
Treasury would continue to provide accounting services to
the De_partment. Thus, no accounting systems of any signifigance

“would te needed in the Department. o
! X S ' '

26. No major changes would be required by our proposals in the
accounting systems followed by the posts. Post accounts
would still be progessed in basically the same manner as ‘

they are now. Copies of the recapitulation of post expenditures, A

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, the monthly budget report prepared by the Comptroller

o, <"'—""::‘":“"""‘3"

of the Treasury would provide a record of expenditures made by

_headquarters divisions on behalf of the posts. i

.27. As noted p‘reviously, the Finance Division would be required to , f.
keep a few minor__records such as a register of the amounts and : I

the dates on which certain grénts and assessments are to be paid. .

They would also be required to carry out the same accounting work
they are performing now in sereening post accopnts and auditing
travel claims..

28. 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 alternativ.e to the full-fledged

cost system proposed by a previods study group. ‘;;
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29. 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 planned expenditures. Other than this, we do not
foresee the need for any accounting records of any significance
in these divisions. We believe that certain record; 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.

30. No change is suggested in the presentrletter of credit working

capital advance used to finance post operatioﬁs. However, there
is a possibility that the faster reimbursing of the advance,
that would be made possible by the signalling of expenditure
information by the posts at the end of each month, could result

in a reduction in the size of the advance required.

Two new working capital advances are proposed. One would finance

the Operétion of the Passport Division and would make this operation
self-sustaining. The other woul& be used to finance the departmental
inventory of office supplies. This would maké it poasible to charge
the posts and other princiéal users of‘such supplies (amounting to over
$400,000 annually) with the cost of the supplies they use, thereby

introducing greater accountability into this element of expense.

—
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%! PROGRAM REVIEW AND ESTIMATES PROCEDURE
EE A fundamgntal requirgment under any system of budgetary

control is that of advance pianning. The planning process must provide

a means of stating objectives in terms that are meaningful to each

responsibility centre; of bringing to bear the judgment of senior

e SRR

managers on the alternative plans of action proposed by each

e
3 ‘

responsibility centre; and of forecasting the need for manpower and

rarm—

other resources to carry out the agreed plans. In this section we

discuss the process of financial planning as it would take place in

)

the Department under the proposed financial management structure.

The Program Review would be the vehicle for long range planning while

——

the annual Estimates would embody the Department's short-term resource

requirements. . %
i
¥
§

The Progrem Review

The rationale for the Program Review as envisaged in

Ei the Glassco report is that it provides a formal procedure for: i

(a) the examination of program plans and the evaluation of program

objectives, and ‘ _ &
Ea (b), the forecasting of resource requirements in relation to program
plans and obJjectives.

Before outlining the steps in the Program Review procedure we are

proposing, we discuss briefly how the treatment of each of these aspects

E is affected by the nature of the Department's operation.
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PLANS AND OBJECTIVES

“For the 1968 program review,the Department used the
following three components within its program:
1. Direction and Administrative Support
2. Policy Formulation and Coordination

' 3. Foreign Representation

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 administrative resources. In the second and third components,
however, resource needs must be Justifled dlrectly in program terms.

The Policy Fbrmulatlon and Coordination component
includes mainly the substantlve divisions at Headquarters. These,
by and large, should be able to express their objectives and plan
their activities in terms either of expected Canadian partlclpatlon
in spec1f1c multilateral organizatlons (e g. U. N., NATO, OECD); or
in terms of the growth of certain Canadian interests of a global
nature (e.g. Consular, Information, Economic Affairs).

In Forelgn Representation, on the other hand, if the
obgectlves of the Department are to be stated in other than broad
generalities, they must be expressed in terms of the 1nd1V1dua1 countries
and multilateral organizations in which Government representation is
maintained by posts or missions of the Department; Within broed éuidelines,
the activity plans for most posts are formulated ‘at present by the Head
of Post. Since the Heads of Post are experlenced senior officers of
the Department and since there are some ninety individual posts

abroad, a continuation of this practice would seem to be desirable
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for policy reasons as well as for administrative convenience. On the
other hand, this 1ocal 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 occasionvfor a fruitful dialogue oetween eacn individual post and
Headquarters. This'would culminate in a statement of post objectives t
and plans which would represent a concensus rather than an 1nd1vidual

point of view regarding the future activities of the post in question.

RESQURCE RFQUIREMENTS .

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 mainterance
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‘requires the
allocation of additional manyears. The‘posts or‘projects‘from which
manyears are withheld must, oy definition; contract their activities.
On the other hand, the financial resource requirements are essentially
"support* requirements and they fall 1nto place fairly readily once
staffing decisions are made.

Good financial management requires that the "line" or

program managers play the central role in planning and.allocating
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resources. In External Affairs it is evident that the critical
judgments about roéource requirements andlfesource aiiocations-éro
those of establishment and staffing. If these are foreoasfrin felation
to program plans and objectives, and by offioials with appropriate
program responsibility, then there is little danger that the
allocation of flnanclal or other "support" resources could be seriously
out of line with program requirements. It follows that most program
officials could safely be exempted from detailed involvement in the
development of financial forecasts based upon their manpower decisions.
We are proposing, therefore, that the Program Review
procedure be_structured as primarily a manpower planning exercise and
that it be carried out mainly by the program personnel. Its financial

content, aside from capital and grants, would be mainly the concern of

administrative personnel, as would the Extimates procedure which follows

it and which consists of a more detailed financial forecast for the first

year of the plan.

STEPS IN THE PROGRAM REVIEW PROCEDURE

Step 1. The planning "climate" would be set by the Senior

Committee in meetings with the heads of all divisions. This would

inform all senior Headquarters personnel of changes in plans and
objectives for the coming year éhd what the areas of highest priority
were likely to be. Taking place more than a year before the start of
the fiscal year in question, such directives would necessarily be
fairly general,but would set out those continuing interests which

should receive priority, as well as any significant changes which

are expected.
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Step 2. Area Divisions would issue a call to each post in their ?

a reglons for & program review memorandum and in their letter 1nterpret
K
a the planning cllmate“ as it affects the specific post in question. ;:

Step 3. Each post would prepare a program review memorandum

deseribing its plan of action and its manpower needs. The format

]
should be standardized to facilitate review and should: | g

o
:

b(a) »Set out the main 1ines of post activity plans and objectives
‘for the next five years, with greater detail for thevyear . Q.
immediately ehead; . ‘ . ;;

(b) Justify any requeste for additional manpower in terms of
activity élans and workload;

(c) Justify any capitel projects for which the post is requesting "t

budget authorization (the only financial element in the

memorandum) .

Step 4. Area Divisions would review each post submission and ’ﬁ
prepaie e written reply to the post eq@menting upon and suggesting ‘}
revisions to activity plans and to manpower or capital requests which f?'
appear out of proportion to activity plans or whlch are related to
activity plans w1th which the DlVlSlOn does not agree. ) f
Step 4(a). In order to adequately review and comment upon these - i

submissions, the Area Division would be expected to consult with other iw

Headquarters divisions. For this purpose, area meetlngs would be

held, cheaired by the Head of the Area Division, with representatives

AT

of appropriate functional and administrative divisions. These meetings

could evaluate the activity plans of posts in the area, and in

particular, the workload implications in functional and administrative

i i R R - "

terms. They would consider the need for new posts, the expansion of

S
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expenditures or

5-6

activities carried out in existing posts or the possible contraction
of activities and the re-assigmment of personnel. Such re-assignment

could be to higher priority functions in the area or to the general

' manpower pool of the department.

Step 4§b[. l The functional and administrative leiSlons 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 asse551ng post
requests for 1ncreased administrative staff, and Defence Liaison (2)
Division should assume the seame role with regard to requests for

increased security staff.

Step 4]c!. " Each Area Division would prepare an area Summary of
post plans and a forecast of manpower needs for the area with priorities

established between individual officer positions requested by the

posts.

" step S(a).  Activity plans and menpower requirements would be

developed by each‘of tne 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 d1v1s10n itself would be largely a function of the planned field
activities requiring coordination or support in the coming &ears.

Administrstive support‘divisions would assess their requirements in

" the 1light of the program plans approved on the substantive side. For

all divisions, the reqnirements for officer grade personnel would be

ranked on a scale of divisional priorities.'

Step Sﬁb!. ‘ Those divisions hav1ng a responsibility for capital

grents and assessments under Vote 15 would incorporate
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the relevant financial projections into their program review memoranda
along with their manpower requirements.

Step 6. The Senior Committee would meet with the Heads of
Division to assess the ﬁriority manpower needs for the Department as

a whole. This meeting would be concern§d with priorities as betﬁeen
posts and Headquarters, between posts or areas themselves'and between
Headquarters 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.

Step 7. The senior finencial officials would be responsible,
given the manpower pian approved in Step 6; for calculating the
financial requiréments 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. We camnot see
any value in developing these financiel forecasts in any detail finer
than departmental totals for each primary allotment in the vote.

Step 8. The drafting of the Program Review submission to
Preasury Board would be coordinated by the Difector General, Finance
and Administration. The draft submiésion would be reviewed by the
divisions concerned and finally by the Senior Committee. Information
presented at these reviews would show the original requests by each
post and division as compared to the actual allocations appearing in
the Program Review document, so that differences are highlighted and

could be questioned by members of the Committee if they so desire.
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Step 9. 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 is significantly different -

|
from the total manpower needs forecast, then the original allocations

"would be adjusted accordingly. The process need not be time consuming

because it would consist essentially of cancelling the lowest ranked
priorities in the original plan. The outcome would be a final manpower
budget or posting plan for the coming year by post and division.

Ste p 10. Finally each responsibility centre would be advised

of the manpower allocations affecting its Operations. Heads of
Division should rev1se their activity plans accordingly. Heads of
Area Divisions would advise their posts 1ndiv1dually 1nclud1ng, where
appropriate, their suggestions~as to which post activities might be
curtailed in order to conform to available manyear resources. This
notification of the final manpower allocations would also constitute

the call for estimates from each responsibility centre.

The Annual Estimates

The Program Review procedure would formalize the
analyses and the consultations which 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 Estimates would be made the coordinating nechanism for short temm

financial planning in the Department .
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"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 thé responsible head of each spending unit; and it
must take advantage'of the available ?kpertise in the various administrative
support divisiohs.' The estimétes mﬁst be coordinated and reviewed at
progressively:senior levels of management, but for the most part by

administrative rather than substaﬂtive‘management.

STEPS IN THE ESTIMATES FROCEDURE

Call for Estimates

The Director General, Finance and Adﬁinistration would
issue a call for estimates in the form of a circular letter to the
heads of all responsibility centres in the Department. The c;rcular
letter would go to_éach Head of Post attached to a memoranduﬁ from the.
Head of the Area Division concerned, setting out the final manpower budget or
poéting plan for that post as described in Step 10 of the Program
Review Procedure. The steps involved:in_each of the SUbéequent phases

of the Estimates procedure are outlined below.

Estimates by Responsibility Centres

1. Based upon the agreed activity plans and the posting plan, each:
Hea&‘bf;?QSt ﬁould prepare a budget for the coming year for
all cétegbries of expenditure for which he is held accountable.
Thesefexpenses are described in a subsequent section of this
report.

In some of these.catégories the post wculd not be competent to
estimate costs. For these (e.g. certain equipment and

furniture purchases and major repairs) the costs would be
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supplied by the appropriate Headquarters staff specialists at

~.the request of the post.

For countries where inflation is a factor or devaluation a . .
threat, the post would be required to recommend the adjustment
factor:to.be used and the probable timing of such an event
within the year. An."adjusged",budget total for each expense
category could then be computed for these posts by the Finance
Division, after consultation with Government monetary authorities
regarding the amount of the adjustment.

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

3. The functiohéi spending divisions uould'preparg detailed budgets

within\the program plans and manpower allocations . approved in
thg Program Review, obtaining assistance as required from the
Finance Division.

4. The appropriate functional divisions would prepare estimates for
Fhe grants, assessments etc. under Vote 15 for which they were
responsible. Similarly, those divisions responsible for the
planning of reprgsentation at international conferences would
detail their requirements for major conferences, the slate of
delegates and the travel, representational and other expenses

~anticipated. All divisiops would be responsible for submitting
their plans for travel by d%visional pérsonnel during the
estimates year. In each of these cases there is a need for
special revie;;procedures. Our suggestions in this regard are

described later in this section.
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Preliminary Budget Review

1. The draft budget for each functional spending division would be
reviewed by the appropriate Assistant Under-Secretary. When
he was satisfied that the budget for each division under his
jurisdiction was adequate to its needs, the budgets of all
functional spending divisio;s would be consolidated by the
Finance bivision.

‘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 estimates
document .

3. Post estimates submissions would be received by the Area
'Ccmptroller; Having enjoyed close liaison with the substantive
divisions during the program review process and having the
benefit of extended administ:ative experience abroad, he would
review the post budget from the point of view of its consistency
with agreed activity plans and posting decisions, and with the
target's figures establishéa'by the Treasury Board for budget increases.

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.
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"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 DirectorVGeneral,
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 qf individual reductions
decided upon that would achieve the desired overall reduction.

The proposed revisions, and the reasoning behind .them, would be

discﬁSsed with the. area devision 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.~‘Poséibilities for

T AT P i T AR o .

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

area.
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Final Budget Review

The departmental ﬁstimates 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 SCheduleAa number of meetings of th? 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 Qould have been decided upon and
overall priorities assigned to the major projects on the basis of
economic and political considerations and their general desirability.
In preparing its estimates, the Division would take account of any
practical limitations,ISuch 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, otﬁér 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.
2. The grants, assessments and other éayments under Vote 15 constitute

an area of expeﬁditure in which many of the Assistant Under-Secretaries

and the divisions under them are involved., The amount required for
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each of the organizations and programé supbdrted undér‘fhis
vote would be estimated by the appropriate substantive division
and consolidated by the Finance Divisioh for review by'thé
Senior Committee;

3. The cost of representafion at intégnational éoﬁférences is an
ifém 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 tentative slate of delegates and the
duration of their conference duty. -The'Finance'Division ﬁould
estimate the costs of travel and other expenditures implicit in
these conferénce plans, as well as a contingency requirement,
in consultatiqﬁ with tﬁe 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 fof conference expensequuld be
struck.

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

5, All components of the estimates would then be consolidated into a
departmental Estiﬁates Submission for review by the Senior Committee.

We believe it would be advisable, for purposes of this review, to

e R i i o o
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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 gctually justified.

If, as a result of this review o;>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 approériate 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 notificatiop 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
Administration to be sent under 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 expenditures in the next fiscal year on that

basis.
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FINANCIAL CONTROLS SRR k

In any system of financial management, adequate financial
controls are an essential element of the system. This is particularly
true under the program budgeting - responsibility accounting approach,
because of the'decentralization ofiauthority contemplated by this
approach, Heads of responsibility 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

addition, it must be completely clear to them, as well as everyone else

concerned, what authority they have for taking any necessary corrective -

- action as a result of any deviations from such plans. In this section of
our report we outline the authority that we recommend should be delegated
to the heads of the proposed responsibility centres, the reports that they
should receivé, and the action they should be authorized to take as a i
result., In addition, we discuss cash and revenue controls as they apply f!
to the Department's operations, and describe the changes in the Department's '
system of -expenditure coding needed to meet the information requirements
of the prdposed plan.

Delegation of Authority

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

T e S

of the change envisaged by our proposals, we start by describing very
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briefly the nature of the present authority structure within the

Department.

PRESENT DELEGATION OF AUTHORITY

As described in a pre#ibds section of the report; the

‘ \
existing system of financial management in the Department in general,

"and the authority structure in particuiar, are designed to prbvide a

highly cenfraiized, highly effectiveAmechanism for ensuring that-éllotments
are not.overspeht and fuh&s #fe not alloﬁed to iapse. Control o%ér
expenditures, fbr'the Qoét part, is céntralizea in the adminisﬁrative
support divisidﬁs at Headquartérs. Formal allotments of funds afebalsb
made to a few gubstantive divisions, but even these divisions tend to rely
heavily on the advice:-of édministrative personhelrin making fiﬁaﬁcial
decisions.

While the headquarters divisions delegate a certain amount
of their authority to the field, this is done in rather a piecemeal -
fashion. In general, it was found that there were three types of- .
delegation used, corresponding to three kinds of exéenditures.

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. 1In these categories, the
headquér£ers'divisioﬁs'typically delegate full spending authority
to the posfs. However, the posts' latitudébih Spending these
fﬁndé is tightly circumscribed by government regulations;

2. 1In other categories, the degree.toAthch local requirements can vary

is such that it would be almost impossible to delegate blanket
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authority and still maintain centralized control. Examples are

i repairs and maintenance, and equipment acquisitions, For these

categories, delegation is by written "expenditure authorities",

which are issued for a specified purpose and limited to a

specified dollar maximum.

3. 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
=4 o such an expense is an emergency repair., - In these situations, a
"blanket expenditure authority" is used. This is a written

3? authorization for the post to spend funds as required up to a

specified maximum.

