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Chapter 1

In this introduction to my fourth Annual Report to the
Legislative Assembly, I want to highlight the results of
our first audits of organizations in the broader public
sector and of Crown-controlled corporations—and
then turn to our ministry and Crown-agency value-
for-money work and our follow-up work on audits
from prior years. I also discuss my Office’s review of
government advertising, a responsibility my Office
was mandated to take on in late 2005. Following this
discussion, I provide a brief overview of the results of
our annual audit of the province’s consolidated finan-
cial statements.

AUDITS IN THE BROADER PUBLIC
SECTOR AND OF CROWN-CONTROLLED
CORPORATIONS

On November 30, 2004, the Legislature unani-
mously approved amendments to the Audit Act,

the most significant of which was the extension

of our value-for-money audit mandate to include
organizations in the broader public sector such

as hospitals, school boards, universities, and col-
leges, as well as hundreds of other organizations
and Crown-controlled corporations. The Office had
been seeking this mandate for many years, prin-
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cipally because over one-half of the government’s
total annual expenditures are in the form of trans-
fer payments to these organizations. We felt that
legislators would be better able to oversee the pru-
dent use of these funds by the broader public sector
if my Office had unrestricted audit access to these
organizations.

We conducted our first audits of these organi-
zations this year, selecting organizations from a
number of different sectors as well as two Crown-
controlled corporations, specifically:

e Children’s Aid Societies;
hospitals (two separate audits);
school boards;
community colleges;

Hydro One Inc.; and

Ontario Power Generation.

The following is a brief summary of the results

of our audit work at these organizations:

e In certain areas, better oversight was needed
to ensure that children in the care of Chil-
dren’s Aid Societies received the appropriate
level of service and protection. Also, Chil-
dren’s Aid Societies need to tighten their gen-
eral purchasing practices, especially when it
comes to expenditures for professional ser-
vices and costs charged to corporate credit
cards, such as travel-related expenses.

e Hospitals were adequately managing and

using Magnetic Resonance Imaging (MRI)
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and computed tomography (CT) equipment in
some areas. However, improvements could be
made in other areas, for example, in limiting
the exposure of doctors and patients—espe-
cially child patients—to radiation.

e Hospitals were administering some areas of
medical equipment acquisition satisfactorily,
but other areas, such as long-term plan-
ning and competitive purchasing, required
improvement. We also noted that medical
equipment was not always being maintained
in accordance with established standards.

e Community colleges and school boards gener-
ally had good purchasing practices in place.
As well, colleges and boards were using pur-
chasing consortia to obtain certain goods and
services at better prices than otherwise. How-
ever, we had concerns with one school board’s
travel-related and meal expenditures.

e While both Hydro One Inc. and Ontario Power
Generation had established sound purchas-
ing policies, they lacked adequate systems
and procedures to ensure that their policies
were being complied with—particularly
with respect to competitive purchasing and
employee-related expenses.

MINISTRY AND CROWN AGENCY AUDITS

Although we focused heavily on the broader pub-
lic sector and Crown-controlled corporations in
our selection of audits this year, we did conduct a
number of ministry and Crown-agency audits as
well, and some of our more significant observations
included the following:

e In addition to auditing Children’s Aid
Societies, we audited the Ministry of Children
and Youth Services’ Child Welfare Services
Program, which is responsible for funding
and overseeing the province’s 53 Children’s
Aid Societies. We noted that, although pro-
gram expenditures doubled over the past five

years, related service volumes increased by
only about one-third. This, combined with the
fact that there were widespread variations in
the level of expenditure increases at the indi-
vidual Societies, led us to conclude that more
effective ministry oversight was necessary.

As well, better monitoring of child protection
services by the Societies is needed if the Min-
istry is to be assured that children in need are
receiving the appropriate level of service and
protection.

The Ministry of Health and Long-Term Care

is not doing enough to ensure that only those
people who are eligible for OHIP services
receive them and that health-care providers
are paid for only those billings that are appro-
priate. For example, we found that there are
significantly more health cards than people in
Ontario, and we noted cases of unlicensed and
even deceased doctors being paid for OHIP
claims.

The Ministry of Natural Resources’ forest

fire management program had a good track
record of effectively suppressing forest fires
once they were detected. However, the Min-
istry needs to enhance its procedures for
detecting forest fires and for assessing its
effectiveness in this area. Also, more proactive
planning is needed to ensure public safety
with respect to potentially hazardous dams
and abandoned natural-gas and crude-oil
wells.

The Ontario Realty Corporation had recently
made some much-needed improvements to

its leasing activities and its management of
external property service providers. However,
its management information systems do not
provide adequate information to enable an
informed assessment of space utilization, and
the Corporation is facing significant capital-
renewal needs given the advanced age of many
of the properties it manages.



PROGRESS IN THE IMPLEMENTATION OF
PRIOR YEARS’ RECOMMENDATIONS

As further discussed in Chapter 2, one of the two
major concerns I identified in my first Annual
Report, tabled in 2003, was the lack of substan-
tive action being taken on our previous recom-
mendations, many of which had been made five,
six, or even 10 years earlier. I am pleased to report
that this is one area where I have seen a significant
improvement over the last three years. Ministries
are now taking significantly more action to address
our recommendations, as well as those of the
Standing Committee on Public Accounts, which is
resulting in improvements in the cost-effectiveness
of government programs and the level of service
being provided to the public.

REVIEW OF GOVERNMENT ADVERTISING

With the initial proclamation of the Government
Advertising Act, 2004 on November 21, 2005,

I became responsible for reviewing proposed
government advertising for television, radio,
newspapers, magazines, and billboards, as well
as advertising to be distributed to households by
bulk mail delivery. The purpose of our review is
to ensure that any proposed advertisement meets
the legislated standards set out in the Act—most
importantly, that the advertisement does not have
as a primary objective the promotion of the parti-
san political interests of the governing party. The
Act stipulates those advertisements that must be
reviewed and prohibits government offices from
running any reviewable advertisement that has not
received the Auditor General’s approval.

My Office engaged two experts—one with dec-
ades of experience in the advertising industry and
the other a leading academic specializing in politi-
cal advertising and Canadian politics—to assist in
fulfilling our responsibility. As well, we consulted
with and received valuable advice from Advertising
Standards Canada. In preparing to take on our
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new responsibility, we developed a Guideline on the
Review of Government Advertising and held work-
shops for government communications practition-
ers and their creative agency personnel.

The Office has taken a constructive approach
in working with government offices to ensure
that proposed advertising meets legislative
requirements. For example, we have agreed to
conduct preliminary reviews of proposed adver-
tisements at what is called the “storyboard” or
pre-production stage. This pre-review provides
government offices with some initial feedback
before they incur significant production expenses.
After an advertisement is formally submitted, we
keep the submitting office informed of any con-

cerns we have, to give it the opportunity to make
revisions.

Our experience has been that about 80% of pro-
posed advertisements are relatively straightforward
and can be approved fairly quickly, another 15%
require some modification by the submitting office
before being approved, and about 5% require a
significant time commitment from my Office and
our external advisors. One of the most difficult
issues we face relates to how information is pre-
sented in an advertisement. We recognize the need
for advertisements to employ creative, provoca-
tive, humorous, and/or “catchy” elements to cap-
ture and maintain audience attention—especially
when they invite people to obtain more information
from a website or 1-800 number. However, we are
concerned when such techniques are used in such
a way that the advertisement may be perceived
as primarily fostering a positive impression of the
governing party and its achievements. We have
found it challenging at times to balance the stan-
dards that an advertisement must meet against the
government’s legitimate need to produce effective
advertising.

Chapter 6 of this report provides detailed
information on our review responsibilities, the
results of reviews conducted, and the total cost of
advertising formally submitted for review.



THE PROVINCE’S FINANCIAL
STATEMENTS

Each year, the Auditor General is required to audit
the province’s consolidated financial statements to
determine whether, in the Auditor’s professional
opinion, they are fairly presented. As has been the
case for over a decade now, the Auditor’s report on
these financial statements is clear of any reserva-
tions or qualifications and states that the financial
statements are fairly presented in accordance with
generally accepted accounting principles recom-
mended by the Canadian Institute of Chartered
Accountants.

Chapter 5 of this report discusses a number of
issues relating to this year’s audit of the province’s
consolidated financial statements, such as:

e the impact of including, for the first time, hos-
pitals, school boards, and community colleges
in the statements;

e the first significant reduction in the stranded
debt that the province took on since the
electricity sector was restructured more than
five years ago; and

e the continuing concerns we have had since
2000 with respect to government accountabil-
ity when the government dispenses multi-year
grants just before the end of the fiscal year.

Value-for-money Audit

Summaries

The following are summaries of the value-for-
money audits reported in Chapter 3 of this Annual
Report. For all audits reported on in Chapter 3, we
made a number of recommendations and received
commitments from the relevant ministries, organi-
zations in the broader public sector, and Crown cor-
porations that they would take action to address
our concerns.
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3.01 CHILD WELFARE SERVICES
PROGRAM

The Ministry of Children and Youth Services (Min-
istry) administers the Child Welfare Services Pro-
gram (Program) under the authority of the Child
and Family Services Act and Regulations. Under this
Program, the Ministry contracts with 53 local not-
for-profit Children’s Aid Societies (Societies) for
delivery of legislated child-welfare services in their
respective municipal jurisdictions, and it provides
100% of the required funding for these services.
For 2004/05, program expenditures reported by all
Societies totalled $1.218 billion.

The Societies are responsible for investigating
allegations and evidence to determine whether
children may be in need of protection, and supply-
ing services necessary to provide that protection.
Under the legislation, Societies must provide all of
the mandatory services to all identified eligible chil-
dren. Each Society operates at arm’s length from
the Ministry, and each is governed by an independ-
ent volunteer board of directors.

Our more significant observations from our
audit of this Program were:

e Although total program expenditures almost
doubled between 1999/2000 and 2004/05,
key service volumes such as the number of
open cases where children were under Society
protection increased by only 32%, while the
number of residential days of care rose just
38% over the same period.

e The Ministry’s funding practices, along with
minimal oversight, contributed to significantly
different rates of funding and caseload growth
among Societies, and to significantly higher
program costs. For example, we noted that
the eight Societies with the biggest percent-
age increase in transfer payments from the
Ministry got an average 181% more in funding
between 1999/2000 and 2004/05, while the
eight Societies with the smallest increase



received an average of only 25% more over
the same period.

The Ministry’s process for review of caseload
data used for funding purposes is inadequate
to ensure that the Ministry receives complete
and accurate data. This review process was, in
fact, suspended in 2005/06.

Although the Ministry introduced a new
block-funding model in 2005/06 for the
Societies, a number of limitations were iden-
tified. For instance, the new model perpetu-
ates previous funding inequities by defining

a Society’s 2005/06 base core funding as
being equal to actual expenditures incurred
for 2003/04 plus 3%. Thus, any Societies that
may previously have been over-funded rela-
tive to their caseload volumes are allowed to
retain this higher ongoing base-funding level.
Our research indicated that many other
jurisdictions use a more balanced means of
risk assessment to identify children in need of
protection. Such models highlight strengths

a Society can draw upon from the immediate
and extended family and from the commu-
nity, and often result in less formal and costly
intervention.

In most cases, the Ministry approved per diem
rates for residential-care facilities with little
or no supporting documentation on file. No
written agreements with the facilities exist

to detail the specific services to be provided
in return for the approved per diem rates. In
addition, the Ministry does not regularly mon-
itor facilities to ensure that negotiated ser-
vices are actually provided.

Staff responsible for licensing children’s resi-
dences and foster homes did not comply with
ministry policies for doing so. In addition, in
many cases the Ministry did not ensure that
the necessary corrective actions were taken
to address instances of non-compliance iden-
tified during licensing inspections. At one
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regional office, 24 non-compliance issues
were identified in a file, with half of these
repeated for two consecutive years. Also,
about 70% of the licensing staff we inter-
viewed indicated that they would benefit from
formal training in licensing procedures and
interviewing techniques.

3.02 CHILDREN’S AID SOCIETIES

The Ministry of Children and Youth Services (Min-
istry) contracts with 53 local not-for-profit Chil-
dren’s Aid Societies for delivery of legislated Child
Welfare Services in their respective jurisdictions.
The Ministry provides 100% of the required
funding for these services. Each Society operates

at arm’s length from the Ministry and is governed
by an independent volunteer Board of Directors.
Unlike most other ministry programs, where provi-
sion of services is subject to availability of funding,
the Child Welfare Services Program requires each
Society to provide mandatory services to all eligible
children. In other words, there is no such thing as a
waiting list for Child Welfare Services.

Societies are required to investigate allegations
that children under the age of 16 may be in need
of protection and, where necessary, provide the
required assistance, care, and supervision in either
residential or non-residential settings (services will
continue until age 18 unless the child opts out);
work with families to provide guidance, counsel-
ling, and other services where children have suf-
fered from abuse or neglect, or are otherwise at
risk; and place children for adoption.

Based on our audit work at four Societies (Thun-
der Bay, Peel, Toronto, and York), and in light of the
fact that expenditures by Children’s Aid Societies
have increased at a substantially higher rate than
the underlying service volumes over the past six
years, Societies need to be more vigilant to ensure
that they receive—and can demonstrate that they
receive—value for money spent. As well, stricter




adherence to child-welfare legislation and policy
requirements is needed to ensure that children
in their care receive the appropriate services and
protection.

Some of the issues we identified were as follows:
e Societies need to formally establish and follow
prudent purchasing policies and procedures
for the acquisition of goods and services. In
addition, controls over certain expenditures,
such as professional services, travel, and other
costs charged to corporate credit cards, should

also be strengthened to ensure that they are
for business purposes only and are reasonable
in the circumstances.

e Societies should tighten controls on reim-
bursements to staff for use of personal vehi-
cles. As well, vehicles should only be acquired
when economically justified. For instance,
one Society operated a fleet of 50 vehicles but
logged fewer than 10,000 kilometres a year on
half of them, which suggests that such a large
fleet was unnecessary.

e With just over half of the total $1.24 billion
in ministry transfer payments to Societies
in the 2005/06 fiscal year going towards
residential foster care and group residential
care, Societies need to do more to obtain and
document information about residential care
services provided by outside institutions and
to document the factors considered to ensure
that children are appropriately and economi-
cally placed in residential care.

e Only when necessary should Societies enter
into Special Rate Agreements, which require
payments to private residential care provid-
ers over and above those prescribed by the
Ministry, and they should ensure that services
contracted for are reasonably priced and actu-
ally received.

e Requirements for completing the required
Intake/Investigation Process following refer-
rals should be met in a more timely manner;
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in some cases, these requirements were not
met at all.

e Initial plans of service or care for children
receiving protection services, along with
the required assessments and plan updates,
should be completed in a more timely manner.

3.03 COMMUNITY COLLEGES—
ACQUISITION OF GOODS AND SERVICES

Ontario’s 24 community colleges offer students a
comprehensive program of career-oriented post-
secondary education and training. Enrolment data
from the Ministry of Training, Colleges and Uni-
versities indicate that there were 215,000 full- and
part-time students enrolled in community colleges
in 2005. According to the Association of Colleges of
Applied Arts and Technology of Ontario, colleges
employ 17,000 academic staff and 16,800 other
employees. Colleges spent a total of $2.3 billion in
2005, of which $751 million was spent in areas cov-
ered by this audit. (Our audit focused on a broad
range of expenditures but did not include employee
compensation, student assistance, ancillary opera-
tions, or the costs of acquiring college facilities.)
We found that the purchasing policies at the
four colleges we audited (Conestoga, Confedera-
tion, George Brown, and Mohawk) were adequate
to ensure that goods and services were acquired
economically and were generally being followed. In
addition, all of the colleges we audited were partici-
pating in purchasing consortia in order to reduce
costs. However, areas where procedures could be
strengthened included the following:
e Some major contracts with suppliers had

not been re-tendered for a number of years.

Therefore, other suppliers did not have

an opportunity to bid on these public-sec-

tor contracts, and colleges might not know

whether the goods or services could be

obtained at a better price.



e® Where non-purchasing personnel managed
the purchasing process, policies and proce-
dures were not always followed, increasing
the risk that the goods or services purchased
did not represent the best value.

e Before making major purchases, colleges
did not always clearly define their needs and
objectives and therefore could not ensure that
the purchases met their needs in the most
cost-effective manner.

e For large purchases, the colleges normally
established committees to evaluate competing
bids. However, they had not developed pro-
cedures for committee members to follow. As
aresult, colleges could not be assured that all
committee members ranked bids in the same
manner.

e Policies governing gifts, donations, meals,
and hospitality were neither clear nor consist-
ently enforced. While the individual amounts
claimed were not significant, we noted
several examples of gifts purchased for staff,
including, at one college, five gift cards worth
$500 each.

3.04 FOREST FIRE MANAGEMENT

The primary responsibility of the Public Safety and
Emergency Response Program of the Ministry of
Natural Resources (Ministry) is to detect and sup-
press forest fires on 90 million hectares of Crown
land in Ontario and manage the government’s air
fleet used for forest fire fighting, natural resource
management, and passenger transportation for all
government ministries. The Ministry is also respon-
sible for managing provincial obligations relating
to six other types of hazards: floods; drought/low
water; dam failures; erosion; soil and bedrock insta-
bility; and emergencies related to crude oil and
natural gas production/storage and salt-solution
mining.
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Program expenditures for the 2005/06 fiscal
year totalled $103.4 million. Program fixed costs,
for full-time staff and infrastructure expenditures,
amounted to $36.6 million. Extra costs, such as
additional staffing and contracted services that
are incurred to deal with year-to-year fluctuations
in the number and intensity of fires, amounted to
$66.8 million.

Our audit found that once forest fires were
detected, the Ministry had a good track record of
effectively suppressing them. However, the Ministry
did not have measures for assessing the effective-
ness of its procedures for detecting forest fires and,
consequently, could not demonstrate that its fire-
detection performance was adequate. In addition,
although the Ministry had implemented a number
of good initiatives to help prevent forest fires, a
comprehensive strategy for fire prevention would
help focus efforts in this area. Our more significant
observations were as follows:

e In the last five years, the Ministry reported
that once a fire was detected, it substantially
achieved a 96% success rate in suppress-
ing the fire by noon the next day or limiting
its extent. However, fire-suppression costs
were still significant when fires were not
detected early. We noted two other Canadian
jurisdictions that detected two-thirds of fires
early through planned methods, in contrast to
Ontario, which detected only one-third of all
fires through its proactive efforts.

e In 2005, one region noted a significant
number of fires caused by railways, and
regional staff had directly observed railway
workers failing to comply with required prac-
tices for fire prevention. We noted that one
railroad company had submitted neither
its required five-year plan nor an adequate
annual work plan. This company caused 36
fires in the 2005 calendar year that cost the
Ministry over $1 million for fire suppression.




e Based on an innovative simulation modelling
exercise, the Ministry implemented a pro-
gram, beginning in 1999, to reduce fire-
fighting costs by better utilizing its resources
and optimizing the number of seasonal fire-
fighters and contracted helicopters. Since that
time, the Ministry estimates that this pro-
gram has achieved savings of $23 million. A
recent external review also concluded that the
Ministry’s aviation fleet was well suited to its
requirements.

e The Ministry had negotiated a favourable
price for aviation fuel purchases from two
suppliers at various locations throughout the
province. However, we found that the Min-
istry had often paid more than the negotiated
price for aviation fuel and was unable to ver-
ify whether the $4.7 million it paid for avia-
tion fuel in the 2005/06 fiscal year was billed
correctly.

e The Ministry was assigned responsibility for
developing a plan for emergency management
of a number of potential hazards, including
failed dams and abandoned oil and natural
gas wells. The Ministry found that over 300
dams were high-risk and, if breached, could
cause extensive damage. It also estimated that
there could be as many as 50,000 abandoned
natural gas and crude oil wells in the prov-
ince, many of which pose a range of threats
including the build-up of explosive gas or
groundwater contamination. Plans for dealing
with these threats were being developed but
more comprehensive planning was required.

3.05 HOSPITALS—ADMINISTRATION OF
MEDICAL EQUIPMENT

Ontario has 155 public hospital corporations, each
responsible for determining its own priorities to
address patient needs in the communities it serves.
In the 2005/06 fiscal year, total operating costs of
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the hospitals in Ontario were about $17.5 billion,
with provincial funding accounting for about 85%
of total hospital funding. These figures exclude the
cost of most physician services provided to hospi-
tal patients, because the Ministry of Health and
Long-Term Care pays for these services through the
Ontario Health Insurance Plan.

These hospitals operate a large variety of med-
ical equipment required to meet patient needs—
everything from relatively inexpensive vital-signs
monitors to complex magnetic resonance imaging
(MRI) machines costing millions of dollars. The
acquisition, maintenance, and repair of such equip-
ment is essential to provide quality patient care in
hospitals. While overall expenditures by Ontario
hospitals on medical equipment were not read-
ily available, the three hospitals in which we con-
ducted work (Grand River, Mount Sinai, and
Thunder Bay Regional Health Sciences Centre)
spent a total of $20 million to acquire such devices
in the 2005 calendar year.

We found that, while some areas were being
well managed, procedures in other areas were
inadequate to ensure that medical equipment was
acquired and maintained in a cost-effective manner.
For instance:

e Two of the three hospitals we visited did not
use multi-year strategic plans to determine
and prioritize medical equipment needs.
While all three did have a prioritization pro-
cess for annual equipment requests, most
of the purchases we sampled at one hospi-
tal were made outside this process, because
acquisitions using funds from sources such as
the hospital’s foundation did not need to go
through the regular prioritization process.

e Hospitals did not consider certain relevant
criteria in assessing proposed medical equip-
ment purchases. For example, one hospital
purchased laboratory equipment for $534,000
without a documented assessment supporting
the need for this equipment.



e The majority of the medical equipment acqui-

sitions we reviewed were made without com-
petitive selection. Hospitals indicated that
this was due primarily to the standardization
of medical equipment. While we recognize
the benefits of standardizing certain types of
medical equipment (for example, to ensure
compatibility with other hospital devices),
we found that none of the hospitals had
guidelines on what medical equipment should
be standardized and therefore be exempt from
competitive purchasing practices.

One of the hospitals purchased its equipment
through a buying group, which we expected
would result in lower prices. However, none
of the items that we sampled, including a
computed tomography (CT) machine costing
more than $1.1 million, were purchased by
the buying group using an open, competitive
process. Given the specialized nature of cer-
tain medical equipment purchases, we were
unable to assess whether hospitals or the buy-
ing group could have acquired equipment that
met their patients’ needs at a lower price had
they followed a competitive selection process.
All three hospitals relied on equipment ven-
dors to maintain their MRIs and CTs. We
noted that the extent of maintenance varied,
and was often less frequent than the stan-
dards set by the College of Physicians and Sur-
geons of Ontario for MRIs and CTs located in
independent health facilities. We also noted
that MRIs and CTs were not always subject

to normal quality assurance procedures to
ensure that they were operating properly.
Medical equipment was often not maintained
as frequently as required by service manu-

als or hospital plans. For example, 75% of
defibrillators at one hospital did not receive
scheduled maintenance during 2005, and
some had no maintenance at all during that
year.
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3.06 HOSPITALS—MANAGEMENT
AND USE OF DIAGNOSTIC IMAGING
EQUIPMENT

Diagnostic medical imaging includes the use of
x-ray, ultrasound, magnetic resonance imaging
(MRI), and computed tomography (CT) to provide
physicians with important information for diag-
nosing and monitoring patient conditions. Ontario
hospitals conducted about 10.6 million diagnostic
imaging tests in the 2005/06 fiscal year. Although
CT and MRI examinations are a small percent-

age of the overall number of diagnostic imaging
procedures, our audit focused on CTs and MRIs
since the equipment can cost several million dol-
lars, there are health safety risks associated with
such examinations, and the use of CTs and MRIs
has been increasing over the years. According to
ministry data, between the 1994/95 and 2004/05
fiscal years, the total number of CT examinations
increased by almost 200%, and MRI out-patient
examinations increased by more than 600%.

The three hospitals we visited—Grand River, the
University Health Network (consisting of Princess
Margaret, Toronto General, and Toronto Western),
and Peterborough Regional Health Centre—were
managing and using their CTs and MRIs well in
some respects. However, we noted areas where
these hospitals could improve their management
and use of this equipment to better meet patient
needs. Our observations on the operations of MRIs
and CTs included the following:

e Although the Canadian Association of Radi-
ologists (CAR) noted that 10% to 20% of diag-
nostic imaging tests ordered by physicians
were not the most appropriate tests, the hos-
pitals we visited generally did not use referral
guidelines to help ensure that the most appro-
priate test was ordered.

e At two of the hospitals we visited, we noted
that Workplace Safety Insurance Board
(WSIB) patients received much quicker access
to MRI examinations than non-WSIB patients.




Hospitals receive about $1,200 from the WSIB
for each MRI examination of a WSIB patient.
Wait times reported on the Ministry’s web-
site combined in-patient and out-patient

wait times, even though in-patients gener-
ally received their appointment within a day.
At one hospital, for example, the ministry-
reported wait time for a CT was 13 days, but
out-patients actually waited about 30 days.
Many referring physicians and staff at the hos-
pitals we visited indicated that they were un-
aware that CTs expose patients to significantly
more radiation than conventional x-rays. For
example, one CT of an adult’s abdomen or pel-
vis is equivalent to the radiation exposure of
approximately 500 chest x-rays. Ontario has
not established radiation dose reference levels
to guide clinicians in establishing CT radiation
exposure levels for patients, whereas other
jurisdictions, such as Britain and the United
States, have established such reference levels.
Staff at the two hospitals we visited that per-
formed pediatric CT examinations indicated
that, in close to 50% of the selected cases, the
appropriate equipment settings for children
were not used. As a result, the children were
exposed to more radiation than necessary

for diagnostic imaging procedures. Radia-
tion levels are particularly important when
the patient is a child, since children exposed
to radiation are at a greater risk of developing
radiation-related cancer later in life.

None of the hospitals we visited analyzed

the number of CT examinations by patient or
monitored the radiation dosages absorbed by
patients. At the two hospitals that were able
to provide us with information for 2005, 353
patients had received at least 10 CT examina-
tions each, and several had had substantially
more than that during the year. In addition,
these patients may have received CT exam-
inations at other hospitals, or in other years,
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which would also add to their lifetime radia-
tion exposure.

e Patient shielding practices, such as the use
of a lead sheet to cover body parts sensitive
to radiation, varied at the hospitals we vis-
ited. For example, one hospital informed us
that lead sheets were placed over and under
a patient’s body if they did not interfere with
the diagnostic image. However, another hospi-
tal provided no similar protection for patients
undergoing a CT examination.

e Most of the interventional radiologists at one
hospital, who are exposed to higher levels
of radiation since they perform procedures
close to the radiation source, did not wear the
required dosimeter, which measures radiation
exposure. As a result, the hospital was unable
to tell whether these physicians exceeded the
annual maximum radiation doses established
under the Occupational Health and Safety Act.

e The Ministry examines x-ray operations. How-
ever, it does not do the same for CT operations
because there are no CT operating standards
established under the Healing Arts Radiation
Protection Act—even though CT examinations
expose patients to significantly more radiation
than x-rays.

e None of the hospitals we visited had a formal
quality assurance program in place to periodi-
cally ensure that radiologists’ analyses of CT
and MRI examination images were reasonable
and accurate.

3.07 HYDRO ONE INC.—ACQUISITION OF
GOODS AND SERVICES

Hydro One Inc. was created following the reorgani-
zation of Ontario Hydro, pursuant to the Electricity
Act, 1998, and incorporated under the Business Cor-
porations Act on December 1, 1998. Wholly owned
by the province of Ontario, Hydro One has as its



principal business the transmission and distribution
of electricity to customers in Ontario.

Hydro One controls almost $12 billion in total
assets, consisting primarily of its transmission
and distribution systems. In 2005, Hydro One
earned more than $4.4 billion dollars in revenue,
while its total costs were $3.4 billion. These costs
included $2.1 billion for the purchase of electricity
to distribute to its customers, $792 million for
operations, maintenance, and administration, and
$487 million for depreciation and amortization.

Our audit focused on Hydro One’s spending on
goods and services, including its acquisition of capi-
tal assets but excluding employee salaries and bene-
fits. This spending totalled more than $800 million
in the 2005 calendar year. Hydro One has con-
tracted an outside service provider to perform
purchasing activities on its behalf, but in-house
departments and individuals also do a significant
amount of buying—$163 million in 2005, or about
20% of total spending—using corporate charge
cards.

We found that Hydro One generally had ad-
equate policies in place to help ensure that goods
and services were acquired with due regard for
value for money. However, systems and procedures
were not adequate to ensure compliance with cor-
porate policies. In 2004, Hydro One’s internal audit
department examined many aspects of the corpor-
ation’s purchasing functions and concluded that,
in several key areas, internal controls needed to be
improved. We noted at the time of our audit that a
number of internal control weaknesses remained to
be addressed.

Some of our major concerns and observations
were as follows:

e Hydro One’s corporate policy encourages the
establishment, through a competitive pro-
cess, of blanket purchase orders (BPOs) for
the procurement of goods or services directly
from specified vendors for a stipulated period
of time. However, the BPOs we examined
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had not always been established through a
competitive procurement process, or had no
documentation available to verify that a com-
petitive process had been used. In addition,
BPO suppliers increased their prices periodi-
cally without competition. For example, a
BPO established in 1996 for a two-year term
with an original value of $120,000 had been
revised 39 times, extended an additional eight
years, and increased in value to $6.7 million.
Competitive selection of suppliers is required
for all Hydro One purchases over $6,000
where no BPO arrangement exists. We found
that procedures needed to be improved to

ensure that the required competitive process

was followed in the acquisition of goods and
services. In a number of the cases we tested,
the required competitive-procurement process
was not followed.

Hydro One’s procurement policy allows goods
and services to be purchased from a single
vendor (“single sourcing”) if it is neither pos-
sible nor practical to obtain them through the
normal competitive processes. However, many
of the single-source purchases for materi-

als, consulting services, and contract staff
that we examined could have been obtained
from several different vendors. As well, the
required documentation justifying the deci-
sion to single-source was not on file in most of
the cases we examined.

In December 2001, Hydro One entered into

a 10-year, $1-billion agreement to outsource
significant operations of the corporation.
Under its master service agreement with the
service provider, Hydro One can reduce the
fees it pays the provider if benchmarking stud-
ies show that the provider is charging more
than fair market rates. Although a consult-
ant’s benchmarking report concluded that

no adjustment to the fees was required, the
consultant examined only two of six lines of



business conducted by the service provider.
A more thorough review may have been
warranted.

e During the 2005 calendar year, Hydro One
purchased $127 million worth of goods
and services using corporate charge cards.
We found that the documentation, such as
charge-card slips, submitted in support of
expenditures was often insufficient to deter-
mine what was purchased. We also identified
instances where monthly statements had been
reviewed and approved even though employ-
ees had not provided details about the cash
advances received and charged to their corpo-
rate charge cards.

3.08 ONTARIO HEALTH INSURANCE
PLAN

The Ministry of Health and Long-Term Care (Min-
istry) works to provide all Ontario residents with
areadily accessible, publicly funded, and account-
able health-care system. The Ontario Health Insur-
ance Plan (OHIP) is a key vehicle for delivering on
this objective. In the 2004/05 fiscal year, the Min-
istry paid more than $6.9 billion through OHIP for
insured services covering some 180 million med-
ical claims. As of January 2006, there were about
12.9 million valid OHIP health cards in circulation.

Our audit of OHIP indicated that while controls

and procedures were generally adequate to ensure
that claims are paid accurately, they do not yet
effectively mitigate the risk that people who are not
entitled to OHIP services could receive medical care
free of charge or that health-care providers could be
paid for inappropriate billings. Some of our specific
concerns included the following:

e In 1995, the Ministry began gradually to
replace the older red-and-white health cards
with new photo cards containing additional
security features. This project was to have
been completed by 2000 but delays have
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pushed back the completion date by another
14 years at least. Our data analysis also indi-
cated that there continue to be approximately
300,000 more health cards in circulation than
there are people in Ontario. The Ministry has
not yet verified the authenticity of the citizen-
ship documents for about 70% of all existing
health-card holders.

Few resources have been devoted to monitor-
ing health-card usage to identify areas that
warrant review or investigation. We identi-
fied thousands of cases where card holders
submitted medical claims from every region
of the province within a short period of time,
and instances where service-provider billings
appeared excessive. For instance, our compu-
ter analysis of OHIP claims identified a group
of clinics that have potentially overbilled the
Ministry by almost $10 million for medical
tests since 2001. We also questioned why the
Ministry’s Fraud Program Branch did not have
a mandate to conduct fraud audits or investi-
gate suspected fraud cases.

In fall 2004, the Ministry suspended the activ-
ities of the Medical Review Committee, which
reviewed cases where physicians may have
filed inappropriate claims, but it has yet to
implement a replacement process. As a result,
we estimate that the Ministry may have lost
the opportunity to recover as much as $17 mil-
lion, since all outstanding reviews were
cancelled at the time of the suspension and
the Ministry has not initiated an audit review
process for suspicious cases since that time.
Physician licensing information was not
being updated properly. We identified 725
unlicensed physicians who could still sub-

mit claims, with 40 of them having billed and
received full payment from the Ministry after
their licences had expired.

We found weaknesses in the procedures used
to review rejected claims, and in systems



designed to verify claims and protect the con-
fidential records of card holders and service

providers.

3.09 ONTARIO POWER GENERATION—
ACQUISITION OF GOODS AND SERVICES

As part of the reorganization of Ontario Hydro,
Ontario Power Generation (OPG) was created
under the Electricity Act, 1998 and commenced
operations on April 1, 1999. Wholly owned by the
province of Ontario, OPG’s objective is to own and
operate generation facilities to provide electricity
in Ontario. In 2005, OPG generated approximately
22,000 megawatts of electricity, which accounted
for 70% of the electricity produced in Ontario that
year. OPG generates electricity from three operat-
ing nuclear stations, five fossil-fuelled stations, 35
hydroelectric stations, 29 certified green power sta-
tions, and three wind power stations. During 2005,
OPG spent $2.5 billion on operations, maintenance,
and administration.

Included in OPG’s total expenditures are annual
purchases of goods and services amounting to
approximately $1 billion. Most of this amount is
for goods and services procured through the gen-
eral purchasing system. Such procurement is to
be made in one of three ways—through master
service agreements with selected vendors, a com-
petitive procurement process, or, when justified,
single sourcing. The remaining purchases, which
amounted to $61 million for the 2005 calendar
year, are acquired by OPG staff using corporate
credit cards.

We concluded that, although OPG had sound
policies in place for acquiring goods and ser-
vices and controlling employee expenses, in many
respects its systems and procedures for ensuring
compliance with those policies were not adequate.
Specifically, there was often insufficient evidence
on file to demonstrate that goods and services
were acquired with due regard for value for money.
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Also, although purchases requiring the competi-
tive selection of vendors were generally conducted
appropriately in accordance with OPG’s policies,
we had concerns with other purchases, such as
those arranged through master service agreements,
which do not require competitive selection. Some of
our particular concerns were as follows:
® Most of the master service agreements OPG
established with vendors that we reviewed
were made without an open or competitive
process. Instead, OPG practice is to establish
master service agreements with vendors that
have carried out business with OPG for some
period of time. As well, we found that most of
the master service agreements did not have

fixed rates for specific services, typically a key
benefit of such agreements.

e The single-source purchases we reviewed, for
such items as temporary staff, equipment, and
consulting services, ranged from $110,000 to
$2.6 million. We noted that the explanations
for single-sourcing such large purchases either
were not documented or were inadequate to
justify not carrying out a competitive process.

e In the five years that OPG has outsourced its
information technology services, OPG has not
audited the service provider with respect to
its provision of services, setting of fees, and
performance reporting, even though the con-
tract allows for this. Given that this contract is
worth approximately $1 billion over a 10-year
period, such periodic audits would be a sound
business practice to provide assurance that
the contractor is furnishing accurate and reli-
able data to support its fees and performance.

e We noted in our review of travel and purchas-
ing credit-card payments numerous examples
where supporting documentation was inad-
equate for managers to properly assess what
was purchased and how much was paid for
each item. Managers may be the only ones
reviewing these transactions, which makes



effective supervisory review a critical internal
control for ensuring that such purchases are
appropriate and compliant with policy. How-
ever, these reviews were often not completed
satisfactorily.

3.10 ONTARIO REALTY CORPORATION—
REAL ESTATE AND ACCOMMODATION
SERVICES

The Ontario Realty Corporation, a Crown corpor-
ation, provides services relating to real estate,
property, and project management to most min-
istries and agencies of the province of Ontario.
Cost-effective management of real property and
accommodations is a responsibility shared by the
Corporation with the Ministry of Public Infrastruc-
ture Renewal (Ministry) and its client ministries
and agencies. The Corporation manages one of
Canada’s largest real-estate portfolios, including
more than 95,000 acres of land and 6,000 build-
ings comprising more than 50 million square feet of
space. Eighty-one percent of the portfolio is owned
by the government of Ontario, and the remainder is
leased. The Corporation requires revenues of nearly
$600 million each year to offset expenses incurred
to manage the portfolio and look after the accom-
modation needs of its clients.

Our audit concluded that the Corporation had
recently made a number of improvements with
regard to its systems and procedures for leasing and
for property sales and acquisitions, and in its hiring
and monitoring of building management service
providers. However, it must continue to work with
the Ministry and its client ministries and agencies
to ensure that:

e all managed space is being efficiently used;

e properties are being maintained through
appropriate investments in the life-cycle
repair and maintenance of buildings; and

e its management-information systems pro-
vide decision-makers with sufficient reliable
information.
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The Ministry also recently identified several fac-
tors that had inhibited effective management and
rationalization of the province’s real-estate portfo-
lio, such as the processes used to deal with surplus
and underutilized property. We noted that the prov-
ince gave its approval in 1999 for the Corporation
to sell 330 properties, but as of 2006, the Corpora-
tion had disposed of fewer than half of them. The
Corporation also needs to improve its systems and
procedures for identifying properties that could be
rationalized or sold.

Some of our more significant observations were
as follows:

e Better controls were needed to record and

track potential recoveries from property

sales and to monitor subsequent sales of
government properties to identify large resale
profits. As a result of our inquiries, the Corpo-
ration recovered approximately $265,000 that
was still owing to it from a property sale and
that had been available to it since April 2004.
As well, the Corporation has instituted addi-
tional monitoring procedures after we noted
that one property sold by the Corporation for
$2.6 million was resold seven months later for
$4.2 million.

e In handling requests for new accommoda-
tions that could not be met by the existing
inventory of owned space, the Corporation
generally leases space without assessing the
cost-effectiveness of alternatives such as con-
struction, lease-buy, outright purchase, or
relocation.

e The Corporation did not have adequate
information or assurance that space was being
used by its clients in an efficient manner. As
well, the Corporation’s real-estate database
contained extensive errors regarding the cur-
rent status of properties, raising concerns
about the integrity of data used for assessing
accommodation needs and tracking property
use.



e More than 40% of the buildings the Corpora-
tion manages are at least 40 years old, and it
rated 148 buildings as being in poor to defec-
tive condition. It also estimated that deferred
costs for repairing, renewing, and modern-
izing provincially owned buildings stood at
$382 million as of March 31, 2006.

3.11 SCHOOL BOARDS—ACQUISITION
OF GOODS AND SERVICES

Ontario’s publicly funded elementary and
secondary schools are administered by 72 school
boards and 33 school authorities. Total funding
for public education in Ontario for the 2005/06
fiscal year was about $17.2 billion. While school
boards spend the majority of their funding on sal-
aries and benefits, they also spend several hundred
million dollars on purchases of services, supplies,
and equipment. Our audit focused primarily on
the acquisition of supplies and services and equip-
ment, and on contracted services and minor capital
projects. Our audit excluded pupil transportation
and capital expenditures for the construction of
new schools.

We found that purchasing policies at the four
school boards we audited (Durham District, Rain-
bow District, Thames Valley District, and York
Catholic District) were adequate for promoting due
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regard for economy, and the boards were gener-
ally complying with the policies and procedures. In
addition, all four school boards were participating
in purchasing consortia in an attempt to reduce the
cost of goods and services. However, we did note
areas where compliance could be improved. For
instance:

e School boards were using some suppliers for
significant purchases, as well as for ongoing
minor capital projects, for a number of years
without periodically obtaining competitive
bids.

e Rather than publicly advertising their needs,
school boards often invited a selected group
of suppliers to bid. As a result, only one or
two bids were received for some significant
contracts.

e Payments continued to be made to suppliers
where the purchase order had expired and/or
the amount on the purchase order had been
exceeded.

While the four school boards generally had
adequate policies governing use of corporate
charge cards (purchasing cards), we had a concern
about the lack of clear policies with regard to the
use of board funds for employee recognition and
gift purchases. As well, we had concerns about cer-
tain meal and travel-related expenditures at one
school board.
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Chapter 2

This year, from our perspective, we have seen several
areas where progress has been made “towards better
accountability.” Specifically, in this chapter I would
like to highlight the impact of our expanded man-
date on the broader public sector, improvements in
the implementation of our prior years’ recommen-
dations, government initiatives regarding results-
based planning and reporting, and certain aspects
of the Fiscal Transparency and Accountability Act,
2004. 1 also reiterate my concern regarding limita-
tions on my access to certain government activities
or information resulting from the Quality of Care
Information Protection Act, 2004. And finally, I out-
line concerns regarding our access to certain
government-controlled corporations and the need
for a number of the larger agencies of the Crown to
table their annual reports on a much more timely
basis.

My Expanded Audit Mandate

Bill 18, the Audit Statute Law Amendment Act, which
amended the Audit Act (now the Auditor General
Act), received Royal Assent on November 30, 2004.
The most significant amendment contained in

Bill 18 was the expansion of the Auditor General’s
value-for-money audit mandate to include the thou-
sands of organizations in the broader public sector
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that receive government grants, and Crown-
controlled corporations such as Ontario Power Gen-
eration and Hydro One Inc. (The expanded man-
date does not apply to grants to municipalities, but
it does allow the Auditor to examine a municipality’s
accounting records to determine whether a muni-
cipality spent a grant for the purposes intended.)
The effective date of the expanded mandate with
respect to value-for-money audits in the broader
public sector was April 1, 2005.

In our first year of this new mandate, organi-
zations from a broad spectrum were selected for
audit, including school boards, community col-
leges, hospitals, Children’s Aid Societies, and the
two provincially controlled hydro companies. The
results of these audits are included in Chapter 3.

The acquisition of goods and services was the
primary focus of our audits at selected school
boards and colleges as well as at Ontario Power
Generation and Hydro One Inc. It was also a sec-
ondary focus of our audits of Children’s Aid
Societies. This area was selected for three reasons:

e Our audits of these areas in ministries in

recent years have found opportunities to
achieve savings and strengthen controls, and
we suspected similar opportunities might exist
in the broader public sector.

e The government has been examining ways to

improve supply chain management in Ontario,



citing potential savings of several hundred mil-
lion dollars in the broader public sector.

e Examining the acquisition function provided
my Office with an opportunity to use existing
expertise in an area that cuts across many
aspects of the operations of these organiza-
tions in the broader public sector, thereby
helping my staff to build their knowledge of
the organizations’ businesses. This knowledge
will serve us well as we plan and carry out
audits in these sectors in the future.

Audit work at four of the 53 local not-for-profit
Children’s Aid Societies in the province assessed
whether the funding provided by the Ministry of
Children and Youth Services was spent prudently
with due regard for economy and efficiency, and
whether children in need had received care and
protection in a timely manner in accordance with
legislation and policies. The Ministry provides
100% of the required funding for these services.

Given the significance of the expenditures
incurred and the services provided, we conducted
two separate audits at selected hospitals. One
focused on the adequacy of policies and proce-
dures to ensure cost-effective acquisition and main-
tenance of medical equipment, while the other
focused on the management and use of medical
diagnostic imaging equipment, particularly mag-
netic resonance imaging machines (MRIs) and com-
puted tomography (CT) equipment. In the second
audit, the objective was to determine whether the
selected hospitals had adequate policies and pro-
cedures in place to ensure that the management
and use of medical imaging equipment met patient
needs efficiently and was in compliance with
applicable legislation and that test results were
reported on a timely basis.
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Improved Implementation of

Our Recommendations

Our Office has the following primary objective: pro-
viding legislators with the information they need
to hold the government, its administrators, and
grant recipients accountable for achieving value
for money and a high level of service to the public.
We obtain this information primarily through our
value-for-money audits, which, over time, cover all
major activities of the government and the broader
public sector.

In conducting these audits, the Office believes
that it is not enough to just point out problems or
concerns. We also provide what we feel are practi-
cal and constructive recommendations to address
issues in a cost-effective manner. Three years ago,
when I tabled my first Annual Report, I commented
on two overriding themes. One related to the lack
of sound management information systems; the
second related to some frustration with the lack
of implementation of our prior years’ recommen-
dations. With respect to this latter issue, in my
opening remarks to the media on my 2003 Annual
Report, 1 stated that

it was apparent to us this year that there
were far too many areas where prior-year
concerns—often going back four, five, six,
or even 10 years—had not been satisfac-
torily addressed. We acknowledge that
many of our recommendations deal with
very substantive and complex issues that
cannot be addressed overnight and sub-
stantial progress in addressing them may
well take a year or two. However, there

is no excuse for a lack of effective action

after so many years have passed.

I am pleased to report that this is one area where
I have seen an improvement over the past three
years. It is evident from Chapter 4 in this year’s




report, where we present our follow-up of the status
of recommendations we made in the 2004 Annual
Report, that action has been taken and progress
made in addressing most of the recommendations
we made two years ago. Of particular interest is
the number of audits where the progress made to
date is not only satisfactory but significant—action
is being taken on all recommendations, with a
number already having been substantially imple-
mented. Figure 1 illustrates the trend over the last
decade with respect to this.

As well as being evident at the audit level, as
Figure 1 shows, this positive trend has also been
evident at the individual recommendation level.
We made over 200 recommendations in each of the
years 2002-04 and, based on our follow-up work
two years after the original audit, the proportion
of these that have been substantially implemented
after two years has been rising steadily. Specifi-
cally, 42% of recommendations made in 2002 had
been substantially implemented, as had been 44%
of those made in 2003 and 46% of those made
in 2004. As well, at least some progress has been
made on over 90% of the 239 recommendations we
made in 2004.

So who should take the credit for such progress?
First of all, senior management in the ministries
and central agencies that we audit certainly must
be recognized for their increased commitment to
implementing our recommendations. However,
another not-so-obvious contributor is the Legisla-
ture’s Standing Committee on Public Accounts.

As further discussed in Chapter 8, “The Standing
Committee on Public Accounts,” our Annual Report
is automatically referred to this Committee on
tabling in the Legislature. The Committee selects
a number of sections from our report—includ-
ing both current-year audits as well as sections
from our follow-up work on recommendations
made two years ago—to hold formal hearings on.
At these hearings, the Deputy Minister or agency
head, along with his or her senior officials, have the
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Figure 1: Audit Follow-ups Noting Significant Progress

in Addressing Recommendations Made Two Years Prior
Prepared by the Office of the Auditor General of Ontario
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opportunity to outline what action they have taken
on issues identified by that particular audit and are
questioned by members from all three parties. I
suspect that ministry and agency awareness of the
possibility that they will be called to appear before
the Committee acts as an additional motivator for
management to take action on our recommenda-
tions.

This is not to say that, in the absence of the influ-
ence of the Committee, senior management of min-
istries, organizations in the broader public sector,
and Crown agencies would not be taking our rec-
ommendations seriously. In fact, I was heartened to
hear, when meeting with the government’s Council
of Deputy Ministers to discuss alternative ways of
reporting auditees’ responses to recommendations,
that the Deputies were committed to continuing to
respond formally to our recommendations. They
felt that this would maintain a “healthy tension”
in the system that would help ensure that timely
action is taken to address our concerns.

The bottom line is that improved and timelier
implementation of our recommendations will result
in better, more cost-effective services being deliv-
ered to Ontarians.



Developments in Public

Performance Reporting

ONTARIO

Over the past 10 years, the government of Ontario
has made efforts to enhance the use of perform-
ance measures by program management to help
focus efforts and expenditures on achieving results
as well as to enhance the public reporting of those
measures.

In May 1996, the government of Ontario pub-
lished its first annual business plans and commit-
ted to publishing these plans annually. The business
plans were to include a presentation of the results
achieved during the year as well as targets, goals,
and objectives for the following year.

In April 2000, Management Board Secretariat
(now the Ministry of Government Services) issued
the Business Planning and Allocations Directive
and, in December 2000, a companion guideline
entitled Performance Measurement in the Business
Planning Process—A Reference Guide for Minis-
tries. These documents provided valuable guidance
to ministry management and staff on improving
their performance reporting, with a particular focus
on the outcomes being achieved by significant gov-
ernment programs.

In our 2003 Annual Report, we felt that it would
be worthwhile to review the guidance provided by
Management Board Secretariat. We used as a
benchmark the nine public-performance-
reporting principles that had recently been devel-
oped by the Canadian Comprehensive Auditing
Foundation (CCAF). We noted that the guid-
ance had partially or fully incorporated five of the
CCAF’s nine principles. We recommended that

over the next few years, as ongoing refine-
ments to the guidelines are made, the four
principles not yet included be considered
in future revisions of the guidelines and

Towards Better Accountability m

that ministries be encouraged to imple-
ment them as soon as possible.

We also noted that “it is encouraging to see the
progress that has already been made in the public
reporting of the government’s performance. Never-
theless, in these days of constrained resources,
increased delegation of responsibilities, and rapid
and constant change, the need for clear, credible,
and timely performance reporting has never been
greater.”

We were pleased to note that the 2004 Ontario
Budget referred to the CCAF’s nine principles for
public reporting as a model for improving Ontario’s
reporting on performance. These principles have
been officially adopted by the federal government
and the governments of British Columbia, Sas-
katchewan, and others and served as a valuable
underlying framework for a Statement of Recom-
mended Practice for Public Performance Reporting
issued in June 2006 by the Public Sector Account-
ing Board of the Canadian Institute of Chartered
Accountants (CICA).

Results-based Planning

Commencing with planning for the 2004/05 fis-

cal year, the government of Ontario introduced
“results-based planning,” which was defined as

“the corporate process through which ministries
demonstrate the alignment of resources to strate-
gies and programs to support achievement of the
government’s priorities and results and the ful-
fillment of statutory obligations.” Performance
measurement is a key element of results-based
planning and is intended to help decision-mak-

ers at various levels throughout the process. Based
on extensive research into best practices in other
jurisdictions, Management Board Secretariat issued
areference guide for performance measurement in
March 2005 that describes the Ontario Public Ser-
vice’s approach to performance measurement and
explains how performance information is to be used




in decision-making, risk management, and business
planning.

The Ontario government currently uses three
levels of performance measurement:

e output measures—to measure the tangible

products or invoices that result from activities;

@ outcome measures (short-term and intermedi-

ate term)—to demonstrate the achievement of
ministry activities and strategies and /or the
contribution of ministry activities and strate-
gies to meeting government priorities; and

e high-level indicators—to measure social, en-

vironmental, or economic conditions for
which government alone is not accountable
but which reflect the extent to which the gov-
ernment’s priorities are being achieved.

In addition to their role in assessing effective-
ness in achieving goals and intended outcomes,
these measures are intended to provide information
about efficiency and customer satisfaction.

Since 2004, the government of Ontario has
been publicly reporting annually on its progress in
achieving results on three main priorities:

@ Success for Students;

e Better Health; and

e Jobs and Prosperity.

A 2004 report entitled Getting Results for
Ontario identified the results that the government
of Ontario was endeavouring to achieve and the
strategies it would use to achieve those results. The
2005 progress report, Working Together For A Bet-
ter Ontario, and the 2006 progress report, Getting
Results for Ontario Families, describe the progress
the government has made in achieving the planned
results. The 2004, 2005, and 2006 reports are avail-
able at www.resultsontario.gov.on.ca. These per-
formance reports are not intended to achieve the
degree of comprehensiveness recommended by the
CICA and the CCAF reporting principles, which are
gaining widespread acceptance, but they do pro-
vide useful information on high-level outcomes to
help track progress against key priorities.
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There are other, more comprehensive sources
and levels of performance information that are or
will be publicly available to Ontarians. Currently,
ministry-published results-based plans are made
available to the public on individual ministry Inter-
net sites. These plans are intended to provide the
public with more detailed information about the
individual ministry’s mandate, its goals and objec-
tives, the major programs and services delivered by
the ministry, and how these support government
priorities or statutory obligations. We also under-
stand that Treasury Board Office is continuing to
collaborate with the CCAF to advance adherence to
the nine principles. Commencing in the 2007/08
fiscal year, Ontario will participate in a three-year
pilot to improve public performance reporting, led
by the Ministry of Finance and involving the Min-
istry of Government Services as the pilot ministry.

Sector-focused Reporting

In addition to government-wide and ministry public
reports on progress against the priorities established
by the government, there are also sector-specific
initiatives underway to enhance public reporting
and accountability. Two recent examples are the cre-
ation in 2005 of the Ontario Health Quality Coun-
cil and the Higher Education Quality Council of
Ontario. Both are independent agencies established
to oversee the performance of their respective
sectors.

The Ontario Health Quality Council reports
directly to Ontarians on access to publicly funded
health services, health human resources in pub-
licly funded health services, consumer and popu-
lation health status, and health system outcomes.
Its first public report, issued in April 2006, iden-
tified the attributes of a high-performing health
system, thereby establishing a framework for
reporting on the performance of the system. These
attributes lead to performance measurement based
on the extent to which the system is safe, effective,



patient-centred, accessible, efficient, equitable,
integrated, appropriately resourced, and focused
on population health. Although the Council has
proposed performance measures to capture these
attributes, it noted that “inadequate information

is limiting our ability to continuosly improve qual-
ity, monitor performance and report on it.” In
response, the Council proposed that “investing in
e-health—using information technology to manage
health, arrange, deliver and account for care, and
manage the health care system—will do the most to
improve each of the attributes of a high-performing
health system.”

In addition, the 2006 legislation governing
Ontario’s new Local Health Integration Networks
requires that the Minister and each local health
integration network establish multi-year account-
ability agreements for the local health system,
including performance goals, objectives, standards,
targets, measures, and reporting requirements
for the network and the local health system. Local
health integration networks are responsible for
planning, funding, and integrating local health sys-
tems to improve the health of Ontarians through
better access to high-quality health services, co-
ordinated health care in local health systems and
across the province, and effective and efficient
management of the health system.

Also, the Ministry of Health and Long-Term Care
has been developing a strategic management and
accountability framework for the Ontario health
system that will include performance measurement
and reporting at multiple levels (that is, local, sec-
tor, and provider levels) using consistent indicators
and agreed-on methodologies.

The education sector is another significant sec-
tor that lacks sufficient appropriate information
with which to monitor and report on service qual-
ity and the achievement of improvement objectives.
Although some progress in this regard has been
made by the Education Quality and Accountabil-
ity Office, which measures and reports on trends in
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elementary and, to a lesser extent, secondary stu-
dent success in mastering the Ontario curriculum,
less progress has been made in the postsecondary
education sector. Recognizing this, the Higher Edu-
cation Quality Council of Ontario was given the
mandate to monitor and report on performance
measures and guide the postsecondary education
system towards improved quality.

One initiative aimed at obtaining the commit-
ment and information necessary to deliver on this
mandate is the establishment of performance agree-
ments with each publicly funded postsecondary
institution—a similar initiative is being undertaken
in the hospital sector. These will establish key public
expectations and the reporting requirements neces-
sary for funders and the Council to oversee the sec-
tor and to strengthen institutional accountability.

Citizen-focused Reporting

While much literature and effort has been devoted
to high-level or aggregated performance reporting
by governments, sectors, and publicly funded insti-
tutions, there has been an increasing interest in pro-
viding more detailed information that citizens will
find useful in making the decisions important to
them, that will hold service providers accountable,
and that will drive continuous improvement in the
services being delivered. Below are several exam-
ples of this web-based, citizen-focused information.
In many cases, this information is aligned with key
government objectives and therefore can also pro-
vide the data needed to report on progress against
improvement objectives.

e In the postsecondary education sector, the
Ministry of Training, Colleges and Universi-
ties has, for several years, required institutions
eligible to participate in the Ontario Student
Assistance Program (OSAP) to report on loan
default and graduation and employment rates
by program of study, so that parents and stu-
dents can make more informed career choices




with the money they invest in postsecondary
education.

Since 2000, the Ministry of Municipal Affairs
and Housing, under its Municipal Perform-
ance Measurement Program (MPMP), has
required that all Ontario municipalities
report annually on the effectiveness and effi-
ciency of key municipal services. Now in its
sixth year of operation, the MPMP examines
54 measures in 12 service areas—including
fire, police, roadways, transit, land-use plan-
ning, water, sewage, local government, parks
and recreation—that cover key areas of inter-
est of taxpayers and municipal expenditures.
The performance measures are well defined,
widely understood, and used by taxpayers,
elected officials, and administrators to fur-
ther accountability and service improvement.
Municipalities use a range of methods to pub-
lish their results. Municipal results are also
summarized on the Ministry of Municipal
Affairs and Housing’s website.

Since June 2004, the Ministry of Labour has
been maintaining on its website statistics for
the last 10 years on key activity measures for
its Occupational Health and Safety Program,
such as the number of workplaces inspected
and investigated, total field visits, and orders
issued and prosecutions initiated for viola-
tions of the Occupational Health and Safety
Act. Such information, when combined with
workplace accident statistics, provides an
indication of whether Ontario workplaces are
becoming safer or riskier.

More recently, a website has been created for
the education sector to provide parents and
funders with information on class sizes for
every elementary classroom in Ontario. This
information informs both parents and the gov-
ernment on progress towards its commitment
to reduce class sizes in elementary schools.
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e Similarly, for the health sector, a website has
been established to track wait times for diag-
nostic tests and certain high-demand surgical
procedures, so that patients, providers, and
funders can monitor trends and opportunities
for improvement.

The reliability and usefulness of this information

improves as the necessary information systems
and data-collection practices mature. For example,
while older initiatives, such as OSAP and the
MPMP, include some rigour to ensure that the data
reported are reliable, newer initiatives, such as the
reporting of wait times for key health services, are
still in need of continuous improvement because of
exclusions and inconsistencies in the way service
providers collect and report their information. We
discuss this issue in more detail with respect to wait
times for diagnostic tests in Section 3.06, Hospi-
tals—Management and Use of Diagnostic Imaging
Equipment. We understand that the Ministry of
Health and Long-Term Care is developing a single
wait-time information system for Ontario to col-
lect accurate and timely data. By December 2006,
this system will be established in approximately 50
Ontario hospitals, representing more than 80% of
the total volume for the five health services funded
through the Wait Times Strategy. Eventually, this
new system could track wait times for all surgical
procedures in Ontario.

OTHER JURISDICTIONS IN CANADA

In some Canadian jurisdictions, such as British
Columbia and Alberta, public performance report-
ing is legislated and has been in place for a number
of years. As a consequence, their public perform-
ance reporting practices are somewhat more
advanced than practices in Ontario to date.



British Columbia

Through British Columbia’s Budget Transparency
and Accountability Act, the government, ministries,
and Crown agencies are required to prepare and
publish a three-year service plan, which includes
goals, objectives, measures, and targets. The gov-
ernment and Ministers are also required to table
annual reports that compare actual results against
the expectations set out in the government’s three-
year strategic plan and ministry and Crown agency
service plans. In an annual strategic plan report,
actual results and performance are compared
against targets established in the British Columbia
government’s three-year strategic plan.

Alberta

Under Alberta’s Government Accountability Act, the
Minister of Finance must prepare an annual govern-
ment business plan as part of the consolidated fiscal
plan. This plan must include the current fiscal year
and at least two subsequent fiscal years. The gov-
ernment business plan must include the following:

e the mission, core businesses, and goals of the
government;

e the measures to be used in assessing the per-
formance of the government in achieving its
goals;

e the performance targets set by the govern-
ment for each of its goals; and

e links to ministry business plans.

Ministers are required to prepare annual busi-
ness plans for their ministries that include the same
type of information as the government’s business
plan and links to the government’s business plan.

The Minister of Finance must prepare and make
public, on or before June 30 of each year, a consoli-
dated annual report for the province of Alberta for
the fiscal year ended on the preceding March 31.
This report is to include a comparison of the actual
performance results to the targets included in
the government business plan, an explanation
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of any significant variances, and a message from
the Minister of Finance providing an overview of
the performance of the government. Ministers
must include in their ministry’s annual report the
same type of information for their ministry that is
required to be included in the province’s consoli-
dated annual report.

CONCLUSION

Clearly, there is considerable momentum for
improving accountability and decision-making
through the collection and reporting of more mean-
ingful performance information on the delivery of
publicly funded services. Our Office will continue
to report on ways to improve the quality of per-
formance information collected and reported on
the services and programs we examine each year,
as part of our goal to strengthen accountability and
encourage value for money in the delivery of gov-
ernment services.

The Fiscal Tranifrarenc and

Accountability Act, 2004

The Fiscal Transparency and Accountability Act,
2004 (Act) requires the government to plan for a
balanced budget each fiscal year unless it deter-
mines that it would be consistent with prudent fis-
cal policy to have a deficit in a given fiscal year as
a result of extraordinary circumstances. The Act
also requires that the Minister of Finance publicly
release:
e a multi-year fiscal plan as part of each year’s
budget;
e amid-year review of the fiscal plan;
e periodic updated information about Ontario’s
revenues and expenses for the current fiscal
year;




e Ontario’s economic accounts each quarter;
and

e along-range assessment of Ontario’s fiscal
environment in the two years after each prov-
incial election.

The Minister of Finance is in compliance with
the Act and has publicly released the required
information listed above.

Another key requirement in the Act is that the
Ministry of Finance release a report on Ontario’s
finances prior to an election. The pre-election
report must provide information that updates the
current year’s fiscal plan as reported in the latest
budget, including:

e an update on the macroeconomic forecasts
and assumptions used to prepare the fiscal
plan;

e adescription of significant differences, if any,
from the forecasts and assumptions originally
used to prepare the fiscal plan;

e an updated estimate of the revenues and
expenses used in the fiscal plan;

e details of the budget reserve for financial con-
tingencies; and

e updated information about the ratio of prov-
incial debt to Ontario’s gross domestic
product.