It Qill be fé;aiiy apfarent.from e&én this brief description
that the ﬁresent system of delegétion is tailoeraaevfor the existing system
of financial management, and would be completely incon;p#tible with the
4systém we are proposing. Since our previoué analysis has démonstrated that
the preéent syéfem is hot‘conducive t; the mbéfbeffectivé maﬂagement of'the
Departﬁent's résourées,: wé ﬁéveion to é discussion of the nafure and the

extent of the authority.that we are proposing should be delegated.

BASIC PRINCIPIES AND GENERAL CONS TDERATIONS

There are a number of basic principles and general con-
siderations on wh;ch the authority structure we are proposing is based.
"Among the more important of these are. the following:

(2) Estimates should be prepared and expenditures controlled at

the lowest level in the Department where costs can be identified
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and the information and ability required to make the necessary*
decisions are available.

(b) 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 responsi-
bility centre, it should not be necessary for the head of that
centre to obtain further approval ‘at the time'that the actual
expenditure is made - provided he is still ﬁroceeding according
to an approved plan and is within his budget.

(c) ZAny restrictions that are placed on.the authority of the head of

ba responsibility centre should give greater emphasis to the

‘ﬁaturg of an expenditure than to its size. Thus expenditures of

a sensitive nature (security»installations)Aor that confer a
‘personal benefit on an individuél (educational and club allowances)
;need to be controlléd mope closely than certain other types of
expendltures that may involve larger dollar amounts.

(a) Any limitations placed on authorlty should be by budget subdivisions

- rather than on an arbitrary dollar basis, e;cept in instances
where spegific Qpntrolé are required fqr'politicai, economic or
‘technical reasons.

(e)_ There should be provision for increasing or decreasing the expenditure
authority delegated to heads of responsibility centres, as such
individuals demonstrate their capability,»o: otherwiqe, of
exerc151ng this authority prOperly. ‘

(f) In spite of the fact that heads of respon81b111ty centres are

responsible for the use of the manpower allocated to their centres,
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we do not beliove they can be held accountable for estimating
and controlling the oosts of such manpower as they relats to
Canada-based staff, This appa:eot 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 thé grade and family status of the individual
concerned, it is difficult to predict this cost, with any

degree of accuracy; except on a départment-wide basis.

SIGNING AUTHORITIES

A necessary corollary to the proposed decentralization of

expenditure authorlty wlthin the Department is the delegatlon of authorlty

for incurring obllgatlons‘and certifying payments. However, under

the plan of financial management proposed in this report, any systom of
signing autho:ities is very much a secondary form of fioancisl control.
Primary control is exercised at the time an expenditure decision is made.
The question of who signs a purchase order or certifies sn invoice is
principally a matter of administrative convenience or, in some cases, of
internal control. For 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 authority would be appropriate

for the personnel within each responsibility centre‘whose function requires

that they have such authority. We suggest that such an analysis should be

carried out durlng the lmplementatlon hase of this study. We also suggest

/‘;ILQ ,?
that the full signing authority of thj\Deputy Head be delegated to each

R g,
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head of a responsibility centre, and any attempt fo indicate étatus
implications through the use of signing authorities should be studiously

avoided.

SENIOR MANAGEMENT AUTHORITY IEVELS

|
We refer throughout this section to only two levels of

senior ménagement,- the Assistant Under-Secretary, in which we include

the Deputy UnderfSecretary, énd the Under-Secretary. In practical terms,
however, there are two other lejels,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 financiai decision which involves the.
jurisdiction of another Assistant Under-Secretary (for example a need to
transfer funds from one jprisdiction to the other) the agreement of the

two Assistant Under-Secretaries would constitute a decision that neither
one of theﬁ_would be empowered to make alone. This is an application of

the principle of "concurring authority" referred to previously.

The Senior Committee may also form a further level of
authority when empowered to do so by the Under-Secretary who is its
Cheirman. This delegation permits 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
theAUhder-Secretary, we would expect a great many of the decisions involved

to be made at one or other qf the levels described above.

DEFINTTION 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
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used th:pughout-the remainder of this section, we felt it would be

advisable to define them at this point.

The generaily accepted definition of an Object of
Expenditure is a classification of expenditure according to its nature,
e.g. salaries or supplies. Objech 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. Each 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.)

(b) Line Object - a detailed breakdown of standard objects used by
thoéé departments that have not attempted to define reporting
objects. These are still reéuired,-in certain cases, for
economic and other government-wide analysis purposes. Line
objects presently being used by the Department of External
Affairs include such items as language allowances, flags for
distribution, rental of Chanceries, etc,

(c¢) Reporting Object - the classification of expenditures that we are

proposing should be used by each responsibility centre for

mahagement planning and control purposes, €.g. rentals, allowances,
supplies, etc. This is the principal and most meaningful classi-
fication of expenditures as far as the Department is concerned.
Each repofting object may consist of several of the present line

objects used by the Department.




AUTHORITY STRUCTURE FOR VOTE 1 EXPENDITURES , » _ 1

- This vote provides funds for the general administration,

TR

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 of the three votes in the departmental estimates. .!
Salaries, wages and allowances accounts for approximately 63% of the 3%
funds in Vote 1. Most of the remainder consists of provision for support '
costs of various kinds which tend to vary with éstablishment. The authority )
structure that we suggest should be used in connection with this type of ;%
expenditure is discussed below in terms of each of the principai groups of .;
responsibility centres. %

Administration Abroad - - | |

3 8 a8aaaa

Under the responsibility structure we are proposing, posts

W——
-

would become responsibility centres, and the Head of Post would be held

accountable for the operation of his post within an agreed budget. This K'

budget would consist of expenditures in a specific group of reporting N

B

objects as outlined later in this section.

. e g S

With regard to such posts, there would be five identifi-
able levels of delegated authority, as follows:

level 1 - Head of Post

e

e i SR et e~ S i T g TN e

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 fl

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

o —— % g

transfers between reporting objects and an explanation of any

P

significant variances.
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 authorlzed ‘to transfer only
between reportlng obgects within standard obJects but not between standard
objects. : ‘ ' ?;
The Head of Post would apply to the Area Comptroller 1f o
additional funds were requlred to meet unforeseen requlrements and durlng
the 1mplementatlon stages, for permission to transfer funds between standard
objects in the post budget. The Area Comptroller would have authority and
responsibility to: | B
(a) approve transfers‘of funds between standard objects withdn the
approved total budget of a post, after reviewing the need for
maklng such transfers as well as potentlal alternatlve sources
for such funds. - | | | -
(b) reconnend to the Director-General, Finance and Adminiatration,

transfers of fnnds between posts under his jurisdiction, as

reouired, and nake joint recommendations involving transfers

IE: III IEE IE! HEH Iﬁ! Igi EEH
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‘between posts under his jurisdiction and those under other

Area Comptrollers.,

(¢) withdraw uncommitted funds from posts, on the direction éf the
Director-General, Finance and Administration and with the ,j%
agreement of the Head of Post concefned, Qhen transfers of ;
such funds are urgently fequired to meet contingencies else-

where.

The Director-General, Finance and Administration, would
have authority to:

(a) approve transfers and’reallocation 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 required i}’
to meet contingencies or to prevent lapsing of funds; il

(b) transfer uncommitted funds between the budgets of all support It

divisions and posts abroad, provided that such transfers have {b
e

the concurrence of both the Heads of Post and the Branch
Directors concerned.
Failing such concurrence, he would present his recommendations

to the Assistant Under-Secretary (Administration).

‘The Assistant Under-Secretary (Administration) would have

authority to approve such transfers and reallocations as are referred

b

b

1
| {
to him by the Director-General, Finance and Administration, after ﬁ?,
consultation with and concurrence of any other Assistant Under-Secretary ﬁ
who might be concerned. Failing such concurrence, he would present his

recommendations to the Under-Secretary for approval. |
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Headquarters Administration

At’Headqua:ters, financial management would be divided

between certain substantive divisions with responsibility for direct

program expenditures and other divisions whose function is mainly

T et ——— < Far
e .

administrative support. The suggestgd»authority structure for the

administrative support divisions is discussed below, and that for the

substantive divisions under the next sideheading, Program Direct Costs.

AR 3 ¥ e ctmindd
>

The administrative support diviéions are grouped into three
branches under three Directors-General - Communications, Personnel, and
Finance and Administration - all reporting to the Assistant Under-Secretary

(Administration). There would be four distinct levels at which budgetary f

control would be exercised in respect of these divisions:

ekt -
e

Level 1 - Head of Division (if a responsibility centre)

Level 2 -~ Director-General

e e

RS e L

Level 3 - Assistant Under-Secretary (Administration)

s

-Level 4 - Under-Secretary.

The Head of Division would have responsibility and authority

i g s

to:

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

(b) authorize expenditures up to the total of each reporting object i

, i

within his approved budget, subject to prescribed regulations S

and guidelines. e _

(¢) 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 authority for any transfers
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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 E
Assistant Under-Secretary (Administration) for final approval. 5

It will be noted that the authority we propose should ‘
b v . i

1B

be delegated to the administrative support divisions is substantially i
' {

less than that proposed for other responsibility centres. In fact, the ;

authority for all significant reallocations of administrative rescurces ‘f~
is reserved to the Assistant Under-Secretary (Administration). This %
greater restriction is in recognition of the special nature of the

budgets in these divisions. The budgefs of other responsibility centres i;ff
are based primarily on their own operating requirements, and expenditure
decisions within thése centrgs can be made on the basis of conditions )

that apply within their units alone. The administrative support divisions, ¢

e

in contrast, budget for the Department's total requirements in certain
classes of expenditure. Their expenditure decisions, therefore, have

department-wide implications, and any reallocations of funds are likely

SRR . e—

" —
i

to represent departures from approved plans, which should be subject to
consideration and approval at a senior level in the Department in

order to ensure that all factors have been taken .into account and properly

weighed. ' ;

There is, however, one division that does not fall into
this category - the Central Services Division in the Finance and Admini-

stration Branch. It is a responsibility centre whose budget is related

entirely to the task of providing certain support services to the Head-

quarters staff of the Department. Transfers of funds within its budget

B R i T

would not represent a major shift in resources. We suggest, therefore,

' o, ~me—.— T




6 - 13

that this Division should be delegated the same kind of authority for
expenditure approval and iransfer of funds as is delegated to a Head of
Post.,

Program Difect Costs

i S Veed N D D e ey e B e AR N S A A S S D ;aﬁﬁ
P
¥

w?;??e p:oposing thet‘the’fqllowipg substaptiye divisions
shoald'be regardeq as responsibility centres and should continue to have
responsibility for controlling program expenditures.

. Consular
Cultural Affairs .
Defence Liaison (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
ievel 2 - Aesistaﬁt.Under-Secretary
Level 3 - Under-Secretary

The Hegd pf Division would have the same responsibility
and authority as outlined earlier for a Head of Post. He woﬁld seek
appfoval of the Assietant Under-Secretary for any transfers between
standard objects in his approved budget and would‘present to him any
cases requiring additional funds.

The Assistant Under-Secretary concerned would first try.

to meet such requirements within the overall resources of the divisions

o

. I
R T ——

g

e i A, e
a—

Ay app——r————gr T
- - 3 3

LW

]

-
N

.,_4444#,4
w—

S o S ——

e Y P e T I e




6 - 14

within his own jurisdiction. Should this prove impossible, he would

consult with the Assistant Under-Secretary, Administration and the 15

Director-General, Finance and Administration to determine possible

|~

funds existed within the jurisdictioﬁ of another Assistant Under-

L

sources from which the required funds might be withdrawn, If surplus l‘
|
y

Secrgtary;‘he would attempt to gain the concurrence of the Assistant l7
Under-Secretary to a transfer of some or all of these funds to his own
jurisdiction. Failing this, he could bring the mafter to the attention
of the Under-Secretary, who would then direct the reallocation of
resources from wherever in the Department he judged the priorities to .L
be lowest.

It will be noted that we have not atiempted to bring
the senior financial personnel of the Department into these deliberations, 3«7
except as their advice and assistance is requested, because of our belief
that reallocation of program oriented resources (as contrasted with

administrative resources) should be the responsibility of program i;

iy

S T T g
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n

(substantive) persomnel.

Bepresentation at International Conferences

Expenses connected with international conferences are

segregated and identified in the annual Estimates as a subdivision of

Vote 1. Approximately 90% of the estimates provision is concerned with

travelling and transportation expenses, and a number of area and other

- ,~‘-v#"-‘fb/‘ﬂ P e T =

substantive divisions are involved in the planning required for these

Dk i
skt

conferences., Most of these divisions, however, do not have expenditure

responsibilities and have not been designated as responsibility centres.

ot B e

The section of our report on Program Review and Estimates |

Procedures describes the roles of the substantive divisions and the ijj
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Finance Division in planning for these conferences. While the ultimate l.

responsibility for deciding on the disposition of the funds approved for

thié'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. Froy these records, the Finance Division

would prépare a monthly reportllisting 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 }i}
still available, the need for changes in plans, etc. If reallocations i
, _ , )

r

were called for, thg division heads would negotiate these among them-

selves and advise the Finance Division of the adjusted budgets. Final ;

recourse for reallocation decisions would be to the Assistant Under- 1

Secretaries concerned or the Under-Secretary, if necessary.

e

Other headquarters travel

e Ty T e

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 L
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 designated as g
responsibility centres but which still incur travel expenses, would not

" be expected to set ﬁp the necessary records and procedures to control

this area of expense only. This would be done as a service to these i
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units, by the Finance Division, and monthly statements would be prepared ° I

to inform the divisions of the status of the travel funds allotted,

expenditures to date and free balance. Each division would then be
resPOhSible for planning its travel activities within the funds 2‘

available to it and for negotiating for additional funds as required.

AUTHORITY STRUCTURE UNDER VOTE 10 _ W’
This vote provides funds to meet departmental capital ‘ﬁ‘

expenditures for: ‘ ‘

1. The acquisition or construction of property and buildings for ;

use as chanceries, official residences, staff accommodation ?Q

and ancillary buildings, and i

ey fodcd Y

2. The acquisition of furnishings, motor vehicles, applian@e% and fih
5

other equipment not used in offices, i

Property Management Division

The Department has embarked on a major long-term program ,!

for the acquisition and construction of the accommodation required by 5

|

a its posts. The resources for this_cépital program need to be planned

and controlled centrally to ensure coordination with other department- i
wide planning activities, to provide the flexibiiity needed to meet Lo f
changing conditions>and pfi;rities, and to take advantage of the pool i
of specialized knowledge available within the Division. The most
appropriate unit for carfying out this function is, of course, the

Property Management Division of Finance and Administration Branch, and

we are suggesting i§ should be designated as a responsibility centre for Lo

R e

this purpose. | ‘ : . !
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- In the section on Program Review and Estimates Procedures,

we described the role of this Division in planning capital projects under

the priority rankings given to them by the_senior management of the
Department. During the tiscal year, the Division should be delegated the
authority to approve erpenditurea reﬂuired to carry out projects in the
approved budget. When it appeared that costs on a high priority project
were g01ng to exceed the amount proV1ded in the budget for the progect
the D1v131on would recommend to the Dlrector-General Flnance and Admin-
istration the project or projects that could be deferred or slowed down
fe provide the necessary funds. If thisrwould represent a significant
departure from approved plans, the Director—deneral would refer the
matter to the A331stant Under-Secretary for dlscu531on at a meeting of
the Senlor_Commlttee. Otherwise, the D1rector—General would declde on
the source of the needed funds.

Similarly, the Division would not be empowered to depart
from approved pians by initiating other projecto or changing priorities.
Any recommendatlons for such changes would be referred to the D1rector-
General and the A551stant Under-Secretary, (Admlnlstratlon), and through
them to the Senlor Commlttee,vwhere required.

Other reSponsibility centres

| The second segment of Vote 10 is of concern to a ndmber
of respon51bd11tydcentres in the Department that require 1tems of
furnlshlngs and equlpment to carry on the1r operations. As a general
prlnclple, we be11eve that any respon31b111ty centre that has a need
for such items should budget for and control 1ts expendltures in thlS
area in the same manner as suggested previously for expenditures in

Vote 1. As discussed in detail later in this section, the following

et
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responsibility centres would fall in this category:

All Postis

Central Services Division

Communications Division

Defence Liaison (2) Division

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

In both of these aréas, we suggest that the Materiel
Management Division_should be given the responsibility for estimating
and controlling expenditures for the Department as a whole. As
suggested previously, the Division 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 these expenditures,
would have to seek the approval of the Director-General, Finance and
Administration, for reallocations of funds between reporting objects.
Our proposals for delegating greater authority to

responsibility centres in connection with fhe acquisition of furnish-

ings and equipment takes into accouhf 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,

. T TN




6 - 19

One example of a sensitive area is the decoration and
furnishing of official 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.
théy should be able to rely on extensive written guidelines as well

as on advice and assistance, as required, from the specialist staff

of the Materiel Management Division.

AUTHORITY STRUCTURE UNDER VOTE 15

- 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

preparétion of the estimates for this vote was described in an earlier

for them to be involved

| This vote covers provision for assessments, grants,
] section. There:is not the same need, however,

in authorizing the‘actual expenditures, since payments can be made only

; to the organizations and for the purposes specified in the estimates.

e ead
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- Given this limitation, we did not feel it was necessary

to designate these divisions as responsibility centres for this vote,

b E

N e+ s o

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

P S

|
I within it is readily accessible at all times. In addition, a periodic
report would be prepared by the Finance Divisién and circulated to ‘
i the divisions concerned in order to keep them informed concerning the E
status of payments under this vote. ;
i In the case of the military assistance programs managed
by the Defence Liaison (1) Division, there is greater scope for the I!
reallocation of resources than exists with respect to the remainder of i

the expenditures under Vote 15. Thus the information needs of this

with this vote, and should be taken into account by the Finance Division 6.

] ‘
; division may be different than.those of the other divisions concerned *V
! in developing its reporting structure for Vote 15 expenditures.

3‘ EXTENT OF PROPOSED DELEGATION f,
i :
In our description of the way in which we propose authority

;‘ should be delegated in the Department, we have be.en concentrating up to

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

ﬂ} 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,
[li we provide an éxplanétion of the way in which we are suggesting this
i .

delegation should take place and our reasons for making these suggesiions.
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Objects of Expenditure to be Controlled by Posts

DEPARTMENT OF EXTERNAL AFFAIRS

and Used for Reporting Purposes

Standard
Object

Reporting
Object

Description

Vote 1:

Departmental Administration

01

Salaries and Wages - Local: including casuals and emergency staff,
over-time and retroactive pay.

Direct Representation: including dual and multiple accreditation,
and club allowances and July lst
reception costs,

02

Travelling and Transportation: including dual and multiple accredita-
tion travel and local transportation.

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

03

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

04

Professional and Special Services: including legal, protection and
‘miscellanecus business services; building
maintenance by contract; film service
maintenance and micro-filming services;
prestige film showings; local storage.

05

Rentals - Buildings: including chancery, official residence, staff
quarters and other buildings.

Rentals - Other: including machinery, equipment, furnishings and
vehicles, :

06

Chancery: including renovations and alterations;
purchased repairs and maintenance of
office equipment, furnishings and
security installations.

Repairs and Upkeep

10

Official Residence: including renovations and
alterations; purchased repairs and
maintenance of appliances, equipment and
furnishings.

Repairs and Upkeep

11

Staff Quarters: including renovations and
alterations; purchased repairs and
maintenance of appliances, equipment and
furnishings.

Repairs and Upkeep

12

Other: including landscaping maintenance, motor
vehicles repairs and maintenance, and
miscellaneous.

Repairs and Upkeep

o7

13

Utilities: including fuels for heating.

14

Materials and Supplies: including office supplies; household and other
miscellaneous supplies; fuel, grease, o0il,
tires, tubes and accessories for Post
vehicles; clothing for local staff;
subscriptions and library purchases for
use at Post.

12

15

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

09

16

Vote 10:

Capital: including 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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- 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 6-1 illustrates the kinds of expendi-
tures that we suggest should be controlled by the posts. Exhibif 6-2 sets
out the same picture for the functional' spending divisions, and Exhibit
6-3 covers the administrative support divisions. Each of these charts
should be read in conjunction with the explanatory narrative contained in
the pages that follow, which describes for certain standard objects of
expenditure how our proposals would work, and why we are making them.

In the case of the posts, Exhibit 6-1 sets out the reporting
objects that we suggest should be used by each post. The breakdown of the
standard objects shown in Exhibits 6-2 and 6-3 are, for the most part, the
line objects presently used by the divisions concerned. However, we have
grouped them in a few cases, to conserve space,

These classificétions 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 classification of expenditures they needed for control purposes.

Since this fits our definition of a reporting object, we have not

suggested any changes,

~ Personnel - Salaries and Allowances

This standard object covers all salaries and personnel
related expenditures, such as rent allowances, basic foreign service
allowances, direct and indirect representation allowances, etc., and

includes salaries, wages and certain other expenditures: in respect of




EXHIBIT 6-2 v
DEPARTMENT OF EXTERNAL AFFAIRS $

Objects of Expenditure to be Controlled by Substantive Divisions }

Standard ) Cultural Defence Press & N
Object Description Consular Affairs lLiaison (2) Historical Information Passport Liaison Protocol

Vote 1: Departmental Administration ‘ N

01 Salaries of Canada engaged personnel, including casuals, overtime and retroactive
pay X

>

Locally-engaged casuals

02 Travelling and transportation expenses (temporary duty). X
Travelling expenses - non-public servants
Travelling expenses - visitors' program
Freight, express and cartage
Postage
Telephones
Telegrams, cables and wireless

o
>

E ]
o

03 Promotional activities (including exhibits, display material, portable exhibits, ) |
posters, advertising, and miscellaneous publicity materials, including related
. invitations). X X
Printing of Canada Treaty Series X
Printing of State Papers ' X
: Printing of the Departmental Annual Report and special publications X
. Musical scores X X
f Maps, charts and flags for distribution, X
| Printing of "Canadian Representatives Abroad" and "Representatives of Other Countries
in Canada" X
Printing of "Diplomatic Corps" X
Miscellaneous purchased publications for distribution
Miscellaneous printing of other publications

04 Speskers Program
Photos and illustrations
Writers and translation fees
Other business services
Micro-filming services X '
Protective services : X i B
Press News Service ’ X

PP | X ¢
>

05 Rental of other buildings - auditorium, halls, etc. : X

06 Purchased repair and upkeep of office machines X

07 Miscellaneous food, beverages and tobacco (official entertainment). X X
Office machines and equipment. X
Office materials, household supplies and printed matter. X X X X X X X X
Uniforms, ) X i 4
Passport blanks, certificates, special paper, applications and other passport forms X ;
Subscriptions to newspapers, periodicals, etc. (Purchased by Headquarters.) X i I
Library purchases (by Headquarters). ) X . .
Purchased books, leaflets and other printed matter, X

10 Grants to Canadian artists and artistic groups X
Payments on behalf of distressed Canadians X
Refunds on behalf of distressed Canadians (credit). X
Transfer payments to Canada Council X

=

12 Miscellaneous other expenditures. X X : ;
Vote 10: Capital Expenditures

09 Construction or acquisition of security equipment. X ¥
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locally-engaged staff at posts. Many of the expenditures are controlled

by regulations set by the Treasury Board and the Public Service Commission.
As explained previously, because of the difficulties involved in estimating
and controlling salaries and most types of allowances for Canada-based staff
by responsibility centre, we are suggesting that these should be estimated
and controlle@ 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>dua1 and multiple accreditation
allowance, and we are suggesting that responsibility for these items of
expenditure sEguld be delegated to the posts.

Locally-Engaged Staff. At the present time Treasury Board, through the

locally-engaged staff regulations, controls in large measure the number of
established positions, classifications and rates of pay for local 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 compensatioh 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
maintaining uniform treatment for the st;ff 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 which could result.from
inequality of treafment.

We therefore reéomﬁend that, subject to amendment of the

locally-engaged staff regulations by Treasury Board:

(a) the number of local staff positions for each pocst and the salary

ranges for each classification of position at that post be controlled




Standard
Oblect

01

DEPARTMENT OF EXTERNAL AFFAIRS

Objects of Expenditure to be Controlled by Administrative Support Divisions

Communioations and
Information Systems

Description Branoh

Vote 1: Departmental Adminfetration

Salaries of Canada engaged personnel, including casuals, overtime and retroactive
pay.
Basic foreign service allowance, including supplementary foreign service and non-
resident allowance for children,
Salary equalization allowance
Home sllowance - basic and supplementary, and differentisl allowance
Allowances for indirect representation, tropical clothing, language.
Transfer allovance (on posting abroad), separation allowance (Indo-China), trans-
ition allowance.
Rent allowance and employee's share of rent, including security deposit.
Allowancas for education and education travel.
Department's share of Post Co-op. medical services, and medical travel expenses
under Forsign Service Regulations.
Board and subsistence, including accountable advances.

Personnel
Branch

o ™ e ¢ >t < tad

Finance and Administration Branoh
Materiel

Mansgement Management

inanoe Property

02

Travelling and transportation exp (temporary duty) of personnel, including
sccountable advances. X
Travelling and transportation - non-public servants
Removml-travel expenses of personnel on posting and recruitment, including
rental reisbursement and installation costs.
Removal-transportation of thinge on posting and on recruitment including
packing charges.
Assisted leave and emergency evacuation
Courier services-travel (including baggege charges) and carriage of diplomatic
mail,
Postage, telephonea, telegrams, cables, wireless
Rental of comsunications lines and equipwent
Freight, express and cartage

e >

MM e e

04

Accounting services -
Legal services, raal estate and engineering services,
Tuition and examination fees (including language), training of public servants,
including travel.
Medical examination and hospitalization upon return to Canada
Passport photos
Outside reporting services, and other business services.
Micro-filming services, X
Storage of household effecte.

>¢ ¢

05

Rental of buildings, machinery, equipment, motor vehicles and household furnishings,

Repair of machinery, equipment, office machines and office furnishings, Head-
quarters.

Taxes on diplomatic properties

Fuel, grease, 0il, tires, tubes, accessories and spare parts for Headquarters
motor vehicles.

Office materials, supplies, printed matter, office machines and equipwent (bulk

purchases).
Household and other miscellaneous supplies {bulk purchases),
Food costa and local salaries ra residence staff when Head of Fost not in receipt
of Head of Post allowance
Parts for communications equipment. X

10

Ex-gratia payments
Grant to National Research Council X

12

Profit and loes on exchange, bank charges

Claims against the Crown.

Compensation to employees for loss or damage to furniturs and effects, including
genersl coverage claima,

L]

08

Vote 10: Capital Expenditures

Acquisition of land, landscaping, construction and acquieition of chancerisse,
officisl residences, staff quarters and other buildings, including advances
to Posts,

09

Paintings and objects of art
Communjcations equipment X
Appliances, equipment and furnishings - initial procurement for Posts abroad
- Headquarters requirements
Motor vehicles,
Miscellaneous otre> technical equipment (initial procurement),

M »e

10

Vote 15 Traroter Fayments.

Contributicrs, grants and payments to international commiesions and organizations,
including Commonwealth, and miscellansous grants and payments,

X
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at the departmental ievei; but the Head of Post be authorized
to reclassify positions, set rates of pay ﬁithin the approved

salary range for each classification, and promote and demote Pt

-within establishment.

(b) to ensure uniformity of classifications and salary ranges, each

Head of Post should establish'a local salary classification

‘board, with representatives from all government departments at i

BV
ek

1

3

the post, to evaluate and approve proposed reclassifications, and g
recommend revisions, as appropriate, to the salary ranges for local k ;
K

staff classifications. These would be subject to periodic audit i

by headquarters personnel. ‘ ' 7

L e e e

(c) authority be given to the Head of Post to engage emergency and

casual staff and pay overtime, as required.

e et —toce. st

We also recommend that medical examinatiohs of domesfic servants and

local office staff; gratuities to local staff, and social security payments

under local law, be paid under the authority of the Head of Post.

T Y TR A T e e o

-—

Representation Allowances. Direct Repfesentation Allowance is reéognized

as a sensitive area of expenditnre of public funds, and at present is very

——

closely controlled by Treasury Board through the Foreigh Service Regulations.

However, this is clearly a program oriented expenaiture, and the amount of the

ey e——

allowance required for representational purposés cah'vary significantly with ¢
the size, location, and social customs of the country in which a post is | L;
located. We therefore recommend that the Department should have full g
responsibility for the management 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 representétional allowances needed by the staff at 3%

!

their respective posts. Once these have been approved, he should be able !1

B-E-N-R-N-- R
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to authorize expenditures in this area up to the limit 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 fost to transfer funds into this reporting object
from the salaries and wages (local staff) reporting object in the
initial stage of delegation and from all other reporting objects in
the ultimate stage, the Department may wish td treat this one reporting
object as an exception to the general rule, and require a Head of Post
to obtain headquarters approval before meking such a transfer.

It should be kept in mind in-this connection that any

_potential overspen@ing 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 accdmpanying the Supplementary Budget Report
from the post concerned. Thus, a procedure could be established where
potential overspending in this area could be referred to the Assistant
Under-Secretary concerned. for a ruling on whether extra funds should
be provided or the representational expenses of the post.curtailed to
stay within the budget provided for this ﬁurpose.-

‘We also recommend that Dual and Multiple Accreditation
Allowances, Club Allowances, and the provision for July 1 Receptions,
which would be included in the same reporting object as Direct Represen-
tation Allowances, should be budgeted for by each post.

Rental Allowance. Housing of personnel is probably the greatest single

headache in the administration of most posts. A great deal of time
and effort has been spent by the Department and the Treasury Board in

trying to come up with a workable solution to this problem.

———

>
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Under the present regulations, Heads of Post may

(B,

authorize the payment of rent up to an employee's basic share

for his grade. However, since no rents in the Foreign Service

[ —y

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. i

- e e oy

— I I

Under the Foreign Service Regulations, rents over this amount have

. ) [
to be approved individually by the Treasury Board. : l{

Since the rental ceilings imposed by the Foreign. é

Service Regulations apply uniformly throughout the world, high cost

hENS

posts have a continuing problem and can never lease appropriate i

-

4R
.

housing without the time consuming process of having the Department

first obtain Treasury Board approval. . ‘

«

We understand that the Inter-Departimental Committee

B

T

on Foreign Service Regulations has had this matter under study for

— g, Wy g o o B e

some time. For this reason, and because it comes only indirectly

into our terms of reference, we have not attempted any detailed

-

i i

examination of the problem. Nevertheless, the inadequacy of the

present arrangements was brought to our attention repeatedly and ‘w
forcefully throughout our investigations, and we feel it would be !?
worthwhile pointing out two overriding considerations that we believe iL'

must be taken into account if & permanent solution to this problem " .

is ever going to be found.

First of all, the system of rental allowances (or N
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 -
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in this respect since it very quickly becomes the sfandard in lower

cost areas while in higher cost areas it becomes simply the'étarting

point for petitions of exception. ' Total costs are almost beftainly

e eI

higher under such a system, since any upward revision of the

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

everywhere within a short time.

Secondly, administration of the scheme should place

W .k

S —— | LT e o o 5o .
. RS

maximum reliance on-the Head of Post for the approval of individual

rental arrangements, within whatever guideiines are eventualiy

established, even if it is not possible to give him the reSpohsibility

forrestimating and controlling the cost of private leases at his post

because of the effect of the rotational system. Any other method is

PrCrupem——— P Sy
" T T

likely to create unnecessary delays and eXpensé due to missed {

~

opportunities, waiting for headquarters approvals, etc. "Along with }

the subsistence and other costs involved in housing an employee and

il o

T i e o . e

 his family in a hotel while they are looking 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

Jop—

unable to assume fully those duties which required his posting in

S
e

the first place.

PR

R R e T S

Transportation and Communications

This standard object covers the travel and removal of
Apersbnnei, freight; eipress and cartage, postage, telephone and other
types of ébmmunicétion services.

In this, as in most other standard objects, the basic

eriteria for deciding whether an item should or should not be included
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in the posts"budgetsvis whethér 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 headquarters division, then it should be included
in the budget of that division.

Travelling and traﬂsportation of government employees
at a post, 1ogal transportation, and dual and ﬁultiple accreditation
travel would all fall in the former category, and we suggest they
should be included 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 approprlate, within the limitations of government
travel regulatlons. A per diem rate for meals and 1ncxdentals would
be very useful as a guideline to posts in estimating travel costs.

Post requirements for freight, express and cartage,
poatage, telephones, telegrams, cables and Qireless, 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 also have significant expenditures in this standard objebf as
shown in Exhibits 6-2 and 6-3. This is particularly true of "removal"
expenses associated with the posting and recruitment of personnel and
the transportation of their belongings, which wguld be budgeted for

and controlled by the Personnel Branch.

L
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Information Activities

We recommend that the posts should be responsible for
estimating and controlling expenditures connected with minor prOmoti6nal P
-activities, including materials for posters, displays, gdvertising,

invitations and miscellaneous materials, and miscellaneous printing

- gy - o

such as films and library catalogues.

»

At Headquarters, the major expenditures under this

e — T

T

e s g 7 g
- N ~

standard object would be made by the Information. and Cultural Affairs

Divisions, and minor ones by the Historical and Protocol Divisions.

L

PROFESSIONAL AND SPECIAL SERVICES

T

This standard object covers services performéd by

T — i S, T e i gt <
-—-‘- T T e e e T
A N o - - ta

individuals and organizations outside the Department, for which fees,

S A
e

commissions or other payments are'madé from public funds. These
include professional fees such as legal, médical, engineering, archi- . l
tectural, etc., as well as the cost of services such as protection, |

storage, language tuition, film servicing, etc.

The way in which we suggest that responsibility for f

these expenditures should be divided between the posts and the various

headquarters responsibility centres is jllustrated by the reporting

and line objects shown under this standard object in the exhibits.

Rentals ' )
' ThlS standard object covers rentals for chancerie R
' (s Thonan frre B Lottonsy - %0)
official residences, residential (staff) quarters, and other facilities .

such as garage and parking space, auditorium, hallé and storage areas.