The Act states that the Auditor General must
review this pre-election report to determine
whether it is reasonable and to release a state-
ment describing the results of the review. As of the
printing of this Annual Report, the deadline for
the release of the pre-election report had not been
established by regulation. Since the next general
election will take place in October 2007, I encour-
age the Ministry of Finance to ensure that these
and other regulatory details are established well in
advance of my review.
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Restricted Access to Health-

related Information

Section 10 of the Auditor General Act (Act) states
that the Auditor General is entitled to free access to
all information and records belonging to or in use
by a ministry, government agency, or grant recipi-
ent that the Auditor believes necessary to perform
his or her duties under the Act. Clause 12(2)(a) of
the Act states that the Auditor General shall report
whether, in carrying out the work of the Office, all
the required information and explanations were
received.

In this regard, I must again inform the Legisla-
ture, as I did in my 2005 Annual Report (see Chapter
2 and Chapter 3, Section 3.08), of a scope limitation
on our health-related audit work imposed by provi-
sions of the Quality of Care Information Protection
Act, 2004 (Information Protection Act), which pro-
hibits the disclosure of certain information.

The sections of the Information Protection Act
and related regulations that affected our audit
work this year came into force on November 1,
2004. They prohibit the disclosure of information
prepared solely or primarily for or by a designated
quality-of-care committee unless the committee
considers the disclosure to management of a health
facility or a health-care provider necessary in order
to maintain or improve the quality of health care or
in order to reduce a significant risk of serious bodily
harm. Similarly, anyone to whom such a commit-
tee discloses information generally may share the
information with others at the health facility only
if it is considered necessary to maintain or improve
the quality of health care. We understand that this
legislation was designed to encourage health pro-
fessionals to share information to improve patient
care without fear that the information would be
used against them.

One of the three hospitals we audited for Sec-
tion 3.06 of this report (Hospitals—Management



and Use of Diagnostic Imaging Equipment) had
designated a quality-of-care committee under the
Information Protection Act. When we sought cer-
tain information relevant to our audit, we were
informed that the information had been prepared
for this committee, and therefore our access to it
was prohibited due to the Information Protection
Act. As a result, we were unable to determine
whether this hospital had an adequate system
in place to analyze and follow up on diagnostic
imaging incidents (for example, unusual occur-
rences associated with diagnostic imaging caus-
ing injury to patients or hospital employees) and to
take corrective action, where necessary, to prevent
similar incidents in the future.

The other two hospitals we audited did not have
a designated quality-of-care committee; therefore,
we were able to review their processes to analyze
and follow up on incidents.

We have been expressing our concerns with
the scope limitation imposed by the Information
Protection Act since December 2003, when this Act
was introduced for first reading in the Legislature.
However, our attempts to remedy this situation
have to date been unsuccessful and so we continue
to maintain that the Information Protection Act
has the potential to impact negatively on our cur-
rent and future audit work, especially on our ability
to determine whether important systems that can
affect patient safety and treatment are functioning
as intended.

Annual Reporting by

Provincial Agencies

Like all provincial governments across Canada, the
Ontario government has established a number of
Crown agencies that undertake a variety of activi-
ties in the public interest. Although such activities
are carried out by agencies rather than directly by
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Figure 2: Classifications of Government-controlled

Agencies
Source of data: Ministry of Government Services

advisory 130
operational service 64
adjudicative 63
operational enterprise 36
Crown foundation 28
regulatory 18
trust 7
Total 346

government ministries, such agencies must still be
accountable to the Legislature and the public.

According to the List of Classified Provincial

Agencies that was prepared by the Corporate Policy
Branch of the Ministry of Government Services, as
of January 2006, there were 346 agencies estab-
lished and controlled by the Ontario government.
These agencies are classified as shown in Figure 2.

The Corporate Management Directive on Agency

Establishment and Accountability, approved by the
Management Board of Cabinet and dated February
2000, specifies that any agency established by

the province of Ontario is accountable to the gov-
ernment through the responsible minister of the
Crown. The Directive also discusses the following
accountability mechanisms for agencies:

e annual financial and performance reporting—
to demonstrate what has been achieved and at
what cost;

e auditing—to ensure reporting is reliable, oper-
ations are conducted prudently, and assets are
safeguarded;

o Memorandum of Understanding—to clearly
articulate roles, responsibilities, and expecta-
tions;

e business planning—to establish what is to be
achieved and at what cost;

e periodic review—to assess the continuing need
for and direction of the agency; and




o customer/client service—to develop and opera-
tionalize processes to deal with customer ser-
vice matters.

The Directive’s requirement with respect to
auditing is that each year, all but the 130 agencies
in the advisory classification be subject to an exter-
nal audit (regardless of whether the agency’s con-
stituting instrument refers to such an audit) if the
agency has any of the following attributes:

e The agency holds capital assets.

e The agency incurs financial liabilities or other
commitments (for example, through borrow-
ing or making loans).

e The agency enters into commitments with
other parties.

e The agency’s revenues (including provincial
funding, if any) and/or expenditures may be
material to the operations of the government.

An annual external audit of an agency’s accounts
and financial transactions is commonly known as an
“attest” or “financial-statement” audit. In such an
audit, the auditor gives an opinion stating whether
the results of operations (annual surplus or deficit)
and financial position (assets and liabilities) of the
agency, as reflected in its financial statements, have
been fairly presented in accordance with appropri-
ate accounting policies, which in most cases are
those established by the Canadian Institute of Char-
tered Accountants.

Most of Ontario’s agencies (excluding advisory
agencies) are audited by public accounting firms
that are appointed by the agencies’ governing
boards or shareholders. The Auditor General has
the responsibility to audit 35 of the many provin-
cially established agencies that require an annual
external audit. Twenty-eight of these agencies des-
ignate the Auditor General as their external auditor
in their enabling legislation, while the remaining
seven, through their governing board or share-
holders, have appointed the Auditor General as
their external auditor. The Auditor General also
has the responsibility to direct the audit of an addi-
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tional five provincially created agencies that are
audited by another auditor.

Another of the accountability mechanisms iden-
tified by the Directive on Agency Establishment
and Accountability—annual financial and per-
formance reporting—requires that each agency’s
audited financial statements be made public annu-
ally. Specifically, the Directive requires that every
agency, except an agency classified as advisory, pre-
pare an annual report for submission to the minis-
ter responsible (unless otherwise specified in the
agency’s constituting instrument) that includes:

e discussion of performance targets achieved/

not achieved and of action to be taken;

e analysis of the agency’s operational

performance;

e analysis of the agency’s financial perform-

ance; and

e names of appointees, including when each

was first appointed and when the current
term of appointment expires.

The annual report is to be submitted to the min-
ister responsible within 120 days of its fiscal year-
end, unless the agency does not have a governing
board, in which case it must be submitted within
90 days. Then, within 60 days of receiving the
report, the minister must table it in the Legislative
Assembly.

From a legislative and public accountability
perspective, the requirement to prepare and make
publicly available an annual report is of paramount
importance. Doing so in a timely manner enhances
the transparency of the actions taken and the
results achieved by the agencies, thereby strength-
ening agency accountability to the Legislature and
the public. In mid-September 2006, we assessed
whether the 35 provincially established agencies for
which the Auditor General has direct audit respon-
sibility had complied with this requirement. Our
findings are summarized in Figure 3.

Based on the results of our limited review, we
believe improvements are required to ensure more



Figure 3: Agency Compliance with Requirement to

Table Annual Report
Prepared by the Office of the Auditor General of Ontario

Number of agencies whose 2005 annual report was
tabled within the Directive time frame ..........c.coceevivinenns 1

Number of agencies whose 2005 annual report was
tabled, but not within the Directive time frame ................ 17

Number of agencies whose 2005 annual report was not
=10 ] T R 17

Number of agencies whose 2004 annual report was not
Yt tabIed ... 8

Number of agencies whose 2003 annual report was not
YELtabIed ... 5

Number of agencies whose 2002 annual report was not
Yt tabIed ... 3*

* All three agencies are in arrears for annual reports from 2000 to 2005.

timely tabling of agency annual reports if agencies
are to be effective in demonstrating their account-
ability to the Legislature and the public. While the
individual agencies are first and foremost account-
able for meeting this responsibility, under the
Directive on Agency Establishment and Accounta-
bility, monitoring and ensuring compliance with its
mandatory requirements, which includes the timely
tabling of agency annual reports, is also the respon-
sibility of the individual ministries. We understand
that, in some cases, annual reports may have been
prepared and submitted to the Minister responsible
but have not yet been tabled.

We were informed during discussions with Cor-
porate Policy Branch staff that a recent Internal
Audit review, based on a sampling of five minis-
tries, also revealed that the rate of compliance with
the requirements set forth in the Directive could be
improved. The Branch indicated that it has estab-
lished an Agency Co-ordinators Forum to address
non-compliance with the Directive. The Forum has
representatives from all ministries, and its man-
date includes providing guidance to the Branch on
the needs of ministries and on how to improve and

assess compliance with the Directive’s requirements.
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Restrictions on Our Right to

Audit Certain Government-
controlled Corporations

My rights and responsibilities with respect to audits
of various government-controlled organizations are
laid out in the Auditor General Act (Act). The Act’s
definition of “agency of the Crown” states that the
Auditor General is either to perform the audit or
direct the audit performed by another auditor, who
must report to the Auditor General:

“agency of the Crown” means an associa-
tion, authority, board, commission, cor-
poration, council, foundation, institution,

organization or other body,

(a) whose accounts the Auditor
General is appointed to audit by
its shareholders or by its board of
management, board of directors or
other governing body,

(b) whose accounts are audited by the
Auditor General under any other Act
or whose accounts the Auditor Gen-
eral is appointed by the Lieutenant
Governor in Council to audit,

(c) whose accounts are audited by an
auditor, other than the Auditor Gen-
eral, appointed by the Lieutenant
Governor in Council, or

(d) the audit of the accounts of which
the Auditor General is required to
direct or review or in respect of which
the auditor’s report and the working
papers used in the preparation of the
auditor’s statement are required to be
made available to the Auditor General
under any other Act,



but does not include one that the Crown
Agency Act states is not affected by that
Act or that any other Act states is not a
Crown agency within the meaning or for
the purposes of the Crown Agency Act.

The Auditor General’s audit rights and respon-
sibilities with respect to Crown-controlled
corporations are somewhat different—while Crown-
controlled corporations are audited by other aud-
itors, the Auditor General is to receive a copy of the
final results and has full access rights to audit reports,
working papers, and other related documents.
Furthermore, as discussed earlier, Crown-controlled
corporations are subject to the expanded value-for-
money audit mandate of the Auditor General, and
my Office began to exercise its right to perform such
audits on Crown-controlled corporations this year.

Currently, the wording of the Act in defining
“Crown-controlled corporation” excludes a number
of corporations that are nevertheless controlled by
government. Specifically, the definition in the Act
ends with a reference to the Lieutenant Governor
in Council making or approving appointments to a
corporation’s board of directors:

“Crown controlled corporation” means a
corporation that is not an agency of the
Crown and having 50 per cent or more of
its issued and outstanding shares vested in
Her Majesty in right of Ontario or having
the appointment of a majority of its board
of directors made or approved by the Lieu-
tenant Governor in Council.

However, the government has established cor-
porations whose boards of directors are appointed
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by a minister, without the express approval of the
Lieutenant Governor in Council. These include,
for example, the Independent Electricity System
Operator (IESO) and the Ontario Power Authority
(OPA), both established as non-share capital cor-
porations under the Electricity Act.

The accounts and financial transactions of both
IESO and OPA are required to be audited annually
by one or more auditors licensed under the Public
Accounting Act, 2004. However, because the IESO
and the OPA do not fit the Act’s definition of Crown-
controlled corporation, the Auditor General does
not have any legislative audit-oversight responsibil-
ities with regard to their operations nor the ability
to access information and records from them.

While the government, through the minister,
clearly controls the appointment of the directors to
the boards of the IESO and the OPA, under the cur-
rent wording in the Act these corporations cannot
be considered Crown controlled.

It is our view that corporations such as the IESO
and OPA are, for all intents and purposes, con-
trolled by the government through the minister’s
board-appointment process and that the distinction
between a corporation where the majority of the
board is appointed by a minister and one where the
majority of the board is appointed by the Lieuten-
ant Governor in Council has little substance.

The foregoing was brought to the attention of
the Minister of Finance, who indicated agreement
with the Office’s interpretation by including our
requested amendment to the Auditor General Act,
as part of Bill 151, the Budget Measures Act, 2006
(No. 2), which was introduced for first reading on
October 18, 2006.



Audits

Our value-for-money audits are intended to exam-
ine how well government and organizations in
the broader public sector manage their programs
and activities, to determine whether they com-
ply with relevant legislation and authorities, and,
most importantly, to identify any opportunities for
improving the economy, efficiency, and effective-
ness measures of their operations. These audits are
conducted under subsection 12(2) of the Auditor
General Act, which requires that the Office report
on any cases observed where money was spent
without due regard for economy and efficiency or
where appropriate procedures were not in place
to measure and report on the effectiveness of ser-
vice delivery. This chapter contains the conclusions,
observations, and recommendations for the value-
for-money audits conducted in the past audit year.
The ministry programs and activities and the
organizations in the broader public sector audited
this year were selected by the Office’s senior
management on the basis of various criteria, such
as a program’s or organization’s financial impact,
its significance to the Legislative Assembly, related
issues of public sensitivity and safety, and, in the
case of ministry programs, the results of past audits

Reports on
Value-for-money (VFM)

of the program. The selection of our first audits
conducted in the broader public sector is discussed
more fully in Chapter 2—Towards Better Account-
ability.

We plan, perform, and report on our value-for-
money work in accordance with the professional
standards for assurance engagements, encompass-
ing value for money and compliance, established by
the Canadian Institute of Chartered Accountants.

Before beginning an audit, our staff conduct in-
depth research into the area to be audited and meet
with auditee representatives to discuss the focus of
the audit. During the audit, staff maintain an ongo-
ing dialogue with the auditee to review the progress
of the audit and ensure open lines of communi-
cation. At the conclusion of the audit fieldwork,
which is normally completed by May of that audit
year, a draft report is prepared, reviewed internally,
and then discussed with the auditee. Senior Office
staff meet with senior management from the min-
istry, agency, or organization in the broader public
sector to discuss the final draft report and to final-
ize the management responses to our recommenda-
tions, which are then incorporated into the report
at the end of each of the VFM sections.
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Program

Background

The Ministry of Children and Youth Services
(Ministry) administers the Child Welfare Services
Program under the authority of the Child and
Family Services Act and Regulations. The Ministry
contracts with 53 local not-for-profit Children’s
Aid Societies (Societies) for delivery of legislated
child-welfare services in their respective municipal
jurisdictions and provides 100% of the required
funding for these services. The Ministry operates
nine regional offices that co-ordinate service plan-
ning and monitor the activities of the Societies in
their jurisdictions.

Among other responsibilities, Societies are to
investigate allegations and evidence to determine
whether children may be in need of protection
and supply the necessary services to provide that
protection.

Each Society operates at arm’s length from the
Ministry and is governed by an independent vol-
unteer board of directors. While provision of ser-
vices in most other ministry programs is subject to
availability of funding, in the Child Welfare Ser-
vices Program, each Society must, by requirement
of the Child and Family Services Act, provide all of
the mandatory services to all identified eligible chil-
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dren. In other words, a child requiring protection
must not have to wait for services due to funding
constraints. For the 2004/05 fiscal year, total
program expenditures reported by all Societies
of $1.218 billion were allocated by category of
expenditure as illustrated in Figure 1.

Figure 1: Society Expenditures, 2004/05 ($ million)

Source of data: Ontario Association of Children’s Aid Societies

central
administration
($70.9)

residential foster
care ($317.7)

program support
($130.7)

non-residential
program
($294.5)

other residential
care ($25.8)

travel
($44.4)

group residential care
($334)

In 2003, the Ministry issued the Child Welfare
Program Evaluation Report, which concluded that
there had been a rate of increase in expenditures in



the child-welfare system that was not sustainable.
To address this problem, government policy, the
funding framework, and the Societies’ approaches
to service delivery needed to be modified. As a
result, the Ministry developed a Child Welfare
Transformation Agenda built around seven key
priorities:

e a more flexible intake and assessment model;

e court process strategies to reduce delays and

encourage alternatives to court;

e abroader range of placement options;

e arationalized and streamlined accountability

framework;

e asustainable and strategic funding model;

e asingle information system; and

e a provincial child welfare research capacity.

All of these initiatives are intended to support a
more effective and sustainable child-welfare system
that protects children at risk of maltreatment and
improves the quality of their lives.

Implementation of the transformation agenda
took a significant step forward when Bill 210, the
Child and Family Services Statute Law Amendment
Act, 2005, received third and final reading, and
Royal Assent, in March 2006. The Act is expected to
be proclaimed by the end of November 2006.

Audit Objectives and Scope

The objectives of our audit were to assess whether:

e funding provided to individual Children’s
Aid Societies (Societies) was equitable and
commensurate with the value of services
provided; and

e oversight of the Societies by the Ministry of
Children and Youth Services (Ministry) ade-
quately ensured that children in need received
the appropriate care and protection.

The scope of our audit included a review and

analysis of relevant files and administrative pro-

Child Welfare Services Program “

cedures, as well as interviews with appropriate
staff at the Ministry’s head office and three regional
offices, which between them accounted for about
50% of total program expenditures. We also held
discussions with, and obtained information from,
senior management at the Ontario Association

of Children’s Aid Societies and several individual
Societies .

In addition, we engaged the services of an aca-
demic expert in child-welfare services to assist us in
the conduct of this audit.

Prior to the commencement of our audit, we
identified the audit criteria that would be used to
address our audit objectives. These were reviewed
and agreed to by senior ministry management.

We completed the bulk of our audit fieldwork by
April 30, 2006. Our audit was performed in accord-
ance with standards for assurance engagements,
encompassing value for money and compliance,
established by the Canadian Institute of Chartered
Accountants, and accordingly included such tests
and other procedures as we considered necessary in
the circumstances.

Our audit also included a review of relevant
audit reports issued by the Ministry’s Internal
Audit Services in 2003. However, we were unable
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to reduce the extent of our audit as a result of the
internal audit work because it focused on specific
issues at individual Societies rather than on overall
assessment of the Child Welfare Services Program.

Even though the Ministry of Children and Youth
Services (Ministry) has initiated major program
changes since our last audit of the Child Welfare
Services Program in 2000, program costs have
doubled, and more rigorous oversight is still needed
if the Ministry is to be assured that vulnerable chil-
dren are being adequately protected.
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With respect to program costs and funding, we
found the following:
e Total program expenditures have almost

doubled, from $639 million in 1999,/2000

to $1.218 billion in 2004/05. Over the same
period, the number of open cases where
children were under society protection
increased 32%, from 24,806 at the end of

the 1999/2000 fiscal year to 32,785 at the
2004/05 year-end, while the number of
residential days of care rose 38%, from about
five million to 6.9 million.

While the number of children deemed to need
protection increased in part as a result of the
introduction of the Ontario Risk Assessment
Model in 1998 and other legislative changes,
the Ministry discontinued its practice of
reviewing the files of non-Crown wards in
residential care and children receiving non-
residential protection services, which left it
unable to assess, among other things, whether
services were provided cost effectively.

The Ministry’s funding practices, along with
minimal oversight, contributed to significantly
different rates of funding and caseload growth
between Societies and to significantly higher
total program costs. For example, we noted
that the eight Societies with the biggest per-
centage increase in transfer payments from
the Ministry got an average 181% increase in
funding between 1999/2000 and 2004/05,
while the eight Societies with the smallest
increase received an average increase of only
25% over the same period.

The Ministry was unable to ensure the ac-
curacy of caseload data supplied by the
Societies to support funding increases because
it discontinued reviews of service and finan-
cial data in the 2005/06 fiscal year.
Ministry-negotiated per diem rates for ser-

vice providers used by Societies varied sig-
nificantly, both within and between regional

offices, and they have increased substantially
since our last audit. There was little documen-
tation available to explain how these rates had
been set or whether they were reasonable in
relation to the services provided.

e Similarly, foster-care rates paid to families for
similar care varied significantly within and
between regional offices, and the Ministry was
unable to explain the rationale for these rate
variances.

e Even though Society expenditures had
doubled in the last five years, ministry finan-
cial oversight continues to be inadequate both
with respect to monitoring Societies’ actual
spending against their spending targets and
identifying ineligible spending.

With respect to the Ministry’s oversight of
Societies and program services, we continued to
find, as we stated in our 2000 audit, that “if the
Ministry is to be assured that children in need are
being adequately protected, the Ministry must more
effectively monitor the Societies.” Our specific find-
ings were as follows:

e Although the Ministry introduced the Ontario
Risk Assessment Model to promote con-
sistency and accountability in the intake
process, it does not currently monitor the
implementation of this model and therefore
cannot be certain that children are getting the
most appropriate services for their needs.

e Crown-ward review files often contained con-
tradictory information, along with evidence
that the Ministry had not issued the necessary
directives for Societies to remedy service defi-
ciencies. Furthermore, in many files, the same
concerns were repeatedly raised year after
year. For example, in about half of the files
we reviewed, recommendations issued in one
year were repeated in the next. The files also
lacked evidence of supervisory review and
approval.



e While we were pleased to note that the
Ministry expanded its reviews of non-Crown-
ward and child-protection files as we had rec-
ommended in our 2000 audit, these reviews
were discontinued in 2003, and therefore the
Ministry cannot be assured that these children
are receiving appropriate care and protection.

e Many of the annual licensing files we re-
viewed for children’s residences contained
insufficient information to support the issuing
of a licence.

e The Ministry was still in the process of imple-
menting the systems and processes needed
to measure and report on the effectiveness of
the care and services provided to children in
need.

Detailed Audit Observations

Under the Child and Family Services Act, the
Ministry has exclusive authority to:

e make recommendations to government
regarding legislation, regulations, and policy;

e determine provincial resource alloca-
tions, strategic priorities, and reporting
requirements;

e set service standards and define required
outcomes;

e inspect and license residences into which chil-
dren in the care of Societies are placed; and

e monitor Societies to ensure that they provide
the prescribed standards of services and take
corrective action where required.

Societies are required to:

e investigate allegations and evidence that chil-
dren under the age of 16 may be in need of
protection;

e protect, where necessary, children under the
age of 16 by providing the required assistance,

Child Welfare Services Program

care, and supervision of children in either
residential or non-residential care;

e work with families to provide guidance, coun-
selling, and other services where children
have suffered from abuse or neglect, or are
otherwise at risk; and

e place children for adoption.

Our detailed audit observations focus on, first,
concerns about the Ministry’s determination of
resource allocations (program funding) and, sec-
ond, issues involving the Ministry’s service-
standard setting and monitoring of Societies (over-
sight of services).

PROGRAM FUNDING

After remaining relatively stable in the early to mid-
1990s, transfer payments under the Child Welfare
Service Program began to increase substantially in
the late 1990s, reaching $1.24 billion in 2005/06.
Total actual Child Welfare Services Program trans-
fer payments by year are shown in Figure 2.

The increase in expenditures between 1997,/98
and 1998/99 was due primarily to the province
assuming 100% of program funding under the
then-government’s Local Services Realignment

Figure 2: Total Transfer Payments to Societies,
1992/93-2005/06

Source of data: Ministry of Children and Youth Services
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Initiatives. Previously, the province funded 80% of
child-welfare services while municipalities paid for
the rest.

Three significant changes to the Child Welfare
Services Program were major contributors to the
substantial annual increases in program expendi-
tures since 1998/99:

e In December 1998, the Ministry introduced

a new funding framework for the Societies,
phased in over the following three years and
based primarily on society-reported data
about the types and volumes of services
provided.

e Legislative changes introduced in 2000 added
emotional harm, including neglect, to the
list of conditions for which children require
protection.

o The same legislative changes strengthened
mandatory reporting requirements by profes-
sionals that, in conjunction with the intro-
duction of the standardized risk-assessment
model, increased the number of children
deemed to require protection.

Other factors that may have contributed to
increased costs at some Societies included the
impact of collective agreements and a shift to car-
ing for more children in more expensive settings.

Our comments and observations regarding
both these changes/factors and the quality of the
information used for funding decisions are as
follows.

Funding Framework

Prior to the 1998/99 fiscal year, funding to Societies
was based primarily on annual budget requests,
which themselves were based largely on historical
funding patterns. As noted in our audit of Transfer
Payment Agency Accountability and Governance

in our 1997 Annual Report, this mechanism was in-
equitable and failed to relate an agency’s funding to

any assessment of the value of the underlying ser-
vices it provided.

Various studies and reviews commissioned by
the Ministry in the late 1990s, as well as our ear-
lier audits of the Ministry, identified the need for
adjustments to the funding framework to better
correlate ministry funding to the underlying ser-
vices provided by Societies. As a result of these
concerns, and in order to promote greater funding
equity among Societies, the Ministry announced a
new funding framework in December 1998 to pro-
vide a more rational and equitable approach. The
new framework was phased in over three years and
fully implemented during 2000,/01.

The new funding framework essentially
provided for the following:

e Approximately half of a Society’s funding
would cover residential-care costs, based on
the number of children in group-home and
foster care at various per diem rates.

e Another one-quarter would go towards direct
service costs such as staff salaries, based on
caseload data and ministry-determined work-
load benchmarks and salary ranges.

e The remaining one-quarter would cover in-
direct costs, calculated as a percentage of the
first two funding components.

To ensure that caseloads and service data used
in the funding framework were complete and ac-
curate, the Ministry also began to conduct annual
service-and-financial-data reviews at the Societies.

Although in our 2000 audit report we consid-
ered this new funding framework to be a significant
improvement over the previous funding mech-
anism, its implementation was lacking in two sig-
nificant respects.

First, Societies have continued to have signifi-
cant discretion, with minimal ministry oversight,
over the types and volumes of cases provided with
non-residential protection or residential in-care
services. This has led to significant differences in
the volume growth of overall caseloads between



Societies and, perhaps more importantly, the
practices for placing children in more expensive
settings.

As well, the Ministry has continued to fund
every Society’s annual expenditure deficit—the
difference between its actual expenditures and its
entitlement—regardless of the Society’s formal
budgetary entitlement under the framework, and
the amounts being funded are significant, as illus-
trated in Figure 3. Of even greater concern is that
overall ministry transfer payments have increased
at a significantly higher rate than the key underly-
ing service volumes, as illustrated in Figure 4.

Our analysis of transfer-payment increases and
corresponding increases in key service volumes for
individual Societies indicated even more significant
variances for individual Societies. For example:

e The eight Societies with the biggest percent-
age increase in transfer payments from the
Ministry got an average 181% increase in
funding between 1999/2000 and 2004/05,
while their weighted-average key service vol-
umes increased by about 91% over the same
period.

e The eight Societies with the lowest percent-
age increase in transfer payments from the
province got an average 25% funding increase
between 1999,/2000 and 2004/05, while
their weighted-average key service volumes
increased by about 18% over the same period.

The Ministry’s Child Welfare Program Evalu-
ation report, issued in 2003, concluded that the

Figure 3: Deficit Funding, 2001/02-2005/06

Source of data: Ministry of Children and Youth Services

Additional Funding

Approved to Cover % of Eligible

Year-end Deficits Funding Under

($ million) Framework

2001/02 478 5.7
2002/03 102.2 11.5
2003/04 177.8 19.5
2004/05 91.8 8.4

Child Welfare Services Program m

Figure 4: Rate of Increase for Transfer Payments and
Key Service Volumes, 1999/2000-2004/05

Source of data: Ontario Association of Children’s Aid Societies

1999/ %

2004/05 2000 Increase
Transfer Payments ($ million)
amount paid 1,184 654 80.9
Key Service Volumes
# of investigations 82,137 63,809 28.8
# of ongoing
protection cases 26,754 18,288 46.3

(non-residential care)

total days of

. . 6,921,440 4,998,983 38.4
residential care

funding framework achieved its original goals of
being sensitive to direct service volume and pro-
viding a more equitable and rational approach to
funding. However, it offered little flexibility to pro-
mote cost-effective care and other efficiencies. We
note in this regard that, in most cases, the Min-
istry’s regional offices have not had staff with suffi-
cient background and training to analyze Societies
with significant expenditure increases to ensure
that they are justified.

In part as a result of the significant growth in
expenditures and to facilitate the Child Welfare
Transformation Agenda, the Ministry introduced
for the 2005/06 fiscal year a new funding model
comprised of four distinct blocks through which
funding was allocated to the Societies. The com-
ponents of the model, as well as the projected total
allocations to Societies, are illustrated in Figure 5.

Under the new block-funding model, a Society
whose core funding factors exceed the provincial
average by more than 10% is required to explain the
reason for the variance and propose a three-year
plan to bring its funding factors back to the prov-
incial average. However, in cases where Societies
incurred abnormally large expenditure increases,
we noted little formal analysis by the Ministry to
assess the appropriateness of the increases, espe-
cially where neighbouring Societies did not incur
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Figure 5: Projected Funding Allocated to Four Blocks, 2005/06

Source of data: Ministry of Children and Youth Services

Projected Allocation,

Block Type Description/Purpose 2005/06 ($ million)
1: Agency Core actual total funding in 2003/04 + 3% 1,165.7
2: Change Management Investment for achieving transformation policy, service priorities, and 3.4
other related objectives determined by Ministry
3: Select Service-volume Growth Change for providing eligible service-volume growth as reported 11.3

by Societies, usually at ministry-determined provincial
average per diems or benchmark rates

4: Ministry-managed Child Welfare

for specific purposes such as capital acquisitions and 21.7

technology improvements

Total

1,232.1

similar increases. For instance, one Society incurred
a net increase in expenditures of 154%, with
weighted-average key service volumes increasing
by 111%, while a neighbouring Society’s expendi-
tures increased by only a net of 30%, with average
key service volumes increasing by 24%.

We also noted a number of limitations in the
block-funding model. Among other things, it per-
petuates previous funding inequities by defining
a Society’s 2005/06 Block 1 (total-core) funding
as actual expenditures for 2003/04 plus 3%. In
essence, Societies that may have been overfunded
relative to caseload volumes are allowed to use that
funding level as their ongoing base-funding level.
Also, in the absence of annual service-and-
financial-data reviews and reliable baseline data for
Block 1 funding, as discussed later in this report, it
will be difficult to assess the merits of any Block 3
(service-volume growth) funding, which we under-
stand is starting to escalate.

In most cases, Societies could not explain why
their funding factors exceeded the provincial aver-
ages by more than 10%, and in most cases they did
not provide the required three-year plan to bring
them into line. When this is coupled with the lack
of adequate analysis by the Ministry of the justifi-
ability of the incurred deficit, as pointed out above,
the risk persists that the Ministry will continue
to fund Societies’ annual deficits in the future,

whether or not Societies have used the funding effi-
ciently and effectively.

We also noted that, by March 31, 2006, the last
day of their fiscal year, none of the Societies had
received any funding approval from the Ministry for
their 2005/06 budgeted expenditures.

RECOMMENDATION 1

In order to ensure that funding is commensurate

with each Children’s Aid Society’s caseload, the

Ministry of Children and Youth Services should:

e assess the appropriateness of providing all
Societies with core funding equal to their
2003/04 actual expenditures plus 3%; and

e consider funding volume growth reported by

Societies according to detailed assessments

of what would be reasonable for each indi-

vidual Society based on its circumstances,
rather than at provincial average costs.

The Ministry should also ensure that it
issues approvals of funding to Societies as early
as possible in the fiscal year. In addition, the
Ministry should reassess its practice of funding
all Societies’ year-end deficits regardless of the
funding framework used.



Effect of Revised Risk Assessment

In the mid 1990s, the deaths of several children and
some other high-profile failures of the child-
welfare system raised serious concerns about the
safety of Ontario children in certain circumstances.
As a result, the Ministry established a number of
provincial review committees charged with recom-
mending improvements to the system. These com-
mittees made a number of recommendations to
address a broad spectrum of issues, which led to
significant changes to Ontario’s child-welfare sys-
tem. Among these was the introduction of a man-
datory, standardized risk-assessment system and

a broadened definition of risk that expanded the
grounds for protection to include emotional harm,
including neglect.

The Ontario Risk Assessment Model (ORAM),
introduced in 1998, was intended to provide
Societies with two important tools:

e astandardized means of collecting the
information necessary to understand both the
nature and degree of risk for a child and his or
her family; and

e a basis for selecting from a range of services
available within the child-welfare system.

The ORAM includes five assessment categories,
called “influences,” and within each are elements
that rank risk on a scale from zero to four. The risk-
assessment scales are further defined by descrip-
tions, called “anchors,” which help assign a rating
based on narrative descriptions, as illustrated in
Figure 6.

The ORAM is often referred to as a “deficit
model” of assessment because it highlights areas
in which families are deficient and identifies those
things families are unable to do. The decision to use
this particular risk-assessment model followed a
review of several available instruments. We under-
stand that the ORAM is a version of a model that
had been in use in New York State at that time but
has since been replaced.

Child Welfare Services Program “

Figure 6: Assessment Structure of the Ontario Risk

Assessment Model
Source of data: Ministry of Children and Youth Services

Influence Anchors

caregiver abuse/neglect
alcohol/drug use
expectations of child
acceptance of child
physical capacity to care for child
mental/emotional/intellectual capacity

child child’s influence

child’s response to caregiver

child’s behaviour

child’s mental health and development

physical health and development

family family violence

ability to cope with stress
availability of social supports
living conditions

family identity and interactions

intervention caregiver's motivation

caregiver's co-operation with intervention

abuse/neglect access to child by perpetrator

intention and acknowledgement of
responsibility

severity of abuse/neglect

history of abuse/neglect committed by

present caregivers

i
=)
)
[
(=]
=
(>3
]
»n
=
L
>
L]
™
3
Q
e
(=3
(1]
=
()

It was expected that standardizing the assess-
ment tool would improve consistency in decision-
making while enhancing accountability. The new
model was also intended to ensure that intake case
workers carefully review and assess all relevant
information before arriving at a decision. Never-
theless, the need remains for intake case workers
to draw also on their experience and professional
judgment, particularly since the vast majority of
cases involve greyer areas of child neglect and fam-
ily violence rather than more blatant physical or
sexual abuse, as illustrated in Figure 7.

We noted that, although the Ministry conducted
child-protection-file reviews in 2002 and 2003 that
assessed compliance with ORAM requirements, no
such reviews have been carried out since then. As
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Figure 7: Rate and Nature of Child Maltreatment,
1998 and 2003

Source of data: Public Health Agency of Canada
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a result, the Ministry currently has no process in
place to assess Societies’ compliance with ORAM
requirements and consequently does not know
whether children are being appropriately placed or
receiving similar services in similar situations.

In addition, observers in the area of child-
welfare risk assessment consistently note that the
imposition of a standardized risk-assessment sys-
tem has the effect of erring on the side of caution,
thereby increasing the number of children deemed
to be in need of protection.

We were advised by our academic expert that,
in many other jurisdictions, deficit-based models
similar to the ORAM are giving way to a more bal-
anced means of assessment, often characterized
as a “strength-based” model. This form of assess-
ment still considers the risk factors for a child or
family, but it also highlights what a family is able
to achieve and what strengths the Society can draw
upon from the extended family or the community.
These strengths can often be used to provide care
and support while requiring less formal and costly
intervention from the child welfare authority. Both
Alberta and New Zealand have successfully adopted
such approaches, and we understand that Ontario
is heading in the same direction. For example, we
understand that, subject to a Minister’s Regulation,
Ontario intends to provide for differential responses

for lower-risk cases by spring 2007. Such responses
are to employ strength-based assessments that
include consideration of participation in a child’s
protection by his or her relatives and members of
his or her community.

RECOMMENDATION 2

In order to ensure that Children’s Aid Societies
are providing similar services in similar situ-
ations and making appropriate decisions in
assessing children’s needs, the Ministry of Chil-
dren and Youth Services should:

e re-institute a child-protection-file review
process similar to the one in place during
2002 and 2003 that assessed compliance
with the requirements of the Ontario Risk
Assessment Model; and

e given the trend in other jurisdictions, con-
sider adopting a strength-based assessment
model as soon as is practical and monitor
and evaluate its effectiveness.

Service-and-financial-data Review

Both of the Society funding frameworks in place
since the time of our last audit used caseload data
in whole or in part as a determinant of the funding
provided to each Society. It is therefore essential, in
order to ensure that funding decisions are properly
based and supported, that the Societies’ reported
caseload data are complete and accurate.

At the time of our last audit in 2000, the
Ministry had established a pilot review process for
the service and financial data reported by Societies.
However, necessary policies and procedures for
these reviews, including those concerning their fre-
quency, sample size, and selection process, had not
been finalized. Our review of the guidelines for
service-and-financial-data reviews developed by
the Ministry since our last audit, as well as of a sam-
ple of completed reviews, found that the process



was still insufficient to ensure that the caseload
data used for funding purposes were complete
and accurate, bringing into question whether the
society-funding process was operating reliably. For
example:
e Ministry guidelines did not require testing
of data on residential days of care, which
account for approximately half of each Soci-
ety’s total funding. Two of the three regional
offices we visited did not test these data. Our
own testing of residential-days-of-care data
found a number of errors. For example, we
noted at one Society that 4,730 free days of
care (care generally paid for under other pro-
grams) were incorrectly reported under the
Regular Foster Care category. This led to the
Society receiving $320,000 to which it was
not entitled under the funding framework.
e Ministry guidelines did not require, and
the service-and-financial-data reviews con-
ducted in one regional office did not ensure,
that summary listings from which samples
were selected for testing agreed with the data

reported to the Ministry for funding purposes.

e Ministry guidelines did not require, and the
service-and-financial-data reviews did not
result in, additional testing or extrapolation
when errors were found. Thus, no work was
done to determine the most likely impact of
the errors on funding. In fact, most of the
errors noted by the Ministry in the service-
and-financial-data reviews we reviewed did
not result in changes to the determination of
eligible funding but may have done so if addi-
tional follow-up work had been performed.

We also noted that the Ministry instructed its

regional offices to suspend service-and-finan-
cial-data reviews for the 2005/06 fiscal year. The
Ministry advised us that this was done because
each regional office conducted its reviews differ-
ently and for different periods of the year. How-
ever, we also found that two of the regional offices
we visited had conducted no such reviews for some

Child Welfare Services Program “

of their Societies in 2004/05, a year before the
Ministry suspended these reviews.

RECOMMENDATION 3

In order to ensure that caseload data on which
funding levels are based are reliable, the
Ministry of Children and Youth Services should
consider requesting that Children’s Aid Societies
provide independent audit assurance on their
reported caseload and service data. (Since the
financial statements of Societies are already
independently audited, the costs associated
with this additional audit assurance should not
be significant.)

Alternatively, if this option is considered
not cost-effective, service-and-financial-data
reviews by ministry staff should be regularly
conducted. The work completed during such
reviews should be sufficient and adequately
documented to meet the objectives of the Min-
istry’s funding framework.

Per Diems for Residential Care

Societies pay per diems for various types of
residential care, including:

e care provided by Outside Purchased Institu-
tions (OPIs), which are individual agencies
that the Ministry contracts with for placing
children in group homes or foster families that
have contracted with an OPI (“outside paid
foster care”);

e care provided by society-operated group
homes; and

e care provided by society-operated foster-
family homes.

Societies receive funding from the Ministry to
pay these per diem costs. Specifically, each individ-
ual society is assigned its own “funding factors” by
the Ministry—one to cover the per diems of society-
operated foster care and another to cover the per
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Figure 8: Funding and Payment for Residential Care
Prepared by the Office of the Auditor General of Ontario

Ministry
$ "funding
factors" $
negotiates
 # of spaces
* services Society
* per diem rates
$ per diems $
$ per diems $ negotiates
per diem rates
society- society-
' operated operated
group homes foster care [«

group homes

outside paid foster care

diems of all other residential care. Figure 8 is a
schematic representation of the flow of funding and
the relationships between the Ministry, Societies,
and residential-care providers. In the following
sections, we comment on specific aspects of this
residential-care funding framework.

Group Homes and Outside Paid Foster Care
Each individual Society’s 2005/06 funding factor
for group homes and outside paid foster care was
based on its total actual 2003/04 costs for such
care, plus 3%, divided by the number of paid days
in that year.

In addition, the Ministry negotiates directly with
OPIs for the number of spaces to be made avail-
able to the Societies, along with the per diem rates,
and it negotiates these irrespective of funding for
a Society. Societies may place children with any
OPI that has successfully negotiated an agreement
with the Ministry. The agreement terms, including
the per diem rates, are generally in effect until such
time as an OPI requests a change in rates.

Since the funding-factor formula does not take
into consideration the negotiations the Ministry
conducts with OPIs to arrive at per diems, funding
factors will not match the per diems. In fact, funding
factors are generally lower than the higher-cost
per diems for both OPI and society-operated group
homes. Figure 9 demonstrates this: it indicates for
a sample of Societies in three different regions the
range of funding factors, from highest to lowest,
given to individual Societies, and it compares this
range to the range of per diems, from highest to low-
est, paid by the Societies in our sample to different
kinds of residential-care operators.

Our concerns with respect to this process are as
follows:

e In most cases, there was little or no documen-
tation on file to illustrate how the Ministry
assessed the appropriateness of per diem rates
paid to operators. In most cases, the rates
were only compared in a general way to rates
paid to other similar operators in the area.
With rates fluctuating by as much as 30% to
40%, significantly higher rates warranted



Figure 9: Funding Factors vs. Per Diems, Group and
Outside Paid Foster Care, 2005/06

Source of data: Ministry of Children and Youth Services

#1 #2 #3
Funding Factor (Ministry Pays to Society) ($/day)

high 199 230 182
low 156 167 174
average of all Societies reviewed 175 200 177

Per Diem for OPI Group Home (Society Pays to Operator)
($/day)

high 238 263 231
low 217 218 211
Per Diem for Society-operated Group Home ($/day)

high 274 376 n/a*
low 136 309 n/a*

Per Diem for Outside Paid Foster Care (Society Pays to
Operator) ($/day)

high 115 137 133
low 110 92 106

* Societies in this sample did not operate any group homes.

investigation to ensure that the higher per
diems were justified.

e In most cases, the Ministry did not enter into
written agreements with the operators detail-
ing the specific services to be provided for the
approved per diem rates.

e Per diem rates among operators varied signifi-
cantly, in part because of the range of services
provided by individual operators. However,
Societies were only advised by the Ministry of
the number of spaces available to them and
the per diem cost—not the services to expect
for the amounts charged.

e Operators do not provide any information
with respect to actual costs incurred—such
information could be used to assess the rea-
sonableness of the per diem rates paid.

We were advised that the Ministry does not

monitor operators to ensure that they actually
deliver the services they agreed to when negotiat-

Child Welfare Services Program “

ing their rates with the Ministry. One Society did
conduct its own monitoring and advised us that one
operator reduced the number of hours of therapy to
be provided for the approved per diem rate from 65
to 30 hours per month without obtaining ministry
approval. We were further informed that this oper-
ator also offered the required hours at an extra
charge above the base per diem rate. In another
case, the same Society found that another operator
failed to deliver individual counselling to children
in its care as it had undertaken to do.

We also noted that the per diem rates for out-
side paid foster care are significantly lower than for
group care. Since the number of children placed in
OPI group homes, society-operated group homes,
and outside paid foster care, respectively, varies
from one year to the next, there is a risk that sim-
ply using previous outside-paid-foster-care costs to
calculate the funding factor can result in Societies
being either overfunded or underfunded in any one
year.

RECOMMENDATION 4

To ensure that per diem rates paid to Outside
Paid Institutions (OPIs) are reasonable and the
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contracted services are actually received, the

Ministry of Children and Youth Services should:

e establish appropriate requirements for
assessing and documenting the reason-
ableness of per diem rates paid to OPIs and
ensure that higher-than-normal per diems
are justified;

e enter into formal agreements with each OPI
that detail the respective rights and respon-
sibilities of both the Ministry and the OPI,
and

e ensure that Children’s Aid Societies are
aware of the specific services they can expect
for the per diem rates and assess whether
Societies are ensuring that the services being
paid for are actually being received.
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Society-operated Foster Care
Societies may place children directly into one of
three types of foster-care homes:

e regular foster care;

e specialized foster care for children with de-
velopmental, emotional, or medical needs;
and

e treatment foster care for children requiring
intensive care such as behaviour modification
treatment.

Until 2002/03, provincial per diems paid to each
Society for each type of placement were as shown
in Figure 10.

After 2002/03, the Ministry changed its funding
formula for foster care several times until 2005/06,
when it established with each Society a separate
funding factor just for the above three types of
society-operated foster care. The funding factor
was determined based on each Society’s total actual
2003/04 cost for foster care, plus 3%, divided by
the total number of paid days in that year. Addi-
tional funding was also available for service vol-
umes above a predetermined threshold.

In turn, Societies negotiate rates directly with
foster families. As with other types of residential
care, given that the calculation for the funding fac-
tor is independent of the negotiations the Societies
conduct with foster families to arrive at per diems,
funding factors do not correlate exactly with per
diems. Figure 11 demonstrates this: it indicates for
three different regions the range of funding factors,
from highest to lowest, given to a sample of indi-
vidual Societies, and it compares this range to the
range of per diems, from highest to lowest, paid by

Figure 10: Per Diem Rates for Society-operated Foster
Care Until 2002/03

Source of data: Ministry of Children and Youth Services

Type of Care Per Diem Rate

Regular $32.20 per day
Specialized $49.76 per day
Treatment $67.64 per day

Figure 11: Funding Factors vs. Per Diems, Society-
operated Foster Care, 2005/06

Source of data: Ministry of Children and Youth Services

#1 #2 #3
Funding Factor (Ministry Pays to Society) ($/day)
high 42.28 44.88 49.55
low 35.32 35.46 46.97
fgj;awg: dof allsocieties 3971 3946 4831

Per Diem for Regular Foster Care (Society Pays to Family)
($/day)

high 41.14 36.47 40.83
low 30.65 30.05 33.85
Per Diem for Specialized Foster Care (Society Pays to
Family) ($/day)

high 60.94 4756 5753
low 41.61 3748 45.84

Per Diem for Treatment Foster Care (Society Pays to
Family) ($/day)

high 71.04 84.01 86.29
low 62.33 49.45 68.07

the Societies in our sample to families for the differ-
ent kinds of foster care.

We noted that, in general, the per diem rates
for society-operated foster care are approximately
half the rates for outside paid foster care. This can
be seen in comparing the rates in Figure 12 with
Figure 11’s Region #3 per diems for the three types
of foster care.

We also noted significant differences between
the highest and lowest per diem rates within and
between the three regional offices we visited. The
Ministry was unable to explain the merits or appro-
priateness of these differences. In addition, the
Ministry’s funding formula was based on average
per diem costs of all types of foster care. Since spe-
cialized and treatment foster care is significantly
more expensive than regular foster care, simply
using previous regular-foster-care costs to calculate
foster-care funding may result in funding factors
that are inadequate to cover the per diem expenses



Figure 12: Per Diem Rates for Qutside Paid Foster Care
in Region #3, 2005/06

Source of data: Ministry of Children and Youth Services

Highest Rate Lowest Rate

Type of Foster Care ($/day) ($/day)
Regular 90.00 74.18
Specialized 137.59 97.66
Treatment 173.00 80.00

Note: The highest and lowest rates do not match Figure 9’s high and low
per diems for outside paid foster care for Region #3. The reason is that
Figure 9's rates are based on only a sample of Societies in the region, while
the data for Figure 12 are based on all Societies in the region.

of Societies with a large number of children requir-
ing specialized and treatment foster care or with

a significant increase in the number of children
requiring such care in any one year.

RECOMMENDATION 5

To ensure that per diem rates paid to all foster
families are reasonable, the Ministry of Children
and Youth Services should assess the reason-
ableness of the variances in per diem rates paid
to foster families for similar care, both within
and between regional offices. In addition, to
ensure that Children’s Aid Societies with a large
number of children requiring more expensive
specialized and treatment foster care receive the
funding they need, the Ministry should consider
adjusting the funding formula for foster care as
needed for Societies with legitimately higher per
diem foster-care costs.

Quarterly Reporting

In order to monitor Societies’ in-year progress
against caseload and financial-expenditure tar-
gets, Societies were required, up to March 31,
2005, to submit quarterly reports that compared
total actual spending to budgeted expenditures,
by category (such as wages, benefits, and travel),

Child Welfare Services Program

and also included caseload data. As part of the
reporting process, Societies were also required to
identify significant variances and propose appro-
priate action plans to reduce them. The first three
quarterly reports were due 30 days after the end of
the quarter and the fourth was due 45 days after
the end of the year. Our review of a sample of quar-
terly reports at the three regional offices we visited
found the following:

e In general, quarterly reports were submitted
on a timely basis.

o Where Societies identified significant vari-
ances, they did not in most cases provide suf-
ficient detail to identify the reasons for the
variances or propose action plans to deal with
them.

e In two of the three regional offices we visited,
there was little evidence that ministry staff
reviewed the quarterly reports or followed up
with Societies to ensure any necessary correc-
tive actions were taken.

In the 2005/06 fiscal year, new reporting pro-
cedures were introduced whereby Societies were
required to submit revised quarterly reports that
compare total baseline funding to year-end fore-
cast expenditures. However, the revised quarterly
reports do not require that:

e Societies provide a year-to-date actual-to-

budget comparison;

e Societies identify or explain the reasons for
variances, or propose any necessary corrective
actions; and

e the Ministry’s regional offices review the rea-
sons for variances, assess the need for correc-
tive action, and follow up with Societies to
ensure corrective actions are taken (which is
especially important given that the Ministry
funds all deficits).
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RECOMMENDATION 6

To more effectively monitor the in-year perform-
ance of Children’s Aid Societies and identify the
need for corrective action on a timely basis, the
Ministry should:

e revise the quarterly reporting process to
compare actual performance to date against
approved budgets and provide related
caseload data;

e require that Societies identify and explain
the reasons for significant variances and pro-
pose corrective action; and

e follow up with Societies to ensure that the
necessary corrective action is taken.

Annual Program Expenditure Reconciliation

Until March 31, 2005, each Society had to submit
to the Ministry a year-end reconciliation of its eligi-
ble expenditures with the funding provided by the
Ministry. The reconciliation had to be submitted to
the Ministry with an audited financial statement
no later than four months after the end of the fiscal
year. The Ministry had to review and approve the
reconciliation within 12 months of the end of the
fiscal year and recover any identified surplus within
24 months.

For the 2005/06 fiscal year, new reporting
procedures require that Societies submit to the
Ministry a year-end reconciliation, including
audited financial statements. However, the detailed
requirements were still under development at the
end of our audit.

We reviewed a sample of reconciliations submit-
ted by Societies for 2004/05 and found that all rec-
onciliations and audited financial statements were
submitted within the required time frame. How-
ever, our review of the reconciliation process found
that it was ineffective for the following reasons:

e For all reconciliations reviewed, the accom-
panying audited financial statements lacked
sufficient detail for the Ministry to effectively
identify ineligible expenditures and confirm
the accuracy of the reported surplus or deficit.

e The Ministry did not contact or regularly meet
with the Societies’ external auditors to review
areas of potential concern requiring further
follow-up to be resolved cost effectively.

We have noted similar concerns with respect

to reconciliations in our previous audits of the
Ministry.

RECOMMENDATION 7

To ensure that the new reporting procedures
will identify and recover any ineligible expendi-
tures and surplus funding, the Ministry of Chil-
dren and Youth Services should:

e ensure that year-end reconciliations and
accompanying audited financial statements
contain sufficiently detailed information to
identify ineligible expenditures and surplus
funding; and

e provide a template or other guidance to
Children’s Aid Societies and their auditors
outlining the required format for financial
statements and including explanatory notes
and schedules.

OVERSIGHT OF SERVICES
Risk Assessment

As noted earlier, the Ministry introduced a stand-
ardized intake risk-assessment model in September
1998, called the Ontario Risk Assessment Model
(ORAM). Significant benefits of the ORAM were to
include a higher degree of consistency across the
province in assessing children’s needs and improved
accountability.



Figure 13: ORAM’s Risk Decision Points

Source of data: Ministry of Children and Youth Services
1. Does case meet eligibility requirements for child-welfare
services?
What is the response time?
Is the child safe now?
Are child protection concerns verified?
Is the child in need of protection?

Is the child at risk for future abuse or neglect?

N o oA W N

What other assessment issues must be considered to
inform the plan of care?

8. What is the plan of service for the child and family?

9. Does the case continue to meet eligibility requirements
for child protection service?

10. Have assessments changed?

11. Should the plan of service be modified?

As illustrated in Figure 13, there are 11 risk deci-
sion points in processing a child-welfare case under
the ORAM, which essentially comprises three tools:
the eligibility spectrum, to determine whether or
not a case meets eligibility for a child protection
intervention; the safety assessment, to determine
the immediate safety of the child/children in their
biological home; and the risk assessment tool, used
to determine the level of risk of harm to the child/
children in their home.

Answers to these risk decision points play a criti-
cal role in a number of ways and would be expected
to help ensure that:

e the most intensive placement resources are

reserved for the children most in need;

e all children’s needs are ultimately matched
with the best available resources and the most
appropriate services that the system can offer;
and

e costs of necessary services are minimized,
because, for example, a child at lower risk can
be protected with lower-cost services that are
also less intrusive.

Child Welfare Services Program “

Although the Ministry had conducted service-
and-financial-data reviews at Societies up to
2004/05, the primary purpose of these reviews
was to ensure that cases were correctly reported for
quarterly-reporting and funding purposes. These
reviews were never intended to assess either com-
pliance with the ORAM or the appropriateness or
consistency of the decisions made. In the absence of
any other reviews, therefore, the Ministry cannot be
assured that children are receiving the most appro-
priate services for their needs.

One of the few studies in the Ontario child-
welfare field to address this issue, published by the
Ministry in 2004, found that overall, as expected,
the highest-risk children were more frequently
found in the most intensive services, while lower-
risk children were more likely to receive regular
services through the foster or group-home system.
Those cases where lower-risk children were placed
in more intensive services generally reflected the
lack of appropriate space within the range of ser-
vices available to a Society at the time children
entered care.

RECOMMENDATION 8

To ensure that children’s needs are being con-
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sistently assessed across the province and that
all children in need of protection are matched
with the most appropriate resources, a periodic
review—by either staff of the Ministry of Chil-
dren and Youth Services or a contracted exter-
nal expert—should be conducted of a sample of
case files at the Children’s Aid Societies to assess
the appropriateness and consistency of place-
ment decisions.

Children’s File Reviews

In the past, the Ministry has reviewed files on spe-
cific categories of children to assess the appropri-
ateness of placement decisions and the quality of
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care. We examined the Ministry’s oversight with
respect to three of these categories of children:
Crown wards, non-Crown wards, and children
receiving protection services.

Crown Wards
When a court order designates a child as a Crown
ward, all parental rights and responsibilities are
terminated and a Society assumes responsibility
for the child. At December 31, 2005, there were
approximately 9,400 Crown wards in Ontario.

The Child and Family Services Act requires that
the Ministry review annually the status of every
child who has been a Crown ward in the preced-
ing 24 months and to report the results of these
reviews to the appropriate Society. Crown-ward
reviews examine compliance with regulatory ser-
vice requirements, including assessment of the
adequacy of the child’s plan of care and the child’s
placement.

When the Ministry identifies instances of non-
compliance with regulatory requirements, it must
issue a directive to the Society, which must comply
within 60 days and advise the Ministry of its com-
pliance. Non-compliance with less serious non-
regulatory requirements may result in a direc-
tive, but more commonly, the Ministry will issue
arecommendation for compliance. Although rec-
ommendations may eventually lead to directives,
Societies are required neither to act on recommen-
dations nor confirm to the Ministry that they have
taken action to address the recommendations.

During 2005, the Ministry conducted 5,190
Crown-ward reviews. The results of these reviews
were as shown in Figure 14.

The Ministry’s annual review consists of a
review of the Society case files, completion of a
questionnaire, and an interview with the Crown
ward if requested by the child. Our review of a sam-
ple of ministry Crown-ward-review files found the
following:

Figure 14: Results of Crown-ward Reviews, 2005

Source of data: Ministry of Children and Youth Services
# of Cases

full compliance 4,534

directives and/or recommendations issued 569

some less significant non-compliance and no

S L 87
directives and/or recommendations issued

e In about 10% of the files we examined, the
Ministry issued recommendations for non-
compliance with regulatory matters instead
of the required directives. For example, one
file showed a child’s plan of care did not meet
the child’s needs. It was noted in the file that
the plan of care contained no goals and the
Society needed to pay more attention to the
development of time-targeted, child-specific,
and measurable outcomes to address the
child’s needs. Since only a recommendation
was issued in this case, the Society was not
required to either address this concern or
inform the Ministry of action taken, if any.

e We also found that, in many files, the same
concerns were repeatedly raised year after
year. For example, in over half of the files we
reviewed, recommendations issued in one
year were repeated in the next.

e In over 15% of the files we reviewed, we found
issues that should have been carried forward
either as directives or recommendations but
were identified as neither. For example, one
file noted that a child’s plan of care needed to
be enhanced to include specific goals and to
address cultural, religious, and other needs.
However, there was no directive or recom-
mendation issued to enhance the plan of care.

e About 30% of the files we reviewed contained
contradictory information. For example, one
ministry file noted that the plan of care did
not address the child’s cultural issues and
should be enhanced. Yet the review question



asking if “cultural needs were addressed” was
answered with a “yes.”

In addition, none of the files we reviewed con-
tained any evidence of supervisory review and
approval by the supervisor of the Crown-ward-
review team to ensure consistent and appropriate
completion of the Crown-ward reviews.

RECOMMENDATION 9

To ensure that care and services provided to
Crown wards are appropriate and in compliance
with regulatory requirements, the Ministry of
Children and Youth Services’ review of Crown-
ward files should assess whether:

e appropriate directives or recommendations
have been issued for all instances of non-
compliance with program regulations or
other requirements;

e directives and recommendations have been
followed up; and

e files have been reviewed and approved by
supervisors.

Non-Crown Wards

Non-Crown wards are children in residential care
who have not been declared Crown wards by the
court, which means that parental rights and respon-
sibilities have not been terminated. At December
31, 2005, there were 9,100 non-Crown wards.

The Child and Family Services Act does not spe-
cifically require that the Ministry monitor pro-

Child Welfare Services Program “

gram delivery for non-Crown wards. However,
since the requirements of the Child Welfare Ser-
vices Program apply equally to Crown wards and
non-Crown wards, we recommended in our 2000
audit of the Child Welfare Services Program that
the Ministry regularly review non-Crown-ward files
to ensure that children receive appropriate ser-
vices that meet their needs and comply with pro-
gram requirements. We were pleased to note that,
subsequent to our last audit in 2000, the Ministry
implemented annual reviews of a sample of non-
Crown-ward files. In 2003, the Ministry expanded
these reviews to include child-protection files at all
Societies.

The Ministry visited all Societies for these
reviews and randomly sampled 10% of the non-
Crown-ward files. The Ministry’s summary of
its review results from 2000 to 2002 is shown in
Figure 15 (the Ministry did not summarize the
results of its 2003 non-Crown-ward reviews).

Ministry review reports identified the need for
improvement in the following key areas:

e Plans of Care—Reviewers noted a significant
number of concerns related to plans of care,
including late completion of plans of care, lack
of supervisory review and approval of plans,
and the failure of plans to address children’s
specific needs. A significant proportion of the
total directives dealt with plans of care. In
2000, 293 directives, or 28% of the total, were
issued regarding plans of care. In 2001, there
were 407 directives dealing with plans, or

Figure 15: Results of Ministry Review of Non-Crown-ward Files, 2000-02

Source of data: Ministry of Children and Youth Services

Cases Non-compliance

Reviewed Cases Issued

Average Number

Directives  of Directives Per
Case Reviewed

Average Number

of Directives Per
Non-compliance Case

2000 695 410 (59%) 1,049 1.5 2.6
2001 1,024 479 (47%) 1,313 13 2.7
2002 1,150 454 (39%) 1,286 1.1 2.8
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Figure 16: Results of Ministry Review of Child Protection Files, 2003

Source of data: Ministry of Children and Youth Services

Ministry Standards and Requirements

Rate of
Cases Not Non-compliance
in Compliance (%)

Cases Where
Requirement
Applicable

Child Abuse Register results recorded within 3 days of receiving report 205 123 60

of alleged abuse

full protection investigation completed and documented within 30 (or, 1,408 730 52

by exception, 60) days

verification decision, supporting reason, and supervisory approval,

documented within 30 (or, by exception, 60) days ke 700 &0
eligible case of verified abuse reported to Abuse Register within 40

e . 91 76 83.5
days of verification decision
Plan of Service documented within 60 days 1,160 725 62.5
Specific measurable outcomes to reduce risk and promote well-being 1,247 293 23.5

31% of the total, and 425 directives, or 33% of
the total, in 2002.

e Permanency Planning—Permanency planning
is planning for the permanent care of a child
or youth in order to ensure that care is effec-
tive and provides both psychological and legal
continuity. Permanency-planning documenta-
tion was unclear in 25% of the cases in 2000,
in 21% of the cases in 2001, and in 16% of the
cases in 2002.

As of December 31, 2003, the Ministry discon-
tinued reviews of all non-Crown-ward and child-
protection files. Given that the Ministry identified
many areas of concern during the time these
reviews were conducted and given that the Ministry
has an oversight responsibility, we question the
decision to discontinue these reviews.

Children Receiving Protection Services
In 2003, the Ministry’s corporate review team vis-
ited every Society and randomly sampled 5% of all
the open child-protection files (that is, the files on
children then receiving child-protection services)
at each Society. The team reviewed 1,632 child-
protection cases and issued a total of 8,380 direc-
tives, or an average of 5.1 directives per case.

The Ministry’s summary of the 2003 review
results showed many areas of non-compliance, as
noted in Figure 16.

RECOMMENDATION 10

To ensure that care and services provided

to non-Crown wards and children receiv-

ing protection services are appropriate and in

compliance with program requirements, the

Ministry of Children and Youth Services should:

e reinstate regular reviews of both non-Crown-
ward and child-protection files;

e communicate all instances of non-
compliance with program requirements to
the Children’s Aid Societies and ensure that
corrective action is taken in a timely manner;
and

e consider providing Societies with
information on the most common areas
where improvements are required, as well as
guidance on how to address those areas.