Also 1nc1uded is the rental of machinery, equlpment and furnlshlngs for
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chanceries, official residences and residential quarters, and the

rental of motor vehicles. ;

Government Contracts Regulations prescribe the authority

which may be delegated to departments, but Treasury Board minute number

— g e e

658829 dated October 4, 1966, specifically provides increased authority

to the Department of External Affairs to enter into leases for accommo- 2l
dation abroad, subject to the following conditioné: !2
(a) All leases must be for a term of not more than ten years, with ét
option to renew. ' ;'#

(b) The annual rental payable for office accommodation should not ,:;
exceed 350,000 and for official residences it should not be 4

more than $20,000.

(c) The annual rental payable for staff accommodation should not - (]

of private leases for its employees under the Foreign Service

!
¥
{
i
i
exceed the amount that the Department can approve in respect - 1 g x
]
i
Regulations. !
I

. In additibn, certain criteria are set forth to which the

accommodation and official residences, restriction as to number of

bedrooms for married and single personnel in staff accommodation, the

type of accommodation must conform, such as space standards for office }?
?

(

] !
rental ceiling for staff accommodation, etc. )
4

4

Generally speaking, control over Crown leases rests with
the Department, 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
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leases, with. the minor exception noted below, be budgeted for and

controlled by the post. o ’ | i
| . : y

The exception referred to in the previous paragraph B

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

R

e g T g

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

e ——
N

insignificant. One of the more common types of expenditure within :g&
this category is the rental of motor vehicles while official vehicles
are out of commission awaiting parts or due‘to other servicing diffi- d
culties. We suggest such éxpenditures<should be controlled by Central i.
Services Division in the case of Headquarters' needs, and the posts {

with respect to their own needs.-

Speéial Néte on Staff Accommodation - ‘ T
| The delegation of budgetary responsibilities that we
are prOposing‘would result in the transfer to ?ostvbudgets from the
Préperty Manaéément Diviéion of all funds rélated to Crown lgases, :
with‘the ékception noted previously.
: | These arrangements cover only part of the total cost
of staff accommodation, hdweyer. A iarger element in this cost, at ;f
tﬁé moment; is the sﬁbsidy thatris extepded to holders of privately

leased accommodation abroad. This subsidy takes the form of an’
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allowance, is.included in the funds provided for salaries and allowances,
and is the administrative responsibility of the Personnel Branch.

" While this ﬁresents scmewhat of an organizational
anomaly, we suggest that, becaﬁsé of, the difficulties that would be
ipvolved in estimating‘and controlling this type of'expenditure by
post, the Personnel Branch should continue to carry out this responsi-
bility.' Costs in this aréa, as far as any giveh post is concerned,
can vary widely deﬁending on-the timing of a posting, the rénk of
the individual being posted and the size of his féﬁily. Thus, accurate
estimating can only be done on a departmenﬁ-widé basis and cén be done
most effectively in the Personnel Branch, where all posting plans are
readily available.. |

During each fiscal year, a rumber of staff quarters
will be acquired under 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 budgef. There remains the
problem, however, of who should pro§ide thé 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.

| We suggest that the post should pay such rents and
thatbit should be provided with the nécessary funds to do so by Qay
of expendlture authorltles igsued by the Personnel Branch, which

would automatlcally transfer an equlvalent amount of funds in’ its
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budget from the rent allowances reporting object to the rentals

reporting object.

Purchased Repairs and Upkeep

Expenditures in this standard objeét 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 buildings; security
installations at chanceries; and repairs and maintenance of furnishings
and all types of equipment, including motor vehicles.

For the ﬁurpose 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 renovatibns
and alterations to government-owned buildings at the posts. The second
group consists of all other types of maintenance and repair expenditures.,

Expenditures coming within the first group would be
budgeted fdr by the posts concerned cn a project 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 Head-
quarters mainly in two ways:‘

1. through reports of the Inspection Service staff;
2, through "project completion reports" which would be forwarded
for Headquarters' files as these major projects were finished
and which should include, wherever possible, before and after

snapshots.

- e
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It would be possible, if considered desirable, to
profide a 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.

making this recommendation for three reasons:

;Jfé 1. it would be unreasonable to expect estimates to be that accurate
; when they are prepared up to eighteen months ahead;

fl”% 2. in a number of cases contractors refuse to provide estimates
;!{é when there is no immediate prospect of a eontract in sight and

" when they are being asked to commit themselves on labour and
;I;? | other costs so far ahead of the actual job;

i 3. renovations éften encounter unforeséeable construction difficulties,
riiié | | 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 antiéipated cost is likely to be
f more than 25% or 50% above estimates to be referred to Hegdquarters for

approval.

For expenditures in the second groﬁb, p&st budgets would
o consist largely of lump sum estimates by "kind of work", .8 electrical,
‘l/ plumbing, painting, or by type of equipment, e.g. household, foice,
motor vehicle, etc. In this group,ﬁhe post would be‘helegated the
usual full spending aﬁthority with after-the-fact reporting only.

;1;- 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 6-1, we believe these items should be
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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
i

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 sﬁould 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 previous
exhibits,

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 financé 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.
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Although posts would become involved, on occasion, in

negotiations on behalf of Headquarters during the construction and f

acquisition phases, and might be asked to make payments locally against

e
i g s iy

contractors' progress claims undér special banking arrangements,

responsibility, authority and control should continue to rest with . : i

Property Management Division as described earlier in this section, |

Acquisition of Machinery, Equipment and Furnishings ' o 1

All expenditures of a capital nature, other than for » b
the construction and acquisition of land, buildings and works, fall |
into this category. The major portion of the expenditures at present {%f

are divided between three headquarters responsibility centres in ‘fk

AN N e
a -

roughly the following fashion:

P

- Central Services Division for headquarters
requirements

- Communications Branch for their own requirements

W AU T Wy s
E - < .

- Materiel Mahagement Division for post requirements.

This 6ategory of.expenditure includes the purchase of
furnishings forvchancerieé 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 %%}
expenditures on behalf of posts in this area ié reiated to the routine E

replacemenf'of furnishings,‘appliances and equipment for the chancer&, :
official residence and staff quarters. Thus, it would appear that most

acquisition activity under this sténdard object is subject to timing |

and priority decisions at the level of the individual responsibility centre.

R B N R B EE S D S A ) b b e & 89 &




g 6 - 36 Rl

We therefore recommend, as a general principle, that all i I

"initial" purchases of such items be the‘responsibility of the Materiel

Management Division and that all "replacements", whether of a single item e

individual posts. Initial purchases refers only to the furnishing and

. . . : {

Eg or a complete decorating scheme, be made the respon51b111ty of the 5
M
%I equipping of newly established posﬂs and newly acquired premises at

existing posts. 1
P ,

Ali acquisition activity would, of course, be guided i

by published policy statements and guidelines, product lifetime charts, 3 i
4

‘standard item catalogues, scales of issue, etc, as developed by the o
Materiel Management Division. Similarly, as suggested previously,

guidelines should be developed to resolve the recurring problem of

_local versus Canadian procurement.

cither conform to established guidelines or should (if major) have been

The

g e ey et A e e

previously discussed with the appropriate administrative division.

e oy

budgetary review would, therefore, consist primarily of verifying the

i! . Acquisition projects submitted in a post budget should

application of these guidelines, or referring the proposal to the

appropriate administrative division for comment.

'~

Either the pre-audit carried out by the Comptroller of

R e e oy
T B, L

N

the Treasury, or an internal audit carried out by the Department plus

regular visits by Headquarters design staff, could provide a check on i

i
} the activities of posts in this area. Another check could be built

into the centralized inventory routine by comparing an annual

C. ~ budget previously approved for each centre. Also it could be made a part

:
{
3
of Inspection Service's audit of posts abroad that all purchases over a éa
}
!
!

|
_} certain amount would be reviewed.

E{I' listing of inventory acquisitions by responsibility centres to the capital
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| " .

The Central Services Division would have, for Headquarters

requi;ements, the same responsibilities and autonomy as thap suggested for

posts, and 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- §_p
53

——

ings requirements as well as all objects of art and motor vehicles. \ (]

Transfer Payments

Transfer payments ccver expenditures for special purposes,
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 wgf
International Commissions and Organizations.. 7?

All expenditures in this standard object are in Vote 15, %
with the exception of grants to the Canada Council and the National - %ghv

Research Council,which should continue to be controlled by the Cultural : ;;’

Division and the Communications and Information Systems Branch

2% Foiy
.

respectively, and payments on behalf of distressed Canadians which are

o S

normally made at posts against Headquarters authorities.

3R
¥ gy
X

For the purpose of assistance to distressed Canadians,

N

the Department has provision in estimatés for an amount of $25,000 in

§ T —"

the form of a "net" allotment to which payments are charged and to which

R

are credited reimbursements made during the same fiscal year in which

the original assistance was given.

The Head of Post has authority to provide "interim

i3
S o) ey

assistance" (sufficient advance for meals and accommodation) until

i p g g e P T — g e T —— L annnal oSl L S
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approval for any additional assistance is received from the Department.
This also applies in the case of "emergency assistance". No specific
dollar limits of expenditure are set but each case is asseséed on its
merits. _ —_— !

No change is suggested in the present arrangement since
adequate estimating and control cah only be accomplished on a department-

wide basis.

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 Division.

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.

Note: Report continues on page 6 - 45. There are no pages 6 - 39

to 6 - 44 in this draft.




6 - 45

Financial Reporting

In this subsection of the report ﬁerdéscribe‘the system
of financial reporting which is now used in the Department, our assessment
of it, and our proposals for an'improved system which would provide the

financial information needed by those responsible for manéging departmental

resources.

PRESENT SYSTEM

There are five types of financial reports presently in

use in the Department.

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-quartér 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 deparimental allotment. It is
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.

]
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3. Report of Expenditures

These reports are prepared by the Computer Division of the
Comptroller of the Treasury. - They show current month and
year to date disbuisements 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

'bobject within each parliamentary vote. .

(b) Division,by Post - t§ta1$ by line object within each
standard object within each post for each "spending
division". |

(c) ?roject Tabulation - totals by line object within each
standard object.within‘each project fof those divisions
that utilize project control.

(d) Division,by Standard Object - totals by line object within
each standard object for each "spending division".

(e) Posf,by Standard Objeét - totals by line objeétiﬁithin

each standard object for each post.

4. Consolidated Financial Statement
This report wés developed by the Financg Division in 196% and
introduééd as the present survey began.‘ For each "spending
division" it discloses the total allotment (with adjustments),
disbursements to date,and firm commitments, and compares the
resulting free balance to the totél planned eipenditures for
the balance of the year; Planned for monthly issue, the report

has only appeared irregularly to date.

R
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5. Special Reports | | | N

Certain divisions produce special reports from records maintained '
. 'f‘
within the divisions. The reports are designed to meet specific C ;5'
information needs of divisional management. They range from ’

cost studies of certain activities in a division to analyses - g+

of long-term commitments on projects. ‘ i A

e F

B

‘ i

Assessment of the Present System ‘ o ‘ . S il

| As would be expected, the present reporting system is
oriented almost entirely to cash control rather than to management

control.

R T e g T T ol 1, el T e
- M . Lo - " 3 .

The post account is simply an accounting input, and as

such it provides no meaningful information to management either at the

-

post or at Headquarters. Transactions are not grouped into useful
totals or compared to any standard. The explanatory data support the -

propriety of expenditures relative to regulation; rather than their

managerial justification.

A number of factors combine to reduce the usefulness

of the post account even as a source of expenditure information.

T

Differences in cut-off dates and transmission times make it impossible

~

—

to achieve any consistency in departmental reports that utilize post i
expenditure dafa. 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 ﬁonth-end. In addition, 'j
the coding of post expenditures is left to the staff of the Chief !
Treaéury Officer who often raise queries»whichrrequire answers from

various Headquarters' divisions or from the post itself before the
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accounts can be entered. The cumulative 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 Anotmént and Expenditure Statement, the Reports
of Expenditure, and the Consolidated Fingncial 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 procedures 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 contrdl. The same is true of the series of
Expenditure Reports, with the exception of the Project Tabulation
which ia 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 repoft formats. It is quite similar in many respects to
the Budget Reports that we are suggesting should be provided to

respbnsibility centres.

PROPOSED SYSTEM
. Under thé financial managemént‘éystem we are proposing in
fhis réporf; the head of each responsibility cehtré would need a report
whichAwoﬁld‘enable him to see the effect of unforeseen expenditures and
of costs which‘had risen since the budget was prepared. On the basis
-of this informatioh, he could then take the appropriate action, such as

foregoing some projects, revising their scope, economizing elsewhere in

N o A by e . o
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his budget or réquesting additional funds;VVEqually impdrtant; the
head would be reminded of projects not yet started. If they were
still desirable, he could see that they were initiated. If they were
no longer required, or were not capable bf’completioﬁ in the current
yeér, 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 an 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_éiamine the progress of the
post on its planned projects, examine the implications of unforeseen
events, assess the seriousness of potential overspending or lapsing of
funds and the reasonableness of the explanations for variances, and
adviée 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 céntres'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;fihiﬁg‘of these reports, the reporting structure, how the
reports would be prepared, and the sources of the information {o be

presented in the reports.
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Before doing so, however, it might be worthwhile to

§
outline some of the more important criteria that were used in the iﬁ
design and evaluation of these reports, and that should be used from
time to time for re-evaluating all reports. These criteria are as L

follows: : \ 1
7

(a) Usefulness - Reports and copies of reports should only be |y

provided to those who have a definite need for

the information in them.

(b) Timeliness - Reports should contain information that is
sufficiently current, and should reach the
recipient in sufficient time, for any corrective

action to be taken that may be needed.

(c) Fregquency - There is an optimum interval at which each e

report should be prepared - which often

of the information in the report and the cost

]
)
L4
1
i
f
a1l
represents a compromise between the usefulness i;ﬁﬁ;
;
[
[ 4
|
!
{
f

I

!

; of providing it.
(d) Simplicity - Reports should be clgar and concise and should

a not contain any extraneous detail. st
(e) Brevity - Reports should be pre@ared in a fashion that will

! summarize or highlight important information for !

the reader who does not have time td go through

N e

the whole report.,

(f) Comparative
Data " - Reports should normally include comparative data

n i '* against which current information can be measured.
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. ILLUSTRATION OF PROPOSED BUDGET REPORTS 'R
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il ¢
BUDGET REPORT . |
RESPONSISILITY CENTRE._..._..A . MONTH OF |
STANDARD OBJECT ORIGINAL SUDGET ADJUSTED |EXPENDITURES| PLANNED "0(1’5&{“ . VARIANCE FIRM ' 1
REPORTING OBJECT BUDGET | TRANSFERS | BUDGEY TO DATE | EXPENDITURES |pypg i Tunes{ AMOUNT | PERCENTAGE| COMMITMENTS [
SALARIES & WAGES - LOCAL e
DIRECT REPPESENTATION SUDGET REPORT i

PERSONNEL RESPONSIBILITY GROUP. . TUROFEAN OIVISION POSTS | MONTH OF ... L S
TRAVEL § TRANSPORTATION : rOST ORIGINAL BUOGET ADJUSTED |EXPENDITURES| PLANNED "?é‘,i‘tm VARIANCE FIRM
COMAUNICAT ION ALLOTMENT BUDGET | TRANSFERS | BUDGET TO DATE | EXPENDITURES | pypeibitures [ AMOUNT | PERCENTAGE COMMITMENTS

TRAVEL & COMMUNICATION l i

INFORMATION AUSTRIA - VIENA ~ BUDGET REPORT :

PROFESSIOMIL § SPECIAL SERVICEY VOTE 1 - ADMINISTRATICH RESPONSIBILITY GROVP ... L POSTEABROAD . ____._........... MONTH OF........ JARMRL. ... ’ i :

VOTE 10 - CAPITAL
RENT:t : 2&&0"‘? AREA ORIGINAL SUDGET ADJUSTED |EXPENDITURES| PLANNED "?gﬁ{“ VARIANCE FIRmM ‘ 10rg
Ren o BELGIUM - BRUSSELS ALLOTMENT SUDGET | TRANSFERS | BUDGET | 7O DATE [EXPENDITURES| .\ 1O RL o I™ o oy T PERCENTAGE |COMMITMENTS] [

RENTAL VOTE 1 = ADMINISTRATION ] ;

VOTE 10 - CAPITAL - i
REPAIRS = CHANCERY Y
REPAIRS - OFFICAL RESIDENCE B TRATION SUDGET REPORT Iq
REPAIRS - STAFF QUARTERS CrPRs - Nicosia VorE 10 - CaniTAL UNDER. SECRETARY OF STATE_ ' JANUARY ;
REFAIRS + OTHER VOTE 1 - ADMINISTRATION RESPONSIBILITY GROUP ... .00 0 O Ry O A . el MONTH OF.._.... JAWARY | ...