Licensing of Children’s Residences

Licensing provisions for children’s residences are
established by legislation and regulation, and are



intended to ensure that minimum standards of care
are provided to children in residential care.

Children’s residences and foster-care operators
must apply annually for licence renewals, and
they must do so prior to the expiry date of cur-
rent licences. Provided that the applicant has com-
pleted and submitted an application for renewal, a
licence past its due date is deemed to continue until
the request for renewal has either been granted or
denied.

The Ministry conducts annual licensing inspec-
tions, using the licensing checklist supported by the
Children’s Residence Licensing Manual and the Fos-
ter Care Licensing Manual it developed to facilitate
the process. These manuals specify policies on the
number of children’s, staff, and foster-parent files
to be reviewed, the number of children’s, staff, and
foster-parent interviews to be conducted, and the
procedures to be used in reviewing an operator’s
policies and procedures.

Our review of a sample of licensing files noted
that over 30% of them lacked the documentation
required to support the issuing of a licence. Con-
cerns noted included the following:

e For half of the files reviewed, we found that
the number of licensing interviews and/or
number of files reviewed did not meet the
minimum numbers required by the Min-
istry’s own policies. For example, 52 child
files should have been reviewed in one file,
according to the Ministry’s policies, but only
28 were. Similarly, 68 children should have
been interviewed, but only 11 were. In addi-
tion, there was no documentation in the file to
explain this deviation from the requirements.

e For almost half of the files reviewed, there was
no documentation of the number of children
in care, the number of staff hired, and/or the
number of approved foster homes. Accord-
ingly, it would not be possible to determine
whether there was compliance with policies in
this regard based on a review of the file.

Child Welfare Services Program m

e We found one licensing report that indicated
that 50 foster parents were interviewed—but
only one completed interview checklist was
found in the file.

e In more than 80% of the files reviewed, we
found that the Ministry issued the renewal
after the expiry of the previous licence. The
average delay between expiry and renewal
was 26 working days, an improvement from
the average of 63 days noted in our last audit.

In nearly half the files reviewed, we also found
that the Ministry had not ensured that the nec-
essary corrective actions were taken to address
instances of non-compliance identified during
licensing inspections. At one regional office, 24
non-compliance issues were identified in a file, with
half of these repeated for two consecutive years.
Some of these non-compliance issues included
inability to confirm that all required criminal ref-
erence checks were conducted, unavailable docu-
mentation to determine if the number of children
placed in the residence exceeded the licensed
capacity, and weaknesses in plans of care for some
children. In the two years following the identifi-
cation of non-compliance, the Ministry requested
from the operator only a written confirmation stat-
ing all issues had been addressed. The Ministry
then issued licence renewals.

In addition, we interviewed a number of licens-
ing staff during our audit and found that 70% indi-
cated they had received no formal training with
regard to the Child and Family Services Act, licens-
ing procedures, and interviewing techniques. They
told us they believed training in these areas would
be useful.

RECOMMENDATION 11

To help ensure that residential-care operators
provide minimum acceptable standards of care
to children, the Ministry of Children and Youth
Services should:
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e conduct licensing inspections and renew
licences prior to expiry;

e ensure that the licensing inspection process
is conducted and appropriately documented
in compliance with ministry policies;

e ensure that timely corrective action is taken
to address non-compliance issues identified
during licensing inspections; and

e provide periodic formal training to licensing
staff.

Reporting of Serious Occurrences

All service providers are required to report inci-
dents such as serious injuries, assaults, physical
restraints, or other physical abuse of children in
care to the Ministry within 24 hours of the occur-
rence. When they receive such reports, regional
offices document the particulars in an initial noti-
fication report. Within seven working days of the
initial serious-occurrence notification, the service
providers must submit a written follow-up report to
the Ministry detailing the corrective actions taken
and the outcome of the case. The Ministry must
review the report and follow up where necessary.

Our review of a sample of serious-occurrence
files at three regional offices found that reporting
requirements were not always being followed. For
example:

e In almost half the files we reviewed, the initial
notification reports were not filed within the
required 24 hours. On average, they were filed
10 working days late.

e In about one-sixth of the files we reviewed,
the follow-up reports were not filed on a
timely basis; on average, they were about 100
working days late.

In addition, in about 10% of the files we
reviewed, case outcomes were unclear from the
reports filed by the service providers, but there was
no documented evidence of ministry follow-up. At

one regional office we visited, we found that in 75%
of the files we reviewed, there was no documented
evidence to indicate that ministry staff either
reviewed the reports they received or evaluated the
appropriateness of actions taken.

In addition to having to report serious occur-
rences within 24 hours, service providers are
required to file an annual summary-and-analysis
report to the Ministry by the end of each January
about serious occurrences for the previous calen-
dar year. Under ministry requirements, the Ministry
is to review the report to analyze the service pro-
vider’s management of serious occurrences and
to identify possible training needs, internal policy
modifications, or follow-up actions that the ser-
vice providers must take. In cases where follow-up
actions are required, the service provider must sub-
mit an outcome report to the Ministry upon com-
pletion of the identified actions.

Our review of a sample of the annual summary-
and-analysis reports at three regional offices found
that at two of them, we could find no documented
evidence that the offices reviewed the annual sum-
mary-and-analysis reports and followed up on any
unusual trends. In the case of one service provider,
for example, the late filing rate for the initial noti-
fication reports was left blank in its 2004 annual
summary-and-analysis report. However, there was
no evidence to indicate that the regional office fol-
lowed up on this issue, and in the 2005 annual
summary-and-analysis report, the same service pro-
vider reported that the initial notification reports
were submitted late 72% of the time.

RECOMMENDATION 12

To ensure that all serious occurrences are appro-
priately dealt with, the Ministry of Children and
Youth Services should ensure that:



e all serious-occurrence reports are submitted
on a timely basis and all necessary follow-
up actions are taken by the service provider;
and

e itreviews all annual summaries and service
reports from service providers and takes the
required follow-up action where necessary.

Complaints

Under the Act, each Society is required to estab-
lish a written procedure for hearing and addressing
complaints. In most cases, people complaining to
the Ministry are given information about the Soci-
ety’s complaint procedures and advised to contact
the relevant Society directly.

We found that none of the three regional offices
we visited had any system to track complaints. In
addition, the Ministry does not request detailed
complaint information from the Societies. As a
result, the Ministry cannot perform any analysis on
complaints received by Societies.

We noted that, under the new annual reporting
process, Societies must report to the Ministry the
number of complaints reviewed by their executive
directors and/or boards of directors during the pre-
vious fiscal year, and how they were resolved. How-
ever, our review of this information found that it
was insufficiently detailed to enable the Ministry
to perform useful analysis on complaints. Neither
the total number and types of complaints, nor the
stage at which complaints were resolved, are being
reported. We obtained complaint statistics from
three Societies and found that the executive director
and/or board of directors reviewed on average only
5% of all complaints. We found two other Societies
that maintained no complaint statistics at all.

Child Welfare Services Program “
RECOMMENDATION 13

To help identify areas of concern regarding ser-

vice delivery and compliance with ministry poli-

cies, the Ministry of Children and Youth Services

should require that Children’s Aid Societies:

e maintain information on complaints; and

e annually report the number and types of
complaints and how they were resolved.

Performance Information and Effectiveness
Reporting

Our last audit of the Child Welfare Services Pro-
gram in 2000 noted that the Ministry did not have
any performance measures in place to assess the
effectiveness of services provided under the pro-
gram. In particular, no information was collected
to assess performance in areas such as the quality of
care provided, progress of children in care, and rate
of recurrence of maltreatment. Recognizing the
need to develop outcome measures, the Ministry
adopted a nationally developed outcome measure-
ment framework, referred to as the Child Welfare
Outcomes Indicator Matrix. The 10 indicators in the
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matrix were designed to track the effect of child-
welfare services in terms of child safety, child well-
being, permanence, and family and community
support.

A ministry pilot project was conducted in
2000/01 to collect data on three of these 10
indicators (recurrence, placement rates, and
number of moves in care). The Ministry found
that the results were encouraging but nonethe-
less indicated the need for a well-co-ordinated
province-wide information system to gather cred-
ible outcome data. The pilot project found that
Societies had the technical capacity to report on
five of the 10 key indicators without changing their
current information systems. Although Societies
collected information on the other five remaining
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indicators, this information was generally not
accessible in their data systems. There exists no
one single province-wide information system to
produce standard reporting to facilitate policy
planning and program delivery and assess the
effectiveness of services provided.

The Ministry said at the time of our last audit in
2000 that it was planning to develop a comprehen-
sive system to collect and summarize data from all
Societies. However, we were informed during this
audit that the system was never developed due to a
lack of funds. Thus, now, as in the previous audit,
the current multiple information systems do not
provide province-wide standardized information in
areas such as:

e types of reported and investigated maltreat-

ment;

e age and gender of children receiving services;

e the proportion of children receiving services

who are taken into care;

e the number of placement changes; or

e the proportion of children who received ser-

vices and have since been victimized again.

We understand that the Ontario Association of
Children’s Aid Societies, as part of the Child Welfare
Transformation Agenda, is designing and develop-
ing a new web-based child-welfare information sys-
tem (the Single Information System) that will assist
in case and workload management, and support the
information needs of the Child Welfare Outcomes
Indicator Matrix, described earlier, in assessing the
effectiveness of services. We also understand that
the Ministry intends to pilot the system in three
sites beginning in January 2007.

However, if the system is to be cost effective
and widely adopted by all Societies (especially
the smaller Societies), the Ministry must meet the
challenge of ensuring that the system is both user
friendly and sufficiently comprehensive to meet
the needs of both the Societies and the Ministry. In
2008, we will follow up to assess the progress made
in implementing the province-wide information

system.

. MINISTRY OF CHILDREN AND YOUTH SERVICES RESPONSE

The Ministry of Children and Youth Services
(Ministry) welcomes the observations and rec-
ommendations of the Auditor General and is
committed to making continuous improvement
in the delivery of the Child Welfare Services
Program. In keeping with the Auditor General’s
recommendations, the Ministry will focus this
response on the areas of accountability, quality,
and financial management.

With respect to accountability, the Auditor
has recommended improvements to ministry
accountability processes, including the need to
reinstate children’s file reviews (recommenda-
tions 2 and 10) and enhance client complaints
processes (Recommendation 13). The Ministry
will strengthen its overall accountability frame-
work for the delivery of child-welfare services

and ensure that effective monitoring and review
processes are established.

To this end, specific measures to improve
accountability related to child protection have
been taken:

e InFebruary 2006, a Minister’s Regula-
tion was implemented across all Children’s
Aid Societies (Societies) requiring them to
complete more timely and comprehensive
background and criminal reference checks
for caregivers (for example, family/com-
munity members) in out-of-care kinship
arrangements.

e The Child Death Reporting and Review
Directive, issued March 31, 2006, requires
that Societies report all child deaths to the
Office of the Chief Coroner, which has lead



responsibility for the analysis of child death,

dissemination of recommendations, and

production of an annual report. Protocols
between the Ministry and the Coroner will
ensure that recommendations are addressed
and will support appropriate program
development.

The Ministry recognizes that further work
is needed to improve accountability and will
undertake the following:

e The Ministry is developing an accountability
framework for child-welfare services, which
will be ready for implementation by April
2007. The framework will clarify ministry
and society roles and responsibilities, require
that Societies have specific accountability
measures in place, and identify the review
mechanisms that will assess services deliv-
ered to children in the care of Societies,
including Crown wards.

e Consistent with the Auditor’s findings on
client complaints, effective June 2006,
Societies must report quarterly on the
number and types of formal complaints
received, their current status, and their reso-
lution rates. This information will facili-
tate ministry analysis and follow-up with
Societies. With proclamation of Bill 210
expected in November 2006, a standard-
ized client, complaints process will be imple-
mented by all Societies. The new process,
which includes stringent time frames for
response and client recourse through the
Child and Family Services Review Board,
will improve Society accountability for reso-
lution of complaints.

With respect to quality, the Auditor recom-
mends implementation of a strength-based
intake risk-assessment model (Recommenda-
tion 2) and improvement of the ministry licens-
ing process (Recommendation 11). The Ministry
agrees that risk-assessment tools and effec-

Child Welfare Services Program

tive licensing are critical to improving both
outcomes for children and service quality.

In line with the Auditor’s recommenda-
tion, the Ministry has developed, in partner-
ship with the child welfare sector and experts
at the University of Toronto, a strength-based
risk-assessment model, similar to those used by
other jurisdictions. The new model and related
tools include requirements for more rigor-
ous documentation of supervisory review and
approvals.

To further improve quality assurance, the
Ministry will:

e pilot the new risk-assessment model in
three Societies, beginning in January 2007,
as part of the Single Information Sys-
tem (implementation of the model and
related tools in all Societies will begin in
April 2007);

e implement Phase 2 of the Automated Licens-
ing Project—focusing on Child and Family
Services Act licensing—beginning in Janu-
ary 2007, with completion by April 2007, in
order to allow the Ministry to monitor the
timing of licence renewals and the terms and
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conditions under which licences are renewed

(consistent with the Auditor’s recommen-
dations, licensing staff will receive training
on licensing requirements, procedures, and
interviewing techniques to enforce compli-
ance and standardization across regions);
and
e implement, by spring 2007, the first phase of
a web-based registry, which will provide key
information on licensed residences, includ-
ing licensed capacity and licensing status.
With respect to financial management, the
Auditor identified issues regarding growth in
child welfare expenditures and made recom-
mendations to refine the current funding model
to provide more appropriate base funding for
Societies (Recommendation 1) and improve
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financial monitoring and oversight (recom-
mendations 1, 3, 4, 5, 6, and 7). Rising costs
in child welfare relate to a number of factors,
including service volume increases and other
cost drivers, including salary settlements, legal
services, and transportation and health expen-
ditures. The Ministry is working with Societies
to reduce the cost curve for child welfare
through implementation of reforms, better cost
management, and increased operational effi-
ciencies.

The Ministry has taken the following steps to
enhance financial management:

e A multi-year, results-based planning
process has been implemented that re-
quires Societies to develop an annual plan
and report quarterly on projected ser-
vice demands, resource requirements, and
progress on specific ministry and society tar-
gets. Societies must identify and account for
significant variances and propose corrective
action where required.

e Following discussions with the Auditor’s
staff, the 2006/07 funding model was modi-
fied to base core funding on average expen-
ditures over multiple fiscal years and to base
cost-of-living increases on province-wide
analysis and Ministry of Finance guidelines.
In support of the Auditor’s recommenda-

tions, the Ministry commits to the following:

e The Ministry will develop tools, including
standardized methodologies and templates,

and provide necessary training to assist

ministry regional offices and Societies to

improve forecasting, financial management,
and reporting. The tools will enable the

Ministry to further conduct ongoing analysis

of society expenditures.

e The Ministry will continue to work with
Societies to implement cost-containment
measures and identify efficiencies. In order
to enhance consistency and reduce unit
costs for residential services, the Ontario
Association of Children’s Aid Societies, in
collaboration with the Ministry, is develop-
ing a shared-services model for procure-
ment of Outside Paid Institution (OPI) beds,
for approval as part of the OntarioBuys
program. This model includes common
approaches to assessment of OPIs, service
agreements, reservation management, per-
formance measurement, and training. Par-
ticipating Societies would benefit from:
optimized per diem rates, clarity about ser-
vices covered by the rate, streamlined place-
ment processes, and better matching of
placements to children’s needs.

The Ministry appreciates the opportunity to
respond to the findings of the Auditor General
and remains committed to improving the deliv-
ery of child-welfare services in Ontario.



Background

Under provisions of the Child and Family Services Act
(Act), the Ministry of Children and Youth Services
(Ministry) contracts with 53 local not-for-profit
Children’s Aid Societies (Societies) for delivery of
legislated Child Welfare Services in their respec-
tive jurisdictions. The Ministry provides 100% of
the required funding for these services. Each Soci-
ety operates at arm’s length from the Ministry and
is governed by an independent volunteer Board of
Directors. Under their agreement with the Ministry,
Societies are required to:

e investigate allegations and/or evidence that
children under the age of 16 may be in need of
protection;

e where necessary, protect children under the
age of 16, by providing the required assist-
ance, care, and supervision in either residen-
tial or non-residential settings (services will
continue until age 18 unless the child opts
out);

e work with families to provide guidance, coun-
selling, and other services where children
have suffered from abuse or neglect, or are
otherwise at risk; and

e place children for adoption.

Unlike most other Ministry programs, where

provision of services is subject to availability of

Children’s Aid Societies

funding, the Child Welfare Services Program
requires each Society to provide all of the manda-
tory services to all identified eligible children. In
other words, there is no such thing as a waiting list
for Child Welfare Services. Ministry transfer pay-
ments to Children’s Aid Societies to fund expendi-
tures were $1.24 billion in the 2005/06 fiscal

year. Just over half of annual transfer payments go
towards residential foster care and group residen-
tial care, as illustrated in Figure 1.

Figure 1: Program Expenditures by Category, 2004/05
($ million)

Source of data: Ontario Association of Children’s Aid Societies

central
administration  esidential foster
($70.9) care ($317.7)

program support
($130.7)

non-residential
program
($294.5)

other residential
care ($25.8)

travel
($44.4)

group residential care
($334)

Note: Program expenditures by category were not available for the 2005/06
fiscal year.
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All but one of the 53 Societies belong to the
Ontario Association of Children’s Aid Societies,
which aims to provide leadership in the protec-
tion of children and the promotion of their well-
being. The Association’s services include advocacy
and facilitating the sharing of information and best
practices between Societies.

Audit Objectives and Scope

This was the first value-for-money (VFM) audit

conducted of Children’s Aid Societies, enabled by
an expansion of the mandate of the Office of the
Auditor General of Ontario, effective April 1, 2005.
The expansion allows us to conduct VFM audits

of institutions in the broader public sector such as
children’s aid societies, community colleges (see
Section 3.03), hospitals (see sections 3.05 and
3.06), and school boards (see Section 3.11).

Our audit objectives were to assess whether
Children’s Aid Societies ensured that:

e funding provided by the Ministry was spent
prudently with due regard for economy and
efficiency; and

e children in need received appropriate care
and protection in a timely manner, in accord-
ance with legislation and policies.

The scope of our audit included a review and
analysis of relevant files and administrative proced-
ures, as well as interviews with appropriate staff,
during visits to four Societies in Toronto, York, Peel,
and Thunder Bay. These four Societies between
them accounted for almost 25% of total expendi-
tures by all Children’s Aid Societies in Ontario. We
also sent questionnaires to another 48 Societies and
received responses from 42 of them.

In addition, we met with senior staff at the
Ontario Association of Children’s Aid Societies to
obtain summary information and to gain a better

understanding of issues in the Child Welfare Ser-
vices sector.

Prior to commencing our work, we identified
the audit criteria we would use to address our audit
objectives. These were reviewed and agreed to by
board member representatives and senior manage-
ment of the four Societies we visited.

We completed the bulk of our audit work by
mid-May 2006. Our audit was performed in accord-
ance with standards for assurance engagements,
encompassing value for money spent and compli-
ance, established by the Canadian Institute of Char-
tered Accountants, and accordingly included such
tests and other procedures as we considered neces-
sary in the circumstances.

We also reviewed the most recent audit reports
issued by the Ministry’s Internal Audit Services in
2003. Although the reports were helpful in planning
our audits, we were unable to reduce the extent of
our audit because their work was completed more
than three years ago.

Total society expenditures net of society-generated
funds more than doubled between the 1998/99 and
2004/05 fiscal years, rising from $541.7 million to
$1.173 billion, while key service volumes, including

the number of families served, increased by only
about 40% over the same period. In light of the
fact that expenditures by Children’s Aid Societies
have increased at a substantially higher rate than
the underlying service volumes over the past six
years, Societies need to be more vigilant to ensure
that they receive—and can demonstrate that they
receive—value for money spent.
Among our findings:
e Societies need to formally establish and follow
prudent purchasing policies and procedures
for the acquisition of goods and services.



e Controls over acquisition of, and payment for,
professional services should be strengthened
by, for example, ensuring that invoices con-
tain sufficient detail to assess the appropri-
ateness and reasonableness of the amounts
billed. For example, one Society paid an
annual retainer of $160,000 to a law firm
without adequate documentation regarding
the amount of service actually being provided
each year.

e Societies should tighten controls on reim-
bursements to staff for use of personal
vehicles at work, and on amounts billed to
corporate credit cards, by ensuring that all
charges are for valid business purposes only,
and are reasonable in the circumstances.

e Societies should acquire vehicles only when
it is necessary and economical to do so. One
Society operated a fleet of 50 vehicles but
logged fewer than 10,000 kilometres a year on
half of them, suggesting such a large fleet was
unnecessary.

e Societies should draft policies regarding inter-
national travel by staff and children in care.
For example, we found instances of travel to
international conferences and trips by staff
and children to visit biological families in
the Caribbean that, in our view, were
questionable.

e Societies need to do more to obtain and docu-
ment information about residential care ser-
vices provided by outside institutions, and
document the factors considered to ensure
that children are appropriately and economic-
ally placed in residential care.

e Only when necessary should Societies enter
into Special Rate Agreements, which require
payments to private residential care provid-
ers over and above those prescribed by the
Ministry, and they should ensure that services
contracted for are reasonably priced and ac-
tually received.

Children’s Aid Societies “

With respect to the provision of child welfare
services, Societies need to adhere better to legisla-
tive requirements and established policies and pro-
cedures to ensure children receive the appropriate
care and protection. We found that:

e Requirements for completing the required
Intake/Investigation Process following refer-
rals were, in many cases, not met in a timely
manner or, in some cases, not at all. For ex-
ample, in one-third of instances where a child
should have been seen by a caseworker within
either 12 hours or seven days (with most of
the instances pertaining to the seven-day
requirement), visits were late by an average of
21 days.

e Initial plans of service or care for children
receiving protection services, along with
the required assessments and plan updates,
were often not completed in a timely manner.
For example, we noted that in 90% of cases
reviewed, plans of service were not completed
as required and there were some instances of
plans being late by more than 300 days, mak-
ing it difficult for Societies to demonstrate
that children were getting appropriate care.

e In many cases, Societies performed inad-
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equate monitoring of former Crown wards
who receive assistance under a program
designed to help youths between the ages of
18 and 21 successfully make the transition to
independent living.

e A sampling of foster-parent files we reviewed
showed that, in most instances, Societies were
meeting and documenting specific require-
ments to ensure that foster parents have the
necessary skills and resources to provide qual-
ity care to children entrusted to them.

e Our review of personnel files at the Societies
we visited indicated that, generally, there was
compliance with internal policies regarding
procedures to be completed for hiring new
staff and ongoing performance management.



m 2006 Annual Report of the Office of the Auditor General of Ontario

N
S
(32}
=
S
2
©
D
(7]
=
e
=
L]
(32}
£
&
=%
]
=
o

Detailed Audit Observations

DUE REGARD FOR ECONOMY AND
EFFICIENCY

As detailed in Figure 2, net expenditures by Chil-
dren’s Aid Societies have increased substantially
over the past seven years—and much faster than
caseloads have increased. We were advised that

a number of factors contributed to this situation,
including increased diversity and complexity of
cases, as well as general cost increases. We also
understand that a number of factors have contrib-
uted to increased caseloads, including a new stan-
dardized risk-assessment model, legislated changes
that expanded the definition of a child in need to
include neglect and family violence, and mandatory
reporting by professionals, such as doctors, teach-
ers, and police, of suspected abuse.

Despite these significant increases in both
expenditures and caseloads, the Ministry of Chil-
dren and Youth Services deliberately does not
involve itself in the management of Children’s Aid
Societies. This approach evolved over time as the
Ministry sought to balance the requirement for
Societies to be accountable to it, with their need for
operational autonomy and flexibility.

The Ministry currently has three principal
accountability mechanisms to help ensure that it
receives value for money spent by the Children’s Aid
Societies:

e the annual funding mechanism;

e the in-year quarterly reporting process; and

o the year-end Annual Program Expenditure

Reconciliation.

However, our review of these mechanisms in
our audit of the Ministry’s Child Welfare Services
Program found them to be generally ineffective
because:

e The Ministry continued to fund the annual

year-end expenditure deficits of Societies

Figure 2: Net Expenditures by Children’s Aid Societies,
1998/99-2004/05

Source of data: Ontario Association of Children’s Aid Societies
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regardless of their entitlement under the
funding framework. This contributed to
significant differences in funding growth
between Societies, and significantly higher
overall program costs.

e In most cases, quarterly reports did not pro-
vide sufficient detail to identify the reasons for
variances in planned versus actual results, or
to propose plans for corrective action. In addi-
tion, there was no evidence in most cases that
Ministry staff even reviewed these reports or
followed them up with Society staff to ensure
the necessary corrective actions were taken.

e The Annual Program Expenditure Reconcili-
ation process did not consistently ensure that
Ministry funding was spent for eligible pur-
poses. Nor did it confirm the accuracy of the
reported year-end funding surplus or deficit.

Given these deficiencies, it is all the more crit-

ical for Children’s Aid Societies themselves to have
strong controls and practices in place to ensure

that they operate prudently and deliver quality ser-
vices in a cost-effective manner. Our detailed audit
observations focus first on concerns about Societies’
spending practices and second on issues regarding
the care and protection of children.



Purchasing Policies and Procedures

Most larger private- and public-sector organiza-
tions have policies and procedures requiring that
goods and services be acquired through a competi-
tive process that seeks to achieve the best value for
money spent, meets specific needs, and promotes
fair dealing and equitable relationships with
vendors.

For example, the government of Ontario has
detailed directives outlining the obligations of its
ministries in these areas. With respect to obtain-
ing competitive quotations or bids, ministries must
comply with the following purchasing thresholds:

e Up to $5,000—one telephone quote;

e $5,000 to $24,999—three telephone quotes;

e $25,000 to $99,000
e goods—advertisement for bids, no mini-

mum number of bids; and
e services—invitation to tender or proposal,
minimum three bids.

e Over $100,000—advertisement tender/
proposal on MERX, the national electronic-
tendering service.

We found that one of the four Societies we vis-
ited had no purchasing policies or procedures at all,
while the remaining three operated under a variety
of policies, as noted in Figure 3.

We also found that, for most of the Society pur-
chases we reviewed, including several significant-
dollar purchases, Societies did not comply with
their own purchasing polices and procedures. In
one instance, the same Society spent over $100,000
on computer leases and another approximately

Children’s Aid Societies “

$100,000 on building renovations, without there
being any evidence that the Society had solicited
requests for proposals or followed any other com-
petitive process. As a result, there was no assurance
that these expenditures represented the best value
for money spent or that all vendors were treated
equitably.

RECOMMENDATION 1

To help ensure that expenditures represent
value for money spent while promoting fair
dealings with vendors, Children’s Aid Societies
should:

e establish prudent requirements for the com-
petitive acquisition of goods and services;
and

e adhere to those requirements, unless they
can document adequate reasons for doing
otherwise.

Professional Services

Societies generally acquire services of professionals,
including lawyers, psychologists, psychiatrists, and
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interpreters, from selected individuals or firms. Our

review of these arrangements found that in the vast
majority of cases:
e there was no indication as to how a particular
individual or firm was selected;
e there was no attempt to establish or period-
ically evaluate the qualifications of individuals
or firms providing services; and

Figure 3: Purchasing Policies at Three Children’s Aid Societies

Source of data: Individual Children’s Aid Societies

Society #1
under $5,000—no quotes

$5,000 to $25,000—three written
quotes

over $25,000—request for tenders

Society #2

under $1,500—no quotes

$1,500 to $7,500—two verbal quotes
$7,500 to $15,000—three verbal quotes

over $15,000—three written quotes

Society #3
any purchase of supplies—three verbal quotes

equipment, furniture & any vehicle
purchases—three written quotes

any purchase of services—open tender
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e there was no written agreement detailing
either the condition under which services
were to be provided or the determination of
amounts to be billed and paid.

We also reviewed a number of invoices for pro-
fessional services and found that they lacked suffi-
cient detail to ensure that billings were reasonable
and appropriate, or even that services had actual-
ly been delivered. In many cases, for example, the
amounts billed consisted of a monthly total, with-
out any detail about the cases on which the ven-
dor worked or the number of hours billed. We
noted one instance where a legal firm received an
annual retainer of $160,000 without providing an
indication of the amount of service actually being
provided each year, which makes it difficult to peri-
odically assess the reasonableness of the annual
retainer.

RECOMMENDATION 2

In order to promote value for money spent in
the purchase of professional services, Children’s
Aid Societies should:

e document the basis on which professional
firms or individuals were selected and why the
fees were commensurate with the qualifica-
tions of those firms or individuals;

e enter into formal written agreements detail-
ing the conditions under which services are
to be provided and paid for, and periodically
evaluate results achieved; and

e ensure that invoices contain sufficient detail
to assess the appropriateness and reasonable-
ness of amounts billed.

Travel Expenses

Vehicles Leased or Owned by Societies
Although three of the four Societies we visited had
only a few owned or leased vehicles, the fourth had
an extensive fleet of approximately 50 vehicles. A

few were assigned to senior management staff for
their exclusive use, some were available to staff
of Society-owned group homes and property-
management personnel, and others were in a pool
shared by front-line workers.

Our comments and concerns with respect to the
use of these vehicles are as follows:

e Senior management staff received high-end
luxury vehicles, including two SUVs worth
$53,000 and $59,000. The cost of these vehicles
was significantly higher than, for example,
the maximum allowance of $30,000 set by
the Province of Ontario for Deputy Ministers’
vehicles.

e With few exceptions, no travel logs were
maintained for any vehicles, making it impos-
sible for the Society to effectively monitor and
control their use, or for us to assess the pur-
pose and extent of use.

e Our review of expenditures incurred on indi-
vidual gasoline cards assigned to each vehicle
found that, based on fuel purchases, almost
half the vehicles logged fewer than 10,000
kilometres per year, with some below 4,000
kilometres per year. This level of usage is sig-
nificantly lower than the Ministry of Trans-
portation’s threshold of 22,000 kilometres per
year, below which it is not economical for a
government ministry to lease or own a vehicle.

e Inone instance, an individual had a Society-
owned vehicle while at the same time receiv-
ing a tax-free vehicle allowance of $600 per
month from the Society for use of his personal
vehicle.

We also noted that the Society performed no
review or analysis to determine the number of
vehicles it actually needs, or the cost-effectiveness
of other forms of transportation.

RECOMMENDATION 3

In order to help ensure that vehicles are owned
or leased only when necessary, and that trans-



portation requirements are acquired economic-
ally, those Children’s Aid Societies that have
vehicles should:

e analyze their transportation requirements
and ensure that the number of vehicles
they own or lease is justified based on those
requirements;

e reassess the appropriateness of acquiring
high-end luxury vehicles; and

e maintain logs for all vehicles to effectively
control and monitor their use.

Use of Society Credit Cards
In general, corporate credit cards at the four Soci-
eties we visited were held by senior management
staff while gasoline credit cards were assigned to
individual vehicles. Card issuers billed Societies
monthly, and Societies paid them directly.

In order to ensure that items billed and paid for
are legitimate, and that amounts paid are accurate
and in compliance with their spending limits, Soci-
eties would be expected to review and reconcile
monthly billings with detailed supporting receipts
before making payments.

Our review of a sample of payments to credit-
card companies found that at three of the four Soci-
eties we visited, most of the detailed supporting
receipts were appropriately attached to the monthly
statements and supported the amounts paid. Our
review of the detailed receipts found no unusual
items (other than those noted below relating to
international travel).

At the fourth Society, however, detailed receipts
were missing in the majority of cases, and in almost
all cases for meals and entertainment expenses.
Our review of a sample of items billed and paid for
noted some that seemed excessive or otherwise
questionable, in the absence of adequate documen-
tation. For example:

Children’s Aid Societies “

e Numerous expenditures of hundreds of dol-
lars at a time were made at high-end restau-
rants, but the purpose and reasonableness
of these could not be determined. We under-
stand that many of these meals were for Soci-
ety staff only and significantly exceeded the
established meal allowance.

e A number of substantial payments were made
for vehicle maintenance and repairs, but with
no indication as to which vehicles were ser-
viced or what service they received.

e The Society paid on behalf of a senior execu-
tive for an annual gym membership worth
$2,000, along with quarterly personal trainer
fees of $650. Neither expense was recorded as
a taxable benefit to the employee.

e Several car washes were purchased at $150
each.

We also found that there is no policy regard-

ing international travel, or the supervisory level at
which such travel must be approved. In the absence
of a clear policy, we noted a number of instances
where Societies paid for international travel that

in our view was questionable. For example, a sen-
ior staff member of one Society attended an inter-
national conference in Beijing, China, that was
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unrelated to his duties or society business. At the
same Society, an Executive Assistant travelled with
the Executive Director to a conference in Buenos
Aires, Argentina.

We also found a number of instances at three
of the four Societies we visited where payments
were made to fly children and, occasionally, an
accompanying caseworker, for visits or repatriation
with their biological families. While the circum-
stances may justify this in some instances, more
formal guidance is needed in this area. For example,
we noted a number of instances where Societies
bought return tickets for children to visit fam-
ily in the Caribbean. In other examples, a Society
paid $1,700 for a seven-day all-inclusive trip to a
resort in St. Martin and $4,000 for a one-week trip
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to St. Lucia for a caseworker to accompany a child
who was returning to its biological family.

RECOMMENDATION 4

In order to ensure that payments made for
credit-card purchases are legitimate and reason-
able in the circumstances, Children’s Aid Soci-
eties should:

e obtain sufficiently detailed receipts neces-
sary to establish the appropriateness and
reasonableness of items purchased, and the
amounts billed and to be paid, and recon-
cile these receipts with the credit-card com-
panies’ monthly statements;

e ensure that all amounts paid are reasonable
and for valid business purposes; and

e develop a policy regarding out-of-country
travel that clearly indicates under which cir-
cumstances such travel is permissible, and
sets out reasonable fare guidelines.

Reimbursements for Use of Personal Vehicles
Society employees, volunteers, and foster parents
usually get monthly reimbursements for the use of
personal vehicles for such work-related purposes
as investigations, home visits, and travel to vari-
ous appointments. At the four Societies we visited,
the reimbursement rate varied between $0.30 and
$0.40 per kilometre. Our review of a sample of
monthly claims paid out by Societies noted the
following:

e The reason for mileage claims was often not
documented, making it impossible to deter-
mine whether the kilometres claimed were
actually work-related.

e Travel-claim forms often contained no start
or end points for the trips claimed, making
it impossible for supervisors approving the
claim to determine the reasonableness of the
number of kilometres claimed.

e In cases where start and end points were pro-
vided, the number of kilometres claimed often
varied significantly for the same trip, or were
vastly different from distances indicated on
Internet mapping programs. For example:

o In one case, claims for travel between the
same identified locations varied between
17 kilometres and 89 kilometres.

o The amount claimed for one trip was 438
kilometres while an Internet mapping
program put the actual mileage at 346
kilometres.

RECOMMENDATION 5

In order to help ensure that amounts reim-
bursed for the use of personal vehicles are
reasonable and work-related, Children’s Aid
Societies should:

e require the purpose of each trip be docu-
mented, and ensure that all claim forms
indicate start and end points for the trips
claimed; and

e ensure that kilometres claimed for longer
trips are reasonable relative to distances
indicated by Internet mapping programs,
unless otherwise explained.

Residential Care Costs

Societies pay per diems for various types of residen-
tial care, including:

e care provided by Outside Purchased Institu-
tions (OPIs), which are private organizations
that negotiate with the Ministry as to what
services they will provide and what the per
diem rate for those services will be;

e care provided by society-operated group
homes; and

e care provided by society-operated foster-
family homes.



Societies receive funding from the Ministry to
pay these per diem costs, which cover basic residen-
tial costs along with any necessary additional ser-
vices. As mentioned above, the per diem rate for OPI
residential care is negotiated by the Ministry and
the OPI; in contrast, per diem amounts for society-
operated group homes and foster-family homes are
established by the Societies themselves.

In the 2004/05 fiscal year, residential-care costs,
including society-operated facilities and services,
totalled approximately $652 million, or 54% of
total society expenditures. The cost of placing chil-
dren in the various types of residential care varied
significantly between the Societies we visited, as
shown in Figure 4. As well, the type of care pro-
vided varied, depending on the placement option
selected. Placements ranged, for example, from
basic residential to highly specialized care, depend-
ing on a child’s need.

Placement Decisions
Given the significant differences in services and
costs for the various placement options, it is essen-
tial that Societies assess and document the needs of
each child and the appropriateness of each place-
ment. However, our review of any available docu-
mentation supporting a sample of placements at
the Societies we visited found that the documenta-
tion was insufficient to enable an assessment of the
appropriateness and reasonableness of those place-
ments for several reasons.

First, when the Ministry enters into service
agreements with OPIs, the only details about these
agreements it provides to Societies are the number
of spaces available and the per diem rates. The Min-
istry cannot provide additional details because, as
noted in our audit of the Child Welfare Services
Program (see Section 3.01), these agreements are
usually negotiated verbally at face-to-face meet-
ings and later set out in brief letters of confirmation
that do not provide sufficient detail and are not pro-
vided to Societies.

Children’s Aid Societies

Figure 4: Per Diem Rates for Residential Care
Source of data: Individual Children’s Aid Societies

Type of Care Low(S)  High(S)
foster care—regular 26 1
foster care—specialized 29 53
foster care—treatment 40 70
Society-operated group home 180 416
Outside Purchased Institution— 7 449
foster care

Outside Purchased Institution— 82 739

group home

In addition, processes for making placement
decisions varied significantly across the Societies
we visited. Some were made on the recommenda-
tion of a placement committee and others on the
recommendation of the child’s caseworker. In nei-
ther case was any documentation maintained to
support the decisions.

We also noted that under the Ministry’s current
funding model for Children’s Aid Societies, there is
no incentive for Societies to place children in a set-
ting that will most economically meet their needs.
For example, we noted one case where a Society
placed an infant with no special needs in an OPI
foster home at the rate of $120 per day—and kept
the child there for four years at a cost of $44,000 a
year—without periodically assessing the cost-
effectiveness of the placement against the specific
needs of the child.

RECOMMENDATION 6

In order to help ensure that children are appro-
priately and economically placed, Children’s Aid
Societies should:

e obtain from the Ministry of Children and
Youth Services detailed information on the
specific services covered by the per diem
rates in the contracts with outside purchased
institutions and on whether any other ser-
vices are available; and
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e formally document the basis and factors on
which placement decisions are made.

Special Rate Agreements
In many cases, Societies are asked by Outside
Purchased Institutions to enter into Special Rate
Agreements for additional services beyond those
included in the basic per diem rates negotiated with
the Ministry. In most cases, these agreements cover
the cost of providing one-on-one personal services
at prices that typically average several hundred dol-
lars per day.

Our concerns with respect to these agreements

are as follows:

e At two of the four Societies we visited, there
were no written agreements in place detail-
ing the additional services to be provided in
return for the Special Rate Agreements, or any
documented assessment of why the additional
services were deemed necessary.

e There were no written procedures in place
requiring periodic visits to the institution to
verify and document that the agreed-upon
additional services were being received. Some
society staff acknowledged our concern that,
without any such follow-up, it was difficult to
ensure whether these services were actually
delivered. One Society told us of an instance
where a visit to an Outside Purchased Institu-
tion revealed fewer care providers on the job
than the contracted-for number. The Society
subsequently stopped using that institution.

RECOMMENDATION 7

In order to ensure that Children’s Aid Societies
enter into Special Rate Agreements only when
necessary, and that contracted-for services are
reasonably priced and actually received, Chil-
dren’s Aid Societies should:

e periodically assess and document the need
for additional services over and above those
provided for under the Ministry-negotiated
per diem rate;

® enter into written agreements spelling out
what additional services are to be provided,
and at what cost; and

e periodically visit the institution providing
the services to verify and document that they
actually receive the additional services for
which they pay.

CASE MANAGEMENT AND QUALITY OF
SERVICE

Although all front-line Child Welfare Services are
provided by Children’s Aid Societies, the Ministry
continues to be responsible under the Child and
Family Services Act for establishing minimum ser-
vice standards and for program service delivery.

Many of the Ministry’s current standards for
Child Welfare Services are either legislated or have
been incorporated into the Ontario Risk Assess-
ment Model (ORAM), first published by the Min-
istry in 1998, and revised and implemented in
2000. ORAM, which Societies must use, prescribes
a number of mandatory service requirements with
respect to both the Intake/Investigation Process,
and the Ongoing Service Delivery.

Intake/Investigation Process

Within 24 hours of receiving a referral for a child
potentially in need of protection, a Society must
complete the Eligibility Spectrum, a component of
ORAM based on information provided in the refer-
ral. The Eligibility Spectrum consists of five sections
and related assessment scales, as detailed in
Figure 5.

Also within 24 hours of referral, the Society
must check for any previous referrals involving that



family by verifying its own records and consulting
the province’s Fast Track database of all Children’s
Aid Society records. If it deems it necessary, the
Society must also check the Ontario Child Abuse
Register within three days for any previous history
with the involved parties. This is important because
previous referrals, as opposed to first-time referrals,
are one factor taken into consideration in assessing
the level of severity of the referral.

Based on the above requirements, a referral
whose level of severity is assessed as “minimal” or
“not severe” is ineligible for service and the file is
closed.

Referrals assessed as “moderately severe”
require the child be seen within seven days. The
Society must also at that time conduct an assess-
ment of the child’s immediate safety, and document
that assessment within 24 hours. In most cases,
the full investigation, including a risk assessment
regarding the likelihood of future abuse or neglect
requiring ongoing protective services, must be com-
pleted within 30 days of the original referral.

Children’s Aid Societies “

Referrals assessed as “extremely severe” require
the child be seen within 12 hours of the assessment.
At the caseworker’s discretion, the child may be
taken into care immediately or follow the Intake/
Investigation Process for “moderately severe” cases.

Our review of a sample of case files at the four
Societies we visited found frequent instances of
non-compliance with requirements of the Intake/
Investigation Process, as detailed below:

e In approximately one of every 10 files
reviewed, the Eligibility Spectrum was com-
pleted an average of 17 days later than the
required 24 hours from the time of referral.
We noted one instance where the review was
completed 127 days late, and a couple of cases
where there was no evidence that the Eligibil-
ity Spectrum was completed at all.

e In approximately one-quarter of the files
reviewed, the check of the Fast Track data-
base was not completed within the required
24 hours. There was no evidence in half these
cases that the required checks were ever

Figure 5: Eligibility Spectrum

Source of data: Ontario Risk Assessment Model, Ministry of Children and Youth Services

Section Scale

1. physical/ . physical force and/or maltreatment
sexual harm by . cruel/inappropriate treatment
commission

. abusive sexual activity
. threat of harm

2. harm by omission . inadequate supervision

3. emotional harm
. adult conflict

4. abandonment/ . orphaned/abandoned child

separation
5. caregiver capacity
. caregiver inability to protect
. caregiver with problem
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. neglect of child’s basic physical needs

. caregiver response to child’s physical health

. caregiver response to child’s mental, emotional developmental condition

. caregiver response to child under 12 who has committed a serious act

. caregiver causes and/or caregiver response to child’s emotional harm or risk of emotional harm

. caregiver-child conflict/child behaviour
. caregiver has history of abusing/neglecting
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made, while the remainder ran an average of

three weeks late. One missed the deadline by

160 days.

In approximately one-third of the files

reviewed, children were not seen within the

required 12 hours or seven days (with most of
the files pertaining to the seven-day require-
ment). Caseworker visits were an average of
three weeks late, with one being 165 days
late. Other specific examples of deficiencies
included:

e one visit that was never made because the
worker called 19 days after the referral and
the family had by then moved away (the
caseworker subsequently notified the Soci-
ety in the child’s new city of residence);

o achild who was not seen until his aunt and
school principal called again, 12 days after
the original seven-day requirement to visit
had passed, to inform the Society that the
child had been beaten by his mother; and

o one child who was never seen even though
the case was rated above the threshold for
intervention because the caseworker was
unable to reach the family during several
attempts over a five-month period. When
the caseworker finally did reach the child’s
mother, she said everything was fine and
the file was closed on that basis.

In approximately one of five files reviewed,

Safety Assessments were late by an average of

15 days, or were never even completed.

In about half the files reviewed, the full

investigation was not completed within the

required 30 days of referral. Investigations
were completed an average of five weeks late
and, in one case, seven months after the due
date.

In about half the files reviewed, risk assess-

ments were not completed within the required

30 days of referral. In some cases, risk assess-

ments were never completed, while in others,

they were an average of 40 days late—and, in
one case, 222 days late.

As a result, there is little assurance that all refer-
rals are appropriately assessed and, if necessary,
investigated in a timely manner to ensure children
receive the service they require.

RECOMMENDATION 8

To ensure that all referrals of children poten-
tially in need are appropriately assessed and
investigated on a timely basis, and that Chil-
dren’s Aid Societies can demonstrate that they
have done so, Societies should conduct and
adequately document the Intake/Investigation
Process required under the Ontario Risk Assess-
ment Model, within the required time frames,
for all referrals.

Ongoing Protection Services

Children assessed at risk of future abuse or neglect,
and therefore in need of protection, may receive
services in one of two ways:

e different non-residential protective services
varying with the type and degree of assessed
risk, while the child continues to stay with its
biological family under the supervision of a
society caseworker; or

e placement with a foster family or in a group
home, in many cases supplemented by various
types of protective services, again under the
supervision of a society caseworker.

The Ministry’s Ontario Risk Assessment Model
establishes certain requirements that Societies must
adhere to with respect to protection services. For
example, children requiring such services while
still living with their biological family must have
a first Plan of Service completed by a caseworker
and approved by a supervisor within 60 days of
the initial referral. Eligibility reviews must then
be completed by a caseworker and approved by a



supervisor every 90 days after the initial Plan of
Service to assess the need for continued service. For
as long as it is determined that the child requires
ongoing protection, a comprehensive risk assess-
ment must also be completed, and the Plan of Ser-
vice must be updated accordingly every 180 days,
and must be approved by a supervisor.

Children taken into care and placed with a fos-
ter family or in a group home must have a detailed
needs assessment completed within 21 days. They
also require a Plan of Care completed by a case-
worker and approved by a supervisor within 30
days of coming into care. The caseworker must visit
the child at his or her placement within seven days,
and then again within 30 days of the original place-
ment. Every 90 days after the original Plan of Care
has been approved, the caseworker must visit the
child, and the Plan of Care must be reviewed and
updated accordingly.

Our review of a sample of case files at the four
Societies we visited noted a number of instances
where the requirements for ongoing protection ser-
vices were not followed:

e Initial Plans of Service must be completed
and approved within 60 days of referral, and
subsequent plans must be drafted within 180
days. We noted that 90% of cases reviewed
were not in compliance with the requirements
for either the initial or ongoing Plans of Ser-
vice and were late an average of 88 days. In a
couple of instances, we noted Plans of Service
were late by more than 400 days.

e Eighty-seven per cent of the 90-day Eligibility
reviews were not completed and approved on
time, and were an average of 72 days late.

e The comprehensive risk assessment, required
every 180 days, was not completed on time
in 73% of files reviewed, and was an average
of 77 days late. At one Society, we noted an
example where the last assessment on file was
done almost two years prior to our Vvisit.

Children’s Aid Societies

e Initial and ongoing Plans of Care for children
taken into the care of a Society must be done
within 30 days of admission, and every 90
days thereafter. In 94% of the files reviewed,
however, requirements for either the initial or
ongoing Plans of Care were not met and Plans
were done an average of 23 days late. We also
noted one instance where three Plans of Care
for one child were completed on the same day,
192 days after the first one was due.

e The requirement to visit a child in care every
90 days was not met in 60% of the cases
reviewed, and the visits were an average of 19
days late.

RECOMMENDATION 9

To ensure that all children and families get the
services they require on a timely basis, and to
ensure that Children’s Aid Societies can demon-
strate that they are properly monitoring cases,
all Societies should conduct and adequately
document the ongoing protection services pro-
cedures required under legislation and the
Ontario Risk Assessment Model.
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Quality Assurance over Case Files

The Ministry’s Ontario Risk Assessment Model also
requires Societies to perform quarterly supervisory
reviews on 10% of the cases deemed ineligible for
service, but only two of the four Societies carried
out these reviews.

One Society we visited did perform quality
assurance reviews of specific case-management
requirements under its annual Quality Assurance
Work Plan. For example, the most current work
plan included a review of all initial service-plan
documents and of the timeliness of in-care visits.
The other three Societies did not have this best
practice in place and did little to review case files.
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RECOMMENDATION 10

Children’s Aid Societies should implement
periodic quality assurance reviews of referrals
deemed ineligible for service, as well as of open
case files, to ensure compliance with Ontario
Risk Assessment Model requirements and to
assess the appropriateness of decisions being
made by front-line caseworker staff.

Extended Care and Maintenance
Agreements

Under the Child and Family Services Act, a child
ceases to be a Crown ward when he or she reaches
the age of 18 or marries. However, Children’s Aid
Societies may provide access to ongoing services,
including financial support up to $663 per month
(about $8,000 a year), to all former Crown wards
until they reach the age of 21. This ongoing support
is intended to help the young person work towards
specified individual goals that aid in the transition
to independent living.

To be eligible for Extended Care and Maintenance

Assistance, a former Crown ward must:

e sign an annual written agreement with a Chil-
dren’s Aid Society;

e work towards achieving goals specified in the
agreement, such as completion of secondary
or postsecondary education or vocational
programs, and towards meeting personal
development/improvement targets;

e maintain contact with a caseworker at inter-
vals specified in the agreement;

e have earnings from part-time employment of
less than $492 a month (youths working full-
time are ineligible), with financial assistance
reduced accordingly when earnings exceed
that amount; and

e receive no benefits under either the Family
Benefits Act or the General Welfare Assistance
Act.

Our review of a sample of Extended Care and
Maintenance Agreements noted that Children’s Aid
Societies were not adequately monitoring youths
that had entered into these agreements to ensure
the goals of the program were met. We found that:

e Although annual written agreements were
completed in most cases, deficiencies included
instances of:

e no signatures of youths to indicate they
agreed to abide by the agreement;

o missing information, such as a youth’s indi-
vidual goals or the required frequency of
contacts with the Society;

o significant gaps in time between renewals
of agreements, even though assistance con-
tinued uninterrupted; and

e no signed approvals of society Executive
Directors or designates.

e In over half the files reviewed, we found
youths not in compliance with requirements
to attend school or work part-time.

e Required monitoring or contacts between
youths and caseworkers as outlined in agree-
ments went unmet in half the files reviewed.

e In most cases where youths were employed,
Societies did not ensure that monthly employ-
ment earnings were less than $492, beyond
which financial assistance should have been
reduced. We noted that one Society required
some of its youths with Extended Care and
Maintenance Agreements to be employed full-
time, making them ineligible for assistance.

At the time of our last audit of the ministry Child
Welfare Services Program in 2000, we had similar
concerns regarding the lack of monitoring of youths
who had entered into Extended Care and Mainten-
ance Agreements.



RECOMMENDATION 11

To comply with the intent of Extended Care and
Maintenance Agreements, Children’s Aid Soci-
eties should ensure that:

e agreements are properly completed and
signed by all required parties, and include all
ministry-required goals and conditions; and

e youth are adequately monitored and
assessed for compliance with the terms of
their agreement.

Society-operated Foster Care

Children’s Aid Societies are responsible for recruit-
ing, approving, training, and monitoring all foster
parents other than those contracted through an
external agency. The Child and Family Services Act
contains some specific requirements for the recruit-
ing, approving, training, and monitoring of foster
parents. Individual Societies can also implement
other requirements contained in their internal poli-
cies and procedures.

All foster-care requirements exist to ensure that
foster parents have, and continue to have, the ne-
cessary skills and resources to provide quality care
to the children entrusted to them. Our review of
a sample of foster-parent files found that in most
cases, specific requirements for recruiting, approv-
ing, and monitoring were met and documented.
However, we did find instances where:

e there was no required police check on file;

e no assessments were made of the financial
stability, and hence the suitability, of foster
parents;

o the required agreement between the foster
parents and the Society could not be found, or
was not signed;

e the required annual evaluation of the foster
home and parents was not completed;

e required visits by resource workers to foster
homes were not made; and

Children’s Aid Societies

e foster parents did not receive the required
training.

RECOMMENDATION 12

To help ensure that foster parents have the ne-
cessary skills and resources to provide quality
care to the children entrusted to them, Chil-
dren’s Aid Societies should verify and document
adherence to the requirements for the recruit-
ing, approving, training, and monitoring of fos-
ter parents.

Outside Purchased Institutions

As noted previously, the Ministry negotiates service
agreements with all Qutside Purchased Institutions
(OPIs), and is responsible for licensing them in-
itially and on an annual basis. Once licensed, OPIs
are available to Children’s Aid Societies requiring
residential care for children.

Societies are in turn responsible for ensuring
that children they have placed in OPIs receive an
appropriate level of care. As outlined earlier, society
requirements in this regard involve visits, assess-
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ments, and completing Plans of Care for children.

Societies may also have other internal requirements
regarding the OPIs they use.

For example, three of the four Societies we vis-
ited had an internal requirement to perform annual
evaluations of the OPIs they used. However:

e Two of the three Societies with this policy did

not perform the required annual reviews.

e Although the third Society did carry out
reviews, they were often documented six to
seven months after the fact.

In light of our review of the Ministry’s OPI
licensing process, noted in our audit of the Child
Welfare Services Program (see Section 3.01), soci-
ety evaluations of OPIs would be a valuable com-
ponent of the Ministry’s annual licensing and
contracting process.
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RECOMMENDATION 13

To help ensure that children are placed in Out-
side Purchased Institutions that provide qual-
ity care and services, Children’s Aid Societies
should have policies and procedures requiring
them to perform annual evaluations of the Insti-
tutions used, and they should comply with these
policies. In addition, Societies should provide
the Ministry with copies of the annual evalua-
tions for consideration during the licensing and
contracting process.

Human Resources Management

With regards to human resources and staffing,
Children’s Aid Societies have developed internal
policies and procedures that specify operational
requirements. We reviewed the following areas for
compliance with Ministry expectations and internal
society policies and procedures:

Caseloads

Ministry funding to Children’s Aid Societies is no
longer based on ministry-established caseworker/
caseload benchmarks, as was the case prior to April
1, 2003. However, these earlier benchmarks are
currently the only information available to help
Societies assess the workload of their caseworkers.
The Ministry’s previous caseload benchmarks are as
illustrated in Figure 6.

We found that, in general, the Societies we vis-
ited tracked caseworker caseloads and, in most

Figure 6: Caseload Benchmarks
Source of data: Ministry of Children and Youth Services

Case Type Cases Per Month

intake services 14
family services 17
child in care services 21

foster homes 30

cases, were meeting, or were close to meeting, the
old ministry benchmarks. However, one Society
tracked caseloads only on an overall basis rather
than by the case types outlined above. As a result,
the wide variations in the ministry benchmarks
make it difficult to determine whether this Society
has reasonable caseloads based on the information
it is currently collecting. We also note that, given
the increasing complexity of caseloads, the previous
ministry benchmarks may no longer be appropriate.

RECOMMENDATION 14

Children’s Aid Societies should:

e establish reasonable caseload benchmarks
for their caseworkers; and

e collect information on caseworker caseloads
in a format that allows comparison to estab-
lished benchmarks in order to determine
whether current Society caseloads are
appropriate.

Time Accounting

Approximately 40% of Societies’ expenditures are
for staff salaries and related benefits. Society staff
provide residential care and services at society-
operated facilities, non-residential programming
and support, and administrative services. Many
staff are caseworkers operating independently,
sometimes after normal business hours and fre-
quently away from the Societies’ main offices.

Given the nature of the work performed by
many Society staff, it is our view that an adequate
time-accounting system is essential to properly
monitor and manage caseworker time. For ex-
ample, information about time spent on direct-
service delivery and the client served, travel, train-
ing, and administration is essential to assess the
adequacy of staffing levels and the effectiveness of
staff deployment relative to caseloads.



None of the four Societies we visited had a time-
accounting system in place for their caseworkers.
Time reporting was limited either to logging daily
absences or to reporting whether staff were on the
job or away. As a result, Societies were unable to
monitor, for example, the time their caseworkers
spent on direct-service delivery, which may have
contributed to the service-delivery deficiencies
noted earlier in this report.

RECOMMENDATION 15

In order to ensure that staff time is properly
monitored and accounted for, Children’s Aid
Societies should institute a time-accounting sys-
tem to track how their caseworkers use their
time.

After-hours Program
The need for Child Welfare Services may occur at
any time during the day or night, so most Children’s
Aid Societies have established after-hours programs
to deal with requests for service after normal busi-
ness hours. In general, Societies either put their
own daytime staff on after-hours shifts, or they hire
contract staff for caseworker and supervisory pos-
itions. Staff is assigned on an on-call basis for the
duration of the after-hours shift, which usually cov-
ers the periods from 5:00 p.m. to 9:00 a.m. Monday
to Friday, and 24 hours on weekends.

We noted the following concerns regarding the

after-hours programs at the Societies we visited:

e At three of the four Societies, there was in-
sufficient documentation of activities for this
program. Societies did not track the number
of hours worked by staff or the volume of calls
per shift, and thus did not have an accurate
picture of utilization of on-call staff.

e One Society launched a review of the utiliza-
tion of after-hours staff. Our analysis of that
data revealed that after-hours staff was under-

Children’s Aid Societies

utilized. After-hours staff were paid based on
a minimum number of hours, whether they
actually worked those hours or not, and they
got overtime pay for any hours above the
minimum. We found that for 70% of the after-
hours work periods reviewed during a four-
month period, some employees worked less
than the minimum number of hours for which
they were paid, while others incurred over-
time—all on the same shift.

e Scheduling of after-hours staff was not based
on any documented analysis of need or spe-
cific call volumes at any of the Societies we vis-
ited. This analysis is necessary to ensure that
staff are efficiently deployed and that there is
adequate staffing coverage for the program. In
one Society, our review of incoming calls over
a three-month perod indicated that the highest
volume was received on Tuesdays but staffing
was highest on Fridays and Saturdays.

RECOMMENDATION 16

In order to properly allocate after-hours staff
based on call volume, and to determine optimal
staffing levels, Children’s Aid Societies should
have systems in place to monitor and analyze
after-hours call volumes and the utilization of
staff, and then assign staff accordingly.

Staff Qualifications and Requirements
Most Societies have internal policies with specific
requirements regarding the suitability of candi-
dates being considered for vacant positions. These
requirements include reference and qualification
checks, verification of résumés, and police or crim-
inal record checks. In addition, after a candidate
has been hired, there are other internal require-
ments to check the new employee’s performance on
a periodic basis through performance evaluations.
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In general, our review of personnel files at the
Societies we visited found compliance with inter-
nal policies regarding procedures to be completed
for hiring new staff and ongoing performance
management, with the following exceptions:

e In 20% of the files reviewed there was no evi-
dence that the required reference checks were
conducted.

e Twelve per cent of personnel files were miss-
ing documentation to establish that qualifica-
tions of the individual had been verified.

e In 15% of files, there was no evidence that the
required performance appraisals had been
completed.

RECOMMENDATION 17

Children’s Aid Societies should have super-
visory personnel perform spot checks to ensure
compliance with internal policies regarding hir-
ing practices and the ongoing management of
employee performance.

Other Human Resource Issues
Our review of the human resource area uncovered
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the following additional issues at the Societies we
visited:

e One Society paid bonuses to two senior staff
members for each of the years we reviewed
without any contracts or policies in place to
allow these payments. One bonus amounted
to 5% of salary and the other about 8%.

e At another Society, a caseworker who fell
behind on her paperwork, in part because of
her questionable competency and a lack of
supervision, was allowed to catch up by work-
ing 800 hours of overtime in a six-month
period, collecting $21,000 over and above her
regular pay.

e At one Society, a senior staff member was paid
more than $12,000 for unused vacation days.

Society policy does not allow for this type of
payout unless the person leaves the Society.

e The same Society’s management team of eight
people was paid more than $14,000 for con-
tract negotiations with its union, without any
documentation to support how that amount
was determined.

RECOMMENDATION 18

Children’s Aid Societies should ensure that addi-
tional remuneration paid to employees over

and above their regular salary is in compliance
with established policies and approved by sen-
ior management and the Board of Directors as
appropriate.

Complaints

Under the Child and Family Services Act, Children’s
Aid Societies are required to establish written pro-
cedures for hearing, and dealing with, complaints
from anyone who has sought or received services
from the Society. These procedures must include
an opportunity for the complainant to be heard at
appropriate levels of society management up to the
Board of Directors. In the event the complainant is
dissatisfied with the Board’s response, the complain-
ant can have the matter reviewed by the Ministry.
Other specific aspects of the procedures and time
requirements vary from Society to Society.

During a review of the complaints policies and
procedures at the Societies we visited, and the
review of specific complaints received, we noted the
following concerns:

e More than 60% of the files were missing the
documentation required to complete the com-
plaints process. In many instances, we were
unable to determine whether society policy
was followed or whether specific timelines
were met due to the missing information.



e In more than 35% of the files reviewed, the
specific timelines in society policies regarding
the complaints process were not met. Examples
of areas where specified timelines were not
met were as follows:

e Complaints were not responded to within
the time specified.

e Investigations into complaints were either
not initiated or completed on time.

e Outcome letters with responses were not
sent as required to the complainants.

e In addition, although timelines for holding
meetings requested with Directors or Exec-
utive Directors during the complaints process
were not specified in policies, in our opinion
such meetings were not held in a reasonable
time frame in over 10% of the cases reviewed.
They were held on average 33 days after
being requested, and, in a few instances, the
requested meetings were not held at all. The
lack of a time requirement in this area can
substantially lengthen the complaints process.

Also, two of the Societies we visited did not have

a tracking system in place to record complaints
received so we were unable to determine whether
the information provided to us was complete. As
such, we could only examine the information that
they provided us regarding complaints received.