REPAIRS © UPKEEP VOTE 10 - CAPITAL "«“x;‘:‘"}““‘wmlsm,m vore ORIGINAL BUDGET ADJUSTED |EXPENDITURES| PLANNED "%gi{io VARIANCE FIRM j
TTILITIES CZECHOSLOVAKIA = PRAGUE VOTE 10 - CAPITAL PRIMARY ALLOTMENT BUDGET | TRANSFERS BUDGET TO DATE [EXPENDITURES|gypenpitunes| AMOUNT | PERCENTAGE | COMMITMENTS 1%
MATERIAL § SUPPLIES VOTE 1 - ADMINISTRATION eefRCE bSO c) (b . (7 - &

VOTE 10 = CAPITAL VOTE 1 - AOMINISTRATION . K

UTTLITIES, MATERIAL & SUPPLIES VOIT 10 - CAPITAL . . i

. DENMARK N L
MISCELLANEOUS EXPENDI TURES FUROPEALL VOTE 1 : ¢
VOTE 1 - ADMINISTRATION VOTE | - APMINISTRATIOM N d
TOTAL VOTE 1 - AQMINISTRATION VOTE 10 - CAPITAL \1 VOTE 10 - CAPITAL PERSOUNEL ADMINISTRATION 27,000,000 500,000 27,500,000 22,607,481 4,079,126 27,488,617 13,383 - 4,612,310 :
VOTE 10 - CAPITAL _1 e eastern COMMULICATIONS $,000,000 (200,000) 4,800,000 3,972,609 801,003 4,773,612 26,388 0.5 651,924 [ 5.
/ Oy C mINSTRATION HEADQUARTERS ADMINISTRATION, 2,000,000 (150,000) [ 1,850,000 1,871,620 14,842 1,886,262 (36,262) (2.0) 284,212 \L
LATIN AMERICAN ADMINISTRAT1ON ABROAD 8,500,000 50,000 8,550,000 7,210,142 *1,401,683 8,611,825 (81,825) (0.7) 1,276,421 E‘
VOTE | - ADMINISTRATION - i
TOTALS VOTE 10 - CAPYTAL PROGRAM OIRECT COSTS 3,000, 000 (200,000) 2, 800,000 2,443,012 432,892 2,875,904 (75,904) (2.7) 384,824 :}
i
VOTE 1 - ADMINISTRATION UNITED NATIONS R il
VOTE 10 - CAPITAL VOTE 1 - ADMINISTRATION TOTAL VOTE 1 ' 45,500,000 - 45,500,000 37,804,074 7,829,348 45,834,220 . (134,220) (3.0) 7,189,491 »
VOTE 10 - CAPITAL 3 L
R
. UNITED STATES R
VOTE 1 - ADMINISTRATION % %‘
VOTF 10 ~ CAPITAL it
VOTE 10 i 5
TotaLs . I 75
. ACQUISITION OF LAD § [ 1
VorE 1 - ACMInISTRATION BuUrLOINGS 5,000,000 . 8,000,000 | 4,263,762 oos,u8 | 4,957,270 e 0.8 12,45 I
. 1l
OTHER CAPITAL ACQUISITIONS 2,000,000 - 2,000,000 1,912,621 74,233 1,986,854 13,148 0.8 61,713 i‘ﬁ

TOTAL VOTE 10 7,000,000 - 7,000,000 8,176,383 767,849 6,944,032 55,068 0.8 134,163

"

i
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The Budget Report

Budget Report is the name we are suggesting should be
used for the series of reports that would form the central structure
of the financial reporting system we are proposing for the Department. -

The Budget Report series would be prepared each month by computer in

the Data Processing 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
financial management is greatest. The less rigorous requirements of

Vote 15 can be met by special reports which are described subsequently.

1. Format of the Budget Report

lxhibit 6-4 facing this page illustrates the format we

gré suggesting for these reporié as weli as‘the methoa of progréssive
consolidation from the level qf individual reéponsibility centres up
to the deéartmental statemént for the Under-Secrefafy. Since managers
at egch level neéd'eséentially theisame kiﬁd.of information,coluﬁn
head ings are identiéal on all reports. |

| Columns 1, 2 énd 575how the amount budgeted for each
reporting object, the net of transfers in and oﬁt 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 obligations plus the expenditures that are
planned for the remainder of the fiscal year. Column'6, by addition
of columns 4 énd 5, indicatés the prébable or“projected amount of the

total expenditures for the year.
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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 reqnire a brief
explanation and a note as to what corrective action, if any, was plsnned.

Column 9, in which an'm Commitments would be shown for

_ the last three months of the fiscéltyear, is inoluded for purposes of
departmental cash'oontrol. The way in which this information would

‘be developed and used for this purpose is discussed later ln this
\section. In addition, the Firm Commitments figure ooulo provide a
useful check on the planned‘expenditure flgure in Column 5. The head
of a reSpon81b111ty centre would expect the amounts in Column 5 to
approach equallty with those in Column 9 in the flnal months of the
year. To the extent that a 81gn1f1cant gap ex1sted between the two,
‘he would be led to question the valldlty of the spending plans reported.

The requlrements of managers at all levels for the same
kind of information is met by the identical column content used in the
Budget Reports. The line titles, lt will be noticed however, are more
inclusive at each succeeding level of mansgement. They indicafe what

‘segment of the Operation is being reported upon,vend thus are a
function of the progressively brosder responsibilities ofvmiddle and
'seniof management., |

For_eaoh recipient, therefore, this report would highlight
problem areas requiring action by him and would clearly establish the
accountable snbordinate in each case. The mofe senior levels of

management would still be able to study specific aspects of a subordinate's
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reports in greater detail if required, since their Budgef Reports would
actually be a set of reports. The tOp one would be the summary, and it

would be backed up by the 1nd1v1dua1 reports coverlng the next lover level

]

of responsxbillty.
o
2. 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 inconsisteneies 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
ana 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.

3., The Reporting Structure

The structural make up of the Budget Report series must‘
reflect the actual flnan01a1 management hlerarchy in the Department

with reSpect to Votes 1 and 10. Exhibit 6-5 on the opposite page is

——
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a diagrammat;c representation of the reporting structure that would
be required. S N

There are three malnllevels cf respon51b111ty
represented. At the bottom of the chart 1s the ba51c level - the
responsibility centre. The second main level on the chart is what
wlll be referred to as the branchllevel, and at the top is the overall
departmental respcnslblllty represented by the Under-Secretary. The
nexhibit contains two departures from this‘three level reponting
pattern. On the right side cf‘the diagram, posts are consolidated
‘by aresa division before being grouped, at the branch level, into an
inclusive statement for all “Administration Abroad". The second
.departure, thevcase of the Assistant Under-Secretary (Administration)
is not meant to renresent 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 reSponslblllty groups. The flve prlmary
allotments into which we are pr0p081ng that Vote 1 should be broken |
down (discussed later in this section under the heading Cash Control)
correspond to these responsibility gfoups, thus laying the‘foundation
for decentralized financial management and delegated spending authority.
The functional spending divisions, with their prcgremvoriented |
expenditures would.be coordinated by the appropriate Assistant Under-
Secretary who would receive branch level reports, Since the three
administretive branches are the direct responsibility cf the Assistant
Uhder-Secretar& (Administration), this would suggest‘that he should

" receive a consolidated report of their results.,
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On the other hand, the administrative support costs of
II the posts are controlled by the Area Comptrollers under the supervision
I 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. It would be almost as
comprehensive as the report to the Under-Secretary.

These practical considerations suggest the following
distribution of the action copies of the Budget Reports. |

(a) Head of
Responsibility Centre

Budget Report for his unit

(b) Assistant Under-
Secretary

Consolidated reports for their divisions

Consolidated report for his branch

Consolidated reports for each area in

(d) Area Comptroller
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

n -~ (e¢) Branch Director-General

n In this distribution the Assistant Under-Secretéry
(Administration) would receive reports covering the functional divisions

n even though he does not have a direct responsibility for their financial

operations, However, he is expected to provide financial and administrative

guidance to both the Under-Secretary and the other Assistant Under-Secretaries.
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In this role it would certainly be appropriate for him to receive the ‘.

consolidated Budget Report for the whole Department rather than just ‘,
!

a section of it.

4, Sources of Information in the Budget Report (

All data shown in the budget reports would be forwarded

to the Comptroller of the Treasury and processed by his staff through ﬁ

the use of his computer facilities. The main elements of input are b
outlined here in order of the column heads in the report format. ;f
The details of responsibility centre budgets would be
fed in at the beginning éf the fiscal year by way of a letter from
the Finance Division to the Chief Treasury Officer. Adjustments to
allotments would be originated by the responsiﬁility centre in the

form of a journal voucher, approved if necessary by higher authority,

Chief Treasury Officer. The computer itself would carry out the

N T T e S T AT T et i = et e e on

necessary calculations cumulatively.

Actual expenditures for Headquarters divisicns 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

TG e W e wn T ey
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and prepare their Supplementary Budget Reports. By the .third of the

following month each post would send a telex transmission to Ottawa

[ ——
ST

for computer input reporting their current month expénditures and

planned expenditures to the end of the year. HO

!I and transmitted from the branch level via the Finance Division to the

Each responsibility centre in Headquarters would also ﬁ 

calculate its planned expenditures. For this purpose it would

continuously update its estimates worksheets to reflect changes in
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PROPOSED FORMAT OF SUPPLEM

ENTARY BUDGET REPORT

9-9 1li9IHX3

SUPPLEMENTARY BUDGET REPORT
POST......... SHANGRI-IA o oceeeen-. 1 MONTH OF __....... JANUARY ...
STANDARD OBJECT ORIGINAL | supcer | ADjusteD |EXPENDITURES|expenpiTuRES|EXPENDITURES| PLANNED | PROJECTED S Lo FIRM
CODE|  BUDGET TRANSFERS BUDGET = |\ ~\1u Enp | FOR MONTH | "TO DATE {EXPENDITURES|pypeNniTURES MOUNT o o CENTAGE |COMMITMENTS
REPORTING OBJECT " . tooL "“;"' oLz} @ - fook..q, 'l‘;‘:' co.8) o (GOL. & PLUS COL.7) | (COL.3 LESS coL. 71 | (CoL.# 0¥ coL.3) (LAY 3:.':‘?)""'
SALARIES § WAGES - LOCAL 0101 80,000 - 80,000 60,160 6,986 67,146 12,694 79,840 160 0.2 12,240
DIRECT REPRESENTATION ALLOWANCE 0102 26,000 - 26,000 24,006 2,008 26,014 4,773 20,787 {(4,767) (18.0) 3,825
PERSONNEL COSTS 106,000 - 106,000 84,166 8,994 93,160 17,467 110,627 (4,627) (4.4) 16,065
TRAVEL § TRANSPORTATION 0203 10,000 - 10,000 7,969 701 8,670 1,512 10,182 (182) (1.8) -
COMMUNICATION 0204 40,000 10,000 50,000 40,101 2,978 44,079 7,914 51,993 (1,993) (4.0) » 7,465
TRANSPORTATION & COMMUMICATION 50,000 10,000 60,000 48,070 4,679 52,749 9,426 62,175 (2,175) (3.8) 7,465
INFORMATION 0305 20,000 (5,000) 15,000 11,894 - 11,894 1,100 12,994 2,006 13.4 985
PROFESSTONAL & 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 5 268 52 "320 %0 8.6 .Y
RENTAL 120, 300 50 120,350 90,237 10,031 100,268 20,052 120,320 30 - 20,036
REPAIRS & UPKEEP - CHANCERY 0609 15,000 - 15,000 11,842 1,032 12,874 1,210 14,084 916 6.1 600
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 39,880 2,301 42,1861 (2,181) (s5.5) i,57o
REPAIRS & UPKEEP - OTHER 0612 10,000 {5,000) 5,000 3,516 495 4,011 474 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 10,569 2,415 12,984 16 0.1 1,985
MATERIAL & SUPPLIES 0714 20,000 (6,000) 14,000 9,112 992 10,104 868 10,972 5,028 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 83 649 110 759 241 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 Ioalsl 80,000 L 20,000 I 100,000 110,000 - 109,846 - J 109,846 (9,846) (9.8) -
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costs and plans. -The planned expeadirure totallrequired each month
could then be calculated readily from the adjasted workeheets
themselves. It would be sent to the Finance D1V131on by the fifth
of the month for forwarding to the computer centre.

In the 1atter part of the year, the Headquarters'
d1v181ons would prepare and forward thelr commitment data in the same
way. We are suggestlng however, that post commltment 1nformat10n
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 1nformat10n, are dlscussed later in thls sectlon.

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 approach envisaged 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 another month.

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 6-6 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
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>|

in the current month. Thus its preparation would not require a great Ag
deal of additional work by administrative personnel at the post. {;
I

The column headings in the Supplementary Budget Report ,E
are identical to those in the regular Budget Report except for ?;
I

Columns

The addition of the

4 and 5. These columns have been added to prov1de the updatlng q;
for the current mpnth whlch was mentioned above. !

current month's expenditures (Column 5) to the prior month's year to

date expenditures (Column 4) would provide the current expendltures

to date figure in Column 6.

B
"

The step-by-step month-end procedure at a typical post

would be as follows, using June 30 as an example:

. i e
N

June 25 (say) - The May Budget Report is received from Headquarters

S e
R

and placed on file.

Bl el 0 Tosil 0 ey 0 Dulal 0 el SR

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 is only necessarj to total the

31xteen columns and convert to Canadian dollars.

July 2 - The Supplementary Budget Report is prepared. It

contains sixteen lines for the sixteen budget

'l:ii
u
:

objects. Columns 1, 2, 3 and 4 are c0p1ed T
o

directly from the May Budget Report. Column 5

I
|ﬂ

is completed by entering the appropriate totals

ST
‘M‘

from the post account, Column 6 is a manual

k
¥
f ‘
calculation. Column 7 is completed by calculating $:;

 — T~
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planned expenditures from the estimates worksheete
which are maintained and updated as described for
Headquarters' divisions. .Columns 8, 9 and 10 are
simple manuaf calculations and Column 11, in
the last three honths of the year;.is obtained
by taking an adding machine tape of the open
purchase order and expenditure authority files
and adding to this any other contractﬁal obligations
and regular recurring monthly expenditures that are
likely to result in a disbursement of funds before
the end of the fiscal year.

July 3 - (2) Two copies of the post account are mailed to

Finance Division.

(b) A telex transmission is made to Headquarters
reperting the post's current month's
expenditures and its planned expenditures
for each of the sixteen reporting objects.
These figures are taken directly from the
Supplementary Budget Report, Columns 5 and 7.

(c) The Head of Post reviews the Supplementery
Budget Report 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
commentingion variances and including journai vouchers

covering Eny recommended budget transfers.
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Thus, the use of a Supplementary Budget Report would E

provide the needed contrbl inforﬁation to the Head of Post'at the | “idz
p01nt in time when remed1a1 action would be most effective. For the
Area Comptroller 1t would prov1de explanatlons of varlahces in ;
equally tlmely fashlon.( By utlllzlng the prlor month's Budget Report §‘=
and the current month's post accéunt as 1nformat10n sources, the workload ;;.?1

of preparing theVSupplementary report would be kept to a minimum.

Special ‘Reports

E A A 88883

The main reporting structure envisaged for the Depart-

ment, under the system of financial management we are proposing,

|
i
._ 1
would consist of the Budget Report-and the Supplementary Budget Report. ‘ia
We believe these reports would'providé the information needed for both §
i

budgetary control and cash control purposes. There are a number of

additional reports, however, that are needed to meet requirements for

5 O s, v

special purpose information in various areas of the Department. The

—— g 2,

more important 6f theée are discussed below, with the reporting system

R EaE R g

proposed for each.

[y,

1, Vote 15

SRS
P .

This vote appropriates funds for assessments, grants

A

and other payments to international organizations and international

T e ool AR i

multilateral programs and special aid programs as detailed in the

Estimates. Earlier in this section we described the special

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

l!! characteristics of financial control as it applies to Vote 15,and
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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 line for each item detailed
in the Estimates. 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.

2. Representation at International Conferences

Also as discussed earlier in this section, the budget
for international conferences has special financial control character-
istics 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
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PASSPORT DIVISION
STATEMENT OF INCOME AND EXPENSE FOR THE YEAR ENDED MARCH 31

DEPARTMENT OF EXTERNAL AFFAIRS

sz o [raeuns or [t or | drgent: | Sriamie?
PASSPORTS | PASSPORTS | CERTIFICATES | & SPECIAL | & SPECIAL TOTAL
OF IDENTITY | PASSPORTS | PASSPORTS

INCOME 1,338,729 108,959 11,612 19,420 4,974 1,483,694
EXPENSES -

PERSONNEL 649,596 56,312 6,414 8,416 2,874 723,612

TRANSPORTATION & COMMUNICATIONS 141,064 12,316 1,201 1,420 320 .156,321

PROFESSIONAL & SPECIAL SERVICES 560 - - - - 560

PURCHASED REPAIR § UPKEEP 1,500 - - 178 - 1,678

UTILITIES, MATERIALS & SUPPLIES 223,548 17,302 1,912 2,473 879 246;114

OTHER EXPENSES 1,403 490 90 210 - 2,193
TOTAL EXPENSES 1,017,671 86,420 9,617 12,697 4,073 1,130,478
NET INCOME TRANSFERRED TO

NON-TAX REVENUE 321,058 22,539 1,995 6,723 901 353,216
COMMON SERVICE COSTS

ACCOMMODATION 92,000 7,500 1,500 2,300 700 104,000

ACCOUNTING SERVICES 108,080 8,640 930 1,550 400 119,600

DEPRECIATION, FURNITURE & EQUIPMENT 2,640 260 30 50 20 3,000

EMPLOYEES' FRINGE BENEFITS COSTS 32,978 2,815 321 420 144 36,678

FRANKED MAIL 68,540 5,460 560 980 260 75,800

INTEREST CHARGES 11,035 852 100 160 60 12,207
TOTAL COMYON SERVICE COSTS 315,273 25,527 3,441 5,460 1,564 351,285
NET INCOME (EXPENSE) 5,785 (2,988) (1,448) 1,263 (683) 1,931

£°9 11891HX3
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insofar as plan changes are concerned, and they must make the decisions
on reallocations of funds which are inevitably required during the year. §
We suggest, therefore, that the Finance Division should f

prepare a monthly statement covering this item of expenditure, using ' iy

the format of the Budget Report, and should circulate this stafement to
|

all divisions concerned.