RECOMMENDATION 19

In order to help ensure that complaints get

timely and appropriate attention and resolution

as required under the Child and Family Services
Act, Children’s Aid Societies should:

e ensure that internal policies and time
requirements are adequate and complied
with; and

e maintain adequate records in order to prop-
erly track all complaints received, along with
their resolution.

Children’s Aid Societies

Serious Occurrences

All Child Welfare Service providers are required by
Ministry policy to report any serious occurrences
involving children in their care to the Ministry
within 24 hours of the incident, with a written follow-
up within seven days of the occurrence detailing
corrective action taken. Examples of serious occur-
rences that would require this reporting are:

e death, serious injury, or allegations of mis-

treatment of a child in care;

e complaints made by or about a client that are

considered serious in nature;

e disasters such as fire on the premises where a

service is provided; and

e situations where a client is missing.

We examined the Serious Occurrence report-
ing process at the Societies we visited and found
that 75% of the files we reviewed were not in com-
pliance with the required Ministry policy and pro-
cedures. Issues included failure to meet timing
requirements and a lack of documentation on the
follow-up action taken as a result of the incident.

We noted similar concerns in our 2000 audit of
the ministry Child Welfare Services Program.

RECOMMENDATION 20

All Children’s Aid Societies should:

e comply with ministry requirements to ensure
all serious occurrences are reported to the
Ministry in a timely fashion; and

e ensure the required follow-up action is taken
and documented for the protection of all par-
ties involved.
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The audit examined practices at four of
Ontario’s 53 Children’s Aid Societies. This
response consolidates their views and those of
the Ontario Association of Children’s Aid Soci-
eties (OACAS).

The Children’s Aid Societies welcome the
Auditor’s recommendations with respect to both
financial- and human-resource management
practices at the four Societies in question,
and policies and procedures relating to case
management and the quality of service. The
Societies will have acted or begun to act on
the issues raised in the audit by year-end.

While it is reasonable to add new poli-
cies and procedures to ensure greater value
for money, it is important to understand that
the child welfare sector is already both highly
regulated and severely stretched for resources.
Accordingly, adding new requirements without
appropriate flexibility and eventual streamlining
of the regulatory burden can have a very real
cost in terms of service to the vulnerable popu-
lations that we serve. Although recent increases
in ministry funding have enabled critical invest-
ments in the long-term capacity of the sector, a
direct correlation between new resources and
the number of families served should not be
expected.

Since the care of children is the top manage-
ment priority of every Society, we are pleased
to note the Auditor’s finding that, in most
instances, Societies were meeting and docu-
menting specific requirements to ensure that
foster parents have the necessary skills and
resources to provide quality care for children.
We are also pleased that the Auditor’s review
of personnel files indicated that the Societies
were generally complying with established pro-
cedures for hiring new staff and managing their
performance.

. SUMMARY OF RESPONSES BY CHILDREN’S AID SOCIETIES

The Auditor also made recommendations
to address a number of concerns noted in the
audit. Before outlining our response to each rec-
ommendation, we note by way of context that
the child welfare system, despite significant
expansion and increase in resources, still strug-
gles to:

e keep up with its caseload;

e recruit and retain skilled staff (including
senior managers, who are usually compen-
sated less than they would be by other poten-
tial employers);

e improve its financial- and human-resource
management practices; and

e strike the right balance between the lowest-
cost solution and the most effective solution
while caring for vulnerable children.

In short, while the four Societies in ques-
tion—and the OACAS—are committed to acting
on the issues raised in the audit, it is important
to recognize that some of the identified chal-
lenges are systemic and cannot be remedied
fully by more effort on the part of the Societies.
For instance, fully addressing several of the rec-
ommendations would require investment in up-
to-date, integrated technology that is common
to all Societies and accessible by workers when
they are out of the office.

With continued improvement in both
resources and management systems and poli-
cies, Ontario’s Children’s Aid Societies can con-
tinue to become more effective in protecting the
province’s most vulnerable children.

Recommendation 1

The Societies agree with this recommendation
and have begun the process of developing and
updating procurement policies. They note, how-
ever, that, while the Auditor General used min-
istry policies and procedures for procurement
as benchmarks in some areas, Societies have not



received a directive to use these policies. If Soci-
eties and other transfer-payment agencies in all
ministries are required to adhere to public-
sector procurement policies, a directive should
be issued by government to ensure standardized
practice.

Recommendation 2

The Societies agree with this recommendation.
They have taken steps to ensure that suppli-
ers provide sufficient detail in invoices so that
services billed can be reconciled with services
received. This applies to lawyers, translators,
doctors, and psychological and capacity
assessors/counsellors.

Recommendation 3

The Societies agree and are developing logging
systems. One Society is reviewing the size of
its fleet and is making changes given that office
consolidation has changed the requirements of
fleet size.

Recommendation 4

The Societies agree. They have taken steps to
ensure that hard-copy documents such as ori-
ginal receipts accompany explanatory emails
regarding credit-card expenses (auditors would
not accept email documentation). One Society
is creating additional policy for business lunches
and dinners and hospitality costs. Policies for
international travel to repatriate children or to
facilitate family visits are under review. Societies
will ensure that costs are assessed on a case-by-
case basis and have processes in place where
senior staff will approve out-of-country travel in
these situations. Policies for international travel
to attend conferences and other professional
development events are under development.

Recommendation 5

The Societies agree. They are changing policies
to require more detail on mileage claims, such
as exact travel destinations. Some Societies have

Children’s Aid Societies

implemented policies for spot audits of mileage
claims and reconciliation with Internet mapping
systems, while other Societies are looking at dif-
ferent solutions that fit their local needs.

Recommendation 6

The Societies agree and look forward to receiv-
ing detailed information from the Ministry of
Children and Youth Services. Societies are also
working on a Shared Service/Supply Chain
management proposal that would ensure that
standards are adhered to by approved per diem
providers.

An important caveat is that Societies must
sometimes place children into expensive per
diem facilities when there is no society-
operated foster home available. Placement deci-
sions are complex, and a Society often must
choose a more costly placement that will serve
the child better. And while a more cost-effective
solution may present itself later, any change
must be weighed carefully in light of the poten-
tial trauma involved in moving the child.

Recommendation 7
The Societies agree. One Society has already
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implemented new requirements that per diem
facilities provide the name of the worker and the
hours worked during the Special Rate Agree-
ment. Society workers do visit children in per
diem facilities at a minimum of once every three
months. One Society has a dedicated worker
whose job is to be the liaison/quality assurance
monitor of external placements. A shared ser-
vices model of monitoring per diem providers
would provide standardized business practices
for agreements and monitoring.

Recommendation 8

The Societies agree. Timely responses are
required if children are to be protected. Some-
times this is impossible because the volume

of calls is in excess of available resources, and
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naturally the urgent calls requiring 12-hour
responses take precedence. At other times,
investigations cannot be completed because
the family cannot be located. The OACAS has
consistently recommended that 60 days are
required for completion of most investigation
requirements.

Recommendation 9

The Societies agree. This is a resource issue, and
these are documentation gaps rather than ser-
vice gaps in our view. One challenge in imple-
menting this recommendation is adhering to
documentation requirements, which are often a
lower priority than service requirements.

Recommendation 10

More consultation and discussion are required.
All Societies that were reviewed indicated that
ministry regional offices had instructed them to
stop quality assurance reviews. Societies, in con-
sultation with the Ministry, will consider how to
implement spot checks and other processes to
ensure compliance.

Recommendation 11

The Societies agree and are reviewing supports
to youth on Extended Care and Maintenance
Agreements and youth leaving care. Ministry
policies relating to these agreements also need
to be reviewed and updated.

Recommendation 12

The Societies agree and will review practices
and update policies to ensure that all require-
ments are met. The Societies have already
implemented the requirement for police checks
on new foster parents.

Recommendation 13

The Societies agree. Many Outside Purchased
Institutions provide excellent service. The four
Societies audited would prefer that annual eval-
uations be shared across all Societies so that

operators who do not adhere to established
standards are not used for placements by any
Society. Societies are currently developing a
business model for a Shared Services/Supply-
chain-management approach that could assist
with this process. The Ministry has conducted a
review of residential services. Results of this res-
idential review are not yet available.

Recommendation 14

The Societies agree. Human-resource manage-
ment has been a key area of advocacy for the
OACAS, because previous workload studies have
shown that caseload funding benchmarks were
inadequate.

Recommendation 15

This recommendation will be considered care-
fully. Time-accounting systems are generally
not part of best practices in social work. The
Societies maintain that workers do not work
independently; they may work alone, but never
independently of supervision. Sign-out systems
are used extensively. Other systems to track
time will be explored.

Recommendation 16

The Societies indicated that after-hours ser-
vices have been reviewed and adjustments to
schedules are now made regularly to respond to
demand.

Recommendation 17

The Societies agree. Society policies are under
review and compliance monitoring of staff qual-
ifications has been implemented.

Recommendation 18

The Societies agree. The incidents reported in
this section are rare because most Societies are
highly unionized and therefore have rigid salary
policies. Policies have been developed for board
approval of bonuses based on performance. The



Societies have also reviewed their policies for
monitoring overtime and recording of overtime.

Recommendation 19

The Societies agree. Practices for handling client
complaints have varied. New proposed provin-
cial legislation includes extensive amendments
dealing with client complaints. In the future,

the Child and Family Services Review Board will
have final jurisdiction over client complaints.
There will be provincial regulations and direc-
tives to deal with time frames. At this writing,
these regulations were due for release in fall
2006.

Recommendation 20
The Societies agree. See our comments under
Recommendation 19.

Children’s Aid Societies “
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Background

Ontario’s 24 community colleges are governed by
the Ontario Colleges of Applied Arts and Technology
Act, 2002 (Act). According to the Act, colleges are
to offer a comprehensive program of career-
oriented, post-secondary education and training to
assist individuals in finding and keeping employ-
ment, to meet the needs of employers and the
changing work environment, and to support the
economic and social development of their local
communities.

According to the Association of Colleges of
Applied Arts and Technology of Ontario (ACAATO),
colleges employ 17,000 academic staff and 16,800
other employees. Enrolment data from the Ministry
of Training, Colleges and Universities (Ministry)
indicate that 215,000 full- and part-time students
are enrolled in community colleges.

Total college expenditures have increased from
$1.8 billion in 2001 to $2.3 billion in the 2004/05
fiscal year, or 32%. Enrolment increased from
199,000 to 215,000, or 8%, over the same period.
Funding from ministry grants and student tuition
has grown in line with expenditures during the
2001-05 period.

Community Colleges—
Acquisition of Goods and
Services

Audit Objective and Scope

This was the first value-for-money (VFM) audit con-
ducted in the community college sector, enabled
by an expansion of the mandate of the Office of the
Auditor General of Ontario effective April 1, 2005.
The expansion allows us to conduct VFM audits

of institutions in the broader public sector such as
community colleges (this audit), Children’s Aid
Societies (see Section 3.02), hospitals (see sections
3.05 and 3.06), and school boards (see Section
3.11). We chose to examine purchasing practices
as a means to gain a broad exposure to, and under-
standing of, overall college expenditures and oper-
ations, which will assist our Office in selecting and
planning future audits in the community college
system.

Our audit objective was to assess whether the
purchasing policies and procedures in place at
selected colleges were adequate to ensure that
goods and services were acquired economically.

Our audit focused on a broad range of expendi-
tures but did not include employee compensation
and benefits, student assistance, purchases made by
ancillary operations (for example, bookstores, food
services, and student residences), or the costs of
acquiring college facilities. As shown in Figure 1, of



Community Colleges—Acquisition of Goods and Services m

Figure 1: College Expenditures, 2004,/05 ($ million)

Source of data: Ministry of Training, Colleges and Universities

contract services and other ($162)
instructional — non-salary ($61)

utilities, building maintenance,
and security ($141)

office and general ($225)

amortization of
capital assets* ($162)

other ($77)
cost of sales—ancillary operations ($65)
scholarships and student assistance ($70)

* includes buildings and structures, which were outside the scope of this audit

the $2.3 billion spent by colleges in 2004/05, $751
million was spent in areas covered by this audit,
while about 87% of the expenditures outside the
scope of our audit related to compensation and ben-
efits to staff.

Our on-site audit work covered the purchasing
policies and procedures at four colleges: Conestoga,
Confederation, George Brown, and Mohawk. At
each of the four colleges, we selected a sample
of purchases for review. The processes to be fol-
lowed for each of these purchases varied based on
each college’s established policies but generally
depended on the value of the purchase. In addition,
we compared the purchasing policies of several
other colleges to those of the colleges we audited.

Enrolment and expenditure information for the
four colleges we audited is summarized in Figure 2.

Our audit was substantially completed in May
2006 and was conducted in accordance with pro-
fessional standards for assurance engagements,
encompassing value for money and compliance,
established by the Canadian Institute of Chartered
Accountants, and accordingly included such tests

[ total expenditures within scope of audit

[T ] total expenditures outside scope of audit

salaries, wages, and benefits ($1,368)

and procedures as we considered necessary in the
circumstances. The criteria used to conclude on our
audit objective were provided to senior manage-
ment of the colleges we audited and were related to
the systems, policies, and procedures that should be
in place and operating effectively.

We found that the purchasing policies at the col-
leges we audited were adequate to ensure that
goods and services were acquired economically and
were generally being followed. All of the colleges we
audited were participating in purchasing consortia
in order to reduce the costs of goods and services
acquired. Nevertheless, we found some areas where
procedures could be strengthened, as follows:
e Some major contracts with suppliers had

not been re-tendered for a number of years.

Therefore, colleges might not have known

whether the goods or services could be
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obtained at a better price, and other potential
suppliers did not have an opportunity to bid
on these public-sector contracts.

® Where non-purchasing personnel managed
the purchasing process—for example, for pur-
chases relating to technology products—poli-
cies and procedures were not always followed,
increasing the risk that the goods and services
purchased did not represent the best value.

e Before making major purchases in certain
areas, colleges did not always clearly define
their needs and objectives for those purchases
and therefore could not ensure that the pur-
chases met their needs in the most cost-
effective manner.

e For large purchases, the colleges normally
established committees to evaluate competing
bids. However, they had not developed
procedures for committee members to follow,
such as identifying the evaluation criteria for
the non-monetary aspects of bids (to ensure
they were appropriate and consistent). As a
result, colleges could not be assured that all
committee members ranked bids in the same
manner.

e Policies governing gifts, donations, meals, and
hospitality were neither clear nor consistently
enforced. While the individual amounts were
not significant, we noted several examples of
gifts purchased for staff, including, at one col-
lege, five gift cards worth $500 each.

Detailed Audit Observations

PURCHASING CONSORTIA

In Ontario Budget 2004—Budget Papers, the gov-
ernment identified purchasing in the broader pub-
lic sector as an area where improvements could be
made that it anticipated could result in savings of
“... hundreds of millions of dollars [that] can be
channelled back into key front-line public services.”
The BPS Supply Chain Secretariat was established
at the Ministry of Finance to promote purchasing
initiatives such as purchasing consortia at hospi-
tals, school boards, colleges, and universities. Pur-
chasing consortia are intended to achieve savings
through high-volume, group tendering for goods
and services to obtain the lower prices associ-
ated with greater volumes. Group purchasing also
reduces administrative costs, since all purchases are
managed by one organization on behalf of all mem-
bers of the group (rather than each member institu-
tion separately managing each purchase for itself).
At the time of this initiative, most of Ontario’s
community colleges were already members of pur-
chasing consortia, having partnered with other
public-sector organizations such as other colleges,
universities, school boards, hospitals, and munici-
palities in an attempt to reduce their costs. For
example, 18 of Ontario’s 24 community colleges,
including two of the colleges we audited, participate

Figure 2: The Four Colleges Audited—Enrolment and Expenditures (2004/05)

Source of data: Association of Colleges of Applied Arts and Technology of Ontario and Ministry of Training, Colleges and Universities

George Brown  Mohawk Conestoga Confederation

Enrolment (full-time-equivalent) 14,800 10,500 6,900 3,200
within scope of audit 47,440 30,632 20,586 18,556
outside scope of audit 106,036 93,130 66,841 38,832
Total expenditures ($ 000) 153,476 123,762 87,427 57,388
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in a consortium to purchase insurance. In addition,
colleges purchase library books and related materi-
als through a bibliocentre to reduce costs. According
to Ontario: A Leader in Learning. Report and Recom-
mendations, a 2005 report prepared for the Ministry
of Training, Colleges and Universities, this initia-
tive alone resulted in estimated savings of $10 mil-
lion per year. Colleges also share the results of their
group-purchasing efforts with other colleges to
assist them in their price negotiations.

All four of the colleges we audited participated
in consortia for electricity. Each college also partici-
pated in purchasing consortia for other goods and
services, such as natural gas, printing and photo-
copying, cleaning services, and paper products. We
also noted instances where colleges used the prices
obtained by consortia comprised of other colleges
to get a better price from their suppliers.

COMPETITIVE ACQUISITION PRACTICES

The policy or expectation at the colleges we audited
was for purchases to be made competitively (except
for relatively smaller-dollar sundry items). At each
college, the processes to be followed to obtain com-
petitive bids were dependent on the value of the
purchase. We found that, if followed, the competi-
tive acquisition policies, both at the colleges we
audited and at those where we reviewed the poli-
cies, would ensure a fair and open competitive
acquisition process.

At the four colleges audited, we found that the
established policies were generally followed for
most of the purchases we examined. We noted only
two significant exceptions, as follows.

First, none of the colleges we audited had poli-
cies regarding the maximum number of years that
the college may deal with a vendor without re-
tendering the contract. We noted several cases
where purchases had been made from the same
vendors for many years. As a result, colleges may
not have been in a position to know whether the

prices being paid were still reasonable, and other
potential suppliers were not given an opportunity to
bid for the business. These cases included contracts
for security services, cleaning services, electrical
work, and the ongoing purchases of furniture and
office/instructional supplies. For example, at one
college, security services, which cost $350,000 in
2005, had been purchased from the same supplier
since 1998 without re-tendering, while at another
college, furniture purchases totalling $735,000 in
2005 had been purchased from the same supplier
for a number of years, also without re-tendering.

Second, due to requirements for technical or
other expertise, certain purchases were managed
by non-purchasing personnel. We found two cases,
both from the same college, of material non-
compliance with college policies.

In the first instance, the college planned to pur-
chase significant amounts of information-technology
equipment over a three-year period for use in a new
technology centre and a laptop program for business
students. We noted the following:

e Only two vendors were invited to bid on a
three-year agreement, even though there
were several other major information-
technology vendors that could have provided
the required equipment.

e The vendor with the higher bid was awarded
the contract. The presentation made to the
Board of Governors compared prices for the
first year of the three-year agreement, and
just for this first year, the chosen vendor had
offered a one-time, $100,000 discount. Even
with this first-year discount, however, the cho-
sen vendor’s bid was still $200,000 higher
than its competitor’s bid. The price differential
in the second and third year would depend on
the amount and mix of equipment purchased
in those years.

e The college recommended this vendor to the
Board of Governors primarily because the
Information Technology Department had
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received good service from it for a number of
years. However, there was no information in
the file indicating that the other, well-known,
vendor’s reputation for service was not as
good.

In the second instance, a $225,000 contract to
develop project-management methodology was
awarded without competition on the basis of an
undocumented recommendation from a dean at a
nearby university.

RECOMMENDATION 1

To help ensure that the prices paid for major
purchases are competitive, as well as to give

all potential suppliers a fair opportunity to
obtain college business, colleges should limit
the number of years they use the same supplier
without re-tendering.

To help ensure that purchases comply with
college policies, colleges should require that pur-
chasing departments oversee major purchases
made by other departments at the college.

NEEDS IDENTIFICATION

Making economical purchases involves buying the
right goods and services, when needed, at the best
price. While the four colleges we audited had com-
petitive acquisition processes in place to ensure
that they obtained the best price, they had not
developed adequate procedures to ensure that they
always bought the most appropriate goods or ser-
vices based on well-defined needs. For example,
new computer equipment costing $8.7 million was
purchased to meet certain specifications established
by the Information Technology (IT) Department of
one college. A planning document posed a number
of questions regarding the IT strategy the college
should pursue. However, there was no documen-
tation addressing these questions or outlining the

final strategy that was agreed upon and nothing to
link the strategy to equipment specifications.

Normally, needs and objectives can be more
economically satisfied when they are well defined.
This results for two reasons. First, when needs and
objectives are well defined, vendors are able to use
their expertise to recommend the most relevant or
appropriate products or staffing levels. For example,
one bidder, when apprised of the different levels of
demand for photocopying services at different col-
lege sites, was able to lower the college’s costs by
proposing a more cost-effective equipment mix—
lower-capacity, lower-cost copiers were used at low-
demand sites. Such expertise could also be applied to
contracts for services such as cleaning and security,
if potential suppliers were informed of the purchas-
ing needs or objectives and given the opportunity to
identify the most cost-effective way of meeting them.

Second, when needs and objectives are well
defined, management is in a better position to find
new and innovative ways to improve service or
lower costs. For example, one college was able to
meet its objective of having equipment for students
to train on without having to actually purchase the
required expensive industrial equipment. Instead,
the college entered into an agreement with a manu-
facturer of such equipment whereby the manu-
facturer permitted students to use the equipment
in return for the opportunity to demonstrate the
equipment to prospective customers invited to the
college for this purpose.

Formally defining what is to be accomplished
through proposed major expenditures would also
provide colleges with a basis for:

e developing criteria to evaluate the non-

monetary aspects of competing bids; and

e subsequently determining whether the goods

or services acquired are meeting the college's
expectations/needs.
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RECOMMENDATION 2 RECOMMENDATION 3

To help ensure that objectives are achieved at
the lowest cost, colleges should specifically iden-
tify and define their needs before making signifi-
cant purchases.

EVALUATION OF BIDS

As mentioned earlier, the four colleges we audited
used tenders or requests for proposals for the
majority of their major purchases. Vendors’ pro-
posals for major purchases are often complex and
involve a number of non-monetary aspects that
must be evaluated. Normally, the colleges estab-
lished committees comprised of faculty and/or
other staff to carry out such evaluations.

However, the colleges did not establish the pro-
cedures to be followed by the evaluation commit-
tees. We noted, in the absence of such procedures
for the purchases we examined, common weak-
nesses in the committees’ procedures, including the
following:

e Committees did not identify the criteria mem-
bers were to use to evaluate the non-monetary
aspects of bids. This increases the risk of bids
being unfairly ranked as the result of inappro-
priate or inconsistent criteria being used by
different members.

e After a committee member summarized
the prices submitted by competing vendors,
there was no evidence that the summary was
checked for accuracy by another member.
Lack of such checking increases the risk of
errors and the misranking of bids going un-
detected, particularly where the bids are com-
plex or where budgetary limitations result
in only components of a bid, rather than the
entire bid, being selected. While the errors we
found were not significant, they do illustrate
the need for a verification process.

To help ensure that the best proposals are
selected when major purchases are planned, col-
leges should:

e develop procedures for evaluation commit-
tees, including a requirement that they iden-
tify the criteria to be used to evaluate the
non-monetary aspects of proposals; and

e require that the price summary be checked
by someone other than the person who pre-
pared it.

EMPLOYEE EXPENSES

At the four colleges we audited, policies governing
gifts, donations, and meal and hospitality expenses
were not clear and were essentially left to the
judgement of department heads. Insofar as such
expenses are being paid for by college funds, we
would expect that their benefit to the college and/
or its students should be demonstrable. We found
several examples of questionable expenditures on
individual expense claims and purchasing-card
summaries, such as:

e one claim for five $500 and fifty $25 gift
cards, purchased for distribution to staff;

e numerous claims for gifts or flowers to
employees;

e atotal of $1,500 claimed for five members of a
college to attend a political party fund-raising
dinner, despite the political party noting in its
registration form that donations from provin-
cially funded educational institutions are in-
appropriate (the $1,500 was originally paid by
an individual’s personal credit card and then
reimbursed by the college);

e several claims by staff who took other staff to
lunch or dinner or who exceeded reasonable
meal expenses while travelling (for example,
$860 for wine and cheese followed by
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RECOMMENDATION 4

To help ensure that college funds are used

dinner for five staff attending a conference in
San Francisco); and
e aclaim for airfare that included a flight to Los
Angeles for a vacation following a flight to San appropriately and to the benefit of colleges and
Francisco for a one-and-a-half-day conference their students, colleges should implement clear
(the college was not reimbursed for the cost of policies for gifts, donations, and meal and hos-
the additional airfare). pitality expenses.
While such expenditures are small in relation to
total college spending, they nevertheless represent

a questionable use of public funds.

. SUMMARY OF RESPONSES BY COMMUNITY COLLEGES
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Recommendation 1

The colleges agreed to limit the number of years
that colleges use the same supplier without
re-tendering. They indicated that appropriate
policies would be developed and implemented.
These could vary depending on the type of ser-
vice or products being acquired.

The colleges also agreed to require that pur-
chasing departments oversee major purchases
made by other departments at the college. For
example, one college indicated that revised pur-
chasing policies and procedures would empha-
size the importance of having the purchasing
department oversee major purchases. In addi-
tion, senior management will reinforce to Col-
lege staff the need to follow the Purchasing
Policy and Procedures at all times and that addi-
tional staff would enable more involvement of
the purchasing department in major purchas-
ing activities. Another college indicated that it
would require clear adherence to policies and
evidence to support decisions but that it could
not provide additional resources to be present at
all discussions and meetings.

Recommendation 2
The colleges agreed and indicated that, before
making significant purchases, they would

ensure that needs are identified and defined and
properly documented.

Recommendation 3
The colleges agreed to develop procedures for
evaluation committees, including a requirement
that they identify the criteria to be used to evalu-
ate the non-monetary aspects of proposals. One
college indicated that it had already refined its
processes for evaluating non-monetary aspects
of proposals. Others indicated that they would
either document existing procedures or would
ensure that appropriate criteria will be developed
and decided on prior to evaluating proposals.
The colleges also agreed to require that the
price summary be checked by someone other
than the person who prepared it. The colleges
had either implemented processes for double-
checking or were in the process of revising their
policies and procedures to ensure that prices are
double-checked.

Recommendation 4

The colleges agreed that there was a need for
clear policies and had either already developed
them or had committed to developing them.
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The Ministry of Training, Colleges and Universi- responsibly under the Ontario Colleges of Applied
ties fully appreciates the professionalism of the Arts and Technology Act, 2002, Ontario Regula-
Office of the Auditor General in conducting this tion 34/03, and the Minister’s Binding Policy
audit of the acquisition of goods and services at Directives.

the colleges of applied arts and technology and The Ministry will continue to work with the
the co-operation extended to the Office by the colleges to identify better practices to implement
four audited colleges—Conestoga, Confedera- and strengthen their control framework over
tion, George Brown, and Mohawk. procurement and expenditure management.

The report makes it clear that Ontario col-
leges of applied arts and technology operate
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Background

The Public Safety and Emergency Response Pro-
gram of the Ministry of Natural Resources (Min-
istry) provides leadership for the delivery of
emergency management services to protect people
and property from various hazards. The Ministry’s
primary responsibilities are detecting and suppress-
ing forest fires on 90 million hectares of Crown land
in Ontario and managing an air fleet used for forest
fire fighting, natural resource management,

and passenger transportation for all government
ministries.

The Ministry is also responsible for managing
provincial obligations relating to six other types of
hazards: floods; drought/low water; dam failures;
erosion; soil and bedrock instability; and emergen-
cies related to crude oil and natural gas production/
storage and salt-solution mining.

At the time of our audit, the Ministry employed
about 220 full-time forest fire management
staff at its head office in Sault Ste. Marie, two
regional offices in Dryden and Sudbury, and 19
fire management headquarters located across the
northern part of the province. As many as 1,000
additional staff are hired on a contractual basis as
needed during the fire season. Aviation services
employed about 160 full-time and seasonal employ-

0 EJOGEI SR Ministry of Natural Resources

Forest Fire Management

Figure 1: Ten-year Summary of Program Costs
Source of data: Ministry of Natural Resources

Fixed Extra
Costs Firefighting Costs

($ million)

Total
Program Costs

Fiscal Year

1996/97 39.3 66.1 105.4
1997/98 38.3 49.9 88.2
1998/99 36.1 88.8 124.9
1999/00 34.0 73.1 107.1
2000/01 35.7 27.8 63.5
2001/02 34.5 62.4 96.9
2002/03 374 70.4 107.8
2003/04 35.1 103.6 138.7
2004/05 35.9 37.7 73.6
2005/06 36.6 66.8 103.4
Average 36.3 64.7 101.0

ees, and emergency response employed eight full-
time staff.

For the 2005/06 fiscal year, expenditures for
the Public Safety and Emergency Response Pro-
gram totalled $103.4 million. Program fixed costs,
for full-time staff and infrastructure expenditures,
amounted to $36.6 million. Extra costs, such as
additional staffing and contracted services that
are incurred to deal with year-to-year fluctuations
in the number and intensity of fires, amounted to
$66.8 million. As Figure 1 shows, program costs
vary significantly from year to year.



Audit Objectives and Scope

The objectives of our audit of the Public Safety
and Emergency Response Program were to assess
whether the Ministry of Natural Resources had
established adequate procedures to ensure that:

e forest fire management, aviation services, and
emergency response functions were delivered
effectively in accordance with applicable legis-
lation, agreements, and standards;

e operations were carried out with due regard
for economy and efficiency; and

e the extent to which program objectives were
met was being appropriately measured and
reported.

The scope of our audit included discussions
with fire, aviation, and emergency management
staff, a review and analysis of program policies,
management reports, and other relevant documen-
tation as well as research into comparable practices
in other jurisdictions. In recent years, the Ministry’s
Internal Audit Services Branch had performed work
on a number of areas within the Program that we
found useful in finalizing the scope of our audit.

Our audit was substantially completed in April
2006 and was performed in accordance with the
standards for assurance engagements, encompass-
ing value for money and compliance, established by
the Canadian Institute of Chartered Accountants,
and accordingly included such tests and other pro-
cedures as we considered necessary in the circum-
stances. The criteria used to conclude on our audit
objectives were discussed with, and agreed to, by
ministry management and related to systems, poli-
cies, and procedures that the Ministry should have
in place.

Forest Fire Management “

We found that once forest fires were detected, the

Ministry of Natural Resources (Ministry) had a
good track record of effectively suppressing the
fires. However, the Ministry did not have measures
for assessing the effectiveness of its procedures for
detecting forest fires and consequently could not
demonstrate that its fire-detection performance was
adequate to support successful fire suppression. In
addition, although the Ministry had implemented
a number of good initiatives to help prevent forest
fires, a comprehensive strategy for fire prevention
may more effectively focus efforts in this area. We
also found that, while the Ministry had a number of
processes in place to help ensure that its operations
were carried out in an economic and efficient man-
ner, we noted areas where improvements could be
made. Our more significant observations are as fol-
lows:

e In the last five years, the Ministry reported
that once a fire was detected, it essentially
achieved a 96% success rate in suppress-
ing the fire by noon the next day or limit-
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ing its extent. However, we noted instances

where more timely detection of fires might
have allowed firefighters to more read-
ily bring them under control, which could
have resulted in significantly reduced sup-
pression costs. We noted two other Cana-
dian jurisdictions that detected two-thirds of
fires through planned methods as opposed to
Ontario, which detected one-third of all fires
through proactive ministry efforts. As well,
these other jurisdictions had adopted more
rigorous monitoring and reporting of their
success in detecting fires when they were still
small.

e In 2005, one region had a significant number
of fires caused by railways, and regional staff
had directly observed railway workers fail-
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ing to comply with required practices for fire
prevention. Railways operating in Ontario

are required to submit an annual work sched-
ule and a five-year plan for fire preparedness
and prevention to the Ministry. One railroad
company had not submitted its five-year plan
and had submitted only a partial annual work
plan. This company caused 36 fires in the
2005 calendar year that cost the Ministry over
$1 million for fire suppression.

Forest fires put firefighters at a high risk of
injury. In 2005, a total of 285 worker inju-
ries were recorded, over 40 of which resulted
in Workplace Safety and Insurance Board
(WSIB) claims. Although the Ministry has
implemented a number of worker safety
initiatives and is developing a system for
accident reporting and analysis, this system
needs to provide information that relates the
number of injuries over time to the number or
severity of the fires in the fire season and/or
the number of firefighter days worked. Such
information could help the Ministry prioritize
and assess the effectiveness of its safety
initiatives.

Based on an innovative simulation model-
ling exercise, the Ministry implemented

a program, beginning in 1999, to reduce
firefighting costs by better utilizing its
resources and optimizing the number of sea-
sonal firefighters and contracted helicopters.
Since that time, the Ministry estimates that
this program has achieved savings of over $23
million.

An external consulting firm, engaged by the
Ministry in 2005, concluded that the Min-
istry’s aviation services delivery model—a
ministry-operated fleet complemented at peak
workload times with externally contracted air-
craft—was well suited to its requirements and
recommended that the government retain the

existing aviation delivery model and continue
improvements over the long term.

e The Ministry had negotiated a favourable
price for aviation fuel purchases from two
suppliers at various locations throughout the
province. However, we found that the Min-
istry had often paid more than the negotiated
price for aviation fuel and was unable to ver-
ify whether the $4.7 million it paid for avia-
tion fuel in the 2005/06 fiscal year was billed
correctly.

e In 2004, the Ministry was assigned new
responsibility for developing a plan for emer-
gency management of a number of potential
hazards, including failed dams and aban-
doned oil and natural gas wells. The Ministry
found that over 300 dams were high-risk and,
if breached, could cause extensive damage.

It also estimated that there could be as many
as 50,000 abandoned natural gas and crude
oil wells in the province, many of which pose
arange of threats, including the build-up of
explosive gas or groundwater contamination.
The Ministry has begun to implement proce-
dures to mitigate such risks, but at the conclu-
sion of our audit field work, the Ministry had
not completed the identification of specific
ministry actions to be undertaken in various
emergency situations related to these
responsibilities.

Detailed Audit Observations

FOREST FIRE MANAGEMENT

Annually over the last decade, an average of over
1,300 forest fires have burned almost 200,000
hectares, or 2,000 square kilometres, in Ontario.
Half of these forest fires were caused by human
activity as noted in Figure 2.



Figure 2: Historical Summary of Forest Fires in Ontario,
1995-2005

Source of data: Ministry of Natural Resources

Summary of Forest Fires

# of Hectares % Human-

Fires Burned caused
1995 2,122 612,436 47
1996 1,245 445,146 48
1997 1,636 38,525 59
1998 2,279 158,278 38
1999 1,017 328,263 63
2000 644 6,733 70
2001 1,562 10,732 35
2002 1,132 172,585 40
2003 1,039 314,219 50
2004 432 1,676 74
2005 1,961 45,235 32
Average 1,369 193,984 50

The goal of forest fire management is to prevent
personal injury, economic loss, and social disrup-
tion from forest fires, to promote an understanding
of the ecological role of fire, and to utilize the bene-
ficial effects of fire in the management of natural
resources. Forest fire management helps protect
communities, homes, and recreational properties.
Even forest fires that occur in remote areas of the
province can affect services in the more populated
areas as they can impact railways, roadways, tele-
communications, and electrical and natural gas
transmission corridors that the public relies on for
uninterrupted service.

The Ministry of Natural Resources’ Aviation and
Forest Fire Management Branch is headquartered
in Sault Ste. Marie and has operational responsibili-
ties primarily in Northern Ontario. The Branch’s
Provincial Response Centre, also located in Sault
Ste. Marie, attempts to predict forest fires and
monitors ongoing fires across the province. It also
co-ordinates fire suppression operations by setting
priorities for firefighting and allocating resources
accordingly. If necessary, the Provincial Response

Forest Fire Management “

Centre may request assistance from, or allocate
resources to, other jurisdictions.

Regional response centres located in Sudbury
and Dryden are responsible for fire operations
within their respective east/west fire regions. These
operations are carried out from a number of bases
distributed across each region and include opera-
tions for fire detection as well as the deployment of
firefighters and equipment to fire locations.

Forest Fire Prediction and Detection

During fire season, ministry staff attempt to pre-
dict the number and location of forest fires using a
prediction model that factors in weather observa-
tions, the amount of moisture in the forest, and fire
behaviour. Relatively accurate fire prediction can
help staff prepare for firefighting. For example, fire
detection aircraft can fly over areas at high risk of
fire, and with prompt detection, the deployment of
staff and aircraft to those areas can be expedited.
Such measures can ultimately reduce the costs of
fire suppression because they allow for fires to be
attacked and suppressed on a more timely basis.
The Ministry’s prediction model is generally
helpful in planning for forest fire management and
the allocation of resources. In 2005, the Ministry
introduced factors into its model to better predict
fires caused by lightning. Although the Ministry
kept track of both fire predictions and actual fires,
it did not assess or report on the accuracy of its pre-
dictions. We selected three five-day periods during
the 2005 fire season to compare the accuracy of the

Figure 3: Comparison of Actual and Predicted

Forest Fires for Selected Periods in 2005
Prepared by the Office of the Auditor General of Ontario

Five-day Actual Predicted Variance
Periods Fires Fires ()
period 1 136 121 -11
period 2 278 221 21
period 3 161 202 +25
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Ministry’s fire predictions with actual outbreaks of
forest fires. We found that the variance between the
predicted and actual number of forest fires started
within the periods selected varied by up to 25%, as
shown in Figure 3. Such assessment and reporting
could help to refine the Ministry’s prediction capa-
bilities and ultimately help reduce the cost of fire
suppression and the loss of natural resources.

Forest fires that are detected early require fewer
resources to suppress and cause less damage than
those not detected early. The Ministry uses a variety
of techniques to detect fires, including organized
aerial and ground detection patrols. We calcu-
lated that such proactive ministry activities have
resulted in the detection of one-third of the forest
fires started in the past three years. The remaining
forest fires were reported either by the general pub-
lic (54%) or ministry staff not specifically assigned
to detection patrols (13%). In contrast, planned
fire detection methods in two other Canadian
jurisdictions have resulted in the identification of
almost two-thirds of all reported fires. While these
detection methods are not strictly comparable
to those used by the Ministry—since these other
jurisdictions use, for example, manned fire obser-
vation towers—such positive results suggest there
may be room for improvement in the Ministry’s
detection capabilities.

We noted instances where fires were not
detected in a timely manner and firefighters were
not able to readily bring them under control, result-
ing in significant costs for fire suppression. For
example, on a high fire-start day in 2005, when 51
active fires were recorded on the fire log, we noted
that four of the 10 forest fires we sampled had not
been detected from within one to seven days of
their estimated start times. Subsequently, three of
the four fires either were not under control by noon
the next day or were not confined to a size of less
than four hectares, thus not meeting ministry stan-
dards for suppression once a fire has been detected.

Suppression costs for these fires were $128,000,
$228,000, and $312,000, respectively.

We noted that two other Canadian jurisdictions
have adopted performance targets for detect-
ing fires while they are still small. One of these
jurisdictions defines a failure of forest fire detec-
tion as: the time from fire ignition to detection that
is greater than 40 minutes; suppression costs plus
damage exceeding $20,000; or the size of the fire at
detection exceeding 0.2 hectares.

The Ministry does not assess its actual perform-
ance in early fire detection or whether that per-
formance is improving, stable, or deteriorating over
time. Adopting standards for fire detection could
help focus early detection initiatives that, if success-
ful, would reduce the cost of forest fire suppression
and minimize personal injury, economic loss, and
social disruption.

RECOMMENDATION 1

To help reduce the cost of fire suppression as
well as to achieve its objectives of prevent-
ing personal injury, economic loss, and social
disruption, the Ministry of Natural Resources
should:

o formally assess its fire prediction results in
order to help refine its prediction model and
determine areas for improvement;

e consider adopting forest fire detection stan-
dards and performance targets;

e analyze the reasons for any trends in its fire
detection capabilities; and

e report on its success in predicting and detect-
ing forest fires.

Forest Fire Response

In 2004, the Ministry adopted a new strategy for
forest fire management to help ensure public safety,
protect the wood supply, promote an understand-
ing of fire’s role in the ecosystem, and prevent fires



through public education and awareness. Every

fire is to receive a response based on the predicted
behaviour of the fire, the potential impact of the fire
on persons, property, and economic value, and the
estimated cost of the response.

Prior to 2005, the Ministry reported only on
its initial response to forest fires as a measure of
its success province-wide. The Ministry consid-
ered a fire successfully attacked if it achieved one
of the following: the fire was under control before
noon the day after it was reported; the final size
of the fire was limited to four hectares; or the fire
remained within predetermined boundaries. From
2001 to 2005, the Ministry reported that it substan-
tially achieved its target of 96% initial attack suc-
cess (2005—97.8%; 2004—99.5%; 2003—95.6%;
2002—97%; 2001—96%).

The Ministry’s new strategy for forest fire
management refined its performance measure-
ment of forest fire suppression by having the Min-
istry report its success by zone rather than for the
province as a whole. Performance targets for fire
management have been developed for each zone/
sub-zone and the extent to which those targets
are achieved is to be reported annually. In 2005,
the Ministry reported that it had substantially
achieved the targets set for fire response, as shown
in Figure 4.

Figure 4: 2005 Initial Forest Fire Response Targets/

Success by Zone
Source of data: Ministry of Natural Resources

% Initial % Initial

Fire Management Zone/ Response Response
Sub-zone Success Target
Boreal 96 96
Great Lakes/St. Lawrence 98 96
Hudson Bay 100* 90
Northern Boreal 100t 94
Bak Lake Sub-zone n/a? 96
Parks 95 96

1. All fires reported were adjacent to economic values at risk and required
initial action based on a full response.

2. No fires reported.

Forest Fire Management “

For some fires a decision can be made to increase,
decrease, or discontinue suppression efforts accord-
ing to whether costs and potential damage can be
minimized or the benefits of fire, such as ecological
renewal, can be realized. In these cases, considera-
tions and decisions about responding to the fire are
to be documented in a fire-assessment report. The
fire-assessment report describes current and antici-
pated fire activity, the potential impact of the fire
on persons and property, and the options for fire
response.

We reviewed the completeness and accuracy of
fire-assessment reports at the regional office we vis-
ited and selected forest fires from one of the days in
the fire season where there were 42 fires on the fire
log. We selected seven fires covering larger areas
throughout the region. All seven had been diffi-
cult to control, and fire-assessment reports should
have been completed for each of them. However,
two reports had not been prepared as required, and
a third was missing key information such as the
response objective, cost estimate, potential impact
of the fire on persons, property, and economic
values, and fire behaviour prediction. Without
such information, management cannot determine
whether corrective actions should be taken or
whether other fire control alternatives need to be
considered.

The Ministry was developing two additional
measures for fire response, one for sustained action
and the other for response time. Reporting on these
two measures was scheduled to begin in 2006;
however, these measures were still being developed
at the time of our audit.

Sustained action was to be measured as a per-
centage of achievement of the objectives stated
in the fire-assessment reports. However, such a
measure cannot be determined without properly
completed fire-assessment reports. In addition,
the Ministry did not have a method for capturing
information from the fire-assessment reports to
enable it to measure sustained action. The measure
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for response times was to be a percentage of compli-
ance with established guidelines for response times
and preparedness of resources for firefighting. At
the time of our audit, these guidelines were being
updated to accommodate the reporting of response
times.

RECOMMENDATION 2

To help enhance the information available relat-
ing to fire response and suppression and thereby
help the Ministry of Natural Resources improve
its capabilities in these areas, the Ministry
should:

e monitor fire-assessment reports to ensure
they are completed when required and that
all necessary information is documented,;
and

e develop a method to capture and summarize
relevant information from fire-assessment
reports and update guidelines to enable
meaningful reporting on the sustained-
action and response-times performance

measures.

Performance Measures for Forest Areas
Burned

In addition to the fire response performance meas-
ures, the Ministry introduced three new perform-
ance measures for the forest area burned:

e Forest Depletion—This measure relates to
the protection of the province’s wood supply
in areas where commercial forestry is carried
out. The Ministry’s response to fire in forestry
areas is intended to limit the loss of this valu-
able wood supply.

e Hazard Reduction—This measure relates to
the reduction of hazards caused by dead or
dying forest due to insect infestation or trees
felled by severe storms. Such areas can pro-
vide an abundance of tinder-like matter that

can become a fire hazard. For forest renewal
purposes, the Ministry may allow a modified
fire response or allow fires to burn in these
areas if the risks and costs are acceptable.

e Ecosystem Renewal—Some areas of the
province require fire to maintain their natural
state, since certain plants require fire to regen-
erate and certain kinds of wildlife require fire
disturbance to create the proper habitat. In
particular, some major parks contain exam-
ples of fire-dependent ecosystems that are
naturally exposed to fire on a cyclical basis.

In such areas, where the risk is acceptable,
the Ministry may let natural fires burn or pur-
posely set fires in a prescribed manner to cre-
ate the desired natural habitat.

In 2005, the Ministry accumulated data for the
past decade for each zone and for each of these per-
formance measures to calculate a 10-year average
and reported on the achievement of these measures
as illustrated in Figure 5.

The additional new performance measures pro-
vide more meaningful information because they
recognize both the negative and positive effects of
fire. The Ministry reported that it had achieved its
targets for the protection of valuable wood supplies.
However, at the time of our audit, the Ministry had
not yet developed a method for assessing which
areas require intentional burning to reduce fire haz-
ard risk and which natural fires should be inten-
tionally left to burn to reduce fire hazard risk. In the
meantime, the Ministry had based its achievement
of targets for reducing fire hazards on the number
of fires set intentionally for this purpose.

In regard to ecosystem renewal, the strat-
egy for forest fire management states that fire
can have positive benefits by renewing the forest,
creating natural habitats, and providing diversity
in the landscape. The strategy promotes the role
of fire in achieving positive benefits in ecosystems
that depend on fire disturbance and, as noted in
Figure 5, calls for the burning of 59,600 to 166,000



Forest Fire Management

Figure 5: Ten-year Average of Performance Targets and Results for Forest Area Burned

Source of data: Ministry of Natural Resources

Forest Depletion Area Hazard Reduction Area Ecosystem Renewal Area
Hectares Burned Hectares Burned Hectares Burned

Target Target Target Target Target

LessThan Achieved Minimum Maximum Achieved Minimum Maximum Achieved
Boreal 55,000 52,882 0 5,000 2,920 2,000 5,000 4,592
Great Lakes / St. Lawrence 2,100 963 0 100 638 100 1,000 0
Hudson Bay R ! e _8 0 50,000 125,000 37,016
Northern Boreal _ 1 _ ! _9 _ 8 0 5,000 25,000 7,503
Bak Lake Sub-zone 18,000 785 _ 8 _ 3 _ 2 _ 3 _ 8 2
Parks s 3 0 5,000 1,600 2,500 10,000 7,385
Total 75,100 54,630 0 10,100 5,158 59,600 166,000 56,496

1. Not applicable because the zone is not within the area of forestry activity.
2. Not applicable because this sub-zone is not separate for this measure.
3. No targets have been set.

hectares of forest on a 10-year rolling average. In
the first year of reporting on this measure, the Min-
istry stated that it met the minimum requirements
for three of the five zones for which targets had
been set. Overall, the Ministry calculated that,

over the last 10 years, an annual average of 56,496
hectares were burned for ecological renewal, which
was slightly less than the minimum requirements
of the forest fire management strategy. The calcula-
tions for the area of ecological renewal were based
on natural fires for which a modified fire suppres-
sion or monitoring only response was selected,

as opposed to fires intentionally set for ecological
renewal purposes.

One of the areas in which ecosystem renewal
processes are being developed is in the Parks Zone,
which consists of 11 parks, each of which is a repre-
sentative example of native biodiversity within an
ecologically defined region. The strategy for forest
fire management states that forest fire management
plans must be developed for each park. In addition
to identifying opportunities for ecosystem renewal,
each plan is to consider public safety, capital assets
within the park and adjacent to it, timber values
within and surrounding the protected areas, the
protection of species at risk of extinction, and main-
tenance of critical habitat. Currently, eight out of 11

parks, which account for 86% of the acreage in the
Parks Zone, do not have plans for fire management
in place.

RECOMMENDATION 3

To help achieve its objectives of protecting valu-
able wood supplies and utilizing fire’s beneficial
effects in resource management, the Ministry of
Natural Resources should:

e develop processes for identifying areas
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where fire is necessary for hazard reduction
and ecological renewal; and

e complete the required plans for fire
management for the eight of 11 parks that
do not have such plans in place.

Fire Investigations and Reviews

Forest fire investigations attempt to identify the
exact source and cause of a fire. These investiga-
tions allow information to be gathered to help
identify recurring fire causes, to assist in efforts to
prevent fires, and to successfully prosecute any vio-
lators of the Forest Fires Prevention Act. An inves-
tigation report is prepared for every forest fire
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detected. For those fires of a significant size that are
caused by human activity, a further investigation is
carried out, and charges may be laid as a deterrent
and/or the cost of fire suppression could be pursued.

We visited one region where 437 fires were
caused by human activity in 2005. The regional
office had selected a sample of investigation reports
related to these fires and had reviewed them to
establish trends, determine adherence to policy and
guidelines, and detect and identify strengths and
weaknesses in investigation techniques. The review
contained a number of recommendations for
improvements in the process for fire investigations,
including the collection of sufficient evidence,
ensuring that reports are properly completed, and
ensuring staff trained in advanced investigation
techniques are available when needed.

Ministry policy requires, in addition to investiga-
tion reports on individual fires, higher-level prov-
incial and regional reviews of the plans made for,
and actions taken on, significant forest fires. These
reviews identify and recommend improvements to
forest fire management practices. A review at the
provincial level is to be conducted for fires that are
high-profile, have caused significant damage, or
have resulted in high cost to control. However, we
were informed that no provincial reviews had been
conducted since the policy was adopted in 1989.

At the regional level, reviews are to be con-
ducted if fires are not controlled in the initial attack
or exhibit unusual behaviour, or if the handling of
the fire or situation was noteworthy. Reviews are
to be completed for a minimum of 1% of fires in
aregion. In the region we visited, there had been
1,442 forest fires during the 2005 fire season, for
which 14 to 15 fire reviews should have been com-
pleted. However, the regional office could provide
only four reviews for the 2005 fire season, and
there was no consistency in the form and content of
these reports. Completion of the required number
of reports and formal reporting standards could
assist management in identifying recurring issues
and help in developing plans for corrective actions.

RECOMMENDATION 4

To improve its techniques of fire investigation,
help identify recurring causes of fire, assist in
fire prevention efforts, and provide a deterrent,
the Ministry of Natural Resources should:

e take action to resolve any training, documen-
tation, or evidence-gathering weaknesses
already identified in the process of fire inves-
tigation; and

o clearly define the criteria for determining
when a fire review at the provincial level is
necessary and develop guidelines for the
form and content of fire reviews at both

provincial and regional levels.

Forest Fire Prevention

In 2004, the Ministry’s new strategy for forest fire
management called for educating the public about
its responsibility for reducing the number of for-
est fires caused by humans. Educational priorities
were to be based on statistical information about
the causes of fires. Guidelines and operating proce-
dures were to be developed to help reduce the risk
of fires being started by people working, living, or
engaged in recreational activities in forested areas.

Over the last three calendar years (2003-2005),
the Ministry reported that there were 3,432 forest
fires in the province, of which 1,970 were started
by lightning, 1,375 were caused by known human
activity, and 87 were of unknown origin, as shown
in Figure 6.

In 2006, the Ministry adopted a five-year pub-
lic education program to promote forest fire pre-
vention. A number of activities were proposed for
implementation, such as updates to brochures on
fire prevention, the development of an Internet site
as a source for educational information, revitalizing
the image of Smokey the Bear, and the promotion
of Wildfire Prevention Week. An annual summary
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Figure 6: Summary of Forest Fires by Cause, 2003-05

Source of data: Ministry of Natural Resources

# of Known
Fire Cause 2003 2004 2005 Total Fires Human-caused
lightning 517 113 1,340 1,970 -
recreational (camping) 126 128 234 488 488
miscellaneous (children) 112 57 111 280 280
resident (chimney sparks) 111 54 90 255 255
railway (welding repairs) 66 18 89 173 173
forestry (machinery) 24 29 42 95 95
incendiary (arson) 24 15 15 54 54
other industrial (mining) 12 5 13 30 30
unknown 47 13 27 87 -
Total fires 1,039 432 1,961
Total known human-caused 475 306 594

of education activities is to be carried out, with a
program evaluation report in 2010.

Aside from these educational initiatives, the
Ministry also restricts the use of open fires in desig-
nated areas to reduce the number of fires caused by
humans during periods of high fire risk. In addition,
the Ministry has guidelines in place for those activi-
ties that pose a risk of starting forest fires, including
guidelines for forestry and mining and for work on
railroads and power lines. The Ministry also per-
forms compliance activities and investigations that
may lead to invoicing those responsible for forest
fires to recover costs and/or laying charges under
the Forest Fires Prevention Act.

In December 2004, the Ministry prepared a busi-
ness case for fire prevention that examined histori-
cal information on forest fires and identified and
ranked the fires by cause. The business case showed
that the number of fires in several categories was
increasing over time, and it suggested activities
to help to prevent fires caused by humans, as well
as target setting for fire prevention. Two other
jurisdictions in Canada were identified as having
implemented specific targets for fire prevention.
The business case also noted that the activities pro-
posed to reduce the occurrence of fires caused by

humans would require incremental spending that
was expected to result in net savings if measured
over a five-year period, which would allow suffi-
cient time to get the proposed activities for fire pre-
vention in place. However, at the time of our audit,
the proposed activities had not been implemented
and targets for fire prevention had not been set.

In 2005, one regional office that had noted
a significant number of fires caused by railways
investigated and implemented measures for fire
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prevention. Regional staff had directly observed
railway workers in non-compliance with required
practices for fire prevention. Railways are required
to develop plans for fire prevention and must sub-
mit a five-year plan for fire preparedness and
prevention and an annual work schedule to the
Ministry. Five railway companies were required to
file these plans and work schedules in the region
we visited. Two companies had submitted adequate
annual work schedules and five-year plans and two
other companies were substantially compliant. The
fifth railroad company, which had caused 36 fires
in 2005, had not submitted a five-year plan and had
submitted only a partial annual work plan.

The regional office was aware that significant
technology changes had occurred in railway
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operations and that fire investigators required an
understanding of current railway operations to
effectively investigate fires on railway lands. In
January 2006, the regional office completed the
development of a training curriculum specifically
for railway-fire investigations. This is a best practice
that may be worth considering for the other region
as well as for other industrial causes of forest fires.

RECOMMENDATION 5

To help prevent forest fires and ensure appro-
priate action is taken when fires are caused by
human carelessness or repeat offenders, the
Ministry of Natural Resources should implement
an overall strategy for forest fire prevention that
includes:

e a specific prevention and compliance strat-
egy for each major type of forest fire caused
by humans;

e an estimate of the potential costs and ben-
efits of the proposed initiatives to address
each type of forest fire caused by humans as
well as performance targets for each initia-
tive; and

e mechanisms to report on the achievement of
results.

Firefighter Training and Safety

In addition to its permanent staff, the Ministry hires
over 1,000 part-time firefighters each fire season.
Some are hired for the entire season while a greater
number are hired on an as-needed basis. Each fire-
fighter must be certified by an accredited train-

ing agency or by the Ministry itself. The Ministry
also participates in the development of national
standards for firefighters so that personnel can be
exchanged among jurisdictions at times of peak

fire activity. The Ministry has contracted out entry-
level training to private companies and keeps more
advanced training in-house.

Figure 7: Firefighter Injuries, 2003-05

Source of data: Ministry of Natural Resources

Injury 2003 2004 2005
WSIB 188 67 165
non-WSIB 158 89 120
Total 346 156 285

Firefighting is high-risk work. In 2005, a total
of 285 injuries were recorded of which 165 were
reported to the Workplace Safety and Insurance
Board (WSIB). Over 40 of these injuries resulted
in WSIB claims for a total of 460 lost-time days.
Reported injuries to firefighters are shown in
Figure 7.

The Ministry business plan states that its
firefighting program will continue to place the high-
est priority on the safety of its firefighters. Since
2003, the Ministry has produced an annual safety
report that is supposed to summarize the number
of employee accidents, injuries, and health-related
incidents, analyze trends, and make recommen-
dations for improvement. We reviewed the safety
reports for the 2003, 2004, and 2005 fire seasons
and noted that the safety reporting process has
become increasingly more complete and useful over
the last three years. While no recommendations
were included in the 2003 report, the 2004 report
included recommendations for a range of activi-
ties from front-line firefighting safety to proper
techniques for lifting and carrying. The report for
the 2005 fire season included actions taken on the
previous year’s recommendations. However, we
noted that the safety reports compare the number
of injuries over time but do not factor in the number
or severity of the fires in each fire season or the
number of firefighter days worked. Such analysis
could assist the Ministry in determining whether its
safety initiatives are working.

As the Ministry has taken on an increasing
number of training programs, its training unit has
identified a need for effective testing and evalua-
tion to determine whether individuals are getting



from that training the skills necessary to perform
their jobs safely and effectively. In October 2005,
the Ministry prepared a request for proposals for
the design, development, and delivery of a method
for evaluating individuals in its training courses.
The identified benefits were to include assurance
that all testing and evaluation conformed to
accepted methodologies and techniques; identifi-
cation of appropriate time intervals for providing
refresher training; and a process that allowed indi-
vidual workers to identify and work on skills that
they believe require improvement. However, at the
conclusion of our audit, we were advised that the
project had not moved forward due to funding
limitations.

RECOMMENDATION 6

To help improve the training of its firefighters
and further develop its worker safety initiatives
and reporting, the Ministry of Natural Resources
should:

e enhance the usefulness of its safety reports
by analyzing trends in firefigher injuries in
relation to the number and severity of forest
fires and number of firefighter days worked;
and

e address the identified need for an evaluation
methodology to help improve the effective-
ness of its training courses for firefighters.

Fire Management Costs, Revenue, and
Inventory

Ministry costs for firefighting vary substantially
depending on the number and severity of forest
fires during the fire season. However, as noted in
Figure 1, fixed costs (infrastructure and full-time
staffing costs) have been relatively stable for the
past 10 years and, as would be expected, extra costs
for firefighting (contracted aircraft and helicopters,

Forest Fire Management “

part-time staffing) account for most of the variabil-
ity in program costs.

At the end of the 1998 fire season, the Min-
istry began a project to determine the optimal cost
for fire management. Simulation modelling was
done to analyze the relationships among levels of
protection, requirements for suppression resources,
and overall costs. The model analyzed eight years
of historic information on firefighting to predict
future needs and to determine an optimal number
of seasonal helicopters to contract and the optimal
number of firefighters for initially attacking for-
est fires. The Ministry determined that additional
savings could be found through implementing
an information system to manage equipment for
firefighting and another information system to min-
imize unused hours on aircraft hired for periods of
elevated fire risk. A desired level of protection was
determined, and management was charged with
delivering that level of protection while minimizing
costs.

Because of the annual variability of fires, sav-
ings targets set for the program for total cost
management were to be evaluated over five-year
periods. Reporting was prepared for each year up to
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2003 and a final report was prepared in 2006. That

report indicated that from the beginning of the pro-
gram up to the 2005 fire season, the Ministry had
achieved savings of $23.6 million. The Ministry
calculated that $20 million was attributable to the
optimization of contracted helicopters and seasonal
staffing while $3.6 million was due to efficiencies
derived from the implementation of an equipment
inventory control system. The 2006 report was a
final summary of the original initiatives designed to
optimize costs for fire management.

In respect of program revenue, under the For-
est Fires Prevention Act, the Ministry can recover
the costs of suppressing forest fires that occur on
Crown land and are caused by individuals disobey-
ing or neglecting to carry out the provisions of the
Act. It can also recover costs for fighting fires on First
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Nations lands, on railway lands, and in municipalities

where there is no agreement with the Ministry for
firefighting.

We reviewed revenue collection practices at one
fire region office and noted that, in 2005, the office
invoiced individuals and companies for 65 fires to
recover over $1.6 million in costs for fire suppres-
sion. Although most companies had paid the Min-
istry by the end of our fieldwork, we found that the
office normally did not issue invoices until four to
six months after an activity to suppress a fire had
taken place.

One railroad company accounted for 36 fires in
2005. The company had been invoiced for a total
of more than $1 million in fire-suppression costs.
At the time of our audit, the Ministry was having
difficulty collecting payment from this company.
This same company still owed $97,000 in fire-
suppression costs incurred for forest fires in 2003.
In 2002, the Ministry reached an out-of-court set-
tlement with another railway company that it had
difficulty recovering costs from in the past. The set-
tlement required that an amount of $500,000 be
deposited into an account for the Ministry to fund
fire-suppression costs that were incurred where the
railway was deemed responsible. Similar or more
severe action may be required to improve efforts to
collect from the railroad company with more
than $1 million owing for the cost of forest fire
suppression.

The Ministry’s inventory system is used to man-
age the issuance of firefighting tools, equipment,
and supplies such as generators, hoses, and chain-
saws. During the fire season, items from the ware-
house are loaned to areas throughout the fire
regions as needed. At the time of our audit, the
inventory system recorded 259 different items val-
ued at $27 million. One facility we visited had an
inventory of 129 different items valued at $3.8
million. We reviewed the inventory at that facility
and found only minor discrepancies in a number of
items tested but noted a number of obsolete items.

RECOMMENDATION 7

To help ensure that forest fire management is
operated in the most economical manner, the
Ministry of Natural Resources should:

e review the costs and benefits of formally
continuing with its cost-management pro-
gram and reporting annually on the achieve-
ment of any cost-saving initiatives;

e establish a shorter timeframe for invoic-
ing costs for fire suppression and assess the
merits of alternative courses of action to
help improve the collection of outstanding
invoices; and

e dispose of obsolete inventory on a timely
basis.

AVIATION SERVICES

The primary function of aviation services is to sup-
port forest fire management, which accounts for
three-quarters of its activities. Aviation services
provides, for example, transport for firefighters
and for the dropping of water or fire retardant on
fires. Support is also provided for other ministry
resource-management activities, including distribu-
tion of rabies bait, stocking of fish, and aerial sur-
veying of wildlife. Aviation services also provides
non-scheduled air transport for senior government
officials.

Aviation services employs 160 full-time and sea-
sonal staff, including 60 pilots, and spends about
$20 million annually to maintain its air fleet and
seven year-round air bases in Northern Ontario.
Aviation services spent an additional $20 million
in the 2004/05 fiscal year to augment its capacity
during peak periods with private-sector aircraft ser-
vices. The Ministry’s fleet was estimated to have a
value of about $270 million in the 2004/05 fiscal
year. It consists of 33 aircraft as shown in Figure 8.
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Figure 8: Ministry Air Fleet as of April 2006

Source of data: Ministry of Natural Resources

Number Type Aircraft Model Primary Functions

9 airplane CL-415 fire (heavy water bomber)

6 airplane DHC-2 Turbo Beaver fire & resource management

3 airplane Twin Otter (newer) fire (water bomber) & resource management
3 airplane Twin Otter (older) fire (water bomber) & resource management
2 airplane King Air 350 passenger transportation

2 airplane Maule M7 resource management

1 airplane Navajo aerial photography

3 helicopter AS350-B2 fire & resource management

3 helicopter Bell 206 L-1 fire & resource management

1 helicopter EC 130 fire & resource management

33 total aircraft

Aviation Services Costs

In October 2005, a consulting firm reviewed the
Ministry’s aviation services and determined what
aircraft and services should be provided, who
should provide them, and what organizational
options were appropriate. The firm used the total
cost of the aviation services program in 2003/04
in preparing its study. The cost that year, including
capital depreciation and the hiring of commercial
aircraft, was estimated to be $95.5 million: avia-
tion services were $25 million; capital depreciation
was $18.5 million; and hiring commercial aircraft
$52 million. The consulting firm recommended a
“retain and improve” strategy and cited the delivery
model then in use to be the best value in terms of
costs and meeting the needs of the Ministry’s vari-
ous clients.

The consultant’s report included a number
of suggestions for improvements, the most sig-
nificant of which was to sell off three unused air-
craft estimated to be worth about $700,000. Two
of the aircraft were originally used in support of
a flying conservation-officer program but were
removed from service as they did not meet mis-
sion requirements, were expensive to maintain,
and had ongoing maintenance problems. Neither

of these two planes had been flown since 2002, and
the third aircraft was last flown in the year 2000.
At the time of our audit, the Ministry still owned
these aircraft. Surplus assets such as these could be
sold to realize cash or traded for useful equipment
upgrades for other aircraft.

In order to keep its utilized aircraft in good
repair, aviation services employs 34 full-time air-
craft maintenance engineers and maintains a sup-
ply of aviation parts valued at $13 million. In
addition to direct maintenance costs, any aircraft

<
=
o™
=
e
et
(1]
]
(7]}
=
=
—
L]
o™
)
]
L4
=
]
=
o

downtime for maintenance may require aircraft
replacement services to be purchased from outside
contractors. In our 1995 audit of the program, we
reported that the Ministry was unable to allocate
maintenance costs to individual aircraft. We had
the same concern during our current audit in that
maintenance costs, which are over $2 million annu-
ally, were not tracked by individual aircraft or by
aircraft type. Also, the Ministry’s system for allocat-
ing the cost of parts to aircraft was not fully opera-
tional, for only half the inventoried items had been
costed and entered into the system. As a result, the
Ministry could not accurately monitor the operat-
ing costs of individual aircraft and could not iden-
tify when downtime and maintenance costs would
make replacing aging aircraft a more economical
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alternative. For example, the Ministry has three heli-
copters that are 25 years old—five years past their
estimated useful economic life. The Ministry has
tried unsuccessfully to get high-level government
approval to replace these helicopters using subjec-
tive rationale such as its need for greater capacity
and better performance. Objective maintenance
costing information may provide more tangi-

ble information for making well-informed fleet-
replacement decisions.

One of the Ministry’s other major aviation oper-
ating expenses for the 2005/06 fiscal year was the
purchase of aviation fuel for $4.7 million. The Min-
istry had negotiated a favourable price for aviation
fuel purchases with two suppliers with various loca-
tions throughout the province. Under each of the
two contracts, the price was reviewed each month
and a new price set at a discounted rate compared
to established pricing. However, we found that
the Ministry often had not received credit for the
reduced fuel prices and was not able to verify that it
was being billed correctly.

RECOMMENDATION 8

To help improve its operational efficiency and
deliver aviation services in the most cost-
effective manner, the Ministry of Natural
Resources should:

e dispose of unused aircraft through sale or
trade;

e track cost of maintenance downtime, engin-
eering, and parts by individual aircraft to
help objectively determine fleet-replacement
requirements; and

e implement procedures to ensure it pays the
negotiated price for aviation fuel.

Aviation Safety Inspections and Audits

Transport Canada is the regulatory agency in
charge of aviation operations throughout Canada.

Transport Canada and the Canadian Business
Aviation Aircraft Association approve and issue
certificates authorizing both flight and aircraft
maintenance operations. The Ministry holds three
operating certificates: one for fixed-wing executive
and passenger operations, one for aerial work for
specialty fire and resource operations, and a third
for passenger transport by helicopter. The Ministry
also holds a certificate as an approved maintenance
organization. Aircraft maintenance is highly regu-
lated and follows rigid maintenance cycles.
Transport Canada and the Canadian Business
Aviation Aircraft Association have performed nine
audits of various aspects of the Ministry’s avia-
tion services since 2002. Complete compliance was
found in six of the audits, and for the other three,
where non-compliance was reported, inspectors
noted that the Ministry took adequate corrective
actions within the required time periods.
Commercial aircraft operators that provide
contracted flight services to the Ministry must
meet provincial requirements in addition to those
imposed by Transport Canada to ensure aviation
services are delivered safely and that risks to min-
istry staff and clients are minimized. These addi-
tional requirements give the Ministry the right, for
example, to audit or inspect any of the operator’s
aircraft, verify pilot licences and qualifications,
review medical and immunization certificates, per-
form criminal record checks, confirm the adequacy
of the operator’s insurance, inspect aircraft main-
tenance facilities, and review training programs.
Ministry safety officers oversee the delivery of
flight operations by commercial aircraft contractors
and the Ministry’s own aircraft. When aircraft con-
tractors apply to provide services to the Ministry, a
safety officer reviews the application and inspects
the applicant’s operations prior to granting eligibil-
ity for hire. The applicant signs a form agreeing to
ongoing compliance with the province’s standards
and provides a certificate of insurance to demon-
strate that it meets the required minimum coverage.



These two documents are retained and, if approved,
information on the applicant is entered into the
Ministry’s database.

We could not test the accuracy of the database
of approved aircraft contractors at the regional
office we visited because, once information had
been entered into the database, the paper records
were destroyed. Therefore, we could not determine
the basis upon which safety officers approved eli-
gible contractors, and we could not assess whether
additions, deletions, and changes to contractor
information were timely, accurate, complete, and
properly authorized.

In addition, the regional office we visited was
unable to provide any documentation relating to
audits that had been performed in the past three
years. We also noted that there were no criteria for
selecting audit candidates or for minimum audit
coverage in a given year. We were informed that
commercial carriers were not required to advise
the Ministry of changes to their operations such as
aircraft purchases, or the hire of new pilots. Such
events might warrant assessments by safety offic-
ers. Without periodically inspecting approved con-
tractors and obtaining notice of changes to their
operations, the Ministry cannot be assured that its
approved contractors continue to meet provincial
requirements.

RECOMMENDATION 9

To ensure that all commercial aircraft con-
tractors meet and continue to meet provincial
requirements for aviation safety, the Ministry of
Natural Resources should:

e implement record retention policies for
documentation related to commercial car-
rier inspections, audits, and information
updates;

e outline circumstances that require commer-
cial carriers to submit information regarding
significant changes to their operations; and

Forest Fire Management “

e consider a risk-based program of periodic
contractor safety inspections.

EMERGENCY MANAGEMENT

Pursuant to the Emergency Management Act, the
Ministry is required to formulate an emergency
plan governing the provision of necessary emer-
gency services; conduct training programs and
exercises to ensure the readiness of its employees
to react to an emergency; and review and revise
its emergency plan every year. In 2004, the Min-
istry was assigned responsibility for seven of 37
specific types of emergencies that have been identi-
fied by the Ontario goverment: forest fires, floods,
drought/low water, dam failures, erosion, soil/bed-
rock instability, and other emergencies related to
crude oil and natural gas exploration, production,
and underground storage, as well as salt-solution
mining. Together, these types of emergencies rep-
resent almost 50% of the emergencies declared
within Ontario in a typical year.

Municipalities are responsible for the first
response to emergencies and must implement
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programs to deal with all types of emergencies.
In 2002, the Act was amended to require the
appointment of a Chief, Emergency Management
Ontario, to monitor, co-ordinate, and assist in
the development and implementation of emer-
gency management programs at the municipal
and provincial levels. When requested, Emergency
Management Ontario will co-ordinate requests for
assistance to municipalities with provincial minis-
tries such as the Ministry of Natural Resources.
Emergency Management Ontario has instituted
a phased implementation of ministry and municipal
emergency programs beginning with an essential
introductory level to have been completed in 2004,
an enhanced level in 2005, and a comprehensive
level in 2006. In 2005, the Ministry completed the
essential introductory level by identifying hazards
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and assessing the risk associated with the seven
types of emergencies assigned. In doing so, the
Ministry determined that certain situations were
high-risk.

For example, the Ministry assessed dams in
Ontario and found over 300 dams that, if breached,
could cause extensive damage. The Ministry noted
that the absence of a comprehensive and uniform
dam-safety-oversight strategy has resulted in
inconsistent and, in some cases, minimal levels of
protection for persons and property. To deal with
this particular risk, the Ministry has proposed an
enhanced dam-safety program. In another example,
the Ministry estimated that there may be as many as
50,000 abandoned natural gas and crude oil wells
in the province, many of which are poorly sealed
and pose a range of threats to the public and the
environment, including a build-up of explosive gas
and contamination of groundwater. To mitigate this
threat, the Ministry received funding in 2005 for an
abandoned-works program with provisions for mon-
itoring and inspecting potential hazards.

Although the Ministry has completed some of
the tasks associated with the enhanced and com-
prehensive levels of emergency planning, and has
even begun to implement procedures to mitigate
risks, at the end of our fieldwork, the Ministry had
not completed the enhanced-level planning. Such
planning would outline the Ministry’s role and
responsibilities in the event of an emergency. The
Ministry noted that it was awaiting guidelines from
Emergency Management Ontario related to the
enhanced and comprehensive levels of emergency
planning. However, the Ministry needs to work with
Emergency Management Ontario to ensure that its
legislative responsibilities have been fulfilled.

The Ministry had six employees qualified to train
staff in emergency management, and more than
200 front-line staff have received basic training.
However, an enhanced comprehensive emergency-
management program would help form the basis
for conducting the legislatively required exercises

to ensure the readiness of ministry employees to
provide the necessary services in the event of an
emergency. Such exercises can uncover weaknesses
in planning and highlight unexpected problems.

For example, the Ministry participated in two
emergencies that required the provision of air-
craft for the evacuation of residents in a northern
community. A misunderstanding regarding the
roles and responsibilities of the Ministry, the local
government, and the evacuees unexpectedly hin-
dered the first evacuation in 2005. The Ministry
participated in a post-emergency review and iden-
tified areas for improvement. We were informed
that a second emergency evacuation in the spring
of 2006 proceeded much more smoothly because
of lessons learned the previous year. The Ministry
has performed some exercises, but without a com-
prehensive plan in place outlining the roles and
responsibilities of all parties involved in an emer-
gency, it may be difficult for the Ministry to realis-
tically simulate actual emergencies.

RECOMMENDATION 10

To ensure that its legislative responsibilities

for emergency management are being fulfilled

and to protect people, property, and the envi-

ronment from the natural and human-caused

hazards for which it has been assigned responsi-

bility, the Ministry of Natural Resources should:

e work with Emergency Management Ontario
to complete the required enhanced and com-
prehensive levels of emergency planning;
and

e develop a comprehensive emergency-
simulation program to test the effective-
ness of various components of its emergency
plans.
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. MINISTRY OF NATURAL RESOURCES RESPONSE

The Ministry appreciates the audit observations
and recommendations from the Auditor General
and will work to address them.

The Ministry is dedicated to providing
integrated and efficient services through the
effective use of its expertise and resources to
protect Ontario’s people and manage its natural
resources in an ecologically sustainable manner.
Escalating costs, exacting service-level standards,
the dynamic forest fire regime (for example,
changing conditions based on climate), and
increasing demand from the public and industry
for protection from fire are some of the chal-
lenges in developing an action plan to address
the audit recommendations.

Recommendation 1

The Ministry acknowledges that fire prediction
and detection can always be improved, and an
initiative to improve fire prediction is being
tested this fire season. It should result in a
refined decision-support tool, improving forest
fire prediction results.

Forest fire detection factors in many vari-
ables. Lightning fires frequently smoulder unde-
tected for several days until high winds and
other weather conditions create enough smoke
for random or organized detection methods to
work. The weather that makes fires detectable
also makes them difficult to suppress within
initial attack standards. The Ministry is devel-
oping forest fire detection standards and per-
formance targets for testing during the 2007
fire season. A gap analysis for identifying fire
detection capability trends will be conducted.
The Ministry will report in 2007 on its success in
predicting and detecting fire.

Recommendations 2 and 3
The Ministry is formalizing the use of fire-
assessment reports (FARSs) to track performance

under the new Forest Fire Management Strategy
and improving processes to capture and sum-
marize relevant information from FARs, as rec-
ommended. The information from FARs will be
used to develop meaningful reporting on the
sustained-action and response-times perform-
ance measures by 2007.

The 2004 Forest Fire Management Strategy
for Ontario included a project to identify areas
where fire is necessary for hazard reduction and
ecological renewal. Local planning and identifi-
cation of targets are under way. New guidelines,
issued in 2005 and 2006, will help the Ministry
achieve the goals highlighted in the audit. Before
2008, fire management and Ontario Parks staff
will develop a strategic plan for fire management
activities in parks that will consider the capac-
ity of the Ministry and the planning priorities of
Ontario Parks.

Recommendation 4

Techniques for identifying the exact cause of a
forest fire are complex and involve a process of
elimination to rule out possible causes. As part

Chapter 3 * VFM Section 3.04

of regular business, when weaknesses in any

training, documentation, or evidence-gathering
processes are identified, the Ministry takes a
“lessons-learned” approach to address them.
The Ministry agrees that continuous improve-
ment is essential to fire investigations.

The Ministry is also instituting a lessons-
learned process flowing from the content
of all fire reviews it conducts. The Ministry
agrees that the decision-making criteria for
provincial-level reviews, as well as the form and
content guidelines for provincial and regional
fire reviews, need clarification. New policies and
criteria for fire reviews will be in place before
the 2007 fire season.
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Recommendation 5

An analysis to guide the development of a
prevention-and-compliance strategy for the
major human-caused fire types is under way.
Part of this will include developing a set of
prevention-related performance measures.
Predicting what might have occurred in the
absence of specific action, coupled with the
seasonal variability in weather, is a challenge
for prevention programs. The new strategy will
guide development and testing of prevention-
related results-reporting methods in 2007, and
these will be implemented in 2008.

Recommendation 6
The Ministry agrees with this recommendation
and appreciates the Auditor General’s recogni-
tion that safety-reporting processes have shown
continuous improvement over the last three
years. The Ministry has a project under way
to enhance the usefulness of safety reports by
analyzing trends in firefighter injuries relative to
the number of days worked and the number and
severity of forest fires and will implement rec-
ommended changes starting in the fall of 2006.
The Ministry is developing an evaluation
methodology to improve the effectiveness of
firefighter training, although funding pressures
have caused delays and continue to create chal-
lenges. Improvements to the evaluation of train-
ing will be launched this year and completed by
2008.

Recommendation 7
The Ministry is pleased the Auditor General rec-
ognizes the value of the Total Cost Management
(TCM) concepts it uses to ensure that the over-
all value to the taxpayer is considered in every
decision, and it will continue to improve the
TCM program.

The Ministry believes the time frame for
issuing an invoice for fire suppression costs is
reasonable, given staff availability during the

fire season and the complexity of the invoices.
It takes time to analyze and ensure an invoice

is correct before it is paid. The outstanding
invoices mentioned in the audit have been paid.
There is an initiative under way to develop and
implement enhanced protocols/agreements
with companies to improve the recovery of
expenditures.

The Ministry will continue to regularly eval-
uate equipment levels and dispose of obsolete
equipment. Another review before the 2007/08
fiscal year will ensure inventories are current
and accurate.

Recommendation 8

The Ministry acknowledges the recommen-
dation. Plans are in place to dispose of four
underutilized aircraft identified in the Aviation
Services Review. Two have been disposed of,
Ontario Shared Services has identified a broker
to sell the third, and the fourth will be disposed
of before April 2007.

The Ministry is implementing a system to
assist with the requirements for tracking aircraft
maintenance. It will track repair and part costs
to specific aircraft. In 2007, the Ministry will
report on cost-effective ways to track air engin-
eer time for specific aircraft.

The Ministry and its fuel suppliers are col-
laborating to improve billing procedures so
Ministry departments can verify and approve
their invoices, thus reducing potential errors.

A database to improve the reconciliation of
invoice payments will be implemented during
the 2006/07 fiscal year. An audit procedure to
validate the process and accuracy will be intro-
duced in 2007.

Recommendation 9

The Ministry supports the recommendation. A
Health, Safety and Security Coordinator posi-
tion will be recruited in 2006 to supervise Avia-
tion Safety Officers and increase capacity.



The Ministry will establish record reten-
tion schedules for documentation relevant to
commercial carrier inspections, audits, and
information updates. In fall 2006, a docu-
ment will be produced that outlines policy
requirements for aircraft operators applying to
be on the Ministry’s aircraft carrier eligibility
list, and a risk-based program to audit currently
approved commercial aircraft operators.

Recommendation 10

Emergency Management Ontario advised

the Ministry that there were no required
enhanced levels of emergency planning or dead-
lines for 2005 and 2006. Rather, Emergency
Management Ontario has advised ministries
that the approach they should now follow is to
develop and integrate components of a com-
prehensive-level Emergency Management Pro-

Forest Fire Management “

gram into their own emergency management
programs over a number of years, without a
targeted completion date. The Ministry acted
accordingly, working towards the comprehen-
sive level of planning in accordance with inter-
national standards. The Ministry will continue
to work with Emergency Management Ontario
to ensure its legislative responsibilities are
fulfilled.

The Ministry has the capacity to develop
exercises and realistically simulate actual emer-
gencies. Emergency Management Ontario
advised ministries to perform table-top exercises
to test their plans pending a complex exercise
program. The Ministry responds in actual emer-
gency situations and takes lessons from these
real activities to enhance various aspects of its
program, including planning and training.
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Background

There are 155 public hospital corporations in
Ontario, each providing patient services at one
or more physical locations. Public hospitals in the
province are generally governed by boards of direc-
tors and are, for the most part, incorporated under
the Corporations Act. The board is responsible for
the hospital’s operations. As well, each hospital is
responsible for determining its own priorities to
address patient needs in the communities it serves.
The Public Hospitals Act and its regulations provide
the framework within which hospitals operate.

Hospital boards are also accountable to the Min-
istry of Health and Long-Term Care (Ministry), and
provincial payments provide approximately 85% of
total hospital funding, some of which is for speci-
fied purposes (for example, purchasing a specific
type of medical equipment). Other funding sources
may include internally generated surpluses, such as
those from parking revenues or cafeteria sales, as
well as donations, which may also be restricted for
specified purposes. In the 2005/06 fiscal year, the
total operating cost of the 155 hospital corporations
was approximately $17.5 billion.

Public hospitals in Ontario have a large vari-
ety of medical equipment ranging from small, less

Hospitals—
Administration of
Medical Equipment

expensive items—such as vital signs monitors cost-
ing several thousand dollars that are used through-
out the hospital—to expensive, complex equipment
costing millions of dollars—such as magnetic reso-
nance imaging machines (MRIs). The acquisition,
preventive maintenance, and repair of this medical
equipment is essential for providing quality patient
care in hospitals.

While hospitals report their overall equipment
spending to the Ministry, they are not required to
report separately on the type or total value of med-
ical equipment purchased or the cost to maintain
this equipment. The three hospitals we visited spent
a total of $20 million to acquire medical equipment
in the 2005 calendar year. None of these hospi-
tals had readily available information on the over-
all cost of maintaining and repairing their medical
equipment.

Audit Objective and Scope

This audit and the one in Section 3.06 constitute
the first value-for-money (VFM) audits conducted
of the hospital sector, enabled by an expansion of
the mandate of the Office of the Auditor General
of Ontario effective April 1, 2005. The expansion



allows us to conduct VFM audits of institutions in
the broader public sector, such as hospitals, chil-
dren’s aid societies (see Section 3.02), community
colleges (see Section 3.03), and school boards (see
Section 3.11).

The objective of our audit was to assess whether
adequate policies and procedures were in place at
selected hospitals to ensure that medical equipment
was acquired and maintained in a cost-effective
manner that supports quality patient care.

We conducted our audit work at three hospitals
of different sizes that provide services to a variety
of communities: Grand River Hospital serving the
Region of Waterloo and area, Mount Sinai Hos-
pital in Toronto, and the Thunder Bay Regional
Health Sciences Centre, serving Thunder Bay and
northwestern Ontario. In conducting our audit,
we reviewed relevant files and administrative poli-
cies and procedures, met with appropriate hospital
and Ministry of Health and Long-Term Care (Min-
istry) staff, conducted preliminary visits to familiar-
ize ourselves with medical equipment operations
at two other hospitals, and reviewed relevant lit-
erature, including publications by the Institute for
Clinical Evaluative Sciences on Access to Health
Services in Ontario and the Canadian Institute for
Health Information’s Medical Imaging in Canada.

Our audit was conducted in accordance with the
standards for assurance engagements, encompass-
ing value for money and compliance, established
by the Canadian Institute of Chartered Accountants
and accordingly included such tests and other pro-
cedures as we considered necessary in the circum-
stances. The criteria used to conclude on our audit
objective were discussed with and agreed to by sen-
ior hospital management.

We did not rely on the Ministry’s internal audit
to reduce the extent of our audit work because the
Ministry had not recently conducted any audit work
on the acquisition, maintenance, and repair of med-
ical equipment located in hospitals. None of the
hospitals we visited had an internal audit function.

Hospitals—Administration of Medical Equipment “

All the hospitals we visited had administered some

parts of their equipment management processes
well, but in other areas we noted opportunities for
significant improvement. Specifically, all hospitals
had areas where procedures were not adequate to
ensure that medical equipment required to meet
patient-care needs was acquired and maintained
in a cost-effective manner. For instance, we noted
that hospitals often did not use multi-year planning
processes, competitive selection, or other key ele-
ments of effective purchasing processes normally
used by other organizations to acquire equipment.
More specifically, we noted that:

e Multi-year strategic plans were not used by
two of the three hospitals to determine and
prioritize medical equipment needs. This is
a common best practice in other organiza-
tions that have recurring large equipment
purchases, and we noted recommendations
from other jurisdictions indicating that this
was a best practice for hospitals as well.
While annual equipment requests from their
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various departments were prioritized at all
the hospitals, one hospital, based on avail-
able funding, approved $10.4 million of
the $39 million in department requests it
received for the 2005/06 fiscal year—
however, it had no documented rationale for
determining which purchases were approved
for acquisition versus which were not. At
another hospital, while most of the purchases
we sampled were made outside of the annual
prioritization process, hospital management
indicated that purchases made with funding
from sources such as the hospital’s founda-
tion did not need to go through the hospital’s
annual prioritization process.

e Hospitals did not consider certain relevant cri-
teria in assessing proposed medical
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equipment purchases. For example, one hos-
pital purchased laboratory equipment for
$534,000 without a documented assessment
supporting why this equipment was needed,
such as anticipated demand for the services
in the hospital, or an assessment of whether
another laboratory could perform the work
within required time frames. Hospital man-
agement indicated that a clinical assessment
was completed, but not fully documented.
The majority of medical equipment acquisi-
tions we reviewed were purchased directly
from a vendor without any evidence of other
suppliers being considered. Hospitals indi-
cated that this was due primarily to the stan-
dardization of medical equipment, which
was necessary for various reasons, includ-
ing ensuring compatibility with other hospi-
tal devices or minimizing incidents relating
to staff being unfamiliar with other vendors’
medical devices. While we recognize the ben-
efits of standardizing certain types of medical
equipment, we found that none of the hospi-
tals had guidelines on what medical equip-
ment should be standardized. This increases
the risk that medical equipment will not be
standardized when it should be, or that it will
be standardized, and subsequently purchased
without competitive selection from one ven-
dor, without justification.

One of the hospitals purchased its medical
equipment through a buying group, which we
expected would result in lower prices. How-
ever, none of the items that we sampled were
purchased by the buying group using an open
competitive process. These items included
many that cost well in excess of $100,000,
including a computed tomography machine
(CT) that cost over $1.1 million.

We acknowledge that in most cases, given the
specialized nature of the medical equipment pur-
chased, we were unable to assess whether hospi-

tals could have acquired equipment that met their
patients’ needs at a lower price had they followed a
competitive selection process.

We also had concerns with the maintenance of

medical equipment, which included the following:

e All hospitals relied on equipment vendors to
maintain their magnetic resonance imaging
(MRI) machines and CTs. We noted that the
vendors’ maintenance varied and was often
less frequent than the standard set in the Clini-
cal Practice Parameters and Facility Standards
by the College of Physicians and Surgeons of
Ontario (College) for MRIs and CTs located
in independent health facilities. For exam-
ple, while one hospital had preventive main-
tenance on its MRIs conducted monthly in
2005, which was consistent with the Clinical
Practice Parameters and Facility Standards,
another hospital did not have maintenance
performed on its MRI until seven months after
it was installed. We also noted that MRIs and
CTs were not always subject to normal quality
assurance procedures, such as phantom scans,
to ensure that they were operating properly.

e Medical equipment was often not maintained
in-house as frequently as required by service
manuals or hospital plans. For example, 75%
of defibrillators at one hospital did not receive
scheduled maintenance during 2005, includ-
ing 45% that went over a year without
maintenance.

Detailed Audit Observations

PRIORITIZING MEDICAL EQUIPMENT
ACQUISITIONS

Strategic Planning

Strategic long-term planning for medical equip-
ment purchases is essential given the substantial



variety of equipment available, current and future
hospital priorities, and funding constraints. Such
plans enable hospitals to better manage the costs of
acquiring and maintaining medical equipment. We
also noted recommendations in other jurisdictions
indicating that multi-year strategic plans for med-
ical equipment was a best practice.

Along-term planning process should assess
future equipment needs using criteria to prioritize
those needs, and it should detail the planned acqui-
sition, maintenance, repair, and timely replace-
ment of equipment over a multi-year period. Such
planning is necessary to help ensure that required
medical equipment is available to meet patient-care
needs (for example, equipment malfunctions that
can result in delayed patient care), that emergency
purchases are minimized, and that acquired equip-
ment is not significantly underutilized.

We found that the medical equipment plan-
ning processes at the hospitals we visited varied.
Only one of the hospitals we visited had an up-to-
date plan for medical equipment purchases that
included planned acquisitions over a three-year
period for all major hospital departments, with
reasons provided in most cases outlining why the
equipment was required. One of the other hospi-
tals focused only on current-year acquisitions. This
hospital had previously recognized the need for a
multi-year strategic plan for the acquisition of diag-
nostic imaging equipment, but had not conducted
multi-year planning since 2002; however, hospital
senior management informed us that they would
use a two-year planning process for the 2006/07
and 2007/08 fiscal years. At the third hospital, sen-
ior management indicated that a three-year equip-
ment acquisition plan was initiated in 2001, with
purchases completed in 2004, as part of this hos-
pital’s relocation to a new site. As well, equipment
acquisition plans for the 2004/05 and 2005/06
fiscal years had been combined, and there was an
intention to develop a five-year planning process for

Hospitals—Administration of Medical Equipment “

the hospital’s medical equipment needs starting in
the 2006/07 fiscal year.

Annual Assessment

Hospitals need appropriate medical equipment

to support the delivery of patient care, and there-
fore a process to identify and prioritize equipment
requirements is needed to enable hospital man-
agement to make informed and timely decisions.
Equipment that is underutilized or unnecessarily
advanced is potentially wasteful, while insufficient
or outdated equipment may impact negatively on
patient outcomes.

The hospitals we visited all had an annual pro-
cess in place for determining medical equipment
priorities. In all cases, a medical equipment com-
mittee, including management and sometimes
medical representatives, or senior management
received and summarized medical equipment
requests from the various hospital departments—
some of which included support for why the item
was required—and prepared a prioritized list of
medical equipment. However, only one of the three
hospitals used documented criteria to prioritize
the potential equipment purchases for the 2005/06
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fiscal year. Factors considered by that hospital
included clinical patient-care needs, operational
safety concerns, expected equipment life and cur-
rent age, reductions in hospital costs resulting from
new equipment, and increases in revenues result-
ing from new equipment. We were informed by the
other two hospitals that they used similar criteria
as well as judgment to evaluate and prioritize the
medical equipment requests. Neither senior man-
agement nor the medical equipment committee

at any of the hospitals documented the needs-
assessment prioritization process used or why cer-
tain equipment was determined to be of a higher
priority. We noted areas where we expected some
documentation to support acquisitions. These
included:
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e At one hospital, the initial requests from the
various hospital departments totalled $39 mil-
lion for the 2005/06 fiscal year. The hospital
informed us that, based on available funding,
it approved $10.4 million of the $39 million in
requests—however, there was no documen-
tation explaining or justifying how medical
equipment was short-listed for approval.

e At another hospital, we noted that during
2005, two new CTs were purchased for
$2.4 million, replacing two existing CTs that
were still operational. We were informed that
the hospital moved both of the older CTs to
storage on an interim basis until one could be
moved to the emergency department and the
other to a new location for research. The dates
for these moves had not been finalized by May
2006, and the older CTs remained in storage.
Although we noted that there was no docu-
mented assessment supporting the CT reallo-
cations and no assessment of whether the new
CT would have better met patients’ needs if it
had been installed in the emergency depart-
ment rather than in another hospital depart-
ment, hospital management indicated that
such an assessment had been completed but
was not fully documented.

Given the potential impact on patient care and
hospital operations, we believe that the criteria
used to prioritize potential equipment acquisitions
and the application of these criteria should be
documented.

The boards at the hospitals we visited approved
the total annual amount to be spent on medical
equipment acquisitions. While two of the hospi-
tals had no documented policies on when board
approval was needed for an individual item of
medical equipment, the boards at these hospitals
approved individual medical equipment acquisi-
tions of items costing over $500,000 or $1 million,
depending on the hospital. One of these hospitals
indicated that, when no acquisitions are over the

threshold amount, it would have the board approve
the three largest purchases. The third hospital’s
policy did not require board approval for the acqui-
sition of individual items of medical equipment
regardless of the cost, unless the equipment was
leased for over $2 million. No such medical equip-
ment leases were entered into during the period we
reviewed.

Emergency and Other Special Purchases

Hospitals also acquired medical equipment in con-
tingency or emergency situations, in which a piece
of equipment had unexpectedly stopped working
or been damaged. We found that all of the hospi-
tals we visited had a process requiring that senior
management approve emergency requests. In addi-
tion, two hospitals had established at least some
formal policies and procedures surrounding the
emergency acquisition of medical equipment. How-
ever, the third hospital did not have any formal pol-
icies on emergency purchases (although hospital
management informed us that it followed informal
practices) and only tracked certain emergency pur-
chases. More comprehensive tracking of emergency
purchases would enable the hospital to determine
if there were reasons why the medical equipment
was not included in the annual prioritization pro-
cess and to take action to identify other equipment
requiring replacement, prior to the need for an
emergency purchase.

Our sample of emergency purchases of equip-
ment indicated that the reason for acquiring the
medical equipment was often not documented or,
where it was, it often did not seem to be of an emer-
gency nature. In addition, in our view, many of
these emergency purchases could reasonably have
been included and approved in the annual equip-
ment prioritization process. For example, at one
hospital in 2005, the reason for the emergency pur-
chase of a $25,000 esophagoscopy set (a scope used
to examine the esophagus) was that a significant



patient situation arose during surgery due to the
old age of the equipment. However, although the
age of the equipment was known during the annual
medical equipment planning process, hospital man-
agement indicated that replacement equipment
was not approved because the older equipment was
still functional.

At another hospital, most of the purchases we
sampled were not part of the overall equipment pri-
oritization process, although senior management
indicated that only one of these was considered
an emergency acquisition. We were informed that
the remaining items were acquired with funding
from other sources, such as funding provided by
the hospital’s foundation. However, there was no
documentation to show why these purchases could
not be included in the overall equipment prioritiza-
tion process. For example, $354,000 was spent on
14 extra workstations used to review images from
the Picture Archiving and Communication System
(PACS—a database that stores medical images from
diagnostic equipment such as CTs and enables the
images to be displayed, manipulated, and printed).
These were acquired without any documented rea-
son why they could not have been planned for and
considered in the annual hospital-wide prioritiza-
tion process. Senior management indicated that the
workstations were funded by the hospital’s Founda-
tion, and such purchases did not need to be priori-
tized through the hospital’s annual process.

RECOMMENDATION 1

To ensure that decision-makers have adequate
information to prioritize medical equipment
purchases to maximize the value to patient care,
hospitals should:

e conduct multi-year equipment needs assess-
ments and document the application of for-
mal prioritization criteria for requesting and
approving equipment purchases; and

e minimize exclusions from the hospital-wide
prioritization-and-approval process and,
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where equipment is purchased outside this
process, require appropriate approvals and
documentation to support the reasons for
the exclusion.

ACQUISITION OF MEDICAL EQUIPMENT

Justification of Need for Medical
Equipment

All the hospitals we visited had a process in place
to gather basic information about proposed equip-
ment purchases, such as a description of the equip-
ment and estimated cost, including any necessary
renovation and installation expenses. We noted,
however, that the process often did not consider
all relevant costs or criteria. For example, based on
the items we reviewed, only one hospital consid-
ered whether additional training costs would be
incurred as a result of purchasing new equipment.
Yet even this hospital did not consider whether
increased staffing levels would be required to oper-
ate the equipment. In addition, only one hospital
considered whether sufficient access to the equip-
ment was already otherwise available to patients in
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the region. In this regard, we understand that in the
future, Local Health Integration Networks may be
responsible for planning for capital funding needs,
including hospital needs, within their health area
and ensuring the effective and efficient manage-
ment of resources, including hospital resources.

As well, our review of equipment purchases indi-
cated many instances in which there was no sup-
porting documentation to show why an item was
required. For example:

e Laboratory equipment, the functions of which
include cell sorting and cell counting, was
purchased for $534,000. Although hospital
management indicated that a clinical assess-
ment was completed and that the equipment
was needed to develop expertise at the hos-
pital, there was no assessment documenting
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the anticipated demand for the services in the
hospital or whether another laboratory could
perform the services within required time
frames.

e An additional MRI was purchased for

$2.5 million without specific documentation
supporting why a second MRI was required to
meet patient needs.

We also found that hospitals sometimes pur-
chased the most recent medical equipment technol-
ogy without conducting adequate due diligence,
such as adequately determining the operating
capabilities, or adequately assessing whether the
technology purchased was the best way to meet
anticipated patient needs when compared to less
expensive technology. For example, one hospital
decided in 2003 to purchase what was then new
technology: a digital, large-field-of-view (LFOV)
mammography unit. Hospital management indi-
cated that part of the hospital’s role is to acquire
“cutting-edge” technology that may be unproven but
meets established standards and regulations. After
a competitive selection process, the hospital made
a $100,000 down payment in March 2004 and took
delivery of most of the equipment in the summer
of 2004. Upon installation, the hospital immedi-
ately encountered significant operational prob-
lems—including poor image quality and lengthy
image transfer time. By December 2004, the vend-
or had not resolved the problems and had refused
to accept the return of the equipment. However,
as a result of a June 2006 settlement, the vendor
agreed to pay the hospital about $54,000. In addi-
tion, hospital management indicated that it planned
to sell the equipment to further recover its costs.

In the meantime, in 2005, the hospital considered
other options but decided to purchase one small-
field-of-view digital mammography unit, which
was established technology, from another vendor
without a competitive selection process. Hospital
management indicated that this vendor was chosen
because the equipment was compatible with other

hospital equipment. The hospital paid $497,000 for
the equipment, which was to be replaced with that
vendor’s LFOV digital mammography unit when it
became available, for an upgrade cost of $135,000.
The hospital anticipated that it would receive the
new equipment by September 2006.

In another case, one hospital purchased two CTs
in 2005, one of which was a then-new technology
64-slice CT, which cost approximately $288,000
more than a 16-slice model that the hospital had
also recently purchased. We found no documented
analysis to substantiate why the 64-slice CT was
required to meet patient needs rather than a second
16-slice CT.

To make effective purchase decisions for
replacement equipment, hospital management
needs accurate and complete information on repair
histories and expected future repair costs. Such
information includes costs incurred to maintain
equipment, either in-house or by third parties, and
the reasons and duration of time equipment has
been out of service. While all three of the hospitals
informed us that they conducted a “beyond eco-
nomical repair” evaluation with certain equipment
to determine whether it was more economical to
replace the equipment than repair it, none of the
hospitals documented their analyses. One of these
hospitals indicated that it was incorporating docu-
mentation requirements into its policies. In addi-
tion, none of the hospitals had any documented
criteria indicating when devices should be removed
from service and disposed of. We were informed by
hospital management that disposal decisions were
generally made as part of the annual medical equip-
ment acquisition process or on an emergency basis
when necessary.

RECOMMENDATION 2

To better manage resources, hospitals should,
before purchasing medical equipment—espe-
cially new state-of-the-art equipment, consider:



e all relevant costs;

e patient needs;

e the proven capabilities of the new
technology;

e adequate performance agreements to protect
the hospital when the decision is made to
acquire unproven technology; and

e in conjunction with their Local Health Inte-
gration Network, whether sufficient access to
the equipment is already otherwise available

to patients in the region.

Acquisition Process

Although there is no provincial legislation that spe-
cifically addresses the acquisition process for med-
ical equipment, a federal statute—the Agreement on
Internal Trade Implementation Act—which applies
to all Canadian provinces, stipulates procurement
practices for the broader public sector, including
hospitals. These practices require a fair and open
process in the procurement of goods and services
costing in excess of $100,000 and that suppliers

in different provinces be treated equally. Excep-
tions for sole-sourcing are permitted in certain cir-
cumstances—for example, to ensure compatibility
with existing products. Such open competitive pro-
curement practices are also commonly accepted

as a best practice to ensure the right equipment is
acquired at the best price.

Competitive Selection of Vendors
When purchasing medical equipment, hospitals
determine whether or not to conduct a competi-
tive selection process, such as through requested
quotes, verbal or written, or through a public
tender. The advantages of a competitive process
include providing an equal opportunity to vendors
as well as ensuring the best quality and price are
obtained. We expected hospitals to have outlined

Hospitals—Administration of Medical Equipment 117

this decision process in a purchasing policy that
clearly states when a competitive selection process
should be used, such as for equipment items costing
over a certain dollar value.

We found that one hospital did not have any
documented policies and procedures for medical
equipment acquisitions, although we were informed
by hospital management that it followed informal
policies, including threshold limits for competi-
tive processes. The two other hospitals had docu-
mented policies and procedures, which included
some threshold limits above which verbal or written
quotes should be obtained and requests for propos-
als (RFPs) issued. However, neither hospital’s pur-
chasing policies encompassed all relevant details.
For example, one hospital’s policies did not define
the minimum dollar value for conducting a pub-
lic tender and did not indicate what circumstances
qualified as valid exceptions to the requirement to
conduct competitive acquisition procedures (for
instance, where equipment was purchased from one
vendor to ensure equipment compatibility).

Policies, either formal or informal, at two of the
hospitals generally required a public RFP for med-
ical equipment acquisitions costing over $100,000.
We reviewed a sample of medical equipment

Chapter 3 « VFM Section 3.05

acquisitions at these hospitals and found that nei-
ther issued public RFPs for many purchases over
$100,000. Furthermore, when one hospital pur-
chased an MRI for over $2.5 million, it excluded a
known vendor from its selection process. We were
informed by senior hospital management that the
vendor was excluded for a number of reasons,
including the vendor’s limited market share and
related potential service-capacity issues in the hos-
pital’s region.

The third hospital purchased its equipment in
conjunction with a buying group involving two
other hospitals. For the purchases we reviewed,
none of them had a public RFP and in only one
instance were pre-qualified vendors invited to bid
on a non-public RFP. This occurred even though
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many of the purchases exceeded $100,000, includ-
ing a CT that cost over $1.1 million. Senior man-
agement at the buying group, which was acting on
behalf of the hospital, indicated that it issues only
non-public RFPs to vendors pre-qualified by the
hospital because hospital management believes this
reduces overall costs and improves the timeliness
of the acquisition process. While the hospital indi-
cated that vendors have the opportunity to be pre-
qualified by contacting the hospital or the buying
group, we noted that the hospital’s pre-qualification
process was not publicly advertised and that there
was no formal process in place to inform vendors
that they had to be pre-qualified in order to bid on a
contract. Senior management advised us that ven-
dors were pre-qualified by the hospital based on a
number of factors, including their financial sound-
ness and reliability, as well as whether they carried
equipment that met the hospital’s safety standards.
In addition, with regards to the CT acquisition, hos-
pital management advised us that it believed it had
a sufficient process in place to ensure the CT was
acquired at a competitive price.

Requests for Information

Requests for information (RFIs) are used by hos-
pitals to obtain information on the types of equip-
ment available and the vendors that carry the
equipment. With this information, a hospital can
more effectively refine an RFP’s specifications, espe-
cially if the RFP is for a product that the hospital
has not recently, or perhaps ever, purchased.

Two of the hospitals we visited considered RFIs
a valid way of obtaining information on available
equipment. However, none of the hospitals used
public RFIs effectively to obtain information on the
types of equipment available and the vendors that
carry the equipment. Furthermore, the purchases
we reviewed included two RFIs, but they were not
used to assist in drafting RFPs. In fact, in both cases,
the hospital used the RFI to select the vendor.

We also found instances, particularly with med-
ical equipment acquisitions costing over $100,000,
in which an RFI could have ensured a more
effective purchase process. For example, one hospi-
tal issued an RFP with very broad criteria for a CT.
In particular, the RFP did not specify the number
of CTs to be purchased or the number of slices per
image the machine would take (more slices pro-
vide a more detailed image but these machines are
more expensive to purchase). Requirements were
specific in only a very limited number of areas,
such as for start-up procedures. We were informed
that a hospital selection committee short-listed the
vendors based on a clinical evaluation and a com-
mittee member’s familiarity with one manufactur-
er’s equipment. However, vendors were eliminated
either without documented explanation or because,
even though they met the minimum RFP criteria,
the hospital later decided that certain operational
features were lacking or insufficient—for example,
the hospital decided that the vendor’s workstations
were not user-friendly or that the vendor should
be able to provide a 64-slice CT. As a result, multi-
ple revised bids were required from the short-listed
vendors in order to address the hospital’s subse-
quent specifications, with the purchased CTs being
delivered to the hospital about 16 months and 21
months, respectively, after the RFP was released.

Sole-sourced Purchases
The majority of acquisitions we reviewed at the
hospitals we visited were purchased directly from
a vendor without any evidence of other suppliers
being considered. While some medical equipment
may have only a single vendor, the most common
reason provided for sourcing from a single ven-
dor (sole-sourcing) for the items we sampled was
equipment standardization.

We recognize that there are benefits to standard-
izing certain types of equipment. Medical devices
that are used widely across a hospital—such as
intravenous infusion pumps—are often standard-



ized. This helps minimize incidents related to staff
being unfamiliar with a device when providing
patient care in different areas of a hospital. Equip-
ment standardization can also be necessary where
medical devices are required to interface with other
devices or systems.

However, none of the hospitals we visited had
documented criteria specifying when equipment
should be standardized. The lack of such policies
increases the risk that medical equipment will
either not be standardized when it should be or
that it will be standardized, and subsequently
sole sourced, without valid justification. We were
informed, for example, that a light source that con-
nects to a videoscope (an instrument used to inter-
nally view body cavities) was sole sourced due to
standardization requirements. These light sources
cost the hospital about $8,000 each. However, we
were also informed by expert staff within this hos-
pital that the scopes would work with other manu-
facturers’ light sources—although an assessment
to determine compliance with the manufacturer’s
requirements must be completed and documented.
Senior management at this hospital indicated that
assessments are not completed in most cases due to
limited resources, and therefore the hospital gen-
erally standardized and therefore sole-sourced all
medical equipment maintained by hospital staff.

At another hospital, a colonoscope (an instrument
used to visually examine the interior of the colon)
costing $105,000 was sole sourced, and at the third
hospital, an ultrasound machine costing $267,000
was sole sourced. Both these hospitals indicated
that the equipment was sole sourced because it was
considered standardized. Again, we saw no analysis
to support the initial standardization of this equip-
ment with one vendor, although one hospital indi-
cated that two vendors were considered in creating
the standard. The other hospital indicated that its
selection was based on a clinical assessment, a pre-
vious positive experience with the vendor, and an
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existing service contract with the vendor that could
be expanded to include the ultrasound machine.

Only one of the hospitals we visited had an offi-
cial list of standardized equipment. We noted that
this list consisted of over 550 items, of which only
45 had been formally assessed. Of these 45 assess-
ments, only 15 included a comparison with other
equipment. A specialized laser and its accessor-
ies, for example, were sole sourced for $150,000
because they were the standard. However, there
was no formal assessment or comparisons with
other equipment considered as part of establishing
the standard.

We also noted some other cases in which non-
standardized equipment was sole sourced without
documented rationale. For example, one hospi-
tal sole-sourced the purchase of an eye laser for
$46,000, while another hospital sole-sourced the
purchase of a $25,000 piece of equipment used to
examine the esophagus. While the reasons for sole-
sourcing varied, in the case of the eye laser, hospital
management indicated that an RFP was not used
because a clinical trial of two products indicated
that this product met the hospital’s specifications.
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Buying Groups
An effective hospital buying group can attain sav-

ings through the combined purchasing power of
member hospitals to negotiate better terms with ven-
dors, including price. In addition, group purchasing
organizations can improve efficiency by centralizing
expertise in purchasing strategies and eliminating
administrative duplication at each hospital.

Two of the three hospitals we visited did not par-
ticipate in a medical equipment buying group. While
both hospitals indicated that they had acquired
some medical equipment in co-operation with other
hospitals, none of the purchases we sampled were
acquired this way, with the exception of one signifi-
cant purchase co-ordinated by the Ministry.

The third hospital created a buying group with
two other hospitals to purchase supplies, services,
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and equipment for the three hospitals. Each partici-
pating hospital was responsible for the cost of the
items purchased as well as for an additional fee to
cover the buying group’s expenses. Management at
the hospital we visited indicated that, along with
clinical leadership from the participating hospi-
tals, it expected that the use of the buying group
would result in lower prices, including lower prices
for medical equipment. However, the hospital had
never completed an analysis to determine whether
any quantifiable savings had been achieved for any
of the medical equipment purchases we reviewed,
which amounted to about 60% of the hospital’s
total medical equipment acquisitions during the
13-month period ending December 31, 2005. Fur-
thermore, as previously noted in the Competitive
Selection of Vendors section of this report, the buy-
ing group did not conduct an RFP for any of the
equipment purchased in our sample.

The amount paid by the hospital we visited to
the buying group for its services was approximately
$1 million for the 2005/06 fiscal year. Although
hospital management indicated that these costs
were reviewed for reasonableness as part of the
hospital’s annual budgeting process, we noted that
the hospital had not formally analyzed in the past
five years whether the amount paid to the buy-
ing group was reasonable when compared to the
expected costs of operating the buying group, based
on the volume of purchases conducted.

In March 2006, this buying group became part
of another organization that was established to
eventually manage certain functions, including
purchasing, for 12 hospitals. At the time of our
audit, it was too early to evaluate the success of
this new organization in achieving savings for the
hospital that we visited. However, we did note that
as of May 2006, two months into the new service
arrangement, the hospital was still determining
some aspects of its agreement with the organiza-
tion, including the amount it would pay for the buy-
ing group’s services. In addition, our preliminary

review of the hospital’s draft contract with the new
organization indicated no requirement for medical
equipment to be acquired through competitive
acquisition strategies, such as RFPs.

RECOMMENDATION 3

To ensure that medical equipment is being pur-
chased as cost-effectively as possible, and to
meet hospital-specific needs, hospitals or their
buying groups should commit to establish-

ing and ensuring compliance with competitive

acquisition procedures, including:

e requirements regarding the use of public
requests for proposals for medical equipment
purchases above a certain amount;

e criteria for equipment standardization ver-
sus an open competitive process; and

e requirements on when and how requests for
information to determine vendors with avail-
able equipment that meets the hospital’s
needs are to be used.

To help ensure that hospitals participating
in co-operative purchasing arrangements

for medical equipment are achieving savings,

hospitals should formally monitor the co-

operative arrangement’s success in acquiring
medical equipment.

Leasing Versus Buying
One consideration in long-term planning for the use
of limited hospital financial resources is whether
to lease or directly purchase medical equipment.
This decision affects available cash flows because
leases are generally paid over a period of time,
while direct purchases, unless otherwise financed,
are generally paid for up front. Depending on a
variety of factors, either leasing or purchasing can
be more economical. For example, in some cases, a
hospital may plan on retaining equipment for a lim-
ited period of time due to anticipated obsolescence.



In such cases, leasing may be the more economi-
cal choice. As well, leasing for a few years may be a
more cost-effective alternative in situations where
equipment repair costs are expected to escalate as
the equipment ages.

None of the hospitals we visited had policies that
provided guidance on when to lease medical equip-
ment rather than purchase it. In addition, none of
the acquisitions we reviewed included an analysis
of the impact of leasing versus purchasing equip-
ment to determine the most economical option.

We noted that hospitals rarely leased medical
equipment. We reviewed two leases related to one
hospital’s Picture Archiving and Communication
System (PACS). After this hospital determined the
equipment technology requirements, its primary
deciding criterion in selecting the leasing packages
was whether the leases could be reflected as an
operating expense, rather than an asset, in the hos-
pital’s audited financial statements. There was no
documented assessment of which leasing packages
would be most financially favourable to the hospi-
tal—for example, the one with a lower rate of inter-
est—or which lease would best match the hospital’s
intended period of use. Hospital management
indicated that acquisition arrangements are gen-
erally based on which kind of funding—operating
or capital—is available. For example, if operating
funding is available, then the hospital would seek a
lease arrangement where the lease is an operating

expense.

RECOMMENDATION 4

To help ensure that major pieces of medical
equipment are acquired in the most economi-
cal manner, hospitals should formally assess all
acquisition options, including leasing.
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MAINTENANCE AND REPAIRS OF
MEDICAL EQUIPMENT

Hospitals need effective preventive maintenance
and repair processes to help ensure that medical
equipment functions as intended. Malfunctioning
equipment could delay patient treatment, result in
poor patient-treatment decisions, or even be poten-
tially harmful to patients or hospital staff.

Because medical equipment can be very com-
plex, maintaining the equipment can require exper-
tise in a broad range of areas, including electronics,
computer technology, and mechanical systems. To
address these requirements, hospitals generally use
a combination of in-house maintenance staff for
less complex equipment and external maintenance
contracts—which can be with the equipment ven-
dor or a third party—for more complex equipment
like CTs and MRIs.

Each hospital we visited had a team of trained
technicians who performed preventive mainten-
ance and repairs on some of the hospital’s medical
equipment. For the remaining medical equipment,
particularly equipment of a more complex nature,
the hospitals generally contracted with the vendor
to provide service. In some cases, hospitals nego-
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tiated shared-responsibility service agreements

with vendors under which hospital technicians
were trained to address simpler maintenance and
repairs, while the vendor would be called in for
more complicated malfunctions.

Service Options

Hospitals determine whether medical equipment is
to be maintained and repaired in-house or through
a third party. In reaching this decision, hospitals
may consider whether the complexity of the equip-
ment prevents in-house technicians from becoming
as proficient as external technicians who special-
ize in the equipment, or whether in-house exper-
tise is preferable in order to provide an immediate
response to a problem. As well, in-house expertise
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enables better identification of product deficiencies
that can be taken into consideration in future pur-
chasing decisions.

We expected that hospitals would have com-
pleted a reasonable analysis of the service options
available for maintaining and repairing their med-
ical equipment, including the costs and benefits
of each option. However, for the equipment we
reviewed, we found that none of the hospitals con-
sistently documented their analysis of the service
options available from vendors—such as packages
with various service levels—or why they chose the
service package that they did. One hospital that
acquired a new CT entered into a basic-level service
agreement for five years, beginning in 2006, with
a set annual cost of $157,000. If vendor charges
for repairs and maintenance outside of the agree-
ment exceed the pre-set limit of $38,000 annually,
then the hospital may be billed additional fees of
up to $23,500 annually. A full-service contract that
would cover all repairs and maintenance would
have cost the hospital only $167,000 annually. We
noted that there was no documented analysis of the
expected future costs of repairs and maintenance,
either with reference to the CT they had previ-
ously owned or other hospitals’ CTs, to determine
which would be the more economical option over
the life of the service contract. We also found that
the three hospitals entered into a range of differ-
ent service options that had been negotiated with
third parties. For example, one hospital negotiated
a contract with one vendor to service various types
of equipment from different manufacturers. As new
equipment was added and old equipment removed
from service, the annual price of the contract was
adjusted.

With respect to tracking maintenance costs, two
of the hospitals did not track these costs by signifi-
cant pieces or classes of equipment for in-house
preventive maintenance and repairs, although one
of these hospitals indicated that it did track the cost
of replacement parts. The third hospital estimated

its annual in-house maintenance costs and, while it
had not used this information to perform a detailed
analysis of other service options, it believed that
third-party maintenance would cost three to six
times more than performing the maintenance in-
house.

RECOMMENDATION 5

For significant pieces or classes of medical
equipment, hospitals should formally assess:

e whether or not the capability to cost-
effectively service and maintain the equip-
ment exists in-house; and

e what third-party service options are avail-
able to meet the hospital’s needs in the most
economical fashion.

Conduct of Maintenance and Repairs

Medical equipment should be maintained in
accordance with appropriate standards, which may
be based on manufacturers’ recommendations,
professional guidelines, level of use, and past his-
tory of equipment problems. Ensuring that medical
equipment operates according to these standards is
necessary to provide accurate diagnostic informa-
tion to assist in patient-care decisions, as well as to
maintain patient and staff safety.

To ensure medical equipment is operating prop-
erly and will continue to operate properly, both
preventive maintenance and functional testing
are required. Preventive maintenance procedures
reduce the risk of the equipment malfunctioning,
while functional testing determines whether equip-
ment is operating within normal parameters. For
example, maintenance procedures for an infant ven-
tilator include preventive maintenance to replace
parts after a certain number of hours of use and
functional testing to ensure the proper function-
ing of emergency breathing valves. Insufficient or
incomplete preventive maintenance and functional



testing can result in medical equipment producing
inaccurate test results, which could lead to: incor-

rect patient-care decisions; patient backlogs due to
repeat tests; and increased equipment repair costs.

While none of the hospitals we visited had poli-
cies for establishing maintenance standards, we
were advised that hospitals generally used manu-
facturers’ service manuals as the basis for establish-
ing the maintenance procedures and frequency of
maintenance for the equipment they maintained
themselves. In addition, one hospital had a policy
describing a numerical ranking system that was
to be used to assist in assessing and assigning the
need and frequency for preventive maintenance for
medical devices. However, hospital management
indicated that this ranking system was used primar-
ily to prioritize which equipment should be main-
tained first on a given day and therefore was not
used to determine maintenance needs for the med-
ical equipment we reviewed.

Hospitals sometimes developed maintenance
checklists to assist technicians in ensuring that
required maintenance was completed. However,
we noted that these checklists did not always incor-
porate all of the manufacturer’s recommended
procedures and that, in many cases, hospitals did
not otherwise document that these procedures
were performed. For example, at one hospital, the
maintenance manual for a fetal monitor indicated
that a series of tests—including an ultrasound test,
fetal movement detection test, and dual heart rate
test—were to be performed as part of the prevent-
ive maintenance procedures in order to determine
whether the equipment was functioning properly.
However, the step on the checklist used by hospi-
tal technicians comprised only two words—*“Ultra-
sound transducers”—and there was no further
documentation to show all the required tests had
been completed.

For equipment maintained by third parties, in
many of the cases we sampled, the hospitals relied
on the vendor to determine the preventive mainten-
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ance to be performed as well as its frequency. In
numerous instances, the vendors’ reports on pre-
ventive maintenance did not detail the procedures
performed or the results. Such reporting is impor-
tant given that hospital staff were not trained in the
maintenance of the equipment and therefore could
not provide assurance that the preventive mainten-
ance was adequate.

Maintenance and Repairs for CTs and MRIs
We noted that the American College of Radiology
offers a series of accreditation programs, operat-
ing largely in the United States, for facilities such as
hospitals that operate MRIs and CTs. The accredit-
ation programs include an evaluation of the quali-
fications of personnel, equipment performance,
effectiveness of quality control measures, and qual-
ity of clinical images. While there are no equivalent
federal accreditation processes in Canada, the
College of Physicians and Surgeons of Ontario
(College) has developed Clinical Practice Param-
eters and Facility Standards (Clinical Practice
Parameters) for CTs and MRIs operated in inde-
pendent health facilities. These facilities provide
diagnostic procedures and operate as independent
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clinics, generally unrelated to hospitals. The College

uses the Clinical Practice Parameters to determine
whether appropriate medical standards are met in
these facilities, including ensuring that their equip-
ment provides accurate results and that safety con-
cerns are addressed.

We noted that the American College of Radi-
ology’s accreditation programs for MRIs included
requirements for quality control procedures, such
as the weekly monitoring of room temperature and
humidity. In addition, the College of Physicians and
Surgeons of Ontario’s Clinical Practice Parameters
for independent health facilities required some-
what similar quality control measures, including
a daily record of the MRI room’s temperature and
humidity. Such measures are important because,
for example, too low humidity levels can damage an
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MRI magnet. One hospital we visited indicated that
it had a sensor to alert staff if the temperature or
humidity levels were outside an acceptable range.
While the other two hospitals did not directly moni-
tor humidity levels during 2005, at one of these
hospitals, management indicated that humidity and
room temperature monitoring were performed by
the vendor through a remote connection. However,
this hospital did not have any documentation to
support that the vendor completed this monitoring
or to indicate the results of the monitoring. We also
noted that the third hospital began regular moni-
toring of humidity levels in early 2006 after pre-
ventive maintenance by the vendor found humidity
levels to be too low. This hospital informed us that
it had not previously monitored humidity levels
because the vendor had never indicated that this
was necessary.

The College’s Clinical Practice Parameters also
required phantom scans to be performed daily for
MRIs and at least weekly for CTs. A phantom scan is
a test in which a liquid-filled object, the “phantom,”
is test scanned; the test results are used to deter-
mine whether the equipment is operating properly.
We reviewed the completion of phantom scans at
the hospitals we visited and found that:

e One hospital had not performed any CT phan-
tom scans during 2005. However, this hospital
conducted MRI phantom scans every second
week.

e Another hospital performed no phantom
scans on either of their MRIs and only began
performing phantom scans on one of their
four CTs in operation in 2005. However, we
were informed that, in April 2006, this hospi-
tal began routinely performing phantom scans
on all of the MRIs and CTs in operation at that
time. Senior hospital management indicated
that the MRI scans commenced after the ven-
dor providing maintenance identified prob-
lems with one of the machines.

e The third hospital indicated that it performed
phantom scans on all of its MRIs and CTs
every day the machines were used in 2005,
although there was minimal documentation
to support that some of these tests had been
completed.

In addition, the College’s Clinical Practice
Parameters require that monthly preventive main-
tenance be performed on MRIs. However, man-
agement at one hospital indicated that, based on
the vendor’s recommendation, on-site preventive
maintenance on one MRI was not performed until
seven months after it was installed. At another hos-
pital, while maintenance was to be performed four
times in 2005 according to the vendor contract, it
was only completed three times. The third hospital
had completed monthly maintenance on both of its
MRIs in 2005.

All of the hospitals we visited used the equip-
ment vendor to perform appropriate preventive
maintenance and repairs on CTs and MRIs dur-
ing 2005, including functional testing to ensure
the equipment was operating properly. For exam-
ple, the hospitals generally relied on the vendors
to ensure that the radiation produced by CTs dur-
ing an exam was within acceptable limits. We were
concerned that the hospitals would not be able to
readily identify situations in which vendors were
not adequately maintaining MRIs and CTs, because
the operation of this equipment is generally not
otherwise reviewed or assessed. While independ-
ent health facilities with MRIs or CTs are subject
to a quality assessment process conducted by the
College on behalf of the Ministry, and x-ray equip-
ment is subject to requirements (such as machine
features, their operations, and the qualifications
of individuals operating them) under the Healing
Arts Radiation Protection Act, and related inspec-
tions, the CTs and MRIs in hospitals are not subject
to such external processes of quality assurance. Our
concerns in this area are discussed in more detail in
Section 3.06 Hospitals—Management and Use of



Diagnostic Imaging Equipment. At the end of our
fieldwork, to reduce the dependence on the ven-
dor, one hospital was negotiating a shared-service
agreement for its two CTs then in use. This agree-
ment would assign most of the preventive main-
tenance to trained hospital staff and most of the
repairs to the vendor.

Equipment Uptime Guarantees
Most of the MRI and CT service agreements that
we reviewed included an “uptime” guarantee that
equipment would be operational between 95% and
99% of the time, depending on the contract, during
certain hours each day. These hours generally cor-
responded to patient appointments.

We reviewed a sample of MRI and CT service
agreements, and noted that most of the agreements
did not include the time required to conduct pre-
ventive maintenance in equipment downtime, even
though equipment was usually maintained dur-
ing what would normally be patient appointment
times.

Although MRI and CT downtime was sometimes
recorded at the hospitals we visited, none of the
hospitals tracked the total amount of downtime to
determine if they were eligible for compensation
from the vendor should the uptime guarantee be
breached. Furthermore, none had policies provid-
ing guidance on when downtime should be tracked.