3. Headquarters Travel ' f

Almost all Headquarters' divisions incur travelling

-
A

expenses in carrying out their assigned tasks. In some cases, this
is their only direct involvement in financial matters. As suggested

previéusly;we believe that responsibility for travel funds alone is not

sufficient justification for a division to be designated as a responsi-

bility centre, with the accounting and reﬁorting requirements which

this would involve. It was proposed, therefore, that the travel budgets

— T — T — T — T T —

for all divisions not otherﬁise designated as responsibility centres
should.be consolidated in a single departmental travel allotment

administered by the Finance Division.

So that individual divisions can assess their travel

| ;

plans in the 6ontext of available funds, we suggest that Finance
Division issﬁe a monthly report tb all divisions concerned, reporting
for each, the budget originally approved for that division, expenditures

to date and the balance remaining. - ﬁi

3(a) Passport Division | | 3

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 recommend-
ation, (with which we are in agreement) .is adopted, it will mean that a
special report will be required to show both the revenues and expenditures
associated with the operations of this division. An illustration of how
such a report might look is set out in Exhibit 6A facing this page.
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4, Subsidiary Statements

One of our objectives in designing the proposed reporting
system has been to re&uce and, where possible, eliminate detailed record
keeping by the individual responsibility centre. However, responsi-
bility centres need a record of éxpenditures that they have made, and
particularly of expenditures that ﬁave 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 themselves
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 chargea 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:

(a) Source of éntry (supplier, journal entry, post account, etc.)
(b) Expenditure code
(c) Amount
Maintained on file, the monthly statements would provide a complete
record of the year's transactions.

The first use.for the statement, immediately it is

received, would be to update the file of open purchase orders and

expenditure authorities., The statement would show what payments had
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been made against these purchase orders ard authorities, which 'ﬁ
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

above. -All other posts, however, already possess a record of the 4,
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 transactlons that represent dlsbursements made at Head-

quarters on behalf of the post and charged to the post budget, plus

l ~ by a District Treasury Office would be identical to that described

the detalls of all adJustlng Journal entrles etc. Posts, like
m Headquarters dnn.smns, would use the Subs:.dmry Statement for
reconcxllatlon purposes and partlcularly for updatlng their f11e of

open expenditure authorltles.

TG g et e

5. Country Cost Reports

[N S

For program planning generally,and in particular for
the evaluation of priorities during the Program Review,. the Department
i
needs to know, to the maximum extent practicable, the cost of its '
o
f
i

activities in each of the countries in which it is represented.

such a breakdown has been made by including an "allocation" field in ;f
the proposed codlng block. Costs related to a specific country‘typically
cons1st of the budget of the post itself plus expendltures under the

budgets of various Headquarters d1v131ons.. It is suggested that the

[l ' "As discussed later in this section, provision for 5y
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"allocation"_coding should be used on both kinds of expenditure to
identify the specific country. The computer would accumulate costs by
"allocation centre" each month and store the cumulative totals on t;pe.
Reports of total costs by country could then be
produced on request any time dufing a year and at the end of the year.
The coding provision ié such that‘these country reports could be produced
in as much or as little detail as desired. The exact format of each
country cest report should be determined by the particular planning

requirement giving rise to it.

Technical Considerations

There would be a number of technical problems to be
‘ overcome in introducing the proposed reporting system, particularly
in producing monthly reports by the required deadline while maintaining
the accuracy and internal consistency of the data., The most important
problems arise in obtaining é consistent cut-off point each month so
that all responsibility centres report comparable dats, and so that
items are not double-counted (e.g. both as actual expenditures
and as planned expendifures). These problems are discussed below for
the two principal types of responsibility centres - Headquartersf
divisions and posts. |

1. Headquarters' Divisions

]

| One of the possibilities for overcoming the problems
set of transaction (punched) cards.

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

e T e e S5, e T A T et e - g,
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Under this arrangemenf 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 fhe Comptroller. If this arrangement

is feasible, the following procedureé would apply to the processing of
invoices by Headquarters' divisions.

~ All invoices, vouchers and other accounting documents
pertaining to a given month (to be included in the Budget Report
for that month) that were ready for processing before the end qf
the last working day in the month, would be stamped with the name of
the month in which they were to be included. The stamp would be
changed on the fi?st day of the new month. Any vouchers on hand,and

not processed by the end of the month would be included in the

y
|
{.

"planned expenditures" figure for Budget Report purposes.

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

b
l
N
i.
5 b
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of the previous month.

I : A11 vouchers would be processed as usual by the Chief
l For Headquarters' divisions, one other potential

l 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"

—— e D T - - e e
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remaining in such expenditure authorities that have not been spent,
or where the division concerned has not been officially notified by
the Supplementary Statement described earlier that some or all of
the authority has been spent, would be counted as "planned expendltures"
by the Division. However, the report of expenditures that we are
sugéesting should be telexed by each post at the end of each month
might contain additional disbursements against one of these authorities.
If theee were incorporated into thevBudget Report as ah actﬁal expen-
diture,ﬁhenﬁthe Headquarters division that had issued the Expenditure
Authority'had‘also included them as a "planned expenditure", double
counting would result. We therefore euggest the following rules should
be built into the program for processing these items on the computer.
(a) Do not 1nclude post expenditures on behalf of the Headquarters
divisions in the Budget Reports for the month to which they
apply (say June expenditures telexed on July 3rd).
(v) Include thenm, however, in the Supplementary Statement covering
June expenditﬁres furnished to the Headqoartere divisions
in July, so that these divisions can'adjust their oﬁtstandiog'
authority files accordingly, and thus the "planned‘expehditufe"
figure they will be reporting at the end of July. '
(c) Enter them as an exoenditure of the Heedqdarters division, by
journal entry, in the month following that to which they
apply. In this case, 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

that cover>July expenditures and are issued in August. As
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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.

2. Posts ‘ |
The problem of mailing.delays for post accounts would o
‘be overcome by the transmission of expenditure data to Ottawa via i
telex, and by having all posts close their accounts on fhe 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 had been

R

verified, the tapes would be consolidated and the first printout

e

would be used as a basis for the credit to the revolving fund and the
charge against fhe 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.

R e 44 i AL AT g e R, P s v
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Errors wbﬁld be corrected by adjusting journal entries to revise the

e

accumulatéd expenditure totals in the computer memory.

_ .y " Posts, in common with Headquarters' diviéions, may

e e T
P .

issue Expendiiure Authorities from time to time which could also B
result in double counting. However, the problem would not be as
acute in the posts as it would be at Headquarters, since the posz

! would use the Supplementary Budget Reports for budgetary control and
1 variance analysis purposes. The Budget Reports sent to the posts
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would be used primarily as a starting point for the next month's
Supplementary Budget Report. By the time they came to use the
figures from the Budgét Reports, the posts would have received the
detailed transaction run (thé Supplementary Statement) and woﬁld
have adjusted their outstanding agthogity files and "plammed expendi-
ture" figures accordingly. Thus,>there is little danger that, if
Headquarters expenditures on behalf qf posts are 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 Hea@quarters by the posts at the end of each month would not
have been adjusted to reflect any Headquarters expenditures on behalf
ofAthe posts during that month, but since these expenditures would
have automatically been included in the data from which the coﬁputer
would prepare the Budget Repdrts, provision must be made for excluding
them again in any consolidations of post Budget Repofts for‘higher
levels of authority. This can be accqmplished by adOptiﬁg thé following
rules for processing post data on the computer: | |

(a) For the Budget Report to the post, include all transact;ons
- charged to it regardless of source.'
(b) For all consolidations of Budget Reports involving post figures,
exclude disbursements made at_Headquarters chargeable against
- a post's budget. |
(c) The accumulated expenditure»figgres,to be used for the following

month's Budget Report should be taken from (a).
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We regret that we were not able, in the time at our
disposal, to devise a simpler procedure for dealing with this‘problem.
We suggest that further study should be given to it during the

implementation phase in the hope that such a procedure can be found.

Cash Contrcl

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 central agencies to ensure that departmental

appropriations are not overspent, and by the Department to minimize

the possibility of funds "}apsing". The term “"}apsing" 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.

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 control 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 description and

assessment of the present system, we describe the cash control mechanisms

that we believe would meet the Department's needs in this respect.‘
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PRESENT SYSTEM | | | 5

The primarj orientetion of the preseﬁt system ef {
financial management in fhe Deéartment is to cash control. Since
this system has been deecribed in terms of ;fs:vgrious components
in other parts of the report, we Qill not‘ettempt to recapitulate
here, other than to outline very brlefly the role of the various : h;
bodies that are involved in the control of departmental expendltures. .

1. Parliament - controls by vote. The Department receives an

approprlatlon for each of several votes, and

§ o
N RSN

e

expenditures must not exceed the funds
provided in each - unless additional funds

are provided through Supplementary Estimates.

[

2. Treasury Board - controls by primary allotment. The main sub-

. divisions of each code vote form the primary"

o, g, oty
- "

-

allotments. Funds provided within any given

allotment cannot be overspent without the

PR A S P

approval of Treasury Board for a transfer of
funds from some other. allotment within the

same vote.

3. Comptroller of S : : o
the Treasury - controls by commitments., The Chief Treasury ;[

Officer serving the Department will not
| approve items for paymentiunless funds have

ﬁreviously been encumbered for the purpose.

The device ueed By the Department to do so is Ef
called a F;nancial Encumﬁrance. These, in if
effect, form subdivisions within the primary E;\
allotment. |

|

}
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4, The Department - controls through the use of Financial Encumbrances

within each allotment to create subdivisions {g
;

for certain spending divisions in the Department .o
f

and for many specific purposes within these

divisions. The Allotment and Expenditure state-

T e e v

ment issueh monthly by the Chief Treasury :
Officer reports the status of these sub-allotments,

as do the detailed Expenditure Statements prepared !

by the computer centre.

The present system is intentionally restrictive, 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 proposihg,

rw

effective cash control can be exercised without seriously inhibiting the

operating f{reedom 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 prompf and accurate information to

each head regarding the status of the budget for his responsi-

bility 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




EXHIBIT 6-8

VOTE 1:
1.

2e

VOTE 10:

VOTE 15:

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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suggestions contained in

‘the first.

Control by Parllament
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the following pages are designed to meei

The current vote structure of the Department conforms

to Government-w1de practi
in it.
Vote Number

(s)

1l

10

15

i
ice and we would not antlclpate any change

This vote structure is as follows.

Neme
Statutory items
' Administration, Operation and Maintenance
Construction, Acquisition or Improvement of
Buildings, Works, Land and Equipment

Assessments, Grants, Contributions and other

payments to International Organizations and
" International Multilateral Economic and

Special Aid Programs.

Control by Treasury Board

The Treasury Board, governed by the Financial
Adm1nlstratlon Act, is requlred to exercise control on the basis of
(Sectlon 29) "a d1v181on of the approprlatlon .eo into allotments in
the form detailed in the estlmates submltted 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 expendlture

We recommend that, in order to bring the ba31s of
control into llne with the proposed reSpon31b111ty structure, the
prlmary allotments should be as shown in Exhlblt 6-8 on the opposxte

page. The breakdown of the votes in thlS manner would clearly associate
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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 informafion he
needs to discharge this re3ponsibil%ty. Within the limits of such
allotmenté, maximum authority delegatiun 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 Section 30 of the Financial Administration Act as

follows.

"(a) No contract providing for the paymént of any money by Her .
Majesty shall be entered into or have any force and effect
unless the Comptroller ceftifies that there is a sufficient
unencumbered balance available out of an appropriation ...

(v) Every contract involving the payment of money by Her Majesty
shall be submitted to the Controller as soon as it is made
or entered into ...

(c) The Comptroller shall establish and maintain a record of all
commitments chargeable to each appropriafion."

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 very significant dollar values.,
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Under the proposed financial management structure we
would suggest no change in the treatment of individual large contracts.
However, in accordance with the overall re-alignment of cash control
i with responsibility 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 dlsbursements.
‘Thus, the Communications Branch might encumber a small portion of its
allotment for'expected disbursements at the District Treasury Offices
abroad, and issue a single encumbrance for the balance. Similarly the
allotment foftAdmipistration Abroad would be divided between four emall
encumbrances to cover‘local disbursements at the four District Treasury
Offices abroad and a siﬁgle encumbranee for the belance.. Normally
any other Headquarters' respon31bx11ty centre desiring to make a
disbursement through a District Treasury Office would issue a spec1flc
Expenditure Authority‘for the purpose and have it certified by the

departmental Chief Tfeasufy Officer. Any division foreseeing recurring

appropriate blanket encumbrance.

| In Vote 10, the situation would be only slightly
different. The allotment shown as 6 on Exhibit 6-8 would be entirely
in the Property Management Division but would probabiy involve numerous
large individual contracts. The Difisibh should issue a single blanket

encumbrance for all expecfed»spending not in this categofy. Allotment

‘ requirements of this kind woﬁid, of course, be free to issue an

number 7 would consist of requirements by several responsibility groups.
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It should be encumbered accordingly; for examplé, one encumbrance for
each of Communications Branch, Finance and Administration Branch and
the posts (in total).

The encumbrance of funds in Vote 15 could continue to

be handled as at present. =

- Control by the Department

We believe the system of ;eviews, budget commentaries,
and consolidated reports outlined previously in this section, if used
properly and conscientiously, would provide a satisfactory means of
coping with the cash contrql problems of overspending and lapsing.

As part of this syétem we have provided;for the keeping of commitment
qontrol records (files) in each responsibilityﬁcentre and the reporting
of a "Firm Commitments" figure in each of the last three months of the
Year. . |

We believe these figuies would provide a check on whether
Yplanned expenditure" figures were realisticlor not, They would also
indicate those areas from which uncommitted funds could be withdrawn,
if absolutely necessary, in order to meet aq‘urgent need fo: funds in
some ofher centre, Their primary purpose,.however, wquld still be to
provide a means whereby each responsibility centre could ensure that it
did not overspend the funds provided to it.

The term "commitment" is used‘in varioué ways in the

government. For the purposes described invfhese paragraphs it can be

defined as all contractual obligations such as leases and outstanding

purchase orders, outstanding Expenditure Authorities, and all recurring

types of expenditures that it is known will have to be paid regularly
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during the remainder of the year such as salaries, utilities, etc.
When the qualifying word nfirm" is added, it means that only those ' !

commitments that are likely to result in a disbursement of funds

T ]

I

|

I

l before the end of the fiscal year should be‘included.

] During the last three or four months of the year,each
centre should maintain a running balance of the_funds remaining in its

j budget after deducting expenditures, to date plus firm commitments for ' L

the remainder of the year. A separate balance would be maintained for each -

subdivision of the centre's{budget that the centre could‘notfoverSpend. L

All major expenditures would be written off the ba}ance as they were incurred, L

and any proposed major expenditure would be Qompared to the funds available ¢;

before a decision was reached to incur the expenditure. A1l balances

would be updated each month as the Budget Reports and Subsidiary

Statements were received.

All Headquarters' responsibility centres would report

“Firm Commitments" for inclusion in the Budget Report during the last

r— e

jdated for each responsibility group except the posts. During these
months, the posts would report their "Firm Commitments", via the
Supplementary Budget Report, to the Area Comptrollers. Certain

adjustments to these figures would be carried out by the Area Comp-

troller as explained below. Then a consolidated commitment total e

e

would be prepared manually for the allotment, Administration Abroad.

7

n three months of the fiscal year, SO that the figures could be consol-

In both cases, a comparison of the "Firm Commitment" figures with the

| "pPlanned Expenditure" figures would provide a rough measure of the

e S T e

E‘ latitude available for reducing expenditures where there was a danger

of overspending.
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“
The need to report and consolldate commitments manually ;

iling time between posts and Headquarters,

for posts arlses from the long ma

and from the fact that some post commitments may be in the form of out-

standing Expendlture Authorltles 1ssued by them to various Headquarters'

divisions. Such outstanding authorltles would be counted by the post !

as "Firm Commitments" even though the ‘division concerned might not be able

to purchase the jtem requested and have the invoice paid before the end L]

of the fiscal year. | | ‘ ' S EA
A simple method of oiercoming this problem can be developed

from the routine that we suggest each Area Comptrollér should follow to

help him carry out the expediting and cbordinating4rolé described for him

‘earlier in the repbrt. The suggested procedure is as follows:

1. The posf issues a prenumbered Expenditure Authority to the

Headquarters' division and sends one copy directly to the

Area Comptroller.