We were informed that the hospitals gener-
ally relied on the vendor to track downtime on
their behalf. However, only one hospital requested
reports of downtime from the vendor for the 2005
year, as a result of hospital staff concerns that sig-
nificant periods of downtime had occurred for the
hospital’s two MRIs, both of which had 98% uptime
guarantees. The vendor’s downtime report did not
support the staff’s concerns and indicated that the
number of hours of downtime incurred did not
breach the uptime guarantee. However, the hospi-
tal had no way to confirm this because it had not
tracked downtime during the year. If an uptime

Hospitals—Administration of Medical Equipment “

guarantee was breached, hospitals were generally to
receive some type of compensation, for example, an
extended coverage period of the service agreement.

In-house Maintenance and Repairs
All three hospitals had automated, to some extent,
their in-house equipment-maintenance activity. In
fact, one of the hospital’s systems automatically
prompted hospital technicians when equipment
was due for its scheduled maintenance. However,
we found that none of the hospitals were consist-
ently performing preventive maintenance as fre-
quently as required by the vendors’ service manuals
or by the hospitals’ planned maintenance sched-
ules. For example:

e At one hospital, available documentation sug-
gested that infant ventilator filters were not
being checked and changed as frequently as
the manufacturer recommended. The ven-
dor manual recommended that specific filters
be checked after every 1,000 or 5,000 hours
of use, depending on the filter, and the filter
be replaced when necessary. In one case, we
noted that by January 2006, 18 filter checks
(three checks of the first filter and 15 checks
of the other filter) should have been con-
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ducted for one infant ventilator acquired in
1999, based on the hours the ventilator had
been used. Maintenance records indicated
that the first filter was examined five times
during this period and replaced once. How-
ever, although hospital management indi-
cated that the second filter was regularly
checked and replaced when it failed, there
was no evidence that this filter had ever been
checked and replaced. Hospital management
indicated that a new process was being imple-
mented to better document this.

e At another hospital, the hospital’s mainten-
ance schedule required defibrillators to be
maintained every six months. However, 75%
were not maintained as required during 2005,
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including 45% that went over a year without
maintenance.

e At the third hospital, almost 50% of infusion

pumps that were to be maintained once a year
did not receive any maintenance during 2005
and, in many of these cases, had received no
maintenance for two or more years.

We noted that, although certain equipment
required more frequent testing, functional testing
was usually done only in conjunction with preven-
tive maintenance procedures—for example, one
hospital included a series of functional tests with
its in-house preventive maintenance program. We
were concerned that this practice meant that equip-
ment was not being functionally tested frequently
enough, especially since preventive maintenance
was often not conducted when required.

None of the hospitals we visited had analyzed
whether preventive maintenance was being con-
ducted in accordance with the hospital’s proce-
dures, or the impact of untimely maintenance or
no maintenance at all on equipment performance.
Nor had they assessed whether repairs to medical
equipment were completed in a timely manner.

As well, none had a reliable system to track repair
costs or the amount of time the medical equipment,
including major medical equipment, was out of ser-
vice. While medical equipment records indicated
that many of the devices we reviewed had required
repair at some point during 2005, in most cases,
there was insufficient data to determine the length
of time the equipment was out of service. There-
fore, the impact of any delays in repairing equip-
ment in-house could not be assessed.

RECOMMENDATION 6

To ensure that medical equipment operates

properly, hospitals should:

e perform preventive and functional mainten-
ance according to manufacturer’s or other
established specifications and monitor such

maintenance to ensure that it is being com-
pleted; and

e track downtime and other out-of-service
time for major medical equipment and use
this information to determine the impact on
patient care and costs, and to assess whether
operating performance uptime guarantees
have been breached.

Tracking of Medical Equipment

To help track medical equipment, hospitals tag
and record the equipment when it is purchased. In
addition, an inventory that contains complete and
up-to-date information on the acquisition, main-
tenance, and disposal of medical equipment is use-
ful in planning and managing equipment needs.
The benefits of such an inventory include identify-
ing the age of the equipment to assist in determin-
ing whether new or additional medical equipment
is needed, identifying equipment to be maintained
and its location, and identifying equipment subject
to a manufacturer’s recall to reduce patient safety
risks.

As noted previously in the In-house Mainten-
ance and Repairs section of this report, all of the
hospitals kept, to some extent, an inventory of their
medical equipment. However, none of the hospitals
had reviewed the completeness or accuracy of their
inventories in the last three years. We reviewed
a sample of medical equipment from their inven-
tory listings and found significant inaccuracies in
two of the hospitals’ records. For example, the list
of medical equipment used by in-house mainten-
ance staff included many items of equipment that
could not be located. In particular, in response to
our inquiries, we were informed that 58 defibrilla-
tors included on the list and recorded as being in
use had been disposed of. As well, according to hos-
pital staff, manual records approving certain med-

ical equipment disposals were not always prepared



and, when they were prepared, the medical equip-
ment listing was not consistently updated. We were
informed by hospital management that these prob-
lems resulted from the relocation of the hospital to
a new facility in 2004. Hospital management could
not estimate to what extent medical equipment
might have been disposed of without documenta-
tion approving the disposals or to what extent the
list of medical equipment contained assets that had
been disposed of.

RECOMMENDATION 7

To assist in better managing medical equipment
needs and identifying equipment for mainten-
ance, hospitals should ensure that medical equip-
ment inventory listings contain complete and
up-to-date information on the acquisition, main-
tenance, and disposal of medical equipment.

OTHER MATTER
Conflict of Interest Declarations

Given the large dollar value of many of the medical
equipment purchases made in hospitals, as well

as the lack of consistent use of competitive pub-

lic processes for acquiring medical equipment, as
noted in previous sections of this report, it is espe-
cially important that all real or perceived conflicts
of interest be identified and eliminated from the
hospitals’ processes of awarding contracts to ven-
dors. Recognizing this, all of the hospitals we vis-
ited had some documented policies requiring board
members and employees involved in purchasing
medical equipment to declare conflicts of interest.
For example, one hospital’s policy stated:

Unless a specific exception has been obtained
from the Chief Executive Officer, bids shall
not be solicited from, nor any order placed
with, any company that: (1) Is owned, con-
trolled or actively influenced by any hospi-

Hospitals—Administration of Medical Equipment m

tal employee, member of medical staff or
Board of Governors or immediate relative of
the aforementioned; (2) Employs in a man-
agement, consulting or sales capacity on a
full time basis any person who is a hospital
employee, member of medical staff or Board
of Governors; (3) Employs in any capacity a
hospital employee, member of medical staff
or Board of Governors who is in a position to
influence the selection of, or conduct busi-
ness with, such supplier.

While we were pleased that all hospitals had rec-
ognized the importance of eliminating conflict-of-
interest situations, we had some concerns regarding
these policies, as illustrated by the following
examples:

e One hospital required all employees and
medical staff to immediately disclose any per-
ceived potential or actual conflicts of interest.
The other two hospitals only required individ-
uals participating in the purchasing process,
or having control over hospital expenditures
or policy, respectively, to complete a conflict-of-
interest declaration if the individual believed
an actual conflict existed.
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e Although one hospital required board mem-

bers to make an annual conflict-of-interest
declaration, another hospital only required
board member declarations when the member
believed an actual conflict existed. The third
hospital did not specifically require any conflict-
of-interest declarations by board members,
although, as noted earlier in this section, its
policies did forbid conflict situations, unless
an exception was obtained from the chief
executive officer.

e None of the hospitals indicated the conse-
quences of failing to declare an existing
conflict of interest.

e Two hospitals provided examples of what
would constitute a conflict of interest, such as
disclosing confidential hospital information to
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unauthorized persons; the other hospital did
not.

In addition, we noted that two of the hospitals
did not require prospective vendors to complete
conflict-of-interest declarations except when an
RFP was being conducted, which occurred infre-
quently. Our testing indicated that conflict-of-
interest declarations by vendors were generally
completed at these two hospitals for the few RFP
purchases we reviewed. However, prospective ven-
dors were not required to declare conflicts for the
majority of medical equipment purchases, since
most of these acquisitions were not completed
through an RFP process.

RECOMMENDATION 8

To help ensure that medical equipment is
acquired at the best price and to avoid potential
conflicts of interest, hospitals should:

e require that all board members as well as
individuals participating in, or having influ-
ence over, the purchasing process complete
annual conflict-of-interest declarations that
include actual and potential conflicts, and
should require vendors to complete a conflict-
of-interest declaration as part of the acquisi-
tion process; and

e provide guidance on what constitutes a
conflict, to whom conflict-of-interest decla-
rations should be provided, and the conse-
quences of not declaring potential or actual
conflicts of interest.

. SUMMARY OF RESPONSES FROM HOSPITALS

In this section, rather than reproducing the indi-
vidual responses from each of the three hos-
pitals we visited as part of this audit, we have
summarized the highlights of the responses we
received. Overall, hospitals generally agreed
with our recommendations but indicated that
implementing certain recommendations may
not be practical given their organization’s
unique circumstances or limited financial and
human resources. For example, one hospital
indicated that since health-care resources are
limited, they are directed to patient-care priori-
ties over administrative functions, such as pro-
viding supporting documentation for medical
equipment acquisition decisions. Another hospi-
tal indicated that, due to its relocation to a new
facility in February 2004, many of its capital
acquisition practices for medical equipment did
not follow its normal practices.

Recommendation 1

All of the hospitals agreed with conducting
multi-year medical equipment needs assess-
ments, and one hospital had such a process

in place. While one hospital indicated that it
should develop a rolling two-year capital plan,
both this hospital and another hospital indi-
cated that it is very difficult to further project
future capital needs due to a number of factors,
including rapid changes in health-care technol-
ogy introduced to improve patient care.

In addition, all hospitals agreed that appro-
priate prioritization criteria should be used.
While one hospital indicated that it was commit-
ted to improving documentation relating to its
medical equipment prioritization-and-approval
process, another hospital indicated that docu-
menting decision-making throughout the capi-
tal process was unrealistic given its current
financial and resource constraints.



The hospitals also agreed to require appro-
priate approvals and documentation to support
purchases made outside of the hospital-wide
prioritization-and-approval process. However,
one hospital did highlight that, since capital
equipment funds are very limited in hospitals,
medical equipment is kept longer than the ideal
replacement life, and therefore emergency pur-
chases are expected to occur.

Recommendation 2

The hospitals generally supported this recom-
mendation, and one agreed that the factors
identified were relevant criteria to consider

in medical equipment purchasing decisions.
Another hospital indicated that, in some cases,
medical equipment purchases are driven by
strategic planning for future patient-care capa-
bilities, as well as competitive medical-staff
retention and recruitment.

Recommendation 3
All of the hospitals agreed that they should
ensure that medical equipment is being pur-
chased as cost-effectively as possible and to meet
hospitals’ specific needs. Furthermore, two hos-
pitals indicated that they were in the process of
updating and formally documenting policies and
procedures for medical equipment acquisitions,
including, in one case, ensuring consistency with
the hospital’s buying group’s practices. One hos-
pital indicated that having the Ontario Hospital
Association assist in the development of medical
equipment acquisition policies that could be
used by all hospitals across the province would
be useful and would maximize cost efficiencies.
As well, one hospital believed that when the
request-for-information (RFI) process identi-
fies a limited number of vendors, the use of the
RFI to select the vendor is both cost and time
effective. The third hospital indicated that,
while its current policies identify dollar limits
for equipment tendering, it would be expanding

Hospitals—Administration of Medical Equipment “

its policies to address standardization versus an
open competitive selection process as well as the
use of RFIs—although RFIs are not used very
often by this hospital.

Recommendation 4

One hospital agreed with formally considering
all acquisition options for major pieces of capital
equipment (costing more than $1 million) but
indicated that the acquisition decision may be
based on which kind of funding is available—
capital (to enable direct purchases) or operat-
ing (requiring leasing). The other two hospitals
indicated that they had previously assessed
acquisition options and found that purchasing
medical equipment outright was the less costly
alternative. Therefore, they believed that for-
mally assessing all acquisition options was not
practical.

Recommendation 5

For the most part, hospitals agreed with this
recommendation. In addition, one hospital indi-
cated that it followed this recommendation but
would be improving the documentation of its
assessment of maintenance provision options.
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Another hospital indicated that its maintenance

provision decisions were generally straightfor-
ward but that it was also exploring alternative
maintenance arrangements. The third hospi-

tal indicated that it would conduct an analysis
of third-party service-contract options when
appropriate and that other factors would also
be considered in its analysis, such as technology
upgrades and the impact on delivery of patient

care.

Recommendation 6

The hospitals all agreed that medical equip-
ment should be maintained in accordance with
manufacturer or other appropriate established
specifications. However, one hospital indicated
that modifications to the specifications could
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also be done by competent staff within its facil-
ity. Another hospital commented that, while
it endeavours to always perform maintenance
when scheduled, workload and available human
resources sometimes prevent this from happening.
The hospitals also agreed to assess ways of
obtaining complete information on downtime
and other out-of-service time for major medical
equipment. In this regard, one hospital sug-
gested the possible involvement of the Ontario
Hospital Association in creating a consistent def-
inition of major medical equipment.

Recommendation 7

All of the hospitals agreed that medical equip-
ment inventory listings should contain complete
and up-to-date information on the acquisition,
maintenance, and disposal of medical equip-
ment. However, one hospital indicated that,
given limited resources, this is not always pos-
sible and that the major concern was ensuring
that equipment was appropriately maintained.
Another hospital indicated that, in addition to
keeping up-to-date information on acquisitions,
it would consider the integration of mainten-
ance information as new administrative sys-

This report was also provided to the Ministry of
Health and Long-Term Care. Rather than repro-
duce the full response we received from the
Ministry, we have summarized highlights from
it. Overall, the Ministry generally agreed with
the recommendations.

With respect to Recommendation 2, the
Ministry highlighted the fact that the Ontario
Health Technology Advisory Committee, estab-
lished in October 2003, provides objective,
evidence-based advice to the Ministry and the
health-care system regarding the implications

tems were implemented and that it was working
towards ensuring full compliance with its equip-
ment disposal policies. The third hospital indi-
cated that it had recently implemented new
software to aid in maintaining a complete and
up-to-date medical equipment inventory listing.

Recommendation 8

The hospitals all concurred with this recommen-
dation, and one hospital’s policies and processes
complied with the recommendation. The second
hospital indicated that its conflict-of-interest
policy was due for review and that the Audi-
tor’s comments would be considered as part of
the review process. The third hospital indicated
that it would be revising its conflict-of-interest
policy to include all board members as well as
any other individual participating in the acquisi-
tion of medical equipment via a request for pro-
posal, as well as having any potential conflicts
declared at its Audit and Finance Committee
meetings. This hospital also suggested the possi-
ble involvement of the Ontario Hospital Associa-
tion in developing a conflict-of-interest template
that could be used by many hospitals, rather
than each hospital developing its own.

. SUMMARY OF MINISTRY OF HEALTH AND LONG-TERM CARE RESPONSE

of introducing new health technologies and
removing obsolete ones. Potential purchasers of
new health technologies such as medical equip-
ment can refer an item to be purchased for the
Committee’s review. The Committee can thus
be of assistance to hospitals as they consider the
specific factors the Auditor recommended (such
as all relevant costs, patient needs, the proven
capabilities of new technologies, and the pro-
jected demand for medical equipment and ser-
vices) before purchasing equipment.



Background

There are 155 public hospital corporations in
Ontario, each providing patient services at one or
more locations. Public hospitals in the province are
generally governed by a board of directors and are,
for the most part, incorporated under the Corpora-
tions Act. The board is responsible for the hospital’s
operations. As well, each hospital is responsible for
determining its own priorities to address patient
needs in the communities it serves. The Public Hos-
pitals Act and its regulations provide the framework
within which hospitals operate.

Hospital boards are also accountable to the Min-
istry of Health and Long-Term Care (Ministry),
which provides approximately 85% of total hospital
funding, some of which can only be used for speci-
fied purposes. Other funding sources may include
internally generated surpluses, such as those from
semi-private and private accommodation charges,
cafeteria sales, and parking revenues. Donations,
which may be restricted to specified purposes, also
help fund hospitals. In the 2005/06 fiscal year, the
total operating cost of the 155 hospital corporations
was approximately $17.5 billion. This excludes most
physicians’ services that are provided to hospital
patients and paid for by the Ministry to physicians
through the Ontario Health Insurance Plan (OHIP).

Hospitals—Management
and Use of Diagnostic
Imaging Equipment

Diagnostic medical imaging includes the use
of x-ray, ultrasound, magnetic resonance imaging
(MRI), and computed tomography (CT) to pro-
vide physicians with important information used
in diagnosing and monitoring patients’ conditions.
According to the World Health Organization, diag-
nostic imaging is necessary for the appropriate
and successful treatment of at least a quarter of all
patients. There were about 10.6 million diagnostic
imaging tests conducted in Ontario hospitals in the
2005/06 fiscal year, broken down by type of test in
Figure 1.

Figure 1: Diagnostic Tests in Ontario Hospitals by
Percentage, 2005/06 Fiscal Year

Source of data: Ministry of Health and Long-Term Care
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Figure 2: Number of CT and MRI Examinations in Ontario by Fiscal Year

Source of data: Ministry of Health and Long-Term Care
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Although CT and MRI examinations are a small
percentage of the number of diagnostic imaging
procedures performed overall, our audit focused on
CTs and MRIs, since the equipment can cost several
million dollars, there are health safety risks associ-
ated with the examinations, and the use of CT and
MRI scanners has been increasing over the years.
According to ministry data, between the 1994/95
and 2004/05 fiscal years, the total number of CT
examinations increased almost 200%, and MRI out-
patient examinations increased over 600%. (See
Figure 2.)

In reports issued in April 2005 and May 2006,
the Institute for Clinical Evaluative Sciences
(ICES) indicated that the reason for such a signifi-
cant increase in the use of this equipment was not
clear. However, it was likely due to a combination
of factors including: greater patient and physician
demand, the availability of more scanners, longer
operating hours for MRI scanners due to increased

funding, new indications for use, physician con-
cern about litigation, increased use of scanning to
monitor response to therapy, and the capability of
new CTs to complete examinations faster. Accord-
ing to Medical Imaging in Canada, 2005, a report
by the Canadian Institute of Health Information,
Ontario has a total of 108 CT and 58 MRI scanners.
The numbers of scanners and of scans completed in
Ontario relative to other large provinces are shown
in Figure 3.

CT, also known as computer assisted
tomography (CAT), uses a series of x-rays to cre-
ate virtual images of slices of a patient’s body. A
computer then processes the data to create three-
dimensional images of the structures within the
body. Physicians use CT scans for diagnosing a
wide range of conditions, such as head injury, chest
trauma, musculoskeletal fractures, and for mon-
itoring cancer. MRI machines use a strong magnetic
field (10,000 to 30,000 times stronger than the
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Figure 3: CT and MRI Scanners and Examinations, Selected Provinces, 2005
Source of data: Medical Imaging in Canada, 2005, Canadian Institute for Health Information

I T

Scanners/ Examinations/ Scanners/  Examinations/
(. Million (Pop.) Thousand (Pop.) Million (Pop.) Thousand (Pop.)
Ontario 8.7 79.4 4.7 27.4
Alberta 9.3 90.8 7.8 36.6
British Columbia 10.9 78.2 5.5 18.4
Quebec 14.0 90.1 6.5 21.7

earth’s magnetic field) and radio waves to generate
images of areas inside the body. MRI is especially
useful in imaging the brain, spine, abdomen, pelvis,
soft tissues of the joints, and the inside of bones.

Audit Objective and Scope

The objective of our audit was to assess whether

selected hospitals had adequate policies and pro-
cedures in place to ensure that the management
and use of medical imaging equipment, particularly
MRI and CT equipment, meets patient needs effi-
ciently and is in compliance with applicable legis-
lation, and that test results are accurately reported
on a timely basis.

We conducted our audit work at three hospitals
of different sizes that provide services to a vari-
ety of communities: Grand River Hospital serving
the region of Waterloo and area, University Health
Network in Toronto comprised of the Toronto Gen-
eral Hospital, the Toronto Western Hospital and
the Princess Margaret Hospital, and Peterborough
Regional Health Centre serving Peterborough and
area. In conducting our audit, we reviewed relevant
files and administrative policies and procedures,
interviewed appropriate hospital and ministry staff,
and reviewed relevant research including that on
the delivery of diagnostic imaging services in other
jurisdictions. We also conducted preliminary visits
at two other hospitals to become familiar with their

diagnostic imaging equipment operations. In addi-
tion, we discussed the delivery of diagnostic ser-
vices—in particular MRI and CT examinations—in
Ontario with representatives of the Canadian Asso-
ciation of Radiologists, the Ontario Association of
Medical Radiation Technologists, the Healing Arts
Radiation Protection Commission, and the Min-
istry’s Expert Panel on MRI and CT.

This audit and the audit in Section 3.05 con-
stitute the first value-for-money (VFM) audits
conducted of the hospital sector, enabled by an
expansion of the mandate of the Office of the Audi-
tor General of Ontario effective April 1, 2005. The
expansion allows us to conduct VFM audits of insti-
tutions in the broader public sector such as hos-
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pitals, children’s aid societies (see Section 3.02),

community colleges (see Section 3.03), and school
boards (see Section 3.11).

Our audit fieldwork was substantially completed
in May 2006 and was conducted in accordance
with the standards for assurance engagements,
encompassing value for money and compliance,
established by the Canadian Institute of Chartered
Accountants and accordingly included such tests
and other procedures as we considered necessary in
the circumstances, except as explained in the Scope
Limitation section that follows. The criteria used
to conclude on our audit objective were discussed
with and agreed to by senior hospital management.

We did not rely on the Ministry’s Internal Audit
Services to reduce the extent of our audit work
because they had not recently conducted any audit
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work on diagnostic services within hospitals. None
of the hospitals we visited had an internal audit
function.

SCOPE LIMITATION

On November 1, 2004, sections of the Quality of
Care Information Protection Act, 2004 (Act) and
related regulations came into force that prohibit
the disclosure of information prepared for or by a
designated quality-of-care committee unless the
committee considers the disclosure necessary to
maintain or improve the quality of health care.
Similarly, anyone to whom such a committee dis-
closes information may share the information only
if it is considered necessary to maintain or improve
the quality of health care. We understand that this
legislation was designed to encourage health pro-
fessionals to share information to improve patient
care without fear that the information would be
used against them.

The Act prevails over all other Ontario statutes,
including the Auditor General Act, unless specific-
ally exempted. One of the three hospitals that we
visited had designated a quality-of-care committee
under the Act, and information relating to any an-
alysis and follow-up of critical, severe, and near-
miss incidents (for example, unusual occurrences
causing injury to patients or hospital employees)
associated with diagnostic imaging was prepared
for this committee. Due to the Act, our access to
such information was prohibited. Therefore, we
were unable to determine whether this hospital had
an adequate system in place to analyze and follow
up on diagnostic imaging incidents and take correc-
tive action, where necessary, to prevent similar inci-
dents in the future.

The other two hospitals we visited did not have
a designated quality-of-care committee; therefore,
we were able to review their processes to analyze
and follow up on incidents.

Our concerns over the scope limitation imposed
by the Quality of Care Information Protection Act,
2004 were also mentioned in our 2005 Annual
Report audit of health laboratory services, where
we were unable to determine whether the Ontario
Medical Association’s quality management program
for laboratory services was functioning as intended.
In fact, we have expressed concerns with the scope
limitation since December 2003, when the Act was
introduced for first reading in the Legislature. We
continue to be concerned about the impact of the
Act on our current and future audit work, and the
effects it has on our ability to determine whether
important systems, which can affect patient safety
and treatment, are functioning as intended.

All of the hospitals we visited were managing and
using their medical imaging equipment, specifically
CTs and MRIs, well in some areas, such as operat-
ing patient appointment-scheduling systems and
participating in Ontario’s Wait Time Strategy to
reduce wait times. Notwithstanding, hospitals can
still improve their management and use of CTs and
MRIs to better meet patient needs—for instance,
by adopting best practices from other jurisdictions.
More specifically, we found that the hospitals we
visited generally did not use referral guidelines

to ensure patients received the most appropri-

ate test, did not always clearly prioritize patients
based on their needs, and were not able to fully uti-
lize their equipment despite patient waiting lists.
Furthermore, the hospitals needed to do more to
ensure the safety of patients and hospital person-
nel, including ensuring that exposure to radiation
is as low as reasonably achievable. In particular,
our observations on the operation of MRIs and CTs
included:
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e The Canadian Association of Radiologists
(CAR) has noted that 10% to 20% of diag-
nostic imaging examinations that physicians
order are not the most appropriate test in
the circumstances, given the patient’s clini-
cal symptoms. Notwithstanding, the hospitals
we visited were generally not using referral
guidelines (such as CAR’s September 2005
guidelines) to help ensure that the most
appropriate diagnostic test was ordered.

e Hospitals receive about $1,200 from the
Workplace Safety Insurance Board of Ontario
(WSIB) for each WSIB out-patient provided
with an MRI examination. At two of the hos-
pitals we visited, we noted that WSIB patients
received much quicker access to their MRI
examination than did non-WSIB patients.

For example, at one hospital the WSIB out-
patients received their MRI within an average
of five days, while other out-patients waited
25 days on average.

e Wait times reported on the Ministry’s web-
site combine in-patient and out-patient
wait times, even though in-patients gener-
ally receive their examination within a day.
For example, at one hospital the ministry-
reported wait time for a CT was 13 days, but
out-patients actually waited about 30 days.
As well, the starting point for measuring wait
times has not been clearly established. In the
sample we tested at one hospital, if all the
wait times had been measured from the time
the completed referral form was received,
rather than from the time it was entered into
the system, the reported wait time would have
been an average of 13 days longer.

e Most CTs and one MRI at the hospitals we vis-
ited did not regularly operate on the week-
ends. We also noted that most CTs and MRIs
were generally in operation for more than
80% of their posted operating hours, but that
about half of the CTs at one hospital were

scheduled to operate eight hours or less on
weekdays. Hospital management indicated
that a shortage of technologists and radiolo-
gists and a lack of funding prevented them
from operating the machines for longer peri-
ods of time, even though waiting lists existed
for these tests.

Many referring physicians and staff at the hos-
pitals we visited indicated that they were not
aware that CT examinations expose patients

to significantly more radiation than conven-
tional x-rays. For example, one CT of an adult’s
abdomen or pelvis is approximately equivalent
to the radiation exposure of 500 chest x-rays.
Although other countries, such as Britain and
the U.S., have established radiation dose ref-
erence levels to guide clinicians in establish-
ing CT radiation exposure levels for patients,
Ontario has not. Given that with CTs, better
image quality can be obtained by increasing the
level of radiation, reference levels are benefi-
cial because they provide guidance on accept-
able levels of radiation to produce an adequate
diagnostic image. Without such reference lev-
els, patients could receive more radiation at one
hospital than at another for the same type of
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examination.

Staff at the two hospitals we visited that per-
formed pediatric CT examinations indicated
that in close to 50% of the selected cases the
appropriate equipment settings for children
were not used. As a result, the children were
exposed to more radiation than necessary for
diagnostic imaging purposes. In addition, a
recent survey of referring pediatricians in the
Toronto area found that 94% underestimated
the radiation exposure for children from CT
examinations. Furthermore, since children’s
organs are more sensitive to radiation than
those of adults, the use of an adult setting for
one CT examination of a child’s abdomen
and pelvis was estimated to be equivalent to
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over 4,000 x-rays, which is eight times the
radiation an adult would be exposed to on the
same setting. Using less radiation is particu-
larly important when the patient is a child,
since children exposed to radiation are at a
greater risk of developing radiation-related
cancer later in life.

None of the hospitals that we visited had
analyzed the number of CT examinations

by patient or monitored radiation dosages
absorbed by patients. At the two hospitals that
were able to provide us with information for
2005, 353 patients had at least 10 CT exami-
nations, and several patients had substan-
tially more examinations than that during
that year. As well, at the two hospitals that
performed pediatric CTs, 58 children received
more than one CT examination, including 14
children who had at least three, and one child
with six examinations in 2005. In addition,
these patients may have received additional
CT examinations at other hospitals or in other
years, which would also add to their lifetime
radiation exposure. The International Com-
mission on Radiological Protection (ICRP)
cautions that while many diagnostic proce-
dures with relatively high radiation doses
(such as CTs) are very useful medical imaging
tools, repeated examinations may expose
patients to a level of radiation which evidence
shows may cause cancer.

Radiation protection practices include using
protective accessories, such as a lead sheet, to
cover a patient’s body parts that are sensitive
to radiation. At the hospitals we visited, poli-
cies on the use of protective accessories for
CTs varied from shielding a patient’s repro-
ductive organs to shielding other superficial
organs outside the area under examination.
However, actual shielding practices varied.
One hospital informed us that lead sheets
were placed over and under a patient’s body if

doing so did not interfere with the diagnostic
image, whereas another hospital provided no
similar protection for patients undergoing a
CT.

e Individuals who are exposed to radiation as
part of their job are required to wear dosim-
eters, a device used to measure radiation expo-
sure. However, we found that the majority of
interventional radiologists at one hospital,
who are exposed to higher levels of radia-
tion since they perform procedures close to
the radiation source, were not wearing their
dosimeters. As a result, the hospital was un-
able to tell whether these physicians exceeded
annual maximum radiation doses established
under the Occupational Health and Safety Act.

e Unlike x-ray operations, since there are no CT
operating standards specified under the Heal-
ing Arts Radiation Protection Act, the Ministry
does not examine CT operations, even though
CTs expose patients to significantly more radi-
ation than x-rays.

e None of the hospitals that we visited had a
formal quality assurance program in place to
periodically ensure that radiologists’ analyses
of CT and MRI examination images were rea-
sonable and accurate. A 2001 British research
article determined that clinically significant
or major errors (those that would potentially
alter patient management decisions) in radi-
ologists’ reports ranged from 2% to 20% for
CT examinations and from 6% to 20% for MRI
examinations.

We wish to acknowledge the co-operation we
received from the hospitals visited as well as from
the Ontario Hospital Association in co-ordinating
our first audit in this sector. In particular, we wish
to thank the hospital management, staff, and physi-
cians for their input and open discussions through-
out the audit process.
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Detailed Audit Observations

REFERRAL GUIDELINES

A 2003 study done in the United States found that
regions with the highest expenditures on health
care (including the increased use of diagnostic tests
such as CT and MRI) had no better patient out-
comes; in fact, somewhat surprisingly, the study
indicated there was a trend towards poorer out-
comes for patients with similar acuity in higher-
expenditure regions. Clinical practice guidelines can
help clinicians determine which diagnostic tests are
most appropriate and when they should be done.
The ICES report Access to Health Services in Ontario
(April 2005) recommended that evidence-based
guidelines for appropriate use of CT and MRI scan-
ning be developed for use in Ontario. ICES also
noted that the American College of Radiology had
established appropriateness criteria for diagnostic
imaging and, at that time, the Canadian Association
of Radiologists (CAR) was developing evidence-
based guidelines for diagnostic imaging procedures.
In October 2004, the Ministry of Health and
Long-Term Care established the Expert Panel on
MRI and CT (Panel), with hospital, academic, and
ministry representation. In its April 2005 report,
the Panel identified the need for MRI and CT refer-
ral guidelines, due to a perception that referring
physicians—both specialists and non-specialists—
are not sufficiently informed about the appropri-
ate clinical use of MRIs and CTs. In addition, the
Panel stated that referring physicians need to be
better educated about the range of diagnostic tests
available. To address these concerns, the Panel
recommended that the Ministry assess the CAR
guidelines, once developed, and those from other
jurisdictions, such as the U.S. and Britain, with the
goal of adopting and implementing guidelines for
the appropriate use of MRIs and CTs in Ontario.

In September 2005, the Canadian Association
of Radiologists published Diagnostic Imaging Refer-
ral Guidelines, which are based on the British Royal
College of Radiologists’ guidelines. CAR noted that,
according to research from around the world, 10%
to 20% of diagnostic imaging examinations that
physicians order are not the most appropriate ones,
given the patient’s clinical symptoms. Therefore,
the guidelines were aimed at assisting physicians
to choose the most appropriate diagnostic imaging
tests for their patients. We were informed that the
Panel was assessing these guidelines.

The CAR’s guidelines were introduced as a small
pilot project at a New Brunswick hospital in 2005.
The guidelines were embedded into the hospital’s
diagnostic imaging order entry system. The sys-
tem provides feedback to referring physicians on
the appropriateness of ordered tests, based on the
patient information provided (such as the patient’s
relevant medical history and symptoms and the
examination ordered). Preliminary results indi-
cated that 86% of tests were appropriately ordered.
In addition, while the guidelines were not used to
restrict the freedom of physicians to order what
they believed was the most appropriate test for

Chapter 3 « VFM Section 3.06

their patient, the pilot study noted that physicians

generally changed the diagnostic test being ordered
when the software indicated another test was more
appropriate. At the time of our audit, a larger pilot
project was under way at the Children’s Hospital of
the Winnipeg Health Sciences Centre.

Other than a few specific ordering guidelines,
such as the Ministry’s stroke protocol and Cancer
Care Ontario’s practice guidelines for certain types
of cancer, no other MRI and CT ordering or appro-
priateness guidelines were formally used by the
hospitals that we visited. In fact, in some cases, the
referring physicians we spoke with did not know
that the CAR guidelines existed. However, all the
referring physicians and radiologists we contacted
indicated that they were in favour of guidelines of
this nature.
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In the absence of guidelines, the hospitals indi-
cated that various other approaches were used to
help ensure the appropriateness of CT and MRI
examinations ordered by referring physicians. At
one hospital, the radiologist, chief of emergency,
and other key medical personnel indicated that
most cases were discussed with the radiologist first
to ensure that the most beneficial diagnostic test is
performed. At another hospital, we were informed
that discussion of the appropriateness of diagnos-
tic tests between radiologists and internal refer-
ring physicians occurred occasionally. However,
we were told that the radiologists did not proac-
tively pursue these consultations for two reasons:
firstly, the radiologists believed that they did not
have enough time to consult with physicians; and
secondly, they did not want to question the judg-
ment of their colleagues or risk possible confronta-
tion among co-workers. At the third hospital, we
were informed that the radiologist would contact
the referring physician if there were any concerns
about the appropriateness of the ordered test, but
that this was seldom necessary due to the physi-
cians’ familiarity with the tests. As well, most radi-
ologists we spoke with agreed that physicians who
did not work at the hospital and had not specifically
discussed a patient’s case with the radiologist, usu-
ally did not provide sufficient clinical information
with the request for a diagnostic test to enable the
radiologist to determine whether the requested test
was the most appropriate one. In the absence of
this clinical information, the requested tests were
performed as ordered.

RECOMMENDATION 1

To better ensure that patients receive the most
appropriate diagnostic test given their clinical
symptoms, and thereby help reduce unneces-
sary tests, waiting lists, and unnecessary expo-
sure to medical radiation, hospitals should:

e in conjunction with the Ministry, evalu-
ate the benefits of using diagnostic imaging
referral guidelines, such as those issued by
the Canadian Association of Radiologists, to
assist with determining the appropriateness
of tests; and

e have a process in place to identify possi-
bly inappropriate diagnostic imaging tests
ordered by referring physicians, particularly
with respect to CT and MRI referrals.

ACCESS
Appointment Scheduling

At the hospitals we visited, CT and MRI appoint-
ments for in-patients and emergency patients were
generally booked by hospital staff directly into the
hospital’s information system. For other patients,
such as out-patients, referring physicians com-
pleted a hospital form to request either a CT or an
MRI appointment. This form generally required the
patient’s name, address, health card number, and
clinical history, as well as the nature of the test to
be conducted.

Once an out-patient appointment request form is
received by the hospital, it is reviewed to ensure that
all of the required information is complete. Incom-
plete forms are returned to the referring physician.

For completed CT request forms, the hospitals
book an appointment and inform the referring phy-
sician or the patient directly of the date and time
of the appointment. The hospitals we visited gen-
erally reserved time each day for in-patient, out-
patient, and emergency CT appointments and also
conducted emergency CT examinations as required.
We were told by hospital management that emer-
gency patients were generally the top priority, fol-
lowed by in-patients, and then out-patients. As
well, we noted that out-patient CT appointments
were generally booked on a first-come, first-served
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basis with the exception of cancer patients and
urgent out-patients at two of the hospitals we vis-
ited. The hospitals reserved time for cancer patients
to provide these patients quicker access, and they
reserved or added on time for urgent out-patients.
We were informed by hospital management at two
of the hospitals we visited that out-patient CT scans
are generally not prioritized because not enough
information is provided on the appointment
request form and, in general, there is little reason to
prioritize because there is not a long waiting time
for a CT appointment.

Completed MRI request forms are forwarded to
a radiologist who prioritizes the requests according
to the patient’s medical needs. One of the hospitals
we visited had defined four priority codes, such as
code 1 for immediate threat to life or permanent
loss of function, down to code 4 for chronic and
stable pathology, routine follow-up, and screening
studies. However, at the other two hospitals we vis-
ited, the priority levels were not defined, and radi-
ologists generally prioritized MRI examinations as
high, medium, or low urgency; or urgent or rou-
tine, respectively. Therefore, different radiologists
at these hospitals could assign a different priority
to patients with similar conditions. As a result, the
hospitals could not ensure that patients with simi-
lar conditions had the same access to MRI examina-
tions. In December 2005, the Ministry of Health and
Long-Term Care announced CT and MRI priority
categories with associated wait-time benchmarks,
as shown in Figure 4. As discussed more fully in
the Wait Times section of this report, the hospitals
participating in the Ministry’s Wait Time Strategy,
which includes the three hospitals we visited, will
have to report wait times based on these priority
categories by the end of 2006. We were informed
that two of the hospitals we visited had adopted the
Ministry’s priority levels by summer 2006.

Once patients are prioritized, the hospitals
then book an appointment and inform the refer-
ring physician or the patient of the date and time

Figure 4: Ontario Wait-time Benchmarks for CT

and MRI Examinations
Source of data: Ministry of Health and Long-Term Care

Priority Wait-time Target

Priority | - Emergency scan needed Immediate
Priority Il - Potential for deterioration 48 hours
Priority Ill - Cancer staging 2 to 10 days
Priority IV - Non-urgent scan 4 weeks

of the appointment. As with CT appointments, the
hospitals we visited generally reserved time each
day for in-patient, out-patient, and emergency MRI
appointments and also conducted emergency MRI
examinations as required.

We were told by physicians at all three hospitals
that there is an informal mechanism in place where
MRI and CT appointments can be scheduled sooner,
based on a patient’s medical needs. In these cases,
the referring physician contacts the radiologist to
request an earlier appointment. We recognize that
these consultations are important to help ensure
that patients are appropriately prioritized. However,
in the absence of defined patient-priority levels,
some physicians could consistently overprioritize
their patient’s needs and may therefore obtain ear-
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lier appointments for them.

Access for Patients Covered By the Workplace

Safety and Insurance Board of Ontario
Individuals who are injured at work in Ontario may
need various hospital tests, including tests (such
as an MRI) to determine whether they are healthy
enough to return to work. The Workplace Safety
Insurance Board of Ontario pays hospitals directly
for conducting these examinations. For example,
hospitals are paid about $1,200 for an MRI exami-
nation. For patients not injured at work, the costs of
their in-patient and out-patient examinations gener-
ally must be covered by the hospital’s global budget.

The report of the Expert Panel on MRI and CT

indicated that “all Ontarians should have timely
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access to MRI and CT services, with medical need
determining the priority of their case.” However,

in order to earn additional revenues, hospitals may
try to provide services to as many WSIB clients as
possible, rather than prioritizing patients based

on need. At two of the three hospitals we visited,
specific appointment time slots were reserved for
WSIB out-patients in order to ensure quicker access
to service. In addition, one of these hospitals had a
policy of providing MRI examinations to WSIB out-
patients within two weeks of their referral. We were
informed by one hospital’s management that WSIB
patients received quicker access to MRI examina-
tions because WSIB would have the examinations
done elsewhere if there was a longer wait time,
which would result in lost revenue for the hospital.

We selected a sample of WSIB-funded out-

patients and other out-patients who booked their
appointments on the same day for the same type of
MRI examination (same body part) and noted the
following:

e 81% of WSIB-funded out-patients at one
hospital received access to services within
two weeks, while only 27% of the other out-
patients received access to the same services
within two weeks. In addition, we noted that
the WSIB-funded out-patients were usually
prioritized as “high” in order to receive an
examination within two weeks.

e WSIB-funded out-patients at another hospi-
tal received their examination within an aver-
age of five days, while the other out-patients
waited 25 days on average.

e At the third hospital, both WSIB-funded and
the other out-patients waited a similar length
of time, about 32 days, to receive an MRI
examination. This hospital did not allocate
specific appointment time slots for WSIB-
funded patients.

The provision of quicker access to WSIB-funded

out-patients at two of the hospitals we visited
appears to have resulted in longer wait times for

other out-patients, who may be equally or more
medically in need of an MRI examination.

As part of its Wait Time Strategy, Ontario has
developed four levels to prioritize patients for an
MRI. According to the Ministry, all hospitals partici-
pating in the Wait Time Strategy will be required
to use these levels when booking patient appoint-
ments, including appointments for WSIB patients,
and when reporting prioritized wait times. Since all
patients, including WSIB patients, should be priori-
tized based on consistent needs-based standards,
this may require policy changes at some Ontario
hospitals.

RECOMMENDATION 2

Hospitals should establish policies to ensure
that all patients, including Workplace Safety
and Insurance Board patients, are prioritized for
MRI and CT examinations in a similar manner
based on medical need.

Wait Times

In February 2003 and in September 2004, the prov-
incial ministers of health met to discuss health-care
renewal and the future of health care, including

the need to reduce wait times and improve access
to diagnostic services. In September 2004, the

First Ministers agreed to achieve reductions in wait
times in five areas, including diagnostic imaging, by
March 31, 2007.

As a result, Ontario’s Wait Time Strategy was
announced in November 2004 to reduce wait times
by improving access to health-care services for
adult Ontarians in five areas, including MRI and CT,
by December 2006. This strategy included fund-
ing for new and replacement MRI and CT equip-
ment and expanding the hours of operation for MRI
services in selected hospitals. In the 2004/05 fiscal
year, the federal and provincial funding for med-
ical equipment flowed through several initiatives,



Hospitals—Management and Use of Diagnostic Imaging Equipment “

including $21 million used to replace aging MRI
scanners at seven hospitals and $45.3 million

used to replace aging CT scanners at 23 hospitals.
As well, the Ministry indicated that an additional
182,700 MRI examinations were to be funded in
hospitals and independent health facilities through
the Wait Time Strategy at a cost of $47 million
between November 2004 and March 2007.

Wait-time Benchmarks
As part of the First Ministers’ agreement, the fed-
eral, provincial, and territorial ministers of health
agreed to establish evidence-based benchmarks for
medically acceptable wait times by December 31,
2005, for a number of procedures, including diag-
nostic imaging procedures. The benchmarks were
to express the appropriate amount of time, based
on clinical evidence, to wait for a particular pro-
cedure. While benchmarks were established for
many of the selected procedures, no targets were
established for access to CT or MRI examinations.
However, in December 2005, the Ministry of
Health and Long-Term Care announced Ontario
wait-time benchmarks, developed by clinical
experts across the province, including targets for CT
and MRI wait times. These benchmarks were based
on four priority categories, as shown in Figure 4.
Although all three hospitals we visited partici-
pate in the Wait Time Strategy, these benchmarks
were relatively new at the time of our audit, and
therefore none of these hospitals were reporting
wait times based on these priority levels or com-
paring wait times to these benchmarks. However,
one hospital had established its own wait-time tar-
gets for certain types of CT and MRI examinations
and monitored actual wait times against these tar-
gets. We noted that the wait times at this hospital
exceeded the hospital’s own targets in 43% of the
CT and MRI examination categories for the period
we reviewed. We were informed that the hospital
has a number of initiatives to decrease wait times,

such as moving patients between sites or extending
CT and MRI operating hours.

Reporting Wait Times
Commencing in July 2005, hospitals participating
in the Wait Time Strategy were required to report
monthly wait-time information to the Ministry for
both MRI and CT examinations to be eligible to
receive funding for performing additional MRI exam-
inations. The wait times were to be calculated from
the date that the test was ordered to the date that
the examination was performed, and hospitals were
responsible for ensuring that the data is accurate.

The Ministry uses the data provided by the hos-
pitals to calculate the median and average wait
times for each hospital and for the province as a
whole. The number of days that it takes 90% of
patients to receive their examination is also deter-
mined. According to the website, the combined
wait times for in-patients and out-patients (exclud-
ing wait times for emergency patients) receiving
tests from April 1, 2006, to May 31, 2006, for the
hospitals participating in the Wait Time Strategy,
are as shown in Figure 5. As shown in Figure 6, wait
times for CT and MRI examinations since August
2005 have remained somewhat stable.

We reviewed the data submitted to the Ministry
by the hospitals we visited and had the following
concerns:

e The starting point for measuring the wait

time for tests was not sufficiently defined. As a
result, the hospitals reported wait times

Figure 5: CT and MRI Wait Times for Participating
Hospitals, April 2006-May 2006

Source of data: Ministry of Health and Long-Term Care

Wait Times (Days)

# of Hospitals For 90% of
Type of Reporting Patients to
Exam \'£Nia 15 Median Average Receive Scan
CT 38 13 28 71

MRI 41 31 44 91
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Figure 6: CT and MRI Wait Times for Participating
Hospitals, August 2005-May 2006

Source of data: Ministry of Health and Long-Term Care
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differently. Specifically, out-patient wait times

were based on one of the following dates:

o the date the hospital initially received the
referral form;

o the date when the hospital received a com-
pleted referral form; or

o the date when the hospital put the referral
information into their system.

For example, one hospital’s process was to
record wait times based on when the hospi-
tal received a completed referral form. How-
ever, we noted that this date was not always
used—hospital staff indicated that paper
referral forms (representing approximately
20% of the hospital’s referrals) were manually
entered into the system, and therefore errors
(such as using the date the referral form was
entered into the system, rather than the date
it was received), could occur. In our sample
of CT and MRI referral forms, if all the wait
times had been measured from the time the
completed referral form was received rather
than from the time it was entered into the sys-
tem, the reported wait time would have been
an average of 13 days longer. Hospital man-
agement indicated that it was monitoring the
recording of wait times to better ensure com-
pliance with the hospital’s process.

e Despite the Ministry’s instructions to exclude
emergency patients from the wait-time data,
one hospital we visited included the wait
times for certain emergency patients. These
patients had a previously scheduled CT or
MRI appointment but then had the test ear-
lier than scheduled after being admitted to
the hospital’s emergency department. The
wait time from the date the appointment was
booked until the date of the emergency test
was included in the hospital’s wait-time data.
The hospital was unable to determine the
magnitude of the misstatement.

e Wait times for hospitals that have multiple
sites are reported as an overall wait time for
the hospital, although the wait times may vary
significantly among sites. For example, we
noted that median wait times for out-patient
CT exams ranged from six days to 35 days at
different sites of the same hospital, while out-
patient MRI examinations ranged from 14
days to 28 days. Hospital management indi-
cated that each hospital site provides services
based on its area of specialization (for exam-
ple, cardiac), and therefore wait times vary by
hospital site.

Alberta, Manitoba, and Nova Scotia also report
wait times for MRI and CT imaging. However, these
times are defined differently from province to prov-
ince and are not readily comparable to the wait
times reported in Ontario.

Limitations of Wait-time Reporting
Although the Ministry’s website provides some
information on wait times, it does not provide wait
times for every hospital in Ontario. For example, 33
hospitals that have MRI and/or CT equipment are
not included in the data since they do not receive
funding under the Wait Time Strategy and there-
fore are not required to report this information. As
well, wait-time data for an additional five MRI and
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Figure 7: CT and MRI Median Wait Times for In-patients versus OQut-patients, Fall 2005

Source of data: Hospitals and Ministry of Health and Long-Term Care

CT Wait Times (Days) MRI Wait Times (Days)

As Reported As Reported

m In-patient Out-patient by Ministry In-patient Out-patient by Ministry
#1 1 30 16 1 45 40
#2 0 15 10 1 22 20
#3 0 30 13 2 45 44

four CT scanners, operated by independent health
facilities, are also not included.

There were also a number of limitations to the
wait-time information reported by hospitals to
the Ministry at the time of our audit. For exam-
ple, the information includes follow-up tests pur-
posely scheduled for a future date, which makes
the average wait time appear longer, even though
the patients can receive their tests at the requested
time and therefore have no wait time whatsoever.
Also, in-patient and out-patient data are com-
bined, although out-patients normally wait much
longer than in-patients. Since combining in-patient
data with out-patient data could potentially have
a significant impact on reported wait times, we
examined the wait times for these two groups for
selected months and noted that the median wait
for an out-patient CT examination was significantly
higher than the median reported by the Ministry.
The wait time for MRI out-patients was slightly
higher. (See Figure 7.) To provide more meaningful
information to the public, one of the hospitals we
visited posted both in-patient and out-patient wait
times on its own website.

To address some of the limitations detailed
above, the Ministry developed the Wait Time
Information System (WTIS). According to the Min-
istry, the WTIS will provide more comprehensive
data, for example, waiting time by priority level,
waiting time to report test results, and on how long
a patient must wait for a test as of a certain date. In
addition, WTIS will enable physicians and hospi-
tals to better manage their waiting lists by flagging

patients whose wait times are approaching wait-
time target benchmarks. This system is being imple-
mented between March 2006 and June 2007 in the
hospitals participating in the Wait Time Strategy.
We were informed that two of the hospitals we vis-
ited had implemented the WTIS by summer 2006.

RECOMMENDATION 3

To help hospitals better manage their MRI and
CT waiting lists, and provide the public with
more reliable and useful wait-time information,
hospitals should:
e seek further guidance from the Ministry
to clarify the starting point for the calcula-
tion of each patient’s wait time, to ensure
that wait-time data are being consistently
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reported across all hospitals; and

e measure and report wait times using the
Ministry’s new Wait Time Information Sys-
tem, including information on patient prior-
ity levels, ability to meet benchmarks, and
out-patient wait times.

Patient Cancellations and No-shows

In order to ensure that diagnostic equipment is used
efficiently and that waiting lists are minimized, it is
important that CTs and MRIs are used to their full
potential during operating hours. When patients
cancel an MRI or CT appointment with little notice
provided to the hospital, or when patients do not
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show up for their scheduled appointment (patient
no-shows), the equipment may not be used until
the next patient is available. Since there is a waiting
list for both CT and MRI examinations across the
province, it is important that appointment cancella-
tions and patient no-shows are kept to a minimum.

All the hospitals we visited recorded MRI and
CT appointment cancellations as well as patient
no-shows. However, none of the hospitals had sum-
marized this information. For the two hospitals that
tracked cancellations in a similar manner, we sum-
marized this data as shown in Figure 8.

The third hospital included rescheduled
appointments in their cancellation data, and there-
fore, they were unable to determine their overall
cancellation rate. In addition, while appointments
could be rescheduled by the hospital, the referring
physician, or the patient, the hospital did not track
who had rescheduled the appointment.

Appointments may be cancelled for various rea-
sons, such as a change in the patient’s condition,
bad weather, or equipment problems at the hos-
pital. All the hospitals we visited had some proc-
esses in place to record in some cases the reasons
for CT and MRI appointment cancellations. This
information enables hospitals to analyze the rea-
sons for cancellations, and take action where appro-
priate to minimize them, especially last-minute
cancellations and no-shows. However, none of the
hospitals visited captured the information needed
to determine what action to take.

At all of the hospitals we visited, hospital man-
agement indicated that cancellations did not affect
the efficiency of their operations, since any CT
or MRI time that becomes available from an out-
patient cancellation is generally filled by an in-
patient. However, MRI no-shows involve longer
patient appointment times and more hospital
administrative time (for example, to ensure patients
do not have implanted metal devices). As a result,
one hospital phoned patients to determine why
they did not show up for their MRI appointment

Figure 8: MRI and CT Appointment Cancellation and
No-show Rates, 2005

Source of data: Two of the hospitals visited

Overall Cancellation No-show
Rate (%)* Rate (%)

| Hospital | MRI cT MRI cT

#1 14 8 4 2
# 14 7 7 5

*including no-shows and excluding rescheduled appointments

in July 2005. Although the hospital was unable to
contact over half of the patients for various reasons,
such as wrong phone numbers, the patients they
contacted indicated various reasons for missing the
appointment, including the patient was unaware of
the appointment and the patient forgot about the
appointment. In order to address the issue of MRI
no-shows, hospital management indicated that they
were considering informing the referring physician
about the patient’s appointment. Referring physi-
cians are likely to have correct patient information
such as phone numbers and may help to ensure that
patients show up. Hospital management indicated
that they plan to conduct telephone reviews of
the reasons for MRI no-shows twice a year to help
reduce missed appointments.

The same hospital (operating its MRI 24 hours
a day, seven days a week) also noted that many
patients missed late night or early morning appoint-
ments. As a result, the hospital further monitored
the percentage of exams cancelled from 11 p.m. to
7:15 a.m., with a view to keeping missed appoint-
ments below 5%. For the three months ending
December 31, 2005, two of this hospital’s sites
had exceeded the patient no-show target and had
an average no-show rate of almost 12%. To help
address this situation, hospital management indi-
cated that they would accept MRI appointments
during these hours for other hospitals’ patients,
who otherwise may have had to wait longer for
their appointment.
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To help reduce no-shows, all the hospitals indi-
cated that they phoned MRI outpatients prior to
their appointment date to remind them of their
appointment and to ensure that patients were able
to take the MRI examination. However, only one of
the three hospitals that we visited phoned CT out-
patients to remind them of their appointment date
and time. At the other two hospitals, management
indicated that they were unable to do this because
they had insufficient administrative staff to perform
this task.

RECOMMENDATION 4

In order to ensure that hospitals are utilizing
their MRI and CT equipment efficiently, hospi-
tals should monitor the reasons for cancellations
and take proactive action where possible to min-
imize the impact of last-minute cancellations
and no-shows.

UTILIZATION

Given the large capital and operating expenses
associated with MRI and CT scanners, the Expert
Panel on MRI and CT indicated that this equip-
ment should operate for extended hours in order
to reduce wait times. Specifically, the Panel rec-
ommended that MRI and CT equipment should
operate 16 hours a day, seven days a week, where
human and financial resources permit. The Panel
also recommended that ultimately, the operating
goal for MRI scanners should be 24 hours a day,
seven days a week. Based on a survey of hospitals,
the Panel’s information indicated that, on average,
hospitals were operating their MRI scanners about
11 hours a day, seven days a week, in the 2003/04
fiscal year. As well, the Panel’s survey showed
that, on average, hospitals were operating their
CTs about 8.5 hours a day, including weekends. At
one hospital we visited, many of the CTs operated
eight hours or less and only on weekdays, while the

remaining CTs at this and the other two hospitals
operated for extended hours. One hospital oper-
ated two CTs 24 hours a day, seven days a week,
for emergency patients. In addition, the MRIs at
all three hospitals operated for extended hours on
weekdays, with four MRIs at one hospital operating
24 hours a day, seven days a week. However, most
CTs and one MRI did not regularly operate on the
weekend, although technologists and radiologists
were generally on call or otherwise available if an
emergency CT or MRI examination was needed.

The Panel noted that hospitals reported a
number of factors that would impede their expan-
sion of MRI and CT capacity. These include a
reported lack of radiologists in 43% of hospitals
with MRIs, and in 51% of hospitals with CTs, as
well as a shortage of technologists in 41% of hos-
pitals with MRIs, and in 47% of hospitals with CTs.
Management at the hospitals we visited indicated
(as did the Panel) that a combination of too few
technologists and radiologists, as well as a lack of
funding, prevented operation of the machines for
longer periods even though wait lists existed.

The Panel also developed targets for the time
needed to perform each adult MRI and CT examina-
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tion based on the part of the body being scanned.

Efficiency in meeting the targets was based on
“worked hours”—that is, the hours that MRI and CT
scanners are available to perform clinical proced-
ures—and the Panel recommended an efficiency rate
of at least 80%. Using 2003 OHIP data, the Panel
applied its recommendation to 71 hospitals that had
an MRI and/or a CT scanner and noted that many
of the hospitals actually took less time than recom-
mended to perform a CT or MRI examination.

Two of the hospitals we visited did not monitor
the utilization of their CTs and MRIs. Therefore, we
reviewed patient appointment and imaging data
over a two-week period at these two hospitals and
noted that the equipment was generally in use for
more than 80% of the time available to perform
clinical procedures, in accordance with the Panel’s
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recommendation. However, the time to perform
clinical procedures does not consider the amount
of time the equipment is unavailable for patient use
during posted operating hours due to maintenance
and repairs. In addition, there was no benchmark
for what is a reasonable amount of downtime due
to maintenance and repairs. Therefore, we also
reviewed the use of CTs and MRIs in comparison to
the hospitals’ posted operating hours for this equip-
ment. We did note cases where the equipment was
being used for less than 80% of the posted oper-
ating hours and, at one hospital, that no patients
were seen during the last 75 minutes to two hours
of the MRI’s posted operating hours for the week-
end shifts we reviewed. Hospital management indi-
cated that utilization was lower primarily due to
unexpected equipment problems, preventive main-
tenance, staff preparation for the next day, and staff
time for meals and other breaks.

The third hospital we visited had generally
monitored the use of its CTs and MRIs. Where
information was available, hospital reports indi-
cated that CT and MRI equipment was generally
in use at least 80% of the time available to per-
form clinical procedures. As well, on average, the
CT scanners were used about 86% of the posted
operating hours, with a range of 77% to 90% per
CT from July 2005 to February 2006, while most
MRIs were used, on average, for 75% of the posted
operating hours, with a range of 66% to 79% per
machine. This hospital also had three other MRIs
whose use includes research. Two of these were
also used for patient examinations and, in total,
operated for 32% and 77% of the posted operating
hours, respectively. The third MRI was dedicated
to research work and was only used a few hours a
week.

RECOMMENDATION 5

To better provide patients with timely access to
required examinations, hospitals, in conjunc-
tion with the Ministry, should develop strategies

to increase the utilization of MRI and CT equip-
ment, including increasing the time available for
performing clinical procedures.

SAFETY
MRI Safety

Since MRIs use a strong magnetic field and radio
frequency pulses, there are safety concerns for
patients, medical radiation technologists, house-
keeping personnel, and other individuals who may
need to enter an MRI room. When materials that
can be attracted to magnets come near an MRI, they
are pulled rapidly toward the MRI’s magnet, poten-
tially causing a serious hazard. For example, in July
2001, a fatal accident occurred in the U.S. when an
oxygen cylinder pulled by an MRI’s magnet crashed
into a young boy undergoing an MRI. In another
case, while no one was injured, a monitor had been
pulled into an MRI at one of the hospitals we visited.

The Ontario Health Technology Advisory Com-
mittee (OHTAC), an advisory group to the health-
care system, including the Ministry of Health and
Long-Term Care, reviewed MRI patient monitoring
systems in December 2003. Their report noted that
the U.S. Emergency Care Research Institute has a
Health Devices Alerts database that tracks reported
instances where objects have been pulled into an
MRI. In Ontario, as in other Canadian provinces,
there is no similar reporting system. Furthermore,
there is no legislation governing or monitoring the
use of MRI equipment. There are, however, vari-
ous sources that promote safe MRI practices. These
include the American College of Radiology’s White
Paper on Magnetic Resonance Safety, Health Can-
ada’s guidelines on exposure to electromagnetic
fields from MRIs, and advisory notices from Health
Canada to hospitals.

We noted that policies on the operation of MRIs
varied greatly among the three hospitals we visited.
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For example, one hospital had no formally docu-
mented MRI policies available, another had some
policies and had established an MRI safety com-
mittee to develop further policies, and the third
had extensively documented policies. According
to clinical practice parameters and standards for
MRIs for independent health facilities, set by the
College of Physicians and Surgeons of Ontario (Col-
lege), written policies and procedures should be in
place. These include policies that provide diagnos-
tic imaging staff with direction on the preparation
of patients for MRIs, use of technical settings, and
emergency procedures.

The College’s clinical practice parameters and
standards were developed to assist physicians in
developing their own quality management pro-
gram and to act as a guide for assessing the qual-
ity of patient care provided in independent health
facilities. According to these standards, items to be
addressed in the policies and procedures include
when and how to turn off the MRI’s magnet in
emergencies, how to respond to emergency patient
resuscitation in the MRI room, and how to screen
non-patients accessing the MRI room. Furthermore,
policies and procedures should be available for use
by all diagnostic imaging personnel.

Patients who have materials in their body that
can be attracted to magnets (metal fillings, defibril-
lators, clips or pins, for example) generally cannot
be imaged. Metal implants or foreign bodies can
be twisted and pulled by the MRI’s magnet, result-
ing in cuts or serious damage to surrounding tis-
sues. Patients using pacemakers cannot be imaged
because the MRI’s strong magnetic field can induce
currents in the pacemaker’s circuitry that cause it to
fail, possibly causing death. Devices such as electro-
cardiogram (ECG) electrodes and leads also have
the potential to become hot enough to cause burns
when they are exposed to the MRI's changing mag-
netic fields and radio frequency currents.

All of the hospitals that we visited required
the completion of patient screening forms to help

determine if patients had any reasons preventing
them from undergoing an MRI examination. We
compared the screening forms used by the hospi-
tals to both the College’s recommended screening
form, used by independent health facilities, and

to a screening form created by an American MRI
expert. We noted that the hospital screening forms
generally covered off most of the key patient risks.
However, some of the hospital forms contained a
more comprehensive listing of the risks than others.
For example, one hospital’s form did not include
implanted defibrillators, electrodes, or surgical
clips.

In February 2004, the Ontario Health Technol-
ogy Advisory Committee (OHTAC) recommended
that to minimize risks to patients and providers, the
Ministry of Health and Long-Term Care should con-
duct a review of all MRI facilities to ensure adher-
ence to best practices, or alternatively, to alert
facilities to potential MRI safety hazards. In April
2006, OHTAC assisted the Ministry in addressing
this recommendation by commissioning a review by
an external research group. The review found that
not all MRI facilities in Ontario followed the Ameri-
can College of Radiology’s guidelines for MRI envi-

Chapter 3 « VFM Section 3.06

ronment safety, which are industry-accepted safety

standards. In addition, there were several incon-
sistencies in certain MRI practices across the prov-
ince. (Some hospitals do not require out-patients
to remove their clothing and change into hospital
gowns for their MRI exam, for example.) As well,
a number of safety issues were noted, including
no designated MRI safety officer at each hospital,
a lack of access controls to hospital MRI rooms,
inconsistent labelling of equipment that is safe to
bring into the MRI room, unclear MRI warning
signs, and inadequate training for hospital staff,
including some MRI personnel.