2. The Area Comptroller maintains an "open" Authority file for each

post coming within his jurisdiction. He also maintains a

tickler file by date for follow up, and enters the post and

y number against the date on which he should contact

authorit

the division concerned if no purchase order has been issued

or other action taken in the interim.
3. The division concerned issues a purchaée order showing all

details, including anticipated shipping data and routing.

A copy goes to the Area Comptroller aé well as to the post.

er to the

i - i [ o T g
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4, The Area Comptroller attaches the purchase ord
Authority and makes a note in the tickler file against the

date on which he should follow up this transaction again. -
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5. When the invoice is received, a copy or other notification is
forwafded to the Area Comptroller who enters it in his file
an¢,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 Comtroller'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 "Pirm Commitments" figure reported
by the post concerned, to ensure an accurate figure for each post before

consolidation.

Interim Supply
Interim Supply refers to the supply of funds which are

made availéble to the Department during the period which intervenes

between the tabling of the Estimates and the passing of the Estimates
of the Department by Parliament.

During these periods funds are in short supply and
priorities may have to be established for éxpenditures. 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 consultation with the Chief Treasury Officer.

The restriction of funds and the duration of such
restriétions 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
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proposing, since two adjusting mechanisms are availéble which can
compensate for any short term treasury shortagés whicﬁ may occur
during interim supply. |

l Should he find that demand temporarily exceeds supply,

t . o
the Head of Finance Division can instruct the Chief Treasury Officer

| |
to:
i : g
I (a) postpone payment of supplier invoices forwarded by Headquarters'
Divisions and
l . (b) pbstpone the reimbursement of the revolving fund based on post e .
” accbunts received. ) .

If, in the future, spenﬁing patterns emerge which create

B
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more severe restrictions, consideration should be given to a method of

IS

rationing funds between responsibility centres that would allow them

.

to spend such funds according to their own scales of priorities.

R

Code votes are subdivisions of parliamentary votes that

<
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represent the cost of certain departmental activities over which the

Treasury Board wishes to exercise specific control. They include such

e

et -
l Use of ~sedn. Votes

P, T — i

activities as Canadian participation in the International Commissions in

hY

Indo China, and Canadian representation at International Conferences.

i,

EN

We have not made provision in the cash control or

expenditure coding systems for the continued use of these code votes

v

since some of them, such as "Cultural Relations and Academic Exchanges",

could be identified as reporting objects within a responsibility centre.

Al < g e S N e T Lo

!] Transfers in and out of objects such as these could be treated as an
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exception to the general principle of freedom to transfer within budgets,
and could be subjected té whatever specialized type of control the
Departmeﬁt and the>Treasury Board feel is wairantéd by the nature of
the expense.

"~ Other activifies, such as Canadian participation in the

Indo China Commissions, the costs‘of}which could involve a number of the

proposed responsibility centres, would have to be set up as additional

primary allotments if it is considered necessary to segregaterthe costs
of such activities for both esfimating and contrél 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
transaction in such a way that it can be brought together into groupings
of like transactions for the purposes of management 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.

Because of the implications for cash control and for
economic analysis, there is a Government-wide policy applicable to

expenditure coding. Mahagement Improvement CirculariMI-8-66 states
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"Beginning April 1lst, 1967, departments will code their line objects
to reflect the corresponding economic objects as listed in Appendix B".
Paragraph 5 states "Effective April 1lst, 1968, the new standard objects
will be used by Treasury Board to control deparimental expeﬁditures
until such time as departments'intgoduce progran budgeting by activity
end responsibility centre ... Departments should consider adopting a
format that will facilitate conversion to program budgeting and complete
implementation of the new system of expendituré 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
line 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. -

Finance Division embarked on a program to ensure
firstly, that the line object coding was purified and secondly, that
the individuals using the coding received training in the use of
coding and explanations as to its 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

\
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in the coding manual format was introdﬁced to facilitate easier coding
and. to reduce the incidence of errors. A short training program was
established and employees attending were given an opportunity to
present questions and discuss thei; problems. This approach>appears
to be having good results in terms of reducing errors. and increasing
staff understanding of the system.
For the 1968-69 fiscal year, the Department is using

a 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 charaﬁteristic
of the expenditure., When it is wished fo group expenditures according
vto such a characteristic, they are sorted (electronically) using the
information that h;s been enteréd in the appropriate field,

- The 1968-69 expénditure coding block ié iliustrated
below, showing thé.ﬁame of each fielq and inaicating the number of

digits provided.

' _ NUMEER
FIELD DESCRIPTION OF DIGITS
Division - to which funds have been allotted 2
Establishment - for which expenditure has been made 3
Code vote - éubdivision of a vote e.g. Departmental
Administration , 3
Project - divisional or departmental projects
' e.g, Nato Move 4
Line objectk - 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

¢ - - e S o T e T e — = s S — ;;:7“»

e g g i —




6 - 83

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 mentionéd previously, a study was carried out within
the Department to relate line obj;ct codes to the corresponding ecoriomic
objects as required by Management Improvement Circular MI-8-66. However,
no attempt ﬁas made by the Department to change the coding otherwise,
leaving the existing fieids unchanged until the proposed responsibility

centres had been defined and accepted.

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 digits
Responsibility centre 3 digits

" Treasury office 1 digit
Allocation 3 digits
Project . 3 digits
Object of expenditure . _4 digits

Total 16 digits
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Definition of Fields

The purpose for which each of the above fields would

be used is outlined below.

1. 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 code vote control, as mentioned earlier in the

section, this field could be used for this purpose as well.

2. Responsibility Centre would indicate the responsibility centre to

whose buﬂget the expenditure is to be charged.

3. Treasury Office would indicate 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 consclidation based on where the
disbursement occurred. The.Treasury-Office coding field would -
be used for this purpose.

4. Allocation would indicate the post or other unit 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 situations
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where an administrative support division (e.g. Property Management)
spends from its funds to impleménf certain plans at a post. This
field would indicate the post at which the expenditure was made.

5., Project would remain fhe same as the present "project" field, but
the number of digits has been reduced to three as the estimated
nunber 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 stapdard 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 objéét (to provide the detail needed to tie-in with
the government's economic objects).

In the case of ‘the headquarters divisions, this would mean
that their present breakdown of expenditures (which is primarily by line
objects) could be grouped by reporting objects if they feel the present
detail is not required for management purposes.

In the case of thé 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 réporting 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
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would be acceptable to them. The amount involved is not large, and
the alternative would be to have the posts telex in their expenditures
by line objects, which would increase the cost of this procedure very

substanfially.

Petty Cash Expenditures

|
The same principle could be applied to the distribution -

of §etty cash 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 pett&
cash expenditures at a number of posts between local transportation, -
express charges, and other pfincipal cétégbries of expenditures, it would
be possible to épply the results of this analysis, expressed in terms of
percentages, to the’petty cash expenditures of each post.

This would eliminate the necessity of coding each petty
cash voucher and recapping the petty cash expenditures for expense
distribution purposes. The vouchers would, of course, still be subject to
the same sort of check as at present for proper authorizations and the
propriety of the expenditures.

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 system.

R B

Responsibility Groupings
Provision must be made in the coding system for consoli-

dating the results of responsibility centre operations into responsibility
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groups with reports for the head of each group. This can be done
in either of two ways. The first would iﬁvolye adding a field to thg
coding block or enlarging the "responsibility centre" field to identify
the group to which the requnsibility,cgntre belonged. A simpler method,
however, and the one we recommend; would be to build intg the'computer
program an instruction to print out khe totals for each'of the :esponsi-
bility centres that,a:e to be consolidated for a particular responsibility
group report as well as the total fq: the group.’ -
The groupings'that would be used for normal Budggt Report
purposes are shown in Exhibit:BfB. Groupings by pripary allotment‘are

provided for in the coding block and these can be consolidated into

groupings by vote.
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Revenue Control .

Our terms of reference call for recommendations with
respect to improved financial controls over revenue 'consistent with b
the proposed structure for respogsibility accounting",
For purposes of thii study, the terms "“revenue" and -

"financial controls" have been definec in the following manner:
(a) Revenue refers to proceeds from the sale of goods or services

produced by the Department, for which it is entitled to make a

charge., It does not refer to proceeds arising out of such ' a

matters as the disposal of capital assets, recoveries of previous . 'K

W

year's expenditures or payroll deductions from employees.

- §
Yo
~

N

(v) Financial control refers primarily to the responsibility for

deciding on what goods or services shall be charged for, who

e ey - TR
~

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, as is the case with respect to financial control E;

over expenditures, our study is principally concerned with the decision
making process under an appropriate responsibility accounting structure

rather than the internal control functions:of safeguarding assets, 2

preventing the misappropriation of funds, etc.

o

Types of Revenue

Disregarding for the moment the definition of revenue
set out above, the various types of proceeds that are classed as

departmental "noh-tax revenue", and the amount received by the Department
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.in each of these categories in the 1966-67 fiscal year, are as

follows:

Return on investments

Interest earned on loanth'Ceylon to purchase
Canadian wheat

Interest earned on United Natiéns bond

Interest earngd on loap to India to purchase
Caribou aircraft

Interest earned on loans to employees in
connection with postings and major
medical expenses

Privileges, Licences and Permits

Passport 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

Refunds of Previous Year's Expenditures

This is in reality not a revenue item but.a

reduction of expenditures

$ 23,996

117,328

319,622

4,136

$1,217,805

8,824

$ 465,082

1,226,629

23,421

16,577

169,959

R
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Miscellaneous

Superannuation contributions from non-public

servants employed in diplomatic posifions $ 9,222
Miscellaneous revenue arising out of sundry

claims, postage sent in by passport

applicants, etc. f .. 5,776
Service charges on development loans made by

External Aid Office : 95,860 110,858

82,012,526

Controlling Revenues

Our study is concerned with the responsibility for sefting
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 concerned, such as External Affairs for

e e h—— ! W
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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 Depértment‘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

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 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 cbstAs§étem, the
Department should have no difficulty in determining the costs of the
services it provides in this area. Since these accéunt for at ieast
$1,170,000 out of the slightly over $1,200,000 revenue derived from
passport and visa fees, the introduction of the system would mean that the
Department would have a basis for determining its costs and thus a pfOper
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,
ané 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 brOposed 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 nﬁmber issued and the
number cancelled. This report is sent to the Chief Treasury Officer where
it is reconciled with the cash receiptg 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

list of the passport blanks sent to each post during the month. At the
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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.

Y T - e

——

through the use of speclal stamps in denomlnatlons of 5 cents to $5.00.

Stamps equal to the amount charged for the service are placed on the

PR

l _ Revenue from charges for consular services is controlled

] 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

; B : . |

] at each post are maintair{ed at departmental headquarters and used to check i

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

p—
"

without an appropriate charge being made and the proceeds credited to
the Department. This controllis derived from the independent reconci- ..
liation carrled out each month of the passport blanks used and the

consular stamps issued with the actual cash received from each of these

L, T i
[ P Rl bR

activities.

There were slightly over 3,000 passports issued "gratis"

ey v s 2m i
< Siig T

during the 1966-67 fiscal year by the Passbort Division. Since more o
than 90% of these were for dependents of service personnel posted abroad, f
whose applications were supported by letters from the Department of National

Defence, there would appear to be little possibility of revenue being lost

. i

PO

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
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number, are reported individually on the monthly report on "Consular
Services Rendered Gratis" sent in by each post, and the appliéation
forms are subjected to a detailed audit by the staff of the Passport
Division. This would, therefore, appear to preclude any appréciable

loss of revenue from this source.
f

With respect to the accouanting 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 affixéd where required and bear

the date, his initials and cancellation by the post seal. In view of

the participation in the procedure by other staff mexbers at most posts,

it is considered that any non-collection of the fees normally required,

or a failure to affix fee staﬁps, 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 Inspection 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 this report.

Scope of the Study

The scope for developing improvements in the Departmentts
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 posts
{specifically Paris, Washington, London and Brussels), Regional 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 certification,
commitment control, etc.

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 Passport Division
Accounting systems ip other headquarters divisions

Use of working capital advances.
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Accounting Systems at the Posts

Present system

There are two accounting systems in use at the posts « one
used by posts not served by Regional Treasury Offices, the other used by
posts served by such Treasury Offices.

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 local 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 working capital advance.

Post expenditures are controlled by the limitations imposed
by various regulations and by speéific 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

e e .

supporting vouchers is commonly called the "post accounts"”, are forwarded
monthly to the Chief Treasury Officer forépﬁéiaudit 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 increasing

the working capital advance required.
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The staff of the Chief Treasury Officer are responsible
for classifying post expenditures by line objeets and convertihg them
from the lbcal’currency of the country in which a post is loeated to
Canadian currency. The vouchers are then processed by Treasury staff
for inclusion in the departmental financial staﬁements.

Posts eerved 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 be%ween headquarters and the Chief Treasury Office lecated
in Ottawa.

These posts are subject to the same spending regulations
ana'authorities as posts which are not served by Treasury Offices,
although fhe administrative staffs in'the posﬁs do not perform the
diébursement function. They prepare chegue requisitions which are
sent to the local Treasury Officeé for pre-aﬁdit and peyment. The posts
receive a monthly staﬁement from the local Treesury-Offices ﬁhich‘shows
the post alletment,iyear-to-date ex?enditures made at the post from the

post allotment, unliquidated commitments dﬁd 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
prcposed.in our report are of a minor nature.

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
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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 Depa}tment's'
financial statements. ’ ‘ - (-
The staff é.t the post wou.‘l‘.d also be required to code and §‘
classify post disbursements made on behalf of headquarters responsibility ‘©
centres and other departments. To facilitate such an arrangement, ce

headquarters divisions would provide the appropriaté coding to the post

in the expenditure authorities that authorize a post to spend funds on

e

their behalf.

Proceeds of a revenue nature would be reported by each post

oy o v T e T

in its monthly statement. However, since the amounts of revenue generated

N e

at the post are relatively insignificant and since there is no financial

Rt i

management function of any consequence required with respect to such items, .

revenue figures would not be jincluded in the post Budget Reports. .-

4

!

%
Post staff would also be responsible for converting post i;‘

expenditures from local currency to Canadian currency. For this purpose, é
they would need to be provided with an official local currency exchange P
rate.
’ L
In order for the administrative staff at the posts to prepare !,

the Supplementary Budget Report described in an earlier section, they would

require information from the following sources:
1. the post accounts

2. prior month's Budget Report, and

e e o, S R
. B .

3. estimates worksheets, up-dated to reflect planned expenditures for
the remainder of the year.

i
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The receipts (reyenue) and disbursements (expenditures) of
the post for the month would be sunmarized by reportinévobject on the Post
Cash Control Record, a suggested‘format for which is shown as Exhibitv7-l
facing this page. This Record, whlch would replace the present post .
"Pinancial Statement", would‘provide the information onvcurrent nonth'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. |

iAs outlined'in a previous section, the posts would receive
each month listings of expenditures made by headquarters divisions out of
the posts?! budgets, as authorized by requlsltlons or expenditure authorities

1ssued by the posts. The posts would record these authorltles as planned

.expenditures 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 outstandlng
on the authorlty by the amount of the expendlture or transfer the authorlty
to a "closed" file if the expendlture exhaused the authorlty

The planned expendltures flgure for the Supplementary Budget
Report would be taken from the estlmates worksheets up-dated to reflect the
completion or otherwise of planned progects, changes in rates of expendlture;
such as rents or utllltles, and any changes in orlglnal plans whlch would
have an effect ‘on the expendltures ant1c1pated for the balance of the flscal

year.
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Accounting Systems in the Finance Division

Present System

e e e e e A S S a0 i W e otn 5 s T2ee

There is very little work of an accounting nature carried out
in the Finance Division. Headquarter£ administrative and functional
divisiéns maintain their own commitment ;ontrol 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 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

4Audit Section for auditing purposés. The accounts are then sent to the CTO
fbr'ggﬁiaudit 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 headquarters 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‘spendiﬁg unit coqcerned. The Division
is also charged with the responsibility of following up on the‘collection of
payments made to distressed Canadians, where initial"contacts by the CTO do
not produce the desired result.

The Division maintains a petty cash fund from which to make

minor purchases, and prepares cheque requisitions for certain types of
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payments, such as those made under Vote 15 for grants and assessments to
international organizations, based on documentation prepared by the functional
divisions concerned., It also mai_ntains a record showing the disposition of
cheque requisitions initiated by it as well as copies of the departmental

financial encumbrances that it issues. |

Suggested Changes

Under the financial management system proposed in our report,
most of the Department's acééunting .work ﬁould continue to be perfonﬁéd by
the Comptrolier 'of the 'I‘reaSury, who would also be responsibie for the
accounting systems aséociated with this work. - Thus the Financé Division
would not be required to maintain any more accountirig records than it does
at present, with the po’ssibie exception of a recdrd of payments made under
Vote 15 to supply the information required fof periodic reports to the
héadq\iarters divisions concerned = as suggested in the previous section on

reporting systems.

Accounting Systems in the Passport Division

Expenditures

Under the present financial managgﬁ;ent 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 personnel of the }?assporf Division do not
carry out any accounting activities other than a small amount of
expenditure coding and revenue reporting. At the same time, a certain
amount of operational control is provided through the use of weekly

production reports.
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Recently the Department came to the conclugion»that more
effective financial control could be achieved by delegating greater financial
authority and responsibility to the staff of the Passport Divis;on. .It has
also suggested that, since the Passport Divisionts operations are of a revenue
producing nature, the costs of which should be borne by the puhlic who use
its services, these operations should be financed through a working‘capital
advance (revolving fund).

A preliminary Finan;ial’Managemept.$urvey of the Passport
Division was carried out by thevDepartmgnt in late 1967. The purpose of the
survey was to determine the extent to which financial authbrity and
responsibility should be delegated, to assess the practicability of financing
the Divisiopfs operations by means of a working capital advance, and to
develof 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.

As a result of this survey, ten recommendations were made
concerning the financial management of the Passport Division. These can
be summarized as follows:

1. A. written statement of the objectives and goals ofvthg Division is_
needed, together with plans to achieve these goals.

2. The Passport Division's operations should be recognized as a
separate activity of the Department.

3. Financial authority and responsibilityAshould be delegated to
the Head of the Pasqu;t Division. Cost centres should be

established at the working supervisor level.
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4. Responsibility for the preparation of the Program Review and
Estimates submissions should be delegated to the Head of the
Passport Division.
5. Estimates should be submitted on both an activity (end product) and
cost centre basis.
6. The Passport Division!s operati;ns should be financed by a working
capital advance.
7. A finéncial reporting system should be developed to provide the data
required for efficient operating control.
8. Accounting records should be maintained and reports provided by the
Comptroller of the Treasury. |
9. A cost accounting system should be developed to cost the Division's
end products and to provide for more effective control over its
operations.
10. A financial advisory unit should be created to provide financial
advice and services 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.
Nine separate services or end products were suggested in the
survey report. These were as follows:
1. Issue of ordinary passports
2. Renewal of ordinary passports

3. Issue of certificates of identity

4, Renewal of certificates of identity
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DEPARTMENT OF EXTERNAL AFFAIRS g ;
COST CENTRES, BASIS OF COST ALLOCATION AND UNITS OF WORK MEASURFMENT PROPOSED FOR THE PASSPORT DIVISION ] h
- f
N i
COST CENTRES COST CENTRES CONTRIBUTING TO PRODUCT COSTS BASIS OF ALIOCATING COSTS TO PRODUCTS UNITS_OF WORK MEASUREMENT »
Diplomatic Diplomatic )
Passport Passport Certificate & Special & 3pecial : .
=New «Renewnl of Identity «New «Renewal . &
General Administration Yes Yes Yes Yes Yes Percentage of Direct Labour Costs N/a\ J
Supply & Accounts Yes Yes Yes Yes Yes Percentage of Direct Lebour Costs N/A
Personnel Yes Yes Yes Yes Yes Percentage of Direct Labour Costs N/A
Passport Registry Yes Yes Yes Yes Yes Percentage of Direct Labour Costs K/A "
Typing Yes Yes No No No Ratio of work done on new versus 1. Number of form letters typed by
renewal passports 2, Number of other letters typed
Microfilm Yes Yes No No No Relative Froduction N/A ;
|
Divisional Registry Yes Yes No No No Relative Production ¥
- pending file work Number of attachments handled
= stripping operation Number of applications stripped
« permanent filing Number of applications filed
In Mail & Cash
« opening & sorting Yes Yes Yes Yes Yes Relative Production Number of pieces of mail handled
« cash & validating Yes Yes Yes No No Relative Production Rumber of cash receipt entries
=« backing & boxing Yes Yes No No No Relative Labour Content 1. Number of new applications boxed
2, Number of renewal epplications boxed ‘ :
= index typing Yes Yes .. No No No Relative Production Number of indexes typed |
« box list typing Yes Yes No No Ro Relative Production Number of box lists typed i
« index filing Yes Yes No No No Relative Production Number of documents filed
Production ' f}
- writers Yes Yes No No No Relative Labour Content 1. Number of new passports written i
2. Number of passport renewals written
= finishing Yes Yes No No No Relative Labour Content 1. Number of new passports finished
- . 2. Rumber of passport renewals finished
» outmail . Yes Yes Yes Yes Yes Relative Production Number of pieces of mail handled
Foreign Operations Yes Yes No Yes Yes Relative Production i
= training N/A . i
« foreign audit . Number of applications sudited :
Junior Examiners Yes Yes No No No Relative Labour Content 1. Number of new passport applications
examined )
2. Number of renewal applications examined i
]
Review Yes Yes No No No Relative Labour Content 1. Rumber of new passports reviewed [‘
2, Number of passport renewals reviewved
Senior Examiners Yes Yes No No No Ratio of work done on new versus Num‘ber of applications processed
renewal applications :
Public Counter Yes Yes No No No Relative Production M1
Facilitation & Telephone Yes Yes No No Ko Relative Production Kil B
Certificate of Identity No No Yes No No No Reallocation 1. Number of certificates issued
2. Number of certificates renewed
Policy Yes Yes Yes Yes Yes Percentage of Direct Labour Costs Nil
Diplomatic Yes Yes No Yes Yes ) Relative Labour Content 1. Number of D, & S. passports issued 1
2. Number of D. & S, passports renewed :
3. Rumber of ordinary passports typed
Security Yes Yes Yes Yes ' Yes Percentage of Direct Labour Costs Nil |
Financial Services Yes Yes Yes Yes Yes Percentage of Direct Labour Costs Nil.
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5. 1Issue of diplbmafic passports

Renewal of diplomatic pa55porté
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7. Issue of special péssports

ol Ged Gand Sl
>

8. Renewal of special passports

Functional direction and advisory services to Heéds of Posts

L
(o]
.

regarding the issue and renewal of paésports ébroad
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We believe the establislment of separate costs for several ‘ N

of these products is not required for either cost control or pricihé pﬁrposes.

BT

;\

We‘suggest the nine products be reduced to the following five:
1. Issue of ordinary pa55por£s k
2. Renewal of ordinar& passpdrts
3. Issue of‘diéloma;ic and special pasépo;ts
4, Reneﬁﬁl:of diplomatic and'épeciai pﬁssports
S. Issue and renewal of certificateé of idéntity

-

Eventually, if the practice of reneving paésports is discoﬁtinued,

Al

the number of products could be reduced to three.

The operating costs of each section within the Divisioﬁ

T T o, N, T v N ™ A, T e T T T T e

(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 adeguacy of the existing fee structure. A

T S TN I, T

suggested basis for allocating costs to products is illustrated in Exhibit

7-2 facing this page.
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Commpn service costs that should be taken into account for
pricing_purposes would include at least the following:
1. Accommodation
2. Accounting services (Comptroller of the Treasury)

3. Depreciation

4. Employee fringe benefit costs
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5. Carrying of franked mail
6. Interest charges on the working ca.pitalradvance used to finance
the Division's opefations 7

Where the basis of cost allocation shown in Exhibit 7«2 is
"Relative Production", this means the total costs of a given section (or
sub-section) for the six nonth period* would be allocated to the products
proéuced or processed in that section in the ratio that the total production
of each product in the six month period bears to the total production of all
products in the section. This assumes that the work involved in handling each
of the different i:roducts processed in that section is approx imately the
same. If subsequent study indicated that this was nof the case, it would
be necessary to weight each of the products according to the amount of
lgbour involved in proc_essing it through that section.

This approach is illustrated 5y those sections where the basis
of cost allocation is shown as "Relative Labour Content". In these sectlons
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 prod\iced or processed in the section

during the six month period would be multiplied 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 lasbour 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 manhours of the

section consumed by each of the products handled in it.

The normal divisional budgetary reports envisaged by the

financial management system proposed in our report would be supplemented by

sectional budgetary reports which would show the actual labour .costs
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incurred by each production section (or subesection) compared to budgeted
labour costs for these sections. . |

Weekly labour efficiency reports would be prepa.red for those
sections or subesections whose production can be mea.sured in terms of the
number of units produced or processed which in turn, can be converted into
the number of manhours that should have been consumed in carrying out this
work To make this conversion it will be necessary to establish 1abour
standards, preferably on a mea.sured ba.sis through the use of work study
techniques. 1In a.ddition, it will be necessa.ry to establish methods of
measurding the output of each production centre 1n terms’ of A‘uni‘ts such as
‘those suggested in Exhibit 7=2. | | |

In the case of those cost centres that do not iend 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
nrbudgeta.ry control process.'
Revemues

The Pa.sspo rt Division is 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, vhichrecords»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.
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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, ete). 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, soft them by end product and
count the mumber 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 headqnarters divisions maintainveome form of
accounting record as an aid in the control of those departmental furds for
which they are responsible. Most of these are maintained for the purpose of
controlling commitments. These range from simple files of Munpaid" and "paid"
purchase orders to formal ledgers in which both purchase order amounts and
the amonnts of related invoices are entered. Tnese records are used to
provide the infbfmation on "firm commitments“ required for the present

departmental consolidated statements.

In addltlon, the following divisions maintain certain specialized

records to meet thelr particular needs
1. The Communications Division meintains a record of couriers?
travelllng expenses from which perlodic reports are prepared

showing the cost of each courier's run.
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2. The Cultural and,Informafion Divisions maintain a record of financial
encumbrances and payments made against them. The Cultural Division
also maintains & record of expenditures and commitments for each

project that it undertakes.

Suggested Changes

\ _ :
We believe that it should nct 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 ocutstanding purchase orders and expenditure authorities

to provide the "firm commitments" figure that we are suggesting should be

incorporated into the budget reports for the last three months of the year.

It will also be necessary for these centres to up=date their
estimates worksheets each monthbto 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 to supply
for the monthly budget reports.

Each headquarters responsibility centre would, of course,
continue to be responsible for certifying and coding all invoices relating
to its area of responsibility.

Use of Working Capital Advances

Definition

A working capital advance;is defined in the Treasury Board's
Management Improvement Policy No. MI=5=55 as follows: "A tworking capital
advance! means a revolving fund and is an authorization by Parliament to
draw from the Consolidated Revenue Fund monies not to exceed a given

maximum at any one time sufficient tb finance the operation of a program,
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activity or subedivision thereof on a continuing basié, withireéeipts iﬁ

respect to the operation of such program, activity or sub~division thereof

o T SO M T AT Ul S e

credited to that advance so that they will again become availsble for use."

Present Working Capital Advances’

o~

At present the Depértment ié operating with one working capital
, ~ ! ' g
advance called "Posts Abroad Working Capital Fund". This advence was =

A U Gt

originally authorized in 1954 in an amount of 31,000,000. It has been"

increased steadily over the years until today the total émduﬂt”adﬁhofized

e T A

is $2,500,000. The"Posts Abroad Working Capital Fund" is used, by posts not
served by a local Treasury Office, to finance the following categories of
disbursements. -

1. Advances to posts through a lettef of credit system -

2. Employees! éosting'loans

3. Employ'eesi medical loans

4. Expenditures on behalf of other government departments

The portion of the-vorking‘capital advance used to finance

advances to posts operates by means of a letter of credit system as outlined

- - 4 syt~ e ey . et . S e R, T, AR M

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 avallsble again to the Department as the employees repay the loans.

Similarly, expenditures made on behalf of other gove&nment départments are
charged to the working capital advance upon payment and credited when the
funds are collected from the other departments.

We believe this working Cépital advance system provides a
satisfactory method of financing post expenditures. if the reporting and

accounting systems recommended in prévidus sections of this report are
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adopted, it may be possible té 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.

Working Capital Advances Presently Beiﬁg Considered

Earlier in this section wé indicated ouf agréement with the
recommendation arising out of—the Preliminary Financiai Management Survey
conqucted 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 adventages and disadvantages
of this method of financing and how it might operate.

The principal advgntages of financing the Passport Division's
operations by means of a working capital advance would be as follows:

1. It would provide fo¥ greater flexibility in financing tﬁe Division's
operations, since revenues generated by a greater than anticipated
volume of sales could be used to finance the correspondihgly increaséd
costs.

2. Tt would simplify the annual appropriation procedure by eliminating
the need for the preparation and submission of estimates.

3. Tt would reduce the necessity of curtailing operations in periods of
interim supply = which happen to overlap the Division's annual peak
load period. _

Offsetting these advantages to a very minor extent would be a
certain amount of additional administrati#e and accounting work that would
be entailed in operating under this type of‘system. However, even here, it
would be very difficult to distingpish between the extra work caused by the
use of a working capital advance and that cfeated by the development of cost

‘and other control information needed to put +the Divisionts operations on 2
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more businesselike 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 edvance
should be used to finance the operations of the Passport Division.
Such an advance would eperete in the following manner:
l.‘A iimit would be established for fﬁe advance. This wbuld mean that
-the Passport Division could draw funds from the Consolidated Revenue
. Fund up to'theipredetennined.limited.
2. When payments were made for operating expenditures, the working
capital advance would be charged.
3. When revenue was received, the advance would be credited..
4. Common service costs would be included as memo items oniy.
5. Any surplus would be transferred at the end of the fiscal year to
the Consolidated Revenue Fund, while annual deficits weuld be charged
against a departmental appropriation or an aliotment provided for
that purpose. | V

Recormendation for New Working Capital Advances

The General Purchasing Office in the Matefial Management
Division maintaihs an in#entory of administrative suéplies from which the
headquarters divisions and the posts requisition their supplies. This
office is responsiﬁle fer controlling the purchase and supply of stationery,
forms, and other office supplies throughout the Department.

It is estiﬁated that the value of supplies in inventory varies
from $125,006 to $190,0b0 during the yeaf., Actuel figures are unavailable
as no dollar‘records are kept. According fo the 1968=69 estimates the
Department will spend approximately $410,000 on these-supply items, This
excludes passport‘blanks and applications which amount to ah additional

$181, 000.
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A card system is used to record the items in inventory.
There is a card for each item showing:
a. description and catalogue number
b. purchase order number and quantities received
c. name of the division or post to wh.ich supplies are issued,
~and the quantities issued
d.. quantity on hand
e. maximm and minimum stock levels and re~order Vpoints
f. suggested re~order quantities
Issués from stock are not pric;ed 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 a,d,justed to reflect the actual amount on
hand. A complete phjsical count is taken annually, and significant
a.d,jﬁstmerifs 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 ﬁot necessarily charged
to the period in which they are used.
2. The Material Menagement Division is responsible for the supplies
allotment a.lthough 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
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which the sum of the dollar balances in a given category of:
stofes could be agreed. Records in some ofthe 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 discrepancies beéween 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 pricg" 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
freightein). This price (or cos_t) remains in effect until the actual cost
of the jtem differs from the standard by a predetermined percentage. This
predetermined percentage varies with the value and the usage of the item.
Thus, for those items where, through high value, high usage or a combination
of the two, the dollar value of the supplies consumed in a given period is
relatively high, standard pricesiare adjusted more frequently than for
those items where dollar value of supplies consumed is comparitively low.

Under this system, all requisitions or issges are charged
out of stores, and all purchases or receipts charged into stores, at
standard cost (the quantity of each item times its standard price). In
the case of purchases, any difference between the ac‘bual‘crost of the
supplies and the standard cost is charged to a variance account, which

is written off to operating costs at the end of the fiscal year.
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The alternative to such a system is the use of actual costs,
determined on any one of a number of génera]_l.y accepted bases. This
normally involves the recalculation of such costs every time an item is

purchased and the entering of dollar values of receipts, issues, and stock

T e S T S

on hand each time goods are purcha.séd or issued.

! .
The standard price system, while not as sensitive to price
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g changes as the other systems, particularly where highly cﬁrrent or accurate
cost data is required, provides equally effective control over stores and

a an a.deqtiate basis for charging stores to the uéer divisions or posts with

_only a fraction of the clerical effort required.
Under this systen, qﬁantititeé issued and received are

entered as they are now, on the stock cards. The standard price in

o e 4 i k4 T, A A S =

l ' effect for each item is also noted on the card for that item. Periodically
a 1ist 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

2 < A <

balance in the control account.
The control account should be maintained by the financial
ﬂ staff of Material Management Division. Depending on the volume of supplies

jnvolved and the difficulty that may be encountered in balencing physical

R o ot . g e e

counts with the control account, it may be necessary to maintain separate

control accounts for the principal types of inventory (forms, stationery,

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

A —— S R P AR, e i St S

of the item - and entered into the ‘appropriate control accounts at standard.
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Requisitions would also be éosted 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 of an item was adjusted, a corresponding adjustment would
have to be made to the control account. This adjustment would be equal to
the number of items on hand times the eamount by which the standard price
was changed. An adjustment would alSo be required any time a physical
inventory was taken and the quantity shown on the records was adjusted to
agreeiwith the amount actually on hand.

Each month the costed requisitions would be sorted by
responsibility centre, totalled for each centre, and the resulting amounts
made the basis of a journal entry by the Comptrolier of the Treasury charging

the respective responsibility centres and crediting the working capital

advance.
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