As a result, the Ontario Health Technology
Advisory Committee endorsed a number of recom-
mendations made in the study, including establish-
ing a provincial MRI safety committee to promote
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consistent MRI safety practices in Ontario. Another
recommendation was to appoint an MRI safety
officer at each hospital to regularly maintain MRI
policies and procedures and oversee staff screen-
ing and training. OHTAC also endorsed measures
to better control entry to MRI environments and
recognized the need for a single, comprehensive
patient screening form that would be used by all
MRI facilities to ensure patient safety.

RECOMMENDATION 6

To help ensure the safety of patients and hospi-
tal staff with regard to the operation of MRIs,
hospitals should address the recent recom-
mendations endorsed by the Ontario Health
Technology Advisory Committee, which were
designed to promote consistent and safe MRI
practices in Ontario.

CT Safety

Patient Radiation Exposure
Diagnostic tests that use radiation, including CTs,
are an accepted and important part of medical prac-
tice because the clinical benefit to a patient can out-
weigh the potential harmful effect of the radiation
exposure. However, unlike regular x-rays where
excess radiation exposure results in blackening
of the film, better image quality is obtained with
higher radiation use in CTs.

According to the Canadian Association of Radi-
ologists, CTs now contribute almost half of the
collective radiation exposure from all diagnostic
medical examinations. CAR has noted that radia-
tion exposure from CTs, which is measured in milli-
sieverts (mSv), is particularly high, as shown in Fig-
ure 9.

At the hospitals we visited, many staff and refer-
ring physicians indicated that they were unaware
that CTs exposed patients to as much radiation as
they do. In addition, hospital staff indicated that

patients were not specifically informed about the
radiation risks of CT scans. A 2004 U.S. study, con-
ducted at an academic medical centre, also found
that patients, emergency department physicians,
and radiologists underestimated patients’ radia-
tion exposure from CTs, and that patients were not
given information about the risks, benefits, and
radiation dose. A recent survey of referring pedia-
tricians in the Toronto area found that 94% under-
estimated the radiation exposure from various
pediatric CT scans.

A number of organizations, including the Inter-
national Commission on Radiological Protection
(ICRP), with representation from various coun-
tries, including the U.S., United Kingdom, Japan,
and Germany, and the U.S. National Academy of
Sciences have investigated the effects of radiation
exposure on individuals. In June 2005, the U.S.
National Academy of Sciences published the Bio-
logic Effects of Ionizing Radiation (BEIR VII): Health
Risks from Exposure to Low Levels of Ionizing Radia-
tion. This study defined low doses as those in the
range of near zero up to approximately 100 mSv.
The report predicted, for the U.S. population, a
lifetime risk of approximately one in a thousand of
developing certain types of cancer from a dose of
10 mSyv, or one in a hundred of developing cancer
from a dose of 100 mSv.

Imaging Standards
The American College of Radiology (ACR) and
Great Britain’s Radiation Protection Division of the
Health Protection Agency have established diagnos-
tic reference levels for some types of CT examina-
tions that guide clinicians in establishing standard
CT parameters. By using standard parameters
patients are exposed to similar radiation levels for
similar examinations. A European Council Directive,
pertaining to the health protection of individuals,
including patients, from radiation also requires that
member states promote the establishment and the
use of diagnostic reference levels. Studies of CT dos-
ages done in the U.S. (2000), the United Kingdom
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Figure 9: Typical Effective Patient Radiation Exposure from Diagnostic Medical Imaging
Source of data: CAR Diagnostic Imaging Referral Guidelines, released September 2005

Typical Effective
Dose (mSv)

Diagnostic Procedure

Equivalent # of
Chest X-rays

Approximate Equivalent Period of
Natural Background Radiation

x-ray—limbs and joints (except hip) less than 0.01 less than 0.5 less than 1.5 days
x-ray—chest 0.02 1 3 days
x-ray—abdomen or pelvis 0.7 35 4 months
CT—head 2 100 10 months
CT—chest 8 400 3.6 years
CT—abdomen or pelvis 10 500 4.5 years

(2003), and British Columbia (2004) found that
there were wide variations in CT examin-ation
parameters, resulting in significant variances in
patient radiation exposure for similar examina-
tions performed at different locations. For example,
the British Columbia study of 18 hospitals noted
that radiation from an abdominal CT examination
ranged from 3.6 mSv to 26.5 mSv.

Legislation in many provinces, such as Alberta
and Saskatchewan, as well as Health Canada’s
Safety Code guidelines and the medical imaging
profession in general, all follow the radiation prin-

ciple of “as low as reasonably achievable” (ALARA).

Although Ontario’s Healing Arts Radiation Protec-
tion Act does not specifically refer to this princi-
ple, the June 1987 guidelines, which are intended
to complement the Act and to provide additional
information on many related aspects of x-ray
imaging, are based on the ALARA principle. All the
hospitals we visited had general radiological poli-
cies based on the ALARA principle. However, given
that there are no patient radiation exposure stan-
dards for CT examinations in Ontario, a patient
could receive more radiation at one hospital than
at another for the same type of examination. The
Expert Panel on MRI and CT identified the need to
promote the standardization of imaging protocols
for diagnostic procedures, including CTs, which
would serve to ensure that the patient’s radiation
dose is minimized and that radiation exposure is
consistent among hospitals.

In 2002, the ACR developed an accreditation
program for CT facilities in the U.S. This voluntary
program requires facilities to submit a sample of
clinical images, radiation dose measurements, and
scanning protocols to the ACR every three years.
The ACR compares the patient radiation dose meas-
urements to established reference levels and iden-
tifies instances where the radiation exposure is
unusually high. Facilities are required to investigate
any such instances and to submit documentation to
the ACR within 90 days, detailing the investigation,
any corrective action taken if necessary, or the justi-
fication for the use of higher radiation dose levels.

Pediatric Imaging Protocols
In November 2001, the U.S. Food and Drug Admin-
istration (FDA) issued a notification to radiologists
and hospital administrators in the United States
that emphasized the importance of using radiation
doses during CT examinations that are as low as
reasonably achievable, especially for pediatric and
small adult patients who require less radiation to
obtain a diagnostic CT image. Using less radiation
is particularly important when the patient is a child.
Children exposed to radiation are at a greater risk
than adults of developing radiation-related cancer
later in life, as many radiation-induced cancers can
take decades to develop.

A 2001 American research paper noted that
pediatric CT examinations are routinely conducted
using the same level of radiation that is used on
adults; this practice results in children absorbing
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significantly more radiation than adults. In fact,
staff from the Hospital for Sick Children in Toronto
estimated that the use of adult settings for one CT
scan of the abdomen and pelvis in a child is approxi-
mately equivalent to over 4,000 x-rays, since chil-
dren’s organs are more sensitive to radiation. The
FDA also recognized this radiation exposure risk in
its 2001 notification, which stressed the importance
of adjusting CT settings appropriately for each indi-
vidual’s weight or size, as well as for the part of the
body being scanned. Furthermore, the Clinical Prac-
tice Parameters and Facility Standards for CTs in
independent health facilities (College of Physicians
and Surgeons of Ontario), and the practice guide-
line (American College of Radiologists) for per-
forming and interpreting diagnostic CTs, both refer
to utilizing pediatric/small adult protocols to help
ensure that acceptable image quality is attained
with the lowest possible radiation exposure.

Two of the hospitals that we visited conducted
pediatric CTs. The third hospital did not perform
pediatric CTs since all such cases were referred to
a hospital specializing in pediatric care. To ensure
that the radiation exposure during CTs provides
sufficient image quality to enable the radiologist to
interpret the examination results, manufacturers
pre-program CTs with protocols, including pediatric
protocols. The technologist can therefore adjust the
CT settings to the children’s protocol. We found that
both hospitals either modified the pre-set pediatric
protocols or allowed their radiation technologists
to select the most appropriate settings. Staff at one
hospital indicated that the modified protocol would
often expose a child to less radiation than the man-
ufacturer’s pre-set protocols, but not always—the
modified protocol might expose the child to more
radiation than that from the pre-set protocols. We
noted that the number of pediatric CT protocols
varied significantly between the two hospitals. One
hospital had about 60 different pre-set protocols,
based on the child’s weight and the body part being
scanned, while the other hospital had only one chil-

dren’s pre-set protocol for head CT scans, based on
the child’s age.

We selected a sample of pediatric CT examina-
tions and requested that hospital staff review them
to determine if either the appropriate CT pediatric
protocol or other acceptable settings were used.
Staff at both hospitals indicated that in almost
50% of the selected cases the appropriate pediatric
protocol or settings were not used and that the
children were exposed to more radiation than nec-
essary for diagnostic imaging purposes. In addition,
staff from a pediatric hospital in Ontario indicated
that, when examining CT images taken of children
at referring hospitals, they noticed that the radia-
tion exposure was sometimes higher than what was
commonly used in a pediatric hospital. While there
may have been unique circumstances requiring the
use of excess radiation, we were informed that the
pediatric hospital staff notified referring Ontario
hospitals that the radiation exposure was higher
than expected, and also provided referring hospi-
tals with related educational material for conduct-
ing CTs on children.

Multiple CT Examinations
Certain patients have multiple CT examinations.
For example, trauma patients may need a head,
chest, and abdomen and pelvis CT to diagnose the
extent of their injury. Each CT examination contrib-
utes to an individual’s radiation exposure, which is
cumulative over an individual’s lifetime. The Inter-
national Commission on Radiological Protection
warns that while CT scans are a very useful medical
imaging tool, the ease of obtaining results by this
mode and the temptation to monitor frequently the
course of a disease, should be tempered by the fact
that repeated examinations may expose patients to
a level of radiation which evidence shows causes
cancer.

None of the hospitals that we visited had
analyzed the number of CTs by patient to help
determine if any patients were receiving more CTs
than were medically necessary. However, two of
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the three hospitals that we visited were able to pro-
vide us with information on adult patients that had
CTs—in total at these two hospitals, about 85,000
adult CT examinations were conducted in 2005.
While all examinations are ordered by a physician,
and therefore considered clinically necessary, we
noted that about 15,500 patients accounted for
63% of the total 85,000 examinations conducted.
These included 353 patients who had at least 10 CT
examinations, and several patients who had sub-
stantially more examinations than that. One hos-
pital indicated that physicians weigh the benefits
and risks to the patient of any examination and also
noted that three CT examinations in a year is con-
sidered a reasonable standard of care for cancer
patients.

Although two hospitals that we visited con-
ducted pediatric CTs, neither had monitored the
total number of pediatric CTs performed or the
number of multiple CT examinations done on a
particular child. At our request, one hospital pro-
vided us with a listing of all CT examinations on
pediatric patients, while the other hospital was only
able to provide us with a partial listing. Based on
this information, at least 450 children received CT
exams in 2005 at these hospitals. Of these, 58 chil-
dren received more than one CT, including 14 chil-
dren who had at least three exams and one child
who had six.

We also noted that none of the hospitals that
we visited recorded radiation dosages absorbed
by patients or tracked patients’ cumulative radia-
tion exposure, although two of the three hospitals
recorded specific information that could be used to
calculate the radiation absorbed by the patient. Fur-
thermore, all of these patients may have received
additional CT examinations at other hospitals or in
other years, which would also add to their lifetime
radiation exposure. We were informed by hospital
management that, unfortunately, physicans gen-
erally cannot access information on patient CTs
completed outside of their hospital. In the United

Kingdom, the Health Protection Agency established
a National Patient Dose Database in 1992, which
contains radiation exposure information from
patients’ medical x-rays, provided by hospitals on

a voluntary basis. Although the current database
does not include information on CT examinations,
a CT patient radiation dose database is being estab-
lished in the United Kingdom as well.

Use of Protective Devices

No overall limits have been established for patient
exposure to radiation for medical reasons in North
America. However, in order to protect patients
from the effects of radiation, hospitals are required,
under the Healing Arts Radiation Protection Act’s
regulation, to ensure that protective accessories
(for example, a lead sheet to cover sensitive body
parts) are available for use by persons who may
receive exposure to x-rays. Other organizations,
such as Health Canada and the International Com-
mission on Radiological Protection, as well as many
research articles, also recommend shielding to pro-
tect superficial patient organs, including the thy-
roid, breasts, and eye lens.

Although none of the hospitals we visited had
patient radiation protection policies specific to CTs,
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all had general patient radiation protection policies.

These policies ranged from shielding the reproduc-
tive organs to shielding other superficial organs
that are outside the area under examination. Our
discussions with hospital staff indicated that the
patient radiation protection provided varied from
hospital to hospital. For example, one hospital
informed us that lead sheets were placed over and
under a patient’s body during a CT exam if doing so
did not interfere with the diagnostic image; another
hospital provided no similar protection for patients.

Hospital Personnel Radiation Exposure
In Ontario, the Occupational Health and Safety
Act (Act) establishes limits for occupational radia-
tion exposure in order to ensure that the risks
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associated with radiation are at an acceptably low
level. The radiation dose limits vary by body part
because certain areas absorb more radiation and
are more susceptible to radiation-induced can-

cer (for example, superficial organs, such as the
eyes, breasts, thyroid, and testes). The annual rec-
ommended radiation limit for the whole body is
50 mSv. In addition, a regulation under the Act
requires that dosimeters, devices used to meas-
ure radiation exposure, be provided to individu-
als exposed to occupational radiation. This would
include medical radiation technologists that work
in the CT area and physicians who perform inter-
ventional procedures (since interventional pro-
cedures may involve irradiating the physician’s
extremities). Every three months the dosimeters
are forwarded to Health Canada or other organi-
zations, which report each individual’s radiation
exposure back to the hospital and to Health Cana-
da’s National Dose Registry. The registry tracks the
individual’s radiation dose, their cumulative radia-
tion dose for the calendar year, and their lifetime
radiation dose. A regulation under the Act requires
employers to verify that the effective radiation dos-
age received by individuals exposed to occupational
radiation is reasonable.

At the hospitals we visited, management indi-
cated that they review the radiation exposure
reports provided by Health Canada or other organi-
zations to ensure that individuals are below the
allowable limits. However, two of the hospitals
used reports that are from organizations other than
Health Canada and that are only permitted to pro-
vide an individual’s radiation exposure at the hos-
pital submitting the information. Therefore, these
hospitals did not have information on the total radi-
ation exposure for individuals who work at more
than one hospital. However, Health Canada notifies
the Ministry of Labour if an individual exceeds the
annual radiation limit for occupational exposure.

Although the Occupational Health and Safety Act
does not specifically state how many dosimeters

should be worn or where on the body they should
be placed, a federal safety code provides some guid-
ance. For example, it recommends that physicians
performing interventional procedures wear two fin-
ger dosimeters on the hand nearest the radiation
beam. However, in the absence of specific regula-
tory direction in Ontario, each hospital we visited
had established its own radiation safety policies and
procedures, which varied among the hospitals. For
example, radiation safety policies at one hospital
specifically stated the number of dosimeters to be
provided to x-ray workers and physicians who work
with interventional x-ray equipment, and where
these dosimeters should be placed on the body.
At another hospital, policies stated that radiation
workers should wear two dosimeters but did not
state where on the body they should be placed or
how many dosimeters physicians exposed to radia-
tion should wear.

In 1990, the International Commission on Radi-
ological Protection made recommendations to
limit occupational exposure to radiation. It recom-
mended a radiation limit for the whole body of
100 mSv, averaged over five years (or about 20 mSv
per year), with the further provision that the effec-
tive radiation dose should not exceed 50 mSv in
any single year. Health Canada adopted these occu-
pational radiation dose limits, in a federal safety
code, as did some other provinces, such as Alberta
and British Columbia. Although the radiation limits
under the Occupational Health and Safety Act are
higher than those of these other jurisdictions, our
review of the radiation exposure reports avail-
able at the hospitals we visited indicated that none
of the staff working in the CT area were exposed
to over 20 mSv of radiation in 2005. However,
our review of the most recent radiation exposure
reports of a sample of physicians indicated that
occupational radiation exposure may not be suffi-
ciently monitored and tracked in some cases. Spe-
cifically, we had the following concerns:
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e At one hospital, physicians who performed
interventional procedures had radiation expo-
sure results for only one dosimeter, which
is worn under a protective lead apron and
used to determine whether the whole body’s
annual radiation dose is below 50 mSv.
Although the hospital’s policy stated that a
second dosimeter could be worn to monitor
radiation exposure to areas not covered by the
protective lead apron, no additional dosimeter
results were available. Therefore, the hospi-
tal was unable to tell whether any physicians
exceeded annual maximum radiation doses
for superficial organs such as the lens of the
eye.

e At another hospital, the physicians perform-
ing the majority of interventional procedures
did not appear to wear their dosimeters since
their readings were below the minimum
reporting threshold determined by Health
Canada. In particular, there was no radiation
exposure noted on the radiation exposure
reports for five radiologists that performed
79% of the interventional procedures at this
hospital.

e At all three hospitals, only one physician per-
forming interventional procedures had wrist
dosimeter readings, and only one other physi-
cian had a ring dosimeter reading, as recom-
mended by Health Canada’s federal Safety
Code. Hospital management indicated that
these dosimeters are not worn because they
restrict physician mobility and may perforate
protective gloves, potentially creating infection-
control issues.

The Ministry of Labour may periodically inspect
hospital dosimetry records to ensure that radiation
exposure limits are not exceeded. We reviewed the
Ministry of Labour inspection reports at the two
hospitals we visited that were subject to a recent
inspection. At one hospital, the June 2005 inspec-
tion report noted that some physicians who per-

formed interventional procedures using radiation
in the operating room were not issued radiation
dosimeters. We noted that the hospital itself had
previously identified the same issue in September
2004. Management at this hospital indicated that
all physicians performing interventional proced-
ures using radiation have now been issued dosim-
eters, in accordance with the hospital’s policies. The
other hospital’s April 2003 inspection report noted
some minor radiation safety issues, which were
subsequently corrected by the hospital. We were
informed that the third hospital was inspected in
the summer of 2006.

Review of CT Operations
The Healing Arts Radiation Protection Act (HARP)
and related regulations govern x-ray machine fea-
tures, their operations, and the qualifications of
individuals operating them. In addition, it author-
izes Ministry inspectors to examine the premises
and operations wherever x-ray machines are
installed. However, there are no CT operating stan-
dards specified under the Act, and the regulation
specifically excludes CTs. Therefore, unlike x-ray
operations, the Ministry does not examine CT oper-
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ations, even though CTs expose patients to signifi-

cantly more radiation.

The government-appointed HARP Commission’s
role includes advising the Minister on matters relat-
ing to the health and safety of persons exposed
to radiation from x-rays. At the time of our audit,
the Commission was reviewing the Healing Arts
Radiation Protection Act, including concerns about
CT operating standards not being specified under
the Act. We were informed that this review also
included areas such as the possible establishment of
provincial CT radiation guidelines (based on factors
such as a patient’s gender, age, and weight) as well
as a system for tracking patients’ cumulative radia-
tion dosages. We were informed that an interim
report was provided to the Minister of Health and
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Long-Term Care in May 2006, with a final report
planned for mid-2007.

The Ontario Health Technology Advisory Com-
mittee was also examining the use of CT equip-
ment, including patient radiation exposure, CT
imaging standards, and patient shielding practices,
and expected to make recommendations to the
Ministry in the summer of 2006.

RECOMMENDATION 7

To help minimize the impact of radiation expo-
sure for patients and hospital personnel, hospi-
tals, in conjunction with the Ministry, should:

e ensure that both physicians and patients are
aware of the radiation exposure from CTs
in order to make better informed decisions
on the use of CTs versus other diagnostic
imaging options;

e develop and implement standardized patient
CT-radiation-exposure protocols, based on
international and national best practices,
that would ensure that the patient’s radia-
tion exposure is as low as reasonably achiev-
able and is consistent among hospitals,
and monitor adherence to these protocols
through a quality assurance program,;

e obtain information from other hospitals
regarding CTs and other diagnostic imaging
procedures for those patients who have had
or will have a significant number of such
examinations; and

e ensure that all hospital personnel exposed
to occupational radiation wear the recom-
mended dosimeters to enable accurate track-
ing of radiation to ensure radiation exposure
does not exceed the limits established in the
Occupational Health and Safety Act.

In addition, to help ensure the consistent and
appropriate protection of patients from medical
radiation, the Ministry of Health and Long-Term
Care should review and take appropriate action

on the recommendations (once available) of the
Healing Arts Radiation Protection Commission
and the Ontario Health Technology Advisory
Committee, and ensure that CT operations are
subject to an appropriate level of review.

EXAMINATION RESULTS

When the CT or MRI examination is complete, the
resulting images are sent to a radiologist for analy-
sis. The analysis includes a review of the images,
along with any available clinical information,

and may also include a comparison of the current
images with previous examination results. The radi-
ologist then verbally dictates the results of their
analysis, which is transcribed either electronically
or by another individual in an examination report.
The radiologist reviews the accuracy of the tran-
scribed report, either before or after the report

is sent to the referring physician. Any required
changes are made, and an addendum is sent to the
referring physician where necessary. As well, at the
hospitals we visited, referring physicians who have
hospital privileges (that is, are permitted to see
patients at that hospital) could listen to the radi-
ologist’s dictated report in order to obtain prelimi-
nary patient information in advance of the written
report.

Reporting of Results

The MRI and CT Expert Panel indicated that, as a
benchmark, the radiologist’s verified report should
be available 48 hours from the time that the MRI
or CT examination was conducted. This suggested
benchmark would apply to both in-patient and out-
patient reports. In some cases, the referring physi-
cian requests the radiologist’s analysis on an urgent
(also called “stat”) basis, due to the patient’s con-
dition. In other cases, the radiologist notes irregu-
larities that need to be brought to the referring
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physician’s attention immediately. Although none
of the hospitals we visited had formal policies on
the time frame for reporting stat examinations, the
hospitals indicated that the radiologist’s final report
should be sent to the referring physician within one
to two days after the patient’s examination.

We reviewed the time it took for the radiologist
to interpret the images and provide a report to the
referring physician and found that, on average, out-
patient CT and MRI reports were generally released
to the referring physicians within four to 10 days of
the examination being performed.

We also reviewed the reporting of stat exami-
nations and noted that the hospitals had differ-
ent processes for monitoring the completion of stat
reports. One hospital used an automated system
that alerts radiologists to review the images needed
“stat” before all other images and dictate and have
transcribed the reports for those images first. Both
of the other hospitals used paper-based systems—
at one, all stat reporting of diagnostic images was
recorded in a manual log as of November 2005,
while the other hospital recorded stat results on
the envelope containing the examination images.
Although all three hospitals indicated that the
radiologist would phone the physician to provide
immediate feedback and that these cases would be
transcribed first, we noted that none of the hospitals
monitored to ensure that all stat reports were issued
on a timely basis. We therefore requested the stat-
reporting information available at the hospitals to
determine whether results were reported promptly
after the test was performed. However, the hospi-
tal where results were documented on the exami-
nation envelope was unable to provide us with this
information. Our review of the information from the
other two hospitals indicated the following:

e Atone hospital, the median time to release a
stat report to the referring physician in 2005
was four days for a stat MRI report and two
days for a stat CT report. However, we noted
instances of much longer turnaround times—

as high as 96 days for CT reports and 91 days
for MRI reports. Hospital management was
unable to explain the reasons for the long
delays but indicated that many tests are coded
as “stat” when they are not truly urgent based
on medical need.

e At the second hospital, we noted that the stat-
reporting logbook was incomplete. Neverthe-
less, we found that the reports in the logbook
from January 2006 that we sampled were dic-
tated by the radiologist within one day and
that almost all were communicated to the
referring physician within two days. However,
the time to release the formal radiologist’s
report ranged from two to 13 days.

A 2002 study by a U.S. organization that repre-
sents imaging professionals noted that even though
most facilities offer referring physicians access to
the radiologist’s dictated report, few physicians
make use of this service and prefer to have a final
copy of the report. None of the hospitals we vis-
ited had determined the percentage of referring
physicians that had access to dictated reports or
how often this access was being used. In February
2005, one hospital surveyed referring physicians
and found that the majority were satisfied with the
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turnaround times for radiologists’ reports and liked
the option of listening to the dictated reports.

Accuracy of Results

There have been a number of studies assessing

the accuracy of radiologists’ analyses of diagnos-
tic images. These studies generally had a second
radiologist review the images and the original radi-
ologist’s examination report, and note any differ-
ences in interpretation. A 2001 British research
article, which summarized research in this area,
determined that the level of error in the radiolo-
gists’ initial analysis varied, depending on the type
of diagnostic examination. However, clinically sig-
nificant or major errors (that would potentially
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alter patient management decisions) in radiologists
reports ranged from 2% to 20% for CT examina-
tions and from 6% to 20% for MRI examinations.
We noted that the American College of Radiology’s
CT accreditation program states that policies and
procedures should be in place to review the diag-
nostic accuracy of radiologists’ analyses. While it is
not practical to have every image analyzed by two
radiologists, a periodic second reading of a selec-
tion of each radiologist’s reports is a useful quality
assurance process.

None of the hospitals that we visited had a for-
mal quality assurance program in place to peri-
odically ensure that radiologists’ analyses of the
examination images were accurate. However,
radiologists at two of the hospitals we visited indi-
cated that, several years ago, they had periodically
discussed and reviewed specific cases with one
another, and in some instances with other depart-
ments in the hospital. This was done to ensure that
the examination images were correctly analyzed,
based on the available clinical information. How-
ever, this process was eliminated a few years ago
due to the radiologists’ increased workload. Never-
theless, we were told that informal discussions still
occur between radiologists on more complex cases.
At the third hospital, radiologists stated that some
informal meetings occur between radiologists. As
well, if a radiologist is comparing current and past
examination results, and notes an error in the inter-
pretation of previous images, it is discussed with
the appropriate radiologist. However, none of these
meetings or discussions are documented.

One hospital we visited had an external qual-
ity review conducted in January 2006 to assess
the accuracy of the analyses of diagnostic images
performed by one of its radiologists, as a result of
concerns raised by physicians within the hospital.
The review looked at 66 diagnostic images and the
related reports completed by the applicable radiolo-
gist, and found that there were “numerous errors of
omission in which abnormalities were missed” and

that the reporting was “poor enough that patient
safety may be jeopardized.” The hospital indicated
that the radiologist was requested to complete
supervised training, but since the radiologist has
not worked at the hospital since January 2006, the
hospital is not aware if the training is occurring.
The implementation of a periodic quality assurance
program may more quickly identify these types of
situations and ensure that corrective action can be
taken on a timely basis.

RECOMMENDATION 8

To help ensure that referring physicians have

accurate information on a timely basis for mak-

ing patient-related decisions, hospitals should:

e adopt benchmarks for the timely reporting
of both urgent and normal MRI and CT refer-
rals and monitor adherence to those bench-
marks; and

e implement an independent quality assurance
program that includes a periodic, preferably
external, review of a sample of each radiolo-
gist’s analysis of diagnostic images.

OTHER MATTER
Incident Reporting

Each hospital determines what constitutes an inci-
dent at their institution. At the hospitals we visited,
an incident was generally defined as an unusual
occurrence causing injury or loss to patients or hos-
pital employees (for example, equipment malfunc-
tions, patient falls, wrong test given, and allergic
reactions). In addition, one of the hospitals had a
documented near-miss policy, which was defined as
an occurrence with a potential to cause injury, loss,
or damage to patients, visitors, or employees.

The hospitals we visited all had reporting pro-
cesses whereby incidents involving patients and
hospital employees were reported to hospital
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management so that corrective action could be taken
to reduce future incidents. These processes varied
from a manual system with no overall summarized
data to an electronic system that categorized each
type of incident.

At two of the hospitals, we found that MRI and
CT incidents were being tracked and determined
that there were a total of 29 incidents in 2005 in
the MRI and CT area. These hospitals indicated that
they followed up on incidents, although we found
that this process was generally not documented.
One of these hospitals did inform us that it planned
to start documenting the corrective action taken.

The third hospital classified the impact of inci-
dents as critical, severe, moderate, or minor.
Incidents with a critical impact involve the actual
or potential loss of life, limb, or function. Severe
incidents are similar to critical incidents, except
that successful intervention occurred, resulting in a
positive outcome. This hospital reported a total of
289 medical-imaging incidents, including four criti-
cal and severe incidents in the MRI and CT areas, as
well as 25 near misses, in the 2005/06 fiscal year.

We were informed that the hospital’s Quality of
Care Committee was responsible for reviewing all

. SUMMARY OF RESPONSES FROM HOSPITALS

In this section, rather than reproducing the indi-
vidual responses from each of the three hos-
pitals we visited as part of this audit, we have
summarized the highlights of the responses

we received. Overall, the hospitals generally
agreed with our recommendations but indicated
that in some cases limited financial and human
resources may prevent the implementation of
the recommendations. As well, one hospital
emphasized that the successful implementation
of many of the recommendations would require
collaboration with the Ministry of Health and
Long-Term Care (Ministry) and other organi-
zations, especially recommendations involving

critical and severe incidents, as well as any occur-
rences or series of occurrences that have the poten-
tial to result in harm to patients. In addition, the
Committee makes recommendations and evaluates
the corrective action proposed or taken by the hos-
pital. We were unable to examine this process, as
the Quality of Care Information Protection Act, 2004
prevails over other Ontario statutes, including the
Auditor General Act. Therefore any information that
is prepared for a quality-of-care committee for the
sole or primary purpose of assisting the commit-
tee in carrying out its functions is not permitted to
be disclosed. As a result, our access to information
relating to any analysis, including any trend analy-
sis based on the type or cause of the incident, and
any resulting follow-up of critical and severe CT
and MRI incidents, was prohibited. Therefore, we
were unable to determine whether this hospital had
an adequate system in place to analyze and follow
up on critical and severe diagnostic imaging inci-
dents and take corrective action, where necessary,
to prevent similar incidents in the future.

Chapter 3 « VFM Section 3.06

physician practices since they are not employees
of the hospital.

Recommendation 1

The hospitals generally agreed with this recom-
mendation. However, one hospital indicated
that, while it agreed with identifying possibly
inappropriate diagnostic imaging tests—for
example, through the use of referral guidelines,
it did not have the systems or human resources
to implement such a process. Another hospi-

tal indicated that it had established a High Cost
Utilization Committee to develop policies and
mechanisms for monitoring practices pertain-
ing to the use of high-cost interventions, such
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as the use of CT and MRI equipment. The third
hospital commented that referral guidelines
should be standardized across the province,

and suggested that organizations such as the
Canadian Association of Radiologists and the
Ontario Medical Association lead this initiative
as it is beyond the scope of the hospital. As well,
this hospital indicated that these organizations
could develop a process to implement the guide-
lines and provide related physician education.

Recommendation 2

The hospitals had mixed positions on this rec-
ommendation. One hospital was in compliance
with the recommendation but indicated that
incremental funding from various government
agencies should reflect the true cost of provid-
ing a service to a patient. However, the other
hospitals indicated that generating revenue for
themselves by providing faster access to Work-
place Safety Insurance Board of Ontario (WSIB)
patients was beneficial, as long as other patients
received access to MRI and CT examinations

in accordance with Ontario’s wait-time bench-
marks. These two hospitals also indicated that,
given the WSIB funding structure, they com-
pete with other hospitals to obtain WSIB rev-
enues. Therefore, if these revenues were lost as
a result of prioritizing WSIB patients the same
as other patients, the hospitals would not be
able to operate their MRIs and CTs during the
time scheduled to serve WSIB patients, due to
funding constraints. If this happened, the hos-
pitals believed that the wait time for all patients
would get longer.

Recommendation 3

The hospitals generally agreed with this recom-
mendation. One hospital commented that the
Ministry must clearly define the starting point
for calculating wait times in order to standard-
ize reporting across all hospitals in Ontario. As
well, two of the hospitals indicated that they

had implemented the Wait Time Information
System. The third hospital indicated that it
planned to implement this system but that this
would be difficult without both one-time and
ongoing funding from the Ministry.

Recommendation 4

One hospital agreed and complies with this rec-
ommendation. Another hospital agreed with
the recommendation in principal, but noted
that it was not a resource priority as it believed
that cancellations and no-shows did not signifi-
cantly impact its operations. The third hospital
indicated that although its current system was
unable to track the reasons for all cancellations,
it also believed that cancellations and no-shows
did not significantly impact its operations.

Recommendation 5

The hospitals generally agreed with this recom-
mendation. Furthermore, one hospital indicated
that it was working on strategies to increase
utilization. Another hospital indicated that it
was now operating its MRI regularly on week-
ends as a result of available staff and additional
wait-time funding from the Ministry. However,
to further increase this hospital’s MRI and CT
utilization, additional funding as well as trained
technologists and radiologists were needed. The
third hospital indicated that provincial stan-
dards should be developed for increased CT and
MRI utilization, and that stable funding over a
multi-year period would be necessary to imple-
ment and sustain higher utilization.

Recommendation 6

The hospitals concurred with this recommenda-
tion. Furthermore, one hospital indicated that
it had established an MRI safety committee to
develop and revise policies for MRI safety.

Recommendation 7
One hospital agreed with this recommenda-
tion and the other two supported parts of this
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recommendation. One hospital suggested that
education to increase both physician and patient
awareness of the radiation exposure from CTs
could be facilitated by the Ministry, the Ontario
Medical Association, and other organizations.
Another hospital commented that implement-
ing standardized patient CT-radiation-expo-
sure protocols required ongoing development,
which the hospital would be actively involved
in. This hospital also indicated that physicians
within the hospital could access the number of
prior CTs that a patient has had at the hospital
and expected that physicians would take this
information into consideration when order-

ing CTs. However, all the hospitals agreed that
it would be beneficial for physicians to be able
to access information on whether a patient has
had a CT, MRI, or other diagnostic imaging test
completed outside of their hospital. Having said
that, one hospital highlighted that technological
changes to link patient information are required
before this can be achieved.

One hospital indicated that it had changed
its practice such that physicians performing
interventional procedures now wear a second
dosimeter to monitor radiation exposure to
areas of the body not covered by the protect-
ive lead apron. Another hospital indicated that
dosimeters must be worn in accordance with the
hospital’s policies but reiterated that infection-
control practices take precedence over physi-
cians wearing ring and wrist dosimeters.

One hospital suggested that the Ministry,
the Healing Arts Radiation Protection Com-
mission, and the Ontario Health Technology
Advisory Committee establish standards and
guidelines for CTs. As well, another highlighted
that CT operations should be examined by

the Ministry or subject to some other type of
accreditation or manufacturer-supported quality
control program.

Recommendation 8

Two of the hospitals agreed with both parts of
this recommendation. However, one of these
hospitals noted that it would be unable to imple-
ment either part given current resource priori-
ties. This hospital also indicated that funding

to implement such a recommendation should
include funding for physicians involved in the
quality assurance process. The second hospital
indicated that provincial benchmarks for report-
ing MRI and CT results should be established by
hospitals in collaboration with the Ontario Med-
ical Association and the Ministry. As well, this
hospital commented that additional funding
would be required to implement a quality assur-
ance program and suggested that the College of
Physicians and Surgeons of Ontario be involved
with this program.

The third hospital indicated that it agreed
with part of the recommendation and had
started developing a system to monitor the stat
reporting turnaround time. However, the hospi-
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tal did not support the use of an external qual-
ity assurance review, since it anticipated there
would be very few qualified external review-
ers, due to the hospital’s physicians’ work being
sub-specialized. Nevertheless, this hospital did
support using internal reviewers to conduct
periodic quality assurance reviews. As well, to
help prevent diagnostic errors in the future, the
hospital has requested that physicians report
errors they encounter, so that an anonymous
presentation can be made to all physicians work-
ing in that area.
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This report was also provided to the Ministry of
Health and Long-Term Care, which indicated
that, overall, it agreed with the recommenda-
tions and appreciated the need for appropriate
standards, guidelines, and best practices. The
Ministry also expressed awareness of the finan-
cial and human resources needed to enable it to
move forward with its agenda to improve access
and reduce wait times for MRI and CT services.
The Ministry further expressed its com-
mitment to the goal of providing timely and
equitable access to MRI and CT services for all
residents of Ontario. The Ministry indicated
that, to achieve this goal and at the same time
address the recommendations of the report
relating to the Ministry, it has implemented
many strategies through:
e the Ontario Health Technology Advisory
Committee;

. SUMMARY OF MINISTRY OF HEALTH AND LONG-TERM CARE RESPONSE

e the Diagnostic Services Committee, a com-
mittee with joint representation from the
Ministry and the Ontario Medical Associa-
tion established to further the Ontario Med-
ical Association Agreement;

e the Diagnostic Imaging Safety Committee;
and

e the Wait Time MRI and CT Expert Panel
(whose second report was expected to be
completed by November 2006).

With respect to Recommendation 7, the
Ministry indicated that the Diagnostic Imaging
Safety Committee, established in Septem-
ber 2006, is developing recommendations for
minimizing the impact of radiation exposure
for patients and hospital personnel. The Min-
istry anticipated that the Committee’s work in
this area would be completed and presented by
February 2007.



Services

Background

As part of the reorganization of the former Ontario
Hydro, Hydro One Inc. was created pursuant to the
Electricity Act, 1998 and incorporated under the
Business Corporations Act on December 1, 1998. The
principal business of Hydro One, which is wholly
owned by the Province of Ontario, is the transmis-
sion and distribution of electricity to customers
within Ontario.

Hydro One controls almost $12 billion in total
assets, which consist primarily of its transmission
and distribution systems. The Corporation trans-
mits electricity from generators through approxi-
mately 28,600 kilometres of high-voltage wires
to Hydro One’s distribution business, which dis-
tributes the electricity to Hydro One’s customers
through a network of 124,000 kilometres of low-
voltage wires.

In 2005, Hydro One earned over $4.4 billion
dollars in revenue. Its costs totalled $3.4 billion,
$2.1 billion of which was for the purchase of elec-
tricity to distribute to its customers. The remaining
costs were for operations, maintenance, and admin-
istration ($792 million) and for depreciation and
amortization ($487 million). Including the acquisi-
tion of capital assets and excluding employee sala-

Hydro One Inc.—
Acquisition of Goods and

ries and benefits, over $800 million was spent by
Hydro One on the procurement of goods and ser-
vices in the 2005 calendar year.

Hydro One has contracted an outside service
provider to perform the purchasing activity for the
corporation, but local departments and individuals
also do a significant amount of purchasing—$163
million in 2005, or about 20% of total spending—
using corporate charge cards.

Audit Objectives and Scope

This was the first value-for-money (VFM) audit
conducted at Hydro One under the expanded man-
date of the Office of the Auditor General of Ontario,
which came into effect November 11, 2004. The
expanded mandate allows us to conduct VFM
audits of Crown-controlled corporations and sub-
sidiaries of Crown-controlled corporations. We
chose to examine procurement practices as a means
of gaining a broad understanding of the overall
expenditures and operations of Hydro One.

The objective of the audit was to assess whether
the corporation had adequate systems and proce-
dures in place to ensure that goods and services
were acquired with due regard for value for money
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and in compliance with corporate policies and
sound business practices.

The scope of our audit included discussions with
corporation staff, a review and analysis of docu-
mentation provided to us by the corporation, and
research into the procurement practices and con-
trol of employee expenses in other public and pri-
vate enterprises. The corporation’s internal audit
department had relatively recently conducted a
number of audits on procurement, which we found
very helpful in determining the scope and extent of
our audit work in selected areas.

Our audit was performed in accordance with the
standards for assurance engagements, encompass-
ing value for money and compliance, established by
the Canadian Institute of Chartered Accountants,
and accordingly included such tests and other pro-
cedures as we considered necessary in the circum-
stances. The criteria used to conclude on our audit
objective were discussed with, and agreed to, by
Hydro One management and were related to sys-
tems, policies, and procedures that the corporation
should have in place.

We found that Hydro One generally had adequate

policies in place to help ensure that goods and ser-
vices were acquired with due regard for value for
money. However, systems and procedures were not
adequate to ensure compliance with corporate poli-
cies. In 2004, Hydro One’s internal audit depart-
ment audited many aspects of the corporation’s
purchasing functions. For several key areas, inter-
nal audit concluded that internal controls needed
to be improved, and we noted at the time of our
audit that a number of internal control weaknesses
remained to be addressed.

Some of our major concerns and observation
were as follows:

Hydro One’s corporate policy encourages the
establishment, through a competitive process,
of blanket purchase orders (BPOs) for the pro-
curement of goods or services directly from
specified vendors for a stipulated period of
time. However, the BPOs we examined were
not always established through a competitive-
procurement process, or there was inadequate
documentation available to verify whether

a competitive process was used. In addition,
BPO suppliers increased their prices periodi-
cally without competition. For example, a
BPO established in 1996 for a two-year term
with an original value of $120,000 had been
revised 39 times, extended an additional eight
years, and had been increased in value to

$6.7 million.

Competitive selection of suppliers is required
for all Hydro One purchases over $6,000
unless a BPO arrangement has been made.
We found that procedures needed to be
improved to ensure that the required com-
petitive process was followed in the acquisi-
tion of goods and services. In a number of

the cases we tested, the required competitive-
procurement process was not followed in the
acquisition of general services, materials, or
engineered equipment. In most of the excep-
tions noted, either acquisitions were made
through an invitational, rather than a public,
tender, or the required three quotes were not
obtained.

Hydro One’s procurement policy allows goods
or services to be purchased from a single vend-
or (“single-sourcing”) if it is neither possible
nor practical to obtain them through the nor-
mal competitive processes. However, most of
the single-source purchases we examined were
for materials, consulting services, and con-
tract staff that could have been obtained from
several different vendors. As well, the required
documentation justifying the decision to



single-source was not on file for most of the
single-source purchases we examined.

For the contracts we tested, we found
instances where the contract price did not
agree to the submitted bid; the deliverables
were not clearly described; and/or the con-
tract price did not agree with the value on the
purchase order. For example, one consult-
ant bid $2.7 million for a contract, and the
contract was awarded for this amount, yet
the purchase order was set at $3 million. To
enhance internal controls, such differences
should be justified and clearly documented.
In December 2001, Hydro One entered into

a 10-year, $1-billion agreement to outsource
significant operations of the corporation.
Under its master service agreement with its
service provider, Hydro One can reduce the
fees it pays the provider if benchmarking stud-
ies show that the provider is charging higher
than fair market rates. Although a consult-
ant’s benchmarking report concluded that no
adjustment to fees were required, the consult-
ant examined only two of the six lines of busi-
ness conducted by the service provider, and

a more thorough review may have been
warranted.

During the 2005 calendar year, Hydro One
purchased $127 million worth of goods

and services using corporate charge cards.
We found that the documentation, such as
charge-card slips that were submitted to sup-
port expenditures, was often insufficient to
determine what was purchased. We also iden-
tified instances where employees had not
detailed the use of cash advances received
and charged to their corporate charge cards,
yet the related monthly statements had been
reviewed and approved.

In 2005, Hydro One staff wrote almost 32,000
cheques on their charge-card accounts total-
ling $41.2 million, with the largest charge-card

Hydro One Inc.—Acquisition of Goods and Services m

cheque being for just over $300,000. These
cheques were used to pay major vendors for
services such as telephones, telecommunica-
tions, security, and utilities. In other organiza-
tions, such payments are generally processed
through the finance department to ensure seg-
regation of duties and other controls. We were
informed that the issuance of charge-card
cheques was to reduce the number of trans-
actions processed by the outsourced finance
department, since this department was paid
on the basis of the number of transactions pro-
cessed. However, since Hydro One pays inter-
est on cheques and cash advances in excess of
$30 million, we questioned whether paying
major vendors by cheque through the charge-
card system actually results in any savings.

e Inone case, a senior executive’s secretary
charged over $50,000 to her charge card
for goods and services, a significant portion
of which was for the person to whom she
reported. The senior executive then approved
the purchases, whereas Hydro One’s policies
require that the executive’s superior approve
the expenses. This practice also exempts these
expenditures from an annual review of senior
executive expenses conducted by the Corpora-
tion’s external auditor.

Detailed Audit Observations

PROCUREMENT OF GOODS AND
SERVICES

Hydro One has good general policies for the acqui-
sition of goods and services, such as its principle of
acquiring materials and services without favouritism
at the lowest overall cost. Also, according to Hydro
One corporate policy, procurement decisions are to
take into consideration supplier capability and past
performance; all relevant factors affecting the life
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cycle of the materials; the impact on the environ-
ment; and health and safety. Procurement decisions
must also pass the ultimate scrutiny of sound busi-
ness judgment. In addition to its general procure-
ment principles, Hydro One has specific policies for
the acquisition of general services, construction,
materials, and engineered equipment.

The Supply Chain Management group within
Hydro One is responsible for implementing, moni-
toring, and enforcing compliance with procurement
policies and procedures. Procurement activity has
been outsourced to an external service provider.
The Supply Management Services department of
that provider executes procurement on behalf of
Hydro One, including such functions as ordering,
receiving, and inspecting goods, as well as monitor-
ing spending, verifying compliance with purchasing
policy, and processing payments.

Needs Assessments and Justification for
Purchases

Hydro One’s purchasing guidelines require that

a business case be prepared for all programs or
projects that require the approval of a vice presi-
dent. In general, these are valued at more than
$50,000, depending on the business department
and the type of purchase. The guideline strongly
recommends—but does not require—that business
cases be prepared for expenditures under $50,000.
In the case of consulting services, which include
contract staff or persons hired indirectly through
temporary-help agencies, the rationale for hiring a
consultant must be documented before the competi-
tive process begins. The policy also states that all
options for performing the work internally must be
exhausted first.

Buyers from the Supply Management Services
department of the outside service provider are pro-
vided with a checklist to use as a guide for each
purchasing request, to determine if sufficient infor-
mation has been provided before proceeding with

the purchase. However, through discussions with
buyers, we found that documents justifying the
purchase are not typically forwarded to the Sup-
ply Management Services department, so the buyer
usually assumes that the person making the req-
uisition has already prepared the proper justifica-
tion document. Consequently, we followed up with
persons making requisitions and found that for a
number of the purchases we sampled, the need
for the purchase was not documented or the docu-
mented justification was not adequate. Although
Hydro One staff informed us that the needs had
been documented for some of the exceptions we
identified, the documentation could not be located.
We also found that justification of the need for
contract staff was often not documented or the
documented rationale was inadequate. In particu-
lar, the reasons provided often did not consider the
availability of internal resources. Proper evaluation
and documentation of staff requirements could help
central management identify and meet training and
hiring needs in a more cost-effective manner than
engaging outside contracted services. In addition,
for a few of the purchases we tested, the approval
for justification was obtained after work com-
menced or after the effective date of the contract.

RECOMMENDATION 1

To help ensure that corporate needs are ade-

quately assessed and that purchases are prop-

erly justified prior to acquisition, Hydro One

should:

o follow the requirements for a documented
business case for major purchases;

e verify that sufficient information has been
provided to supply-management buyers; and

e adequately evaluate corporate needs, includ-
ing consideration of alternatives and existing
resources, prior to proceeding with the
acquisition.



Blanket Purchase Orders

Hydro One’s corporate policy encourages the estab-
lishment of blanket purchase orders (BPOs) for

the procurement of goods or services directly from
specified vendors. The expected benefits of BPOs
are lower procurement costs, security of supply, and
the managed inventory of more commonly used
items. Such arrangements are to be for a stipulated
period of time and are to be entered into through a
competitive process with at least one new supplier
being qualified to bid each time the BPO is competi-
tively renewed.

At the time of our audit, Hydro One had estab-
lished over 1,000 BPOs for materials, contract staff,
and consulting services. According to information
from Hydro One’s database, these BPOs ranged in
value up to $250 million, and many were in effect
for more than 10 years. Although BPOs typically
have a stated maximum value, approximately one-
quarter of the BPOs had no stated maximum. We
were informed that purchases against these BPOs
are usually low-dollar items purchased on corpo-
rate charge cards. In addition, over 700 BPOs had
changes made to their original maximum values,
effective terms, or both. Ten percent of the BPOs
had had their original terms extended by at least
five years and an equal number had had their maxi-
mum values increased by at least $1 million.

We noted that several of the BPOs we examined
either were not established through a competitive
procurement process or did not have adequate doc-
umentation available to indicate that a competitive
process had been used. In view of the hundreds of
millions of dollars of business given through BPOs,
we believe it is essential that documented competi-
tive practices be followed if Hydro One is to dem-
onstrate adherence to its procurement principle to
acquire materials and services without favouritism
at the lowest overall cost.

BPO suppliers were also being allowed to
increase their prices periodically without competi-
tive pricing reviews or price negotiations. For exam-
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ple, a BPO established in 1996 for the supply of
assorted parts originally had a two-year term and
a value of $120,000. It had been revised 39 times,
extended an additional eight years, and increased
in value to $6.7 million. We reviewed prices paid
for recent purchases and found that Hydro One
was paying current prices quoted by the vendor. To
continually revise a BPO over a long period of time
is equivalent to purchasing from a single vendor,
which is contrary to Hydro One’s policy of acquir-
ing, where practical, competitive proposals or ten-
ders for its purchases to maintain the integrity and
transparency of the procurement process.

RECOMMENDATION 2

To ensure that goods and services are acquired
at the lowest overall cost, Hydro One should:

e establish blanket-purchase-order agree-
ments through a competitive process unless
a sound documented rationale for sole-
sourcing has been approved;

e review existing long-standing blanket pur-
chase orders to determine if they should be
re-tendered;

e ensure that the prices being paid are those
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set out in the blanket-purchase-order agree-

ments; and

e develop procedures regarding significant
modifications to the terms and conditions of
blanket purchase orders.

Competitive Selection

Corporate policy requires the competitive selec-
tion of suppliers for all Hydro One purchases over
$6,000 unless a BPO arrangement has been made.
The competitive process used depends on the type
of goods or services being acquired and the esti-
mated cost of the purchase. In general, lower-
valued procurements require three written quotes
from selected vendors, while purchases of greater



m 2006 Annual Report of the Office of the Auditor General of Ontario

N~
=
o
=
=
£~
[
-3
(2]
=
[
=
.
o™
B
[
-
o
(1]
=
o

value require a more open tendering process. We
reviewed a sample of purchases and found that con-
trols were not adequate to ensure compliance with
procurement policies. For example:

e Three written quotes must be obtained for all
purchases valued from $6,000 to $15,000.
These purchases are typically acquired locally
by departments using corporate charge cards.
For the sample tested, 20% did not obtain
any quotes, and for an additional 20% there
was no supporting documentation to confirm
management’s assertion that the required
quotes had been obtained.

e For consulting services, including contract
staff, the required competitive-procurement
process was not followed in 40% of the cases
sampled, with most of the exceptions being
sole-sourced. In addition, we found cases in
which the justification for selecting the vendor
was not adequately documented. For exam-
ple, a vendor that bid over $400,000 for a
consulting contract was chosen even though
that vendor did not have the lowest quali-
fied bid. We were informed that the vendor
was selected based on the results of an inter-
view; however, the evaluation of the interview
process and results were not documented.

e When acquiring general services, materials or
engineered equipment, the required competi-
tive procurement process is to request written
quotations using a bidders list for purchases
up to $50,000; conduct a private request for
tender for purchases between $50,000 and $1
million; and conduct a public tender for pur-
chases greater than $1 million. For these pur-
chases, the required competitive procurement
method was not followed in several of the
cases tested. In most of the exceptions, either
the acquisitions were made through a private
or invitational, rather than a public, tender or
the required three quotes were not obtained.

In September 2004, Hydro One’s internal
audit department identified similar issues of non-
compliance with competitive procurement policies;
yet, as of the time of our audit, our work indicated
that these weaknesses had not yet been corrected.

RECOMMENDATION 3

To help ensure that it is getting value for money
and that purchases are acquired through an
open, fair and competitive process, Hydro One
should follow established procurement policies
and guidelines, and adequately document deci-
sions made in the selection of vendors.

Single Sourcing

Hydro One’s procurement policy allows single
sourcing, which is the purchase of goods and ser-
vices from vendors without a competitive process,
up to a value of $6,000. If the value of the procure-
ment exceeds that amount, single sourcing of goods
and services is allowed only if it is neither possible
nor practical to obtain the required goods or ser-
vices through the normal competitive processes. In
such circumstances, the reason for single sourcing
must be documented and approved by Hydro One’s
internal Supply Chain Management group before a
vendor is approached.

Corporate policy outlines potential single
sourcing as situations in which the supplier may be
the only one in the market, may hold legal rights
to the required goods, or may be the original sup-
plier of equipment and the buyer wishes to avoid
expensive modifications to adapt goods of a dif-
ferent design. However, the single-source pur-
chases we examined were for materials, consulting
services, and contract staff that could have been
obtained from several different vendors. As well,
most of the single-source purchases we examined,
which ranged from $6,200 to $4.3 million, did not



have the required documentation justifying and/or
approving them.

We also noted purchases in which only some
goods or services were acquired through a tender
and the rest were single-sourced. For example, after
a tendering process, a contract was established with
a consulting firm to conduct a benchmarking study
on outsourced IT services. Before the finalization of
the contract, Hydro One also single-sourced addi-
tional work from the same firm: a benchmarking
study for customer service operations for a total of
$583,000. Adequate justification for single sourcing
had not been documented.

In September 2004, Hydro One’s internal audit
group concluded that single-source procurement
was not always being justified by a business case
and approved prior to the awarding of the business.
Based on our work, improvements are still needed
in this area.

RECOMMENDATION 4

To ensure that single sourcing is used only when
it is not possible or practical to go through the
normal competitive process, Hydro One should
implement oversight procedures to ensure that
adequate justification for single sourcing is doc-
umented and properly approved before the busi-
ness is awarded.

Managing and Controlling the Purchases of
Goods and Services

When an organization makes significant purchases
of goods and services, all parties involved normally
sign documents to specify the deliverables to be
provided, formally define their respective respon-
sibilities, outline contract terms, and set pricing.
Such documents could include formal contracts,
signed purchase orders, and vendor bid submis-
sions. For some of the purchases we tested, either
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there were no formal contracts outlining purchas-
ing arrangements or there was no evidence of other
signed documents indicating that both parties
agreed with the terms, pricing, and deliverables
outlined in the purchase order.

Where formal contracts existed, we found
instances where the contract price did not agree
with the submitted bid; the deliverables were not
clearly described; and/or the contract price did
not agree with the price on the purchase order.

For example, one consultant bid $2.7 million on

a contract, and the contract was awarded for this
amount, yet the purchase order was set at $3 mil-
lion. To enhance internal controls, any differences
between bid submissions, deliverables, contract
price, and/or purchase orders should be justified
and adequately documented.

We also found problems similar to those noted
for blanket purchase orders where changes were
made to existing contractual arrangements. We
identified a number of cases in which the overall
value of a contract or purchase order had increased
from its original value over the term of the contract.
In several of such cases that we reviewed, the justi-
fication for the increase was not documented. There
were also several cases where either the change

Chapter 3 « VFM Section 3.07

was not properly approved or there was no docu-
mentation showing that proper approvals had been
obtained.

Hydro One’s corporate policies and procedures
require a buyer to determine if sufficient informa-
tion has been provided before proceeding with
a purchase request, and to maintain all relevant
information in a purchase-order file. However, for
a majority of the files we reviewed, relevant infor-
mation was not on file. Missing documentation
included tendering documents, evaluations, bids
received, signed contracts, business cases, and
approvals. In 2004, an internal audit on the acqui-
sition of consulting services concluded that pur-
chase-order files were generally incomplete. Our
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work indicated that progress still needs to be made
in this area.

Hydro One’s policy requires that the work of
consultants and contract staff be evaluated upon
completion of the assignment. Post-performance
evaluations were not conducted for many of the
consultant- and contract-staff engagements we
tested. There was also no central registry to main-
tain information on vendors’ performance for
future reference by all departments throughout the
corporation.

RECOMMENDATION 5

To properly manage and control the procure-
ment of goods and services, Hydro One should:

e ensure that it has signed contracts or other
documentation that define the responsibili-
ties of both parties, including the price and
specific deliverables to be provided;

e ensure that purchase orders and contracts
accurately reflect the agreed-upon terms and
conditions under which the contract was
awarded,;

e ensure that any changes to the original con-
tract terms and conditions are adequately
justified, appropriately approved, and prop-
erly documented;

e identify the minimum documentation that is
essential for each purchase and put in place
a monitoring process to ensure that purchas-
ing files are consistently maintained with all
required information; and

e evaluate all vendors upon completion of
work, as required, and examine the costs and
benefits of setting up a central depository of
information about vendors’ performance for
use throughout the corporation.

Procurement and Payment Approval

In accordance with Hydro One’s corporate policy,
all procurement activities should be made in com-
pliance with the corporation’s authority register,
which outlines the signing-authority limits of differ-
ent management positions. Authority to requisition
goods and services resides with line staff within
the corporation. Purchasing authority in excess of
$15,000 has been delegated to the outside service
provider’s Supply Management Services depart-
ment. Both requisitioning and purchasing authority
must be obtained prior to issuance of the purchase
order or awarding of business to vendors.

We found that Hydro One’s signing author-
ity register caused confusion that resulted in the
inappropriate authorization of purchases. Signing-
authority limits are set according to position, but
our discussions indicated that because there is lit-
tle consistency in job titles in various parts of the
organization, it was often unclear to staff what an
individual’s authority limit should be. In addition,
the authority limits specified in the accounts-pay-
able system occasionally did not agree with the
established register. Hydro One’s internal audit
department reported similar findings in September
2004 in its report on Controls over Signing Authori-
ties. During our audit, we were informed that a new
authority register was being developed that may
address the concerns that have been identified.

For a number of the purchases tested, we
found that either the acquisition did not have the
proper requisitioning or purchasing authority or
no approval documents could be provided to show
whether proper approvals had been obtained. We
also noted that payments were made without the
proper level of approval for several of the purchases
tested.

For the purchases we tested, we noted instances
where Hydro One either did not take advantage of
early payment discounts or incurred penalties for
late payments.



RECOMMENDATION 6

To help ensure that purchases of goods and
services are properly authorized and that the
appropriate amounts are paid, Hydro One
should:

e complete the development of its authority
register to clarify signing authority require-
ments;

e reinforce the requirement that Supply Man-
agement Services staff have all required
approvals on hand before proceeding with
the purchase; and

e make payments on a timely basis to avoid
late charges and take advantage of early pay-
ment discounts.

Management of Outsourcing Agreement

In December 2001, Hydro One entered into a 10-
year, $1-billion agreement to outsource significant
operations of the corporation, namely, six lines

of business: customer-service operations, sup-
ply-management services (procurement staff),
human resources, information technology, finance
(accounts payable and receivable), and settlements
(management of payments for and reports on pur-
chased power).

We reviewed various aspects of the management
of the outsourcing agreement and noted the
following:

e Under the master service agreement, Hydro

One can perform benchmarking stud-

ies to assess the reasonableness of costs in
the last calendar quarter of the third, sixth,
and ninth years of the agreement. Two of
the six outsourced lines of business were
benchmarked after the third year. We were
informed that these two lines of business
accounted for approximately 60% of the
total base service fees under the master ser-
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vice agreement. According to the agreement,
if the service provider’s fees are found to be
higher than fair market rates, they can be
reduced. A consultant was engaged by Hydro
One and the service provider to complete

the benchmarking study, and the consultant
found that, for the lines of business reviewed,
the service provider’s fees were at the mid-
point of comparable fees in the market-
place. We were informed that the consultant
reviewed only two lines of business because
consultants with sufficient baseline data and
expertise were not available for the other four
lines of business. Nevertheless, given the mag-
nitude of the outsourcing contract, a more
thorough review may have been warranted.
Hydro One is entitled to service credits when
certain service failures, such as computer-
service interruption, occur. Performance
indicators have been established for each
outsourced line of business, which are to

be used to gauge when a service failure has
occurred. We reviewed the most serious ser-
vice failures since inception of the contract
and noted that, although Hydro One recov-
ered $100,000 in out-of-pocket expenditures
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from the service provider, it had not calcu-
lated the potential value of forgone service
credits or fully pursued the financial remedies
it was entitled to. Using the service-credit for-
mula, we estimated that Hydro One had not
pursued over $300,000 in financial remedies.
Hydro One is not reconciling monthly sum-
mary billing reports from the service pro-
vider to the amounts recorded in the general
ledger and paid to the vendor. The amount
expensed through the general ledger for 2005
was $13 million higher than the amount
shown on the monthly summary reports and
$24 million higher than in 2004. Since senior
management advised us that they use these
summaries to track the costs of the contract to
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compare against the budget, we would have
expected these differences to be reconciled.
Reconciling these reports from the service
provider on a monthly basis would provide
Hydro One with the assurance that both the
expenses recorded in its accounts and the
amounts reported by the service provider are
accurate.

The service provider was guaranteed informa-
tion technology (IT) work each year beyond
that related to the base fees in the agree-
ment. From the start of the contract on March
1, 2002, to December 31, 2005, $53 million
in additional IT project work was guaran-
teed. For Hydro One’s remaining IT require-
ments, the service provider was involved in
identifying potential projects, conducting
needs assessments, identifying deliverables,
determining required resources, and estimat-
ing project costs. Corporate policy requires
that Hydro One must ensure that no supplier
has an unfair advantage over its competitors
through pre-tender discussions intended to
develop the scope of the procurement. At the
time of our audit, the service provider had
been awarded $61 million in IT work over
and above the amount guaranteed under

the outsourcing agreement. The additional
project work should have gone through an
open, fair, and competitive procurement
process; yet only $12 million worth was com-
petitively tendered. The other $49 million
was single-sourced. We acknowledge that
the experience and the expertise of the ser-
vice provider may put it in the best position
to deliver additional IT services. However, by
not holding open competitions for such a sig-
nificant amount of additional project work,
Hydro One has not adhered to the intent of its
policy of awarding business without favour-
itism and with assurance that the business is
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being awarded at the lowest overall cost in a
fair, open, and competitive manner.

RECOMMENDATION 7

To help ensure that it is receiving the best value
for the $1 billion it is spending on its 10-year
outsourcing agreement, Hydro One should:

e consider benchmarking all outsourced lines
of business in future benchmarking studies;

® collect service credits it is entitled to;

e reconcile summary reports from the ser-
vice provider with the amounts recorded as
expenses in the general ledger on a monthly
basis; and

e tender significant information technology
projects in accordance with corporate policy.

CORPORATE-CARD PURCHASES

During the calendar year 2005, Hydro One pur-
chased $163 million worth of goods and services
using two different charge-card programs: corpo-
rate charge cards ($127 million) and fleet cards
($36 million). Corporate charge cards are intended
to be used for employee business expenses and local
procurement of items costing less than $15,000.

Corporate policy states that the charge card is a
payment mechanism only and that, regardless of the
type of procurement method used or the method of
payment, all purchasing activities must comply with
Hydro One’s policies and procedures, which provide
mandatory requirements and guidelines for deci-
sion-making with respect to procurement.

Business units may also set up corporate charge
cards for other types of spending. In 2005, over
322,000 purchases were made with 5,100 corpo-
rate charge cards, each of which is assigned to a
specific employee. The fleet card is used to purchase
fuel and pay maintenance and repair costs for
corporate-owned and leased vehicles. A unique



card is issued for each vehicle. In 2005, there were
5,500 fleet cards.

Some corporate charge cards give the holder
special privileges, such as the ability to obtain cash
advances or to write cheques. Cash advances are
to be used for out-of-pocket expenses, such as for
parking, mileage reimbursement, and purchases
at fast-food restaurants. The employee would then
file business expense receipts in support of the cash
advance taken.

At the time of our audit, 47% of the corporate
cardholders’ accounts had cash advance privileges
and 25% allowed for the writing of cheques. Corpo-
rate-card transactions processed in the year can be
broken down as illustrated in Figure 1.

Administration of Corporate Charge Cards

To obtain a corporate charge card, an employee
must complete an application form for management
approval and sign a document agreeing to com-
ply with the terms and conditions that govern the
use of the corporate card. Our testing of a sample
of charge cards issued in 2005 revealed that, over-
all, charge cards were issued in accordance with
company policy. However, we did note a number of
issues related to the administration of charge cards:
e Twenty-seven local charge-card co-ordinators
are the only persons with the authority to con-
tact the bank on an ongoing basis regarding
administrative issues for the corporate-card
program. These issues include setting up card-
holder accounts, cancelling cards, and chang-
ing credit limits or address information. We
noted that proper documentation, signed by
the department manager, to initially set up
local charge-card co-ordinators with the bank
was not completed in 50% of the cases tested,
and, in most instances, instructions to set up
local charge-card co-ordinators came directly
from the individuals themselves rather than
their superiors.

Hydro One Inc.—Acquisition of Goods and Services

Figure 1: Hydro One Corporate Charge-card

Transactions in 2005
Source of data: Hydro One

# Amount % of

Type of Transaction (000s) (S million) Total
vendor purchases 278 82 64
charge-card cheques 32 41 33
cash advances 12 4 3
Total 322 127 100

e Hydro One’s policy regarding the cancellation
of corporate charge-card accounts requires
that the reason for cancelling an account be
documented, as well as whether the card
was recovered and destroyed. Only half of
the sample we tested had documented a rea-
son why the account needed to be cancelled,
and only half indicated whether the card had
been recovered and destroyed. In addition,
as of January 2006, 148 cards had been inac-
tive for more than 12 months; almost 100 of
these had been inactive for more than two
years. Some cards had not been used for over
five years. One-third of the inactive cards had
monthly credit limits of at least $10,000. Cor-
porate charge cards issued to individuals but
intended for specific projects were not being
cancelled upon an employee’s termination,
and cards were not being promptly cancelled
for persons on long-term disability.

e Each corporate charge card is set with a
monthly credit limit and cash advance limit.
We tested increases made to charge-card
limits in 2005 for a sample of cardholders and
found that, overall, changes were justified and
properly approved. However, corporate policy
requires that monthly limits be established
that are consistent with the requirements and
responsibilities of the applicant’s position and
the intended use of the charge card. We found
that for both credit and cash-advance privi-
leges, the limits were often set significantly
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higher than actual usage. For example, in one
case, an employee’s corporate-charge-card
limit was $2 million per month. Overall, 40%
of cardholders spent less in a year than their
monthly limit, indicating that their limits may
be excessive.

RECOMMENDATION 8

To improve administration and control over the
corporate-charge-card program, Hydro One
should:

e ensure that proper documentation and
approvals are obtained for setting up local
charge-card co-ordinators;

e follow up on and, if necessary, cancel inac-
tive charge cards and active cards that are
assigned to terminated and inactive employ-
ees; and

e review current credit and cash-advance
limits placed on corporate charge cards to
ensure that the limits are reasonable given
the individual’s responsibilities and the
intended use of the card.

Review of Monthly Statements

On a monthly basis, cardholders are required to
submit their charge-card statements with support-
ing documentation to their superior for review
and approval. Supervisory staff are responsible
for scrutinizing the statements and the accompa-
nying support to ensure that charges incurred are
for legitimate business expenditures. A supervisor
may be the only party aside from the purchaser to
review the transactions, making supervisory review
a critical internal control for ensuring that pur-
chases are made for business-related purposes in
compliance with policy.
o We reviewed the monthly charge-card state-
ments for a sample of cardholders and found
that over 75% of the statements tested had

not been reviewed and approved within 28
days as required by corporate policy. We
noted statements that had not been reviewed
and approved for up to nine months after the
statement date.

The monthly statements submitted to super-
visors are to include a reconciliation of cash
advances on the charge card with cash used.
If the entire advance is not spent on busi-

ness expenditures, the remainder is to be
carried forward and applied to future busi-
ness expenses. During our testing, we noted
that Hydro One staff often did not use stan-
dard cash-use reports or complete the form
correctly, making it unclear whether the
employee owed money to the company or vice
versa. We identified employees in our sam-
ple who had not accounted for cash advances
taken on their charge cards, and yet their cash-
use reports had been reviewed and approved.
For example, one employee had not detailed
the expenditure of $2,200 in cash advances
over a six-month period in 2005. Subsequent
follow-up revealed that these advances were
for legitimate business purposes. Nevertheless,
given that almost half of all cards allow cash
advances and given the higher risk associated
with such transactions, a thorough and timely
review and approval process is crucial.

We found that supervisors did not adequately
scrutinize corporate charge-card expenditures.
For the sample we tested, there were a number
of instances in which proper supporting docu-
mentation was not submitted to substantiate
purchases, or the documentation submitted
was incomplete, and yet the statements had
been approved. For example, some cardholders
did not submit receipts for all expenditures

or submitted inadequate receipts, such as
signed charge-card slips that did not itemize
purchases. Without such information, super-
visors may not be able to determine whether



all charges were appropriate and incurred for
business purposes.

e Hydro One’s charge-card policy also requires
that all expenses be supported by a detailed
explanation as to the nature and business pur-
pose of the expense. For hospitality expenses,
this would include the names of participants
and the purpose of the event. We found that
many of the cardholders tested who were
claiming business meals did not disclose
with whom they had had these meals or the
organization the individuals were represent-
ing; therefore, a reviewer would not be able
to determine with certainty if the expenses
charged were legitimate business expenses.

In 2004, Hydro One’s internal audit group

reported on the lack of receipts and inadequate
documentation to support charge-card purchases
and made recommendations for corrective action.
Our observations suggest that improvements are
still necessary to ensure compliance with corporate-
card policies and procedures.

RECOMMENDATION 9

To effectively manage the use of corporate
charge cards and to ensure that all expenditures
are incurred for business purposes, Hydro One
should implement procedures to ensure that:

e cardholders submit original detailed receipts
with their charge-card statements for review
and approval;

e necessary explanations and other supporting
information are provided to verify the busi-
ness nature of expenses incurred;

e cash-advance expenditures are detailed and
accompanied by supporting documenta-
tion to facilitate management review and
approval; and

e monthly charge-card statements are
reviewed for adequacy of supporting receipts
and approved on a timely basis.
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Monitoring Corporate Charge Cards

On a monthly basis, Hydro One management is
required to review summary-level departmental
control reports to ensure that all cardholders are
valid employees; that statements have been sub-
mitted for approval each month; that credit limits
reflect the current needs of cardholders; and that
expenditures have been charged to the appropriate
project and/or general ledger account. Timely mon-
itoring and corrective action is important because
the use of the corporate charge cards has made it
difficult to apply the traditional financial controls,
such as segregation of duties, since one person
can requisition, purchase, and receive goods and
services. However, we found that these monthly
reports were not being adequately reviewed and,
therefore, corrective action was not being taken
on a timely basis. Only one of the departments we
reviewed had monthly reports that were properly
approved and dated. For the other departments,
some reports had no evidence of review and had
not been signed or dated. In fact, some staff told us
they did not know the reports were supposed to be
signed and dated.

Each corporate charge card is designed to auto-

Chapter 3 « VFM Section 3.07

matically record purchases against a particular gen-

eral ledger account and/or project. This eliminates
the need to do journal entries to reallocate the
charges. However, a large number of charge-card
purchases were booked to miscellaneous accounts
that do not adequately describe the nature of the
expense. For example, all of the expenses charged
to one project, totalling $4.1 million, were catego-
rized as “miscellaneous.” In 2005, over $18 million
was booked to an account called “business expenses
procurement card.” Hydro One staff informed us
that even though expenditures charged to projects
can be broken down to more specific expenditure
types, the data cannot be analyzed across projects.
In other words, Hydro One cannot determine the
total amount it spent in 2005 for categories such as
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travel, meals, and conferences. Without this detail,
such corporate-wide expenditures cannot be moni-
tored over time for reasonableness.

Hydro One’s Employee Listing Report highlights
cardholders with invalid or missing employee ID
numbers. These discrepancies are forwarded to
local charge-card coordinators on a monthly basis
for follow-up and correction. Timely correction of
discrepancies helps to ensure that all cards are valid
and assigned to bona fide employees. However, we
noted that one-third of the discrepancies identified
in the January 2006 report had not been corrected
by the end of March 2006.

RECOMMENDATION 10

To effectively monitor corporate charge-card
usage, Hydro One should implement procedures
to ensure that:

e management reviews and signs off on
monthly charge-card departmental sum-
mary-level and exception reports to ensure
that any items requiring follow-up are identi-
fied and addressed in a timely manner; and

e purchases made through corporate charge
cards are fully allocated to projects and gen-
eral ledger accounts so that project costs and
expense accounts can be monitored over
time for reasonableness.

Use of Corporate Charge Cards

According to Hydro One corporate policy,
cardholders can issue cheques against their charge-
card accounts to reimburse subordinates for their
business expenses, where individuals have not been
issued a corporate charge card of their own, and
to pay vendors that do not accept credit. In 2005,
1,300 staff wrote a total of 31,800 cheques totalling
$41.2 million, with the largest charge-card cheque
being for just over $300,000.

If payments are made by cheques written against
charge-card accounts, the name of the payee does not

appear on the charge-card statement or in the cor-
porate charge-card database. Therefore, Hydro One
has no record of payments to such vendors unless the
payee information is manually entered into the sys-
tem after the cancelled cheques are returned to the
corporation. For 2005 transactions, Hydro One staff
started to manually input payee detail information
into the system for analysis—but as of May 2006, the
inputting had not been completed.

Many of the corporate charge-card cheques
were for over $15,000 and were used to pay major
vendors for services such as telephones, telecom-
munications, security, utilities, and vehicle leases.
In other organizations, such payments are gener-
ally processed through the finance department, to
ensure segregation of duties and other internal con-
trols. In 2005, Hydro One processed 530 purchases
that exceeded the $15,000 limit, for a total of $33.5
million. These purchases were either charged to the
cards directly or paid with cheques written against
the charge cards. We noted that some of these pay-
ments were made to consultants even though cor-
porate policy states that consultants are not to be
paid with corporate charge cards.

Hydro One management informed us that
using charge cards helps to reduce reliance on the
outsourced finance department, eliminate late pay-
ment fees, and reduce costs under an outsourcing
agreement in which the Corporation pays the ser-
vice provider according to the volume of invoices
processed.

We analyzed charge card usage to determine if it
was cost-effective. We found that, if the combined
value of cash advances and cheques exceeds $30
million annually, Hydro One incurs interest charges
on the excess amount from the date of the trans-
action to the payment date. Our estimate suggests
that, in 2005, Hydro One did not achieve any sav-
ings by using charge-card cheques rather than pay-
ing vendors through the accounts payable system
under the terms of its outsourcing agreement. By
comparison, the government of Ontario also uses
charge cards but limits the cards use to small-dollar



transactions, with large-dollar charges being paid
through the regular accounts payable system.

RECOMMENDATION 11

To ensure that corporate charge cards are

used only for the purposes intended, namely

employee business expenses and local purchases

less than $15,000, Hydro One should:

e minimize the use of charge-card cheques;
and

e use the finance department to process large
payments to major vendors.

Business Expenses and Employee
Recognition

Hydro One policy states that employee business
expenses should be “reasonable under the cir-
cumstances.” Although there were no guidelines
regarding purchases for staff recognition and
appreciation, we noted that it was common practice
at Hydro One to purchase gifts for such purposes.
Gifts purchased were in the form of gift certificates,
flowers, bottles of wine, recreational activities,
dinner theatres, and music CDs. There was often

no documentation for gift purchases to indicate
who was being recognized or for what reason. We
acknowledge that, from time to time, purchases for
staff recognition and appreciation may be well justi-
fied. However, given the diverse nature of the items
purchased and the wide-ranging amounts spent, we
believe there is need for corporate guidance in this
area.

We found examples in which employee business
expenses such as accommodation and meals did
not seem to be reasonable in the circumstances. We
also noted several cases where excessive mileage
was claimed, usually due to not claiming the lesser
of the distance from home or office to the work site
as required by corporate policy.

Hydro One Inc.—Acquisition of Goods and Services

We also noted items charged to corporate charge
cards that we would have expected to be ques-
tioned as part of the review-and-approval process.
For example, two senior executives charged med-
ical examinations to their corporate charge cards
instead of submitting them to the corporate insur-
ance plan for reimbursement. One employee was
using his corporate charge card to pay for physio-
therapy that should have been covered by the com-
pany’s health insurance plan. Another employee
charged $900 to replace personal items, such as
music CDs, that were lost when a company vehicle
was stolen.

In one situation, expenses were being charged to
a subordinate’s charge card and then approved by
the person for whom the purchases were intended.
In this case, a senior executive’s secretary charged
over $50,000 to her charge card for goods and ser-
vices, a significant portion of which was for the
person to whom she reported. These items should
have been approved by her superior’s boss and, in
accordance with policy, should have been subject to
the annual review of all senior executive expenses
conducted by the corporation’s external auditor.
Each year the external auditor carries out specific
procedures on charge-card statements and sup-
porting documentation for senior executives and
reports to the board of directors. Although the audi-
tor has reported some non-compliance with corpo-
rate-card policy on the issues of documentation and
authorization requirements, the auditor does not
provide assurance that the charges were reason-
able, that they were incurred for business purposes,
or that the expenditures reviewed for the individu-
als were complete.

RECOMMENDATION 12

To help ensure that business expenses and
employee recognition expenditures are in
accordance with corporate policy and are rea-
sonable under the circumstances, Hydro One
should:

Chapter 3 « VFM Section 3.07
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e develop guidelines to establish corporate
expectations regarding the reasonableness of
expenditures under various circumstances;

e reinforce the obligation for management to
thoroughly review expense claims prior to
approval; and

e implement a more comprehensive process to
periodically review expense claims for com-
pliance with corporate policy.

Monitoring of Fleet Charge Cards

On June 15, 2004, Hydro One signed an agree-
ment with a service provider for the provision of
fleet-management services, including the tracking
of vehicle maintenance and repairs and fuel costs.
The service provider pays third-party mechanics for
repairs and maintenance on company-owned and
leased vehicles, and then bills Hydro One for these
costs. The service provider maintains a database
with the service history for each vehicle. Informa-
tion is entered into the service provider’s system and
is accessible to Hydro One via an online connection.
Each month, Hydro One receives two state-
ments from the service provider: one for fuel costs
and one for vehicle-maintenance costs. The state-

. HYDRO ONE INC. RESPONSE

We appreciate the recommendations made in
the Auditor General’s report and the recogni-
tion that our policies are adequate to ensure
that goods and services were acquired with due
regard for value for money. The recommenda-
tions are generally reasonable and for the most
part in accordance with existing Hydro One poli-
cies. Management has been in the process of
implementing various policies and procedures to
strengthen controls and address previous inter-
nal audit findings. These actions address many of
the concerns and recommendations identified.

ments provide the total dollar amount charged to
each fleet card. Each of the 5,500 fleet cards, which
are used to pay for maintenance, repairs, and fuel
for corporate-owned and leased vehicles, repre-
sents one vehicle. The fleet manager is responsible
for reviewing and approving the statements prior

to payment. In order to verify the accuracy of the
amounts being billed each month, the fleet man-
ager informed us that he spot-checks 15 to 20 items
from the monthly statements by conducting a high-
level review of fuel and maintenance charges, dis-
cussing the request for repair with the staff who
authorized it, and viewing the vehicle’s service his-
tory. However, there was no record of which items
were spot-checked or what verification was actually
done, and the small sample selected may not be suf-
ficient to verify the accuracy of the $3 million spent
monthly using fleet cards.

RECOMMENDATION 13

In order to ensure that it is being billed the

correct amount for authorized repairs, service

maintenance, and fuel costs, Hydro One should:

e consider a more rigorous verification of the
monthly fleet-card billings; and

e retain adequate documentation associated
with the verification of monthly billings.

Recommendation 1

Management recognizes that the purchase-order
files may not include all supporting documen-
tation, although the information was generally
available elsewhere within the corporation. A
process was implemented in May 2006 to review
all purchase-order files (including all 2006 files
and 2005 major vendor files) for completeness.

Recommendation 2
A process for renewing and reducing the exten-
sion of blanket purchase orders was under way



in May 2006 to ensure the commodity is taken
to market in a rational manner that does not
jeopardize our source of continuing supply. The
remaining aspects of the recommendation are
part of the renewal process.

Recommendation 3

We agree with the recommendation and have
strengthened policies to ensure the applica-

tion of the competitive process in all situations.
Although current policy was not followed in the
examples provided, the process was consistent
with the policy or practice in place at the time of
purchase.

Recommendation 4
Management agrees.

Recommendation 5

In addition to the review of purchase files noted
under Recommendation 1 above, manage-
ment will also consider whether, in our circum-
stances, any benefit would be obtained from
preparing a vendor evaluation and, if so, con-
sider the benefits and costs of maintaining a
central repository for the evaluations.

Recommendation 6

As discussed under Recommendation 1 above, a
process was implemented in May 2006 to review
all purchasing files for completeness.

The new authority register is in the final
stages of implementation. It will also enable the
automation of our approval controls.

To eliminate the few instances where pay-
ments have not been timely, management will
re-emphasize the importance of making pay-
ments on time to avoid late-payment penalties
and to obtain any early-payment discounts.

Recommendation 7

Due to the lack of comparables, management
was able to benchmark only two lines of busi-
nesses. Our expectation is that, as outsourcing
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grows, we may be able to find comparables for
the remaining businesses.

Since the service provider exhibited out-
standing efforts in correcting the issue raised in
the audit, management exercised its business
judgment to forgo the credits in this particular
instance. Management recovered from the ser-
vice provider all incremental costs incurred as a
result of this issue.

A detailed review of the contract is com-
pleted monthly. A governance structure has
been implemented around the contract such
that management is comfortable that effective
controls are in place.

The legacy information-technology systems
are highly customized in-house systems. It was
anticipated from the outset that a high volume
of project work would be done by the service
provider, since the required knowledge work-
ers would reside there. The service provider’s
project rate card compares favourably with
other tier 1 service providers, based on recent
competitively bid projects. As the corporation
moves to a standardized architecture, we will
rely less on the service provider. This process is

Chapter 3 « VFM Section 3.07

under way.

Recommendation 8
A process has been implemented requiring all
local charge-card co-ordinators to be approved
by the corporate charge-card co-ordinator.
Management agrees that all cards for ter-
minated employees should be cancelled on
a timely basis. On a monthly basis, a control
report identifying any charge cards assigned to
an inactive employee number is reviewed. Cur-
rent procedures require that supervisors regu-
larly confirm the ongoing need for inactive
cards. A process will be introduced to cancel
inactive cards once they expire.
Management agrees that credit and cash-
advance limits should be reviewed on a regular
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basis. We will reinstitute a sample compliance
audit and periodically review the continuing
need for all high-dollar limits.

Recommendations 9 and 10

Management will re-emphasize to employees
the importance of complying with the proce-
dures. To assess compliance, management will
reinstitute sample compliance audits, which
were temporarily suspended in 2005. The
results of these audits will be reviewed with the
appropriate divisional Vice-President.

In the future, management will require that
both the cash advance and matching expense be
shown on the summary cash-use report to facili-
tate review by the supervisor. Supporting docu-
mentation will continue to be attached.

Current policy requires that all expense
claims have adequate documentation, and man-
agement will reinforce this requirement.

Recommendation 11

Management agrees that the use of corpo-

rate charge-card cheques should be limited to
either exceptional circumstances or reimburse-
ment of employee business expenses where

the employee has not been issued a Hydro One
credit card. An email was issued by our Chief
Financial Officer in April 2006 to emphasize
the appropriate use of corporate credit-card
cheques.

Current procedure specifically identifies the
acceptable use of corporate charge cards. To
strengthen controls, management will introduce
an ongoing sample audit program for expendi-
tures over $6,000 to review, assess, and report
compliance with this procedure.

Recommendation 12

Management agrees that expenditures should
be reviewed for reasonableness. Current proce-
dures, including the local purchasing policies
and procedures, require such a review. Manage-
ment will reinforce the obligation of supervisors
to thoroughly review expense claims prior to
approval.

Recommendation 13

Management agrees and will expand the size of
the sample from the monthly statements that

is spot-checked to 100 items and will retain the
documentation.



Plan

Background

A key objective of the Ministry of Health and Long-
Term Care (Ministry) is to provide all Ontario
residents with a high-quality health-care system
that is readily accessible, publicly funded, and
accountable. One of the most significant vehi-
cles for delivering these health-care services is
the Ontario Health Insurance Plan (OHIP). Under
this plan, the Ministry determines the eligibility of
Ontario residents for coverage and remunerates
physicians and other health-care professionals for
health-care services rendered to eligible patients.
The insured services covered under OHIP
include diagnostic, preventive, and rehabilitation
services provided by both generalists and special-
ists, as well as services provided by community lab-
oratories. Through OHIP, the Ministry also pays the
established OHIP rates for emergency medical and
hospital treatment provided to Ontario residents in
other provinces or countries. In the 2004/05 fiscal
year, OHIP paid approximately 180 million medical
claims for insured services. These payments totalled
over $7.4 billion. Of this amount, $5.5 billion (74%)
was made to fee-for-service providers in Ontario,
including some 23,000 physicians and 2,400 other
practitioners, such as dentists, optometrists, and

(110 CGI#Y  Ministry of Health and Long-Term Care

Ontario Health Insurance

podiatrists. The remaining $1.9 billion covered a
variety of non-fee-for-service payments, including
those to community laboratories, alternative pay-
ment arrangements for physicians, hospital on-call
coverage, and out-of-province and out-of-country
claims.

As illustrated in Figure 1, according to
information provided by the Canadian Institute
for Health Information (CIHI), in the 2003/04 fis-
cal year, Ontario paid $540 per capita to physicians
for health-care services, with only British Colum-
bia spending more on a per capita basis. CIHI is
a national, non-profit, independent organization
focusing on promoting collaboration among major
health-care stakeholders. It provides Canadians
with essential statistics and analysis about their
health and their health-care system.

Ontario residents must have a valid health card
to access provincial health-care services at no per-
sonal cost. To be eligible for an OHIP card, appli-
cants must be Canadian citizens or have landed
immigrant status, have their home in Ontario, and
reside in Ontario for at least 153 days in any 12-
month period. The OHIP card can be either a trad-
itional red-and-white card or a photo health card.
The latter was introduced in 1995. As of January
2006, there were approximately 12.9 million valid
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Figure 1: Larger Provinces’ per Capita Health Services Payments to Physicians, 1994/95-2003/04

Source of data: Canadian Institute for Health Information
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OHIP cards in circulation—5.7 million red-and-
white cards and 7.2 million photo cards.

The legitimacy of the expenditure of more than
$6.8 billion per year under OHIP relies upon two
major factors:

e that OHIP cards used to obtain health-care
services are restricted to Ontario residents
legally entitled to them; and

e that the medical profession works with integ-
rity in billing the government appropriately
for its services.

The Ministry relies on three main information

systems to support OHIP:

e The Client Registration System is used to regis-
ter eligible Ontario residents in the insur-
ance plan. It maintains personal and eligibility
information on about 12.6 million Ontario
residents.

e The Provider Registry System is used to reg-
ister health-care providers. It maintains
information on all health-care providers who
can deliver health-care services and bill OHIP
for these services, either on a fee-for-service
or other basis.

e The Medical Claims Payment System pro-
cesses claims submissions. It verifies provider
and card-holder eligibility, ensures that claims
are for insured services, and issues payments
to providers.

Audit Objective and Scope

The objective of our audit was to assess whether the

Ministry had adequate systems and procedures in
place to ensure that OHIP fee-for-service claims and



payments to health-care providers were legitimate
and accurate. The audit did not address expendi-
tures other than fee-for-service expenditures.

We identified audit criteria to address our audit
objective. These were reviewed and accepted by
senior ministry management. Our audit included
examining documentation, analyzing information,
interviewing ministry staff, and visiting six district
offices. In addition to our interviews and fieldwork,
we employed a number of computer-assisted audit
techniques (CAATSs) to analyze card-holder data,
medical claims data, and providers’ records.

Our audit was substantially completed in May
2006 and was conducted in accordance with the
standards for assurance engagements, encompass-
ing value for money and compliance, established by
the Canadian Institute of Chartered Accountants,
and accordingly included such tests and other pro-
cedures as we considered necessary in the circum-
stances. We also reviewed relevant recent reports
and activities of the Ministry’s Internal Audit Ser-
vices Branch, which had identified a number of
issues that were helpful in conducting our audit
work.

While we noted some processing weaknesses, we
found that controls and procedures were gener-
ally adequate to ensure that claims are paid accur-
ately. However, we do not believe that controls are
adequate to effectively mitigate the risk that people
who are not entitled to Ontario Health Insurance
Plan (OHIP) services could receive medical care
free of charge.

With respect to the medical profession, the OHIP
program embodies a trust relationship between the
government and health-care providers. While the
Ministry of Health and Long-Term Care (Ministry)
has a number of mechanisms to detect inappropri-

Ontario Health Insurance Plan

ate OHIP claims, the system relies fundamentally
on the integrity of health-care professionals to bill
appropriately for their services. The relationship
between providers and their patients is essentially
a private one, and the government pays for health
services provided to patients based solely on claim
submissions from providers. Accordingly, there is
an opportunity for unscrupulous providers to com-
mit fraud or otherwise abuse the system, and the
task of designing and instituting sufficient controls
and monitoring mechanisms to prevent and detect

inappropriate OHIP billings is an ongoing challenge.

While there is little doubt that the vast major-
ity of card holders and health-care professionals
act honestly and with integrity, we concluded that
the Ministry should strengthen its systems and pro-
cedures in a number of areas to help ensure that
all OHIP fee-for-service claims and payments to
health-care providers are legitimate and accurate.
In particular:

e Since 1995, the Ministry has been issuing
photo health cards to replace the older red-
and-white cards. The new cards have more
security features than the older cards, and
card holders are subject to significantly
more rigorous eligibility verification proce-
dures. However, while the Ministry origi-
nally planned to complete the conversion of
all of the older, red-and-white cards to the
new photo card by 2000, the conversion has
been delayed for a number of reasons. At the
current conversion rate, it will take at least
another 14 years to phase out the old cards
and verify the eligibility of all card holders.

e We continue to have concerns, originally
reported on in our 1992 Annual Report, that
there are still approximately 300,000 extra
health cards (that is, 300,000 more health
cards than individuals in Ontario’s popula-
tion) in circulation in the province. Our analy-
sis of these cards indicates that the majority
are being held by individuals with addresses
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either in Toronto or in regions close to the
United States border.

The Ministry devotes very limited resources
to monitoring health-card usage. Our com-
puter data-extraction analysis of medical
claims records indicated that there were
several areas where expenditure patterns war-
ranted review or investigation. For example,
we identified 11,700 card holders who had
medical claims submitted from numerous dif-
ferent regions across the province within a
short period of time, possibly indicating that
health-card numbers were being used inappro-
priately. We also identified six individuals for
whom a particular provider billed and was
paid $800,000 from 2001 through 2005. Our
analysis also highlighted a group of clinics and
their affiliated physicians that have been bill-
ing for medical tests on some 4,100 patients at
much higher frequencies than recommended
by the College of Physicians and Surgeons of
Ontario. We estimate the potential overbilling
from these providers to be some $9.7 million
since 2001. There were also indicators that
some of these physicians might not have actu-
ally treated the patients involved. The Min-
istry advised us that, based on a complaint
received, these clinics had been under investi-
gation since 2003.

The Ministry established a Fraud Program
Branch in 1998 to promote health-fraud
awareness. Although the Branch is staffed
with Ontario Provincial Police detective
inspectors and fraud examiners, it has never
had a mandate to conduct fraud audits, nor
has it had access to health records that would
allow it to conduct fraud monitoring activities,
and no suspected fraud cases have ever been
referred to this Branch.

The review process for health-card use by
potentially ineligible individuals needs to

be improved. As of October 2005, there was

a backlog of over 7,000 outstanding cases
involving potential ineligibility to be investi-
gated, and the Ministry had no documented
standards or procedures on how such cases
were to be evaluated or the timeliness thereof.
We also noted that the recovery rate on cases
where ineligible individuals have had medical
services paid for was quite low. For example,
since 1998, the Ministry has referred some
1,150 of its most serious cases, amounting to a
potential claims recovery of $700,000, to the
Ontario Provincial Police, but the courts have
only been able to recover on five of the 1,150
cases, with a total recovery of $37,000.

Our data analysis indicated that, to date, the
Ministry has not yet verified the authentic-

ity of the citizenship documents for about
70% of all existing health-card holders. As
well, procedures for registering applicants for
health cards can be improved. While appli-
cants can use a number of documents to prove
their Canadian citizenship status, the Min-
istry authenticates only a few of them. Also,
of the types of documents the Ministry does
authenticate, there was a significant backlog
of 256,000 cases requiring verification with
either Citizenship and Immigration Canada or
the Ontario Registrar General.

The data files received from the College of
Physicians and Surgeons of Ontario used

to update physician-licensing information
were not complete, as they did not include
data on physicians who had died, retired,
resigned, moved out of the province, or had
their licences cancelled for other reasons. Our
analysis identified 725 physicians who were
no longer licensed by the College of Physicians
and Surgeons of Ontario but could still sub-
mit medical claims, and, in fact, 40 of them
had billed and received full payment from the
Ministry subsequent to their licences expiring.
For example, we found that one physician,



suspended for violating the terms and condi-
tions of his licence, had subsequently submit-
ted claims and was paid for treating almost
300 patients.

Since September 2004, the activities of the
Medical Review Committee, which was man-
dated to review cases in which physicians may
have filed inappropriate claims, have been
suspended. While the Ministry has commit-
ted to replace this committee and develop a
new audit process based on recommendations
made in April 2005 by The Hon. Mr. Peter
Cory, a retired justice of the Supreme Court of
Canada, these changes have yet to be imple-
mented. At the time of the suspension, there
were 110 outstanding cases under review; all
these reviews have since been cancelled. The
Ministry has also not initiated any new audit
reviews since September 2004. Based on past
recovery rates, we estimate that as much as
$17 million in potential recoveries from physi-
cians may have been lost during this suspen-
sion period.

Medical rules were not always kept up to date
in the Ministry’s system, which can lead to
errors and omissions in verifying claims. The
Ministry did not have sufficient guidelines

or management review procedures to ensure
that overrides on rejected claims, allowing
them to be paid, were made consistently and
accurately.

Improvements in information technology
security were also needed to protect the con-
fidentiality of card holders’ personal health
records and providers’ records in the Min-
istry’s computer databases.

Ontario Health Insurance Plan “

Detailed Audit Observations

HEALTH CARDS

Conversion of Red-and-white Cards to
Photo Health Cards

In 1990, the Ministry of Health and Long-Term
Care (Ministry) moved from a family-based regis-
tration system to an individual-based system, and
issued approximately 10 million red-and-white
health cards to individuals. During this conversion
process, the Ministry relied on the then-existing
Ontario Health Insurance Plan (OHIP) records to
determine who was eligible to receive a card. Appli-
cants who provided a health number and match-
ing surname received a health card without having
to provide any additional documentation, such as
proof of identity or residency.

In 1995, the Ministry introduced photo health
cards and planned to re-register all Ontario
residents and authenticate their eligibility over a
five-year period (that is, by 2000). However, for
several reasons, including resource limitations
and a number of card design changes, this conver-
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sion project has yet to be completed. In our 1998
Annual Report, we recommended that the Min-
istry complete the verification process for persons
who registered prior to 1995; however, as of Janu-
ary 2006, there were still over 5.7 million red-and-
white health cards in circulation for which the
Ministry has yet to verify card-holder eligibility.
At the time of our audit, the Ministry was convert-
ing only about half the number of cards annually
that it converted in 1998. At the conversion rate
of approximately 400,000 cards per year achieved
over the last few years, it will take at least another
14 years to complete the eligibility verification
process and phase out the red-and-white cards.
Figure 2 shows the number of conversions com-
pleted by year since the photo card was introduced.
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Figure 2: Conversion Rates of Red-and-white Cards,
1995-2005 (000)

Source of data: Ministry of Health and Long-Term Care
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By way of comparison, the Ontario Ministry of
Transportation also commenced in 1995 a similar
conversion project to replace the province’s previ-
ous two-part driver’s licence with a photo card.
This conversion project was completed in 2000,
with over 7 million new driver’s licences having
been issued to Ontario’s licensed drivers. While we
recognize that this conversion process was facili-
tated by the fact that driver’s licences, unlike red-
and-white health cards, have always had expiry
dates, we believe that the success of the process for
driver’s licences does demonstrate that such
province-wide conversions are feasible.

Ontario was the last jurisdiction in Canada to
move to an individual registration system for health
cards. Figure 3 compares features of each Canadian
jurisdiction’s health card. As it illustrates, Ontario’s
red-and-white health card has the least amount of
printed information of any Canadian jurisdiction’s
card. It does not include any personal information
other than the name of the card holder: there is no
date of birth or address to assist in authenticating
the card holder’s identity. Also, unlike most other
jurisdictions’ cards, Ontario’s card does not expire.

The accuracy of the card-holder records under-
lying the red-and-white cards is also questionable.
Because these cards never expire and many card

holders do not inform the Ministry when they move,
card-holder address information is often out of date,
and the Ministry has no reliable means of locating
such individuals. Ministry statistics indicated that
about 25% of mailings to red-and-white-card hold-
ers are returned as undeliverable. Assuming this
rate is applicable for all red-and-white-card holders,
the address information is out of date for an esti-
mated 1,425,000 card holders. This increases the
risk that valid OHIP cards may be held by people
who no longer reside in Ontario.

Number of Health Cards in Circulation

We reported our concerns with the reliability of OHIP
data in our 1992 Annual Report when we noted that,
at that time, there were approximately 300,000 more
cards in circulation than the estimated population

of Ontario. The Ministry acknowledged at that time
that, given the limited controls in place at the time

of converting from a family-based to an individual-
based registration system, it was almost impossible to
detect cases of fraud.

As of December 2005, the Statistics Canada
estimate of the population of Ontario stood at
12,590,000. According to our data analysis, at this
time, there were approximately 12,895,000 health
cards in circulation, indicating that there were still
approximately 305,000 extra health cards in circu-
lation. While we recognize that many of these cards
may belong to individuals who have died or no
longer reside in Ontario, some of these cards may be
in the hands of ineligible individuals.

To analyze this issue further, we reviewed the
health-card-address data and found that 263,000 or
86% of these extra cards were in circulation in the
Toronto area. Given the Toronto population, this
amounts to one extra health card in circulation for
every 10 Toronto area residents. We also noted that
there appeared to be over 10,000 extra health cards
in certain Ontario regions that border the United
States. These regions included Algoma District,
Essex County, Thunder Bay, and Rainy River.



RECOMMENDATION 1

To ensure that publicly funded health ser-

vices are provided only to eligible individuals,
the Ministry of Health and Long-Term Care
should expedite the conversion of the pre-1995
red-and-white Ontario Health Insurance Plan
(OHIP) cards to the current OHIP photo cards
in order to properly verify the eligibility of these
health-card holders.

Health-card Monitoring

The monitoring of health-card usage can be of great
assistance to the Ministry in identifying possible
ineligible access to publicly funded health-care ser-
vices. Moreover, as the health-care profession moves
towards greater sharing of electronic records, the
risk increases that a patient could be misdiagnosed
or mistreated if his or her health records have been
compromised by those of another individual using
the same health-card number. Accordingly, moni-

Ontario Health Insurance Plan “

toring can also help ensure the safe treatment of
patients.

Although the Ministry conducts certain moni-
toring activities, particularly to detect ineligible
practitioner billings, little monitoring takes place
on individual health-card usage. We were informed
that one of the main reasons for the Ministry’s lack
of activity in this area is the difficulty in striking an
appropriate balance between individuals’ right to
privacy over their health records and the Ministry’s
responsibility for the stewardship of public funds.

In 2004, the Ministry contracted with an exter-
nal consulting firm to conduct a study on potential
fraudulent registration and use of health cards. The
study recommended that the Ministry “develop
a Fraud Measurement Framework to be used as a
benchmark to measure higher risk areas, to meas-
ure the effectiveness of preventive and detective
methods applied and to guide future work to miti-
gate consumer fraud in OHIP.” The consulting firm
also estimated the amount of consumer fraud in
Ontario’s health-care system as being between
$11 million and $22 million annually.

Figure 3: Provincial Comparison of Health-card Features
Prepared by the Office of the Auditor General of Ontario
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Renewal Magnetic
Expiry Cycle Stripeon  Special Security
Name BirthDate Address Date (years) Photo Back Features
BC
AB v v
SK v month/ v 3 v
year
MB v month/ v
year
ON  photo v v v v 5 v v rainbow printing,
holographic overlay,
micro printing
red-and-white v v
QC v v v 4 v v hologram
NB v v v 3 v
NS v v 4 v
PE v v v 5 v
NL v v 5
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In the absence of a proactive monitoring pro-
gram, investigations into suspected health-card
abuse are typically triggered by calls from the gen-
eral public to the Ministry’s Fraud Line, or staff
suspicions aroused when processing card applica-
tions. The Ministry also focuses on reviewing spe-
cific medical procedures rendered, in an effort to
identify ineligible claims such as the removal of a
patient’s gall bladder a second time, or a hysterec-
tomy on a man.

The Ministry established a Fraud Program
Branch in 1998 to raise public awareness of health
fraud. Although the Branch is staffed with Ontario
Provincial Police (OPP) detective inspectors and
fraud examiners, at the time of our audit, it had
never had a mandate to conduct fraud audits, nor
did it have access to health records that would allow
it to conduct monitoring activities directed at OHIP.
Rather, all suspected fraud cases were referred
directly to the OPP by the program areas with-
out any involvement of this Branch. Upon request,
branch staff would assist program-area person-
nel to assess fraud risk and to identify and mitigate
potential frauds in their particular program area.
However, given that the Branch is staffed by police
detectives and fraud experts, this limited role may
not be the best use of such specialized resources.

Over the years some special projects have been
conducted to identify ineligible card holders, the
results of which illustrate the importance of on-
going monitoring of card use. For example, in the
Child Survey Project conducted in the 1998/99
fiscal year, the Ministry identified 6,800 children
who had had no health claims for an extensive
period of time—which could be indicative of ineli-
gible card holders living outside Ontario. We were
concerned, however, by the lack of follow-up con-
ducted on these cases. Only 30 of these 6,800 files
were investigated to confirm OHIP eligibility. Even
though this sample of 30 led to the cancellation of
the health coverage of a total of 13 of the children

together with 24 of their relatives, the Ministry did
not investigate the remaining 6,770 files.

Another area that has been the subject of a special
review is card-holder addresses. By regulation, OHIP
card holders are generally not permitted to have
postal box addresses. With few exceptions, card hold-
ers are required to have a permanent civil address
in Ontario to be eligible for insured health care. The
Ministry completed a Postal Office Box Project in
2003 by investigating 1,562 health cards with postal
box addresses serviced by two mailbox outlet com-
panies. Verification letters were sent to these card
holders; in many cases these letters were returned
as undeliverable or the card holders were found to
be ineligible. While the Ministry did cancel 1,157 of
these health cards, the project was discontinued due
to budgetary restraints. Our data-extraction audit
tests identified almost 32,000 individuals who used a
postal box as their address at the time of our audit.

Under another recent monitoring activity, the
Ministry sent out approximately 394,300 notices
to clients for whom no claims had been filed since
April 1998, requesting that they re-verify their eligi-
bility. The Ministry received approximately 10,800
responses, and approximately 189,300 notices were
returned as undeliverable, indicating that the Min-
istry did not have the most current addresses for
these individuals. The Ministry terminated 194,100
of these cards. While the remaining 194,200 cases
had not yet been followed up on at the time of our
audit, the Ministry subsequently advised us that
it has sent a further 100,000 final notices to these
card holders and plans to complete action by the
end of the 2006/07 fiscal year.

Other than the above projects, the Ministry has
done little work in monitoring health-card usage to
detect anomalies. For this reason, we performed a
number of data analyses on medical claims records
for the five-year period from January 2001 through
December 2005 and found some cases, detailed
below, that we brought to the Ministry’s attention.



Anomalies in Health-card Usage

Insofar as some individuals may be very mobile
within the province—due to the nature of their
work, their family situation, or because certain
health treatments or specialists are not available in
their local community—claims for a single individ-
ual from providers from various geographical loca-
tions often occur. However, the occurrence of such
claims within a short period of time could be an
indication that the health card has been duplicated,
has been used by more than one individual, or has
otherwise been compromised. Our analysis indi-
cated that there were 11,700 card holders each hav-
ing health claims originating from all three regions
of the province within a nine-month period in 2005.

Analysis of health-card usage helps not only to
identify possible misuse by ineligible card holders
but may also signal fraudulent claims submitted
by medical practitioners. In this regard, our analy-
sis also identified a group of six individuals who
received extensive psychotherapy counselling ser-
vices by the same provider, with total payments to
the provider of $800,000 from 2001 through 2005.
Figure 4 illustrates the dramatic growth in the
number of medical services and payment amounts
for these individuals over this period. The Ministry
has commenced a review of this case.

We further noted in our analysis 4,000 patients
being treated by a particular group of clinics and

Figure 4: Psychotherapy Counselling Services to Six
Patients Billed by a Single Provider

Source of data: Ministry of Health and Long-Term Care
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a number of affiliated physicians, who had been
submitting extensive medical claims relating to a
specific treatment, with total payments of some
$31 million since 2001. The frequency of the pro-
cedures conducted by these physicians for indi-
vidual patients was dramatically higher than what
the College of Physician and Surgeons of Ontario
recommended as a best practice. We estimated the
payments for those treatments in excess of what
the College recommended to be approximately
$9.7 million since 2001.

The particulars of this case also raised con-
cerns about the possibility of claims being paid for
patients who were not seen by the physician sub-
mitting the claims. This practice is contrary to OHIP
rules. Specifically, the majority of the paid claims
related to thousands of laboratory tests, typically
done twice per week on each patient. The claims
were submitted through a number of physicians
affiliated with the clinic, from their own practice
locations. Physicians are allowed to directly sub-
mit claims for laboratory testing, but only if the
tests are conducted in their own offices. The prac-
tice locations of these physicians were often sig-
nificant distances from where the patients resided
and the clinics where they were being treated. We

Chapter 3 « VFM Section 3.08

are therefore concerned that these billings may not
have been in accordance with OHIP regulations.
The Ministry advised us that, due to a complaint
received, these clinics have been under active inves-
tigation since May 2003. However, our data analy-
sis indicated that payments to these clinics have
continued to increase for the time periods that we
reviewed, as illustrated in Figure 5.

Review of Potential Cases of Ineligibility
When the Ministry receives a tip from the public on
use of an OHIP card by an individual who is poten-
tially ineligible for health-care services through its
telephone Fraud Line or other means, the case is
tracked in a Registration Information Tracking Sys-
tem. This system is also used when district office
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Figure 5: Claims from Clinics for Frequent Procedures

Relating to a Specific Treatment
Source of data: Ministry of Health and Long-Term Care
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staff are suspicious about a health-card applicant’s
eligibility. Investigation of these cases may lead

to the termination of the card holder’s eligibility
where warranted. For significant cases in which
criminal intent is suspected, the matter is referred
to the OPP for further investigation. We noted that
the Ministry did not have documented standards or
procedures for evaluating such cases. We reviewed
a sample of case files and noted inconsistent prac-
tices in evaluating them as well as in the decisions
made.

As of October 2005, the Ministry had a backlog
of over 7,000 outstanding cases awaiting review.
Over 90% of these cases were more than six months
old, with the oldest case dating back to Janu-
ary 1998. Ministry data indicated that the aver-
age time to resolve a case is 10 months and that
approximately 40% of the card holders are eventu-
ally found to be ineligible and their health cards are
suspended. Accordingly, based on this ineligibil-
ity rate, there may be an estimated 2,800 ineligible
individuals of the 7,000 backlogged cases whose
health cards are still active.

Timely resolution of backlogged cases and sus-
pension of ineligible cards is important because
the Ministry has no restitution process and, once
claims have been paid, recovery is very difficult,
even when a claim is subsequently found to be ineli-
gible. For example, since 1998, the Ministry has

referred about 1,150 cases, for claims amounting
to approximately $700,000, to the OPP for crimi-
nal investigation. Out of these 1,150 cases, the OPP
eventually laid approximately 100 charges, which,
to date, have resulted in one voluntary and four
court-ordered repayments, for a total recovery of
$37,000, or approximately 5% of the $700,000.

RECOMMENDATION 2

To identify potential ineligible use of publicly
funded health services, the Ministry of Health
and Long-Term Care should:

e review the mandate of its Fraud Program
Branch, with a view to expanding the range
of its activities to include OHIP-usage moni-
toring and fraud investigations;

e consider expanding its monitoring activities
to identify potentially suspicious individual
health-card usage; and

e resolve the outstanding backlog and fol-
low up on potentially ineligible cases in a
consistent, rigorous, and timely manner.

Authentication of Citizenship Documents

An OHIP card is an acceptable piece of identifica-
tion for many purposes. For example, it is often
used in obtaining a Canadian passport, an Ontario
driver’s licence, or a mortgage or line of credit from
a financial institution. Accordingly, proper authen-
tication of an applicant’s identity and citizenship
status before a health card is issued or its under-
lying information is revised is essential not only

to ensure that public health care is provided only
to eligible individuals, but also to reduce fraud in
other areas.

All new health-card registrations, renewals,
replacements, and changes of personal information
are processed at one of 27 OHIP district offices
located throughout the province. To complete any of
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Figure 6: Document Authentication Backlog, May 2004 -March 2006

Source of data: Ministry of Health and Long-Term Care
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these transactions, applicants must provide proof of
citizenship status, residency, and personal identity.

Since the photo health card was introduced in
1995, the Ministry has been electronically authen-
ticating some citizenship documents, such as land-
ing records, permanent resident cards, and working
permits with Citizenship and Immigration Canada
(Citizenship and Immigration). In addition, the
Ministry has been electronically validating Ontario
birth certificates with the Ontario Registrar Gen-
eral. However, at the time of our audit, only 54%
of the active photo health cards and only 30% of all
cards in circulation had been authenticated in this
manner.

Under the authentication process, the Min-
istry enters the applicant’s name, date of birth,
and document number of the proof of citizenship
into the Client Registration System and matches
this information with data from Citizenship and
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Immigration or the Registrar General. Unmatched
cases must be followed up to determine the rea-
son for the discrepancy. The Ministry also accepts
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as proof of citizenship Canadian citizenship cards
and Canadian passports, which are presented by
about 20% of applicants, but, unlike its practice
with other documents, it does not verify these two
types of documents with the issuing government
departments to ensure their validity.

While we support the authentication process,
we found that available resources dedicated to it
were insufficient to process the number of new
unmatched cases identified each month; accord-
ingly, there is a large and increasing unmatched
backlog. As illustrated in Figure 6, this backlog
has doubled since May 2004. As of March 2006,
it amounted to over 154,000 unmatched cases
with Citizenship and Immigration and 101,000
cases with the Registrar General—for a total of
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approximately 255,000 cases. The Ministry noti-
fied us that, among these backlogged items with

the Registrar General, it has identified over 45,000
duplicates or cases in which no further action will
be required due to such events as the death of the
applicant or termination of his or her health card for
other reasons.

At the time of our audit, more than 76% of these
backlogged cases were more than one year old.
Timely resolution of unmatched cases is important
because the applicants already have their health
cards and therefore have full access to Ontario
health services.

Application Processing

During our visits to the OHIP district offices, we
also found that procedures to ensure that all trans-
actions were valid, complete, and accurately pro-
cessed could be improved. Specifically, the Ministry
had no reconciliation procedures to match the
number of registrations, renewal or replacement
applications accepted in the district offices with

the actual transactions processed and health cards
issued. We also noted no supervisory review, even
on a spot-check basis, of applicant information
being entered into the Client Registration System
against the information provided on the applica-
tion forms or on the supporting documents. This is
especially important because, once an individual is
entered into the system, he or she is automatically
eligible to receive an OHIP card. Because copies of
the supporting citizenship documents are not main-
tained for future reference, such reconciliations and
supervisory checks would act as a compensating
control by reducing the risk of unauthorized trans-
actions being processed, improper documents being
accepted for processing, or erroneous information
being entered into the registration system.

Special Registration

The OHIP district offices also provide special regis-
tration support for homeless individuals, newborns,
patients in long-term facilities, or individuals with
accessibility issues that prevent personal attend-
ance at OHIP offices.

Registration for the Homeless
Although a homeless person without a permanent
resident address must still meet OHIP eligibility
requirements in order to obtain a health card, such
individuals often do not have the required citizen-
ship, residency, or identity documents. Agencies
dealing with the homeless, such as shelters, work
with the Ministry to assist these individuals in apply-
ing for their health cards. Ministry policy requires
all such agencies to have agreements in place with
the Ministry setting out their respective roles and
responsibilities.

During our district office visits, we reviewed pro-
cedures for registering homeless people and noted
that controls to ensure that all such transactions
were legitimate could be improved. For example,
we found that five of the six district offices we vis-
ited registered homeless people referred by agen-
cies that did not have the required agreement with
the Ministry. We also found that, although the Min-
istry had developed a standard agreement, actual
agreements often differed from this standard. As
well, signatures of appropriate individuals at the
agencies were not required, or the requirement
was not enforced, when the applications of clients
referred from these agencies were processed.

The Ministry registers any person referred by
these agencies regardless of whether he or she can
provide citizenship-status documents, and relies
on the agencies to subsequently work with the
individual to obtain and submit the appropriate
documents. However, the district offices informed
us that the agencies rarely reported to the Min-
istry if individuals had difficulties obtaining these



documents or, in fact, had problems with their citi-
zenship status, and the district offices did not follow
up with the agencies on these outstanding cases.
We also noted that, in many cases, agency per-
sonnel have no personal knowledge of the clients
they assist. For this reason, special registrations
may enable ineligible individuals to gain access
to Ontario’s health system. The Ministry indi-
cated that about 9,700 homeless individuals had
been registered without the required citizenship
documents since July 1995 and that, as a control
measure, the Ministry usually issues health cards
with a one-year expiry date to such individuals.
Our data analysis indicated that approximately
690 of these individuals had had their health cards
renewed without the proper documents having
been obtained.

Exemption from Photo or Signature

Requirements
The Ministry also exempts some applicants from
photo or signature requirements for medical rea-
sons. In such cases, the applicant’s physician
must provide a signed exemption form. When we
reviewed the exemption forms collected by the
district offices, we found that the Ministry did not
verify the physician’s identity or authenticity with
the College of Physicians and Surgeons of Ontario’s
database in order to validate these exemptions.

RECOMMENDATION 3

To better ensure that health cards are issued
only to eligible individuals, the Ministry of
Health and Long-Term Care should:

e follow up, in a timely manner, on outstanding
cases in which the authentication of citizen-
ship documents resulted in unmatched
differences;

e consider expanding the scope of the elec-
tronic authentication program to other com-
monly used citizenship documents, such as

Ontario Health Insurance Plan “

the Canadian passport and the Canadian cit-
izenship card;

e reconcile health-card applications received
to processed transactions, and randomly
perform supervisory checks matching
system data to application and supporting
documents;

e ensure that all agencies assisting homeless
individuals to obtain health cards have valid
agreements with the Ministry and obtain
proof of applicants’ eligibility for publicly
funded health-care services; and

e verify the authenticity of providers who sign
photo/signature exemption forms.

Protection of Personal Health Records

The Personal Health Information Protection Act
defines personal health information as any
information related to an individual’s physical
health record. This includes the individual’s health
number, information regarding eligibility, and any
payments for health services rendered. All of this
personal information is maintained in the Min-
istry’s Client Registry System and in the Medical
Claims History Database. We reviewed security
within the Ministry over these two systems, focus-
ing on security administration procedures and the
protection of electronic files, and concluded that
security should be improved in several areas.

System access and user-group profiles (the

authority assigned to individuals in a user group
enabling them to access, modify, or delete data)
were not adequately monitored, thereby increas-
ing the risk that unauthorized individuals within
the Ministry could gain access to personal health
records. Specifically:

o We found that the Ministry did not have any
approval documents to support the set-up
or changes made to any of the user-group
profiles for the Client Registration System.
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Accordingly, we were unable to ascertain if
these profiles were appropriate.

e System access was not being restricted to a
need-to-know basis. We noted that some users
had excessive access rights to the system and
that users no longer requiring access were not
removed promptly.

e Regular reviews of user access to ensure that
this access was warranted were not completed
for a number of district offices.

® Access rights to a special user group that
could generate reports or perform ad hoc
queries to the Client Registration System and
the Claims History Database were not regu-
larly reviewed.

e The security tools used to track users’ access
rights and change requests for user access
were inadequate and inconsistent, resulting
in erroneous access rights being granted or
maintained.

e Security features restricting access to the
Claims Correction System were very weak. For
example, there were no password controls.

Security administrators typically have more

system rights than general users. Due to resource
constraints, the Ministry delegated certain security
administration duties to an inexperienced tem-
porary staff member who inadvertently assigned
inappropriate security administrator privileges to
another staff member.

RECOMMENDATION 4

To better protect confidential personal health
records from unauthorized access and data tam-
pering, the Ministry should:

e ensure that proper approvals are obtained
before establishing or changing user-group
access profiles;

e enforce the requirement for periodic reviews
for unwarranted system access at the district
offices;

e strengthen the effectiveness of the existing
security review process and monitoring tools;

e implement more rigorous security features
to control access to the Claims Correction
System; and

e restrict security administration duties to
qualified staff.

HEALTH-CARE PROVIDERS
Provider Monitoring and Control

Health-care providers are responsible for ensuring
that their submitted medical claims comply with
the Health Insurance Act and the Schedule of Bene-
fits. The latter, a regulation under the Health Insur-
ance Act, is an extensive listing setting out all of the
health-service procedures that providers can render
and be paid for and the billing codes relating to those
health services. The Ministry has also established
a Monitoring and Control Unit to review provider
claims to ensure that they are appropriate. This unit
educates providers on the claims-submission process
and practices and pursues recovery of any overpay-
ments resulting from claims-submission errors.

There are two types of medical claims-monitoring
processes: pre-payment screening and post-payment
review. All medical claims submitted by providers
are screened for compliance with predefined medical
rules that are programmed into the Medical Claims
Payment System. For example, there are medical
rules disallowing payment for certain fee codes used
more than once for the same patient on the same
day, or restricting payments for certain medical treat-
ments when they are performed at the same time.
However, due to the complexity of health-care ser-
vices, medical rules cannot be sufficiently compre-
hensive to detect all inappropriate claims.

During the post-payment review, the Ministry
conducts analysis on paid claims to determine if the
providers submitted their claims properly and in
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Figure 7: Medical Review Audit Process by Jurisdiction
Prepared by the Office of the Auditor General of Ontario

Trigger to Initiate Reviews Composition of Medical Review Committee

Treatment  Statistical
Disputed in  Analysis/ Public
Verification Profile Medical (e.g., CA,
Complaints Letters Review  Other! Assn. College Govt. lawyer) Total
BC v v v 1 1 1 1 4
AB v v v v 5 0 0 0 5
SK v v v 2 2 2 0 6
MB v v v 3 1 3 0 7
ON pre-09/04 v v v v 0 18 0 6 24
post-09/04 v v v v Medical Review Committee and audit process suspended
QC v v v 5 0 1 1 7
NB v v v 5 0 0 0 B
NS v v v 6 0 0 1 7
PE? n/a n/a n/a n/a 5 0 2 0 7
NL v v v v 5 0 4 1 10

1. For example, an anomaly is noticed when a specific kind of treatment is being analyzed or reviewed.
2. Due to the small number of doctors in PEI (about 140), audits are performed at least once per year on each provider.

accordance with the Schedule of Benefits. Potential
criminal cases are referred to the OPP for investi-
gation. However, the Ministry has not referred any
inappropriate claims identified by this analysis to
the Medical Review Committee (Committee) since
September 2004, when this committee was sus-
pended, as discussed below.

Suspension of the Medical Review Committee
A post-payment review can result in a variety of
possible actions. These include attempts to educate
the practitioner, direct recovery for claims contain-
ing errors, referral of suspected fraud cases to the
OPP, and, before the Committee was suspended in
September 2004, referral of questionable claims to
the Committee for its review.

The Committee had a structure and review
process similar to other Canadian jurisdictions, as
illustrated in Figure 7. A number of outcomes were
possible once the Committee had completed its
review, including directing the physician to repay

the Ministry for those services it deemed not to have
been rendered, deliberately or inadvertently misrep-
resented, not medically necessary, or not performed
according to accepted professional standards. From
the 1999/2000 fiscal year through the 2002/03 fis-
cal year, the Ministry referred an average of 90 cases
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per year to the Committee and was able to recover
approximately $4.9 million annually.

Prompted by complaints from physicians over
several years that the Ontario medical review
process was too rigid, onerous, and unfair, in June
2004 the Minister of Health and Long-Term Care
appointed The Hon. Mr. Peter Cory, a retired justice
of the Supreme Court of Canada, to conduct a study
of the review process. Figure 8 provides a timeline
summarizing The Hon. Mr. Cory’s review and sub-
sequent developments.

In conducting his study, The Hon. Mr. Cory
received written submissions from the Ministry, the
Ontario Medical Association, the College of Physi-
cians and Surgeons of Ontario, and other medical
associations and professionals. In September 2004,
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while awaiting The Hon. Mr. Cory’s recommen-
dations, the Ministry suspended the activities of
the Committee and created a new panel called the
Transitional Physician Audit Panel to act as a tem-
porary appeal body for results on audits conducted
before the Committee’s suspension or for decisions
relating to the direct recovery of claims paid that
were made after the Committee’s suspension.

When The Hon. Mr. Cory released his final report
in April 2005, he made 118 recommendations to the
Ministry, including the establishment of a new med-
ical audit process and a new Physician Audit Board.
The Board would be independent of the Ministry
and of the professional medical governing bodies.
He also recommended that the basis for any provider
audit must be clear, the auditing method must be
transparent, and the process must be fair. The pri-
mary goal of the new process should not be to penal-
ize providers or recover funds, but rather to educate
physicians in order to facilitate compliance with bill-
ing requirements. In May 2005, the Ministry com-
mitted to provide an implementation plan for the
Cory Report by summer 2005. However, at the time
of our audit, while the implementation plan had
been submitted to Cabinet, legislative changes had
not yet been introduced.

We noted that, when the Committee audit pro-
cess was suspended, it had 110 outstanding cases
under review. We understand that none of these
cases will be reopened when the new audit process is

put in place. We reviewed these cases and noted that
the Ministry has calculated potential recoveries for
42 of them, totalling $3.8 million. In addition, based
on the recovery rates from the 1999/2000 through
2002/03 fiscal years, we estimate that a potential
$13 million in claims recoveries to March 2006 may
have been lost due to the suspension of the audit

process.

RECOMMENDATION 5

To help reduce the risk of inappropriate bill-
ing from health-care providers and to identify
and recover overpayments from such cases, the
Ministry of Health and Long-Term Care should
implement an effective audit process as soon as
possible.

Provider Registration

In Ontario, there are approximately 28,000 health-
care providers. These include family physicians,
dentists, optometrists, nurse practitioners, and mid-
wives. In order to submit claims for insured health
services, all providers must register with the Min-
istry and obtain an OHIP billing number. Each pro-
vider must have an Ontario practice address and
hold a current valid licence with his or her profes-
sional governing body. These governing bodies

Figure 8: The Hon. Mr. Cory’s Review Timeline
Source of data: Ministry of Health and Long-Term Care

e Ministry appoints The Hon. Peter Cory to review the medical audit process
e The Hon. Mr. Cory accepts written and oral submissions from interested parties

e Transitional Physician Audit Panel created to act as temporary appeal body

e Ministry announces at Ontario Medical Association meeting it will provide an implementation

June 2004
June to November 2004
September 2004 e Medical Review Committee suspended
April 2005 e The Hon. Mr. Cory submits his final report

e Ministry releases report on same day
May 2005

plan to address the Cory Report recommendations by summer 2005

April 2006

pending

e implementation of the Cory Report recommendations and revised medical audit process still




include the College of Physicians and Surgeons of
Ontario, the Royal College of Dental Surgeons

of Ontario, the College of Optometrists of Ontario,
the College of Nurses of Ontario, and the College of
Midwives of Ontario.

Ministry district offices receive and process
provider registration forms and the accompany-
ing supporting documents, such as a copy of the
licence issued by the associated governing body.
While all registration forms and updates of provid-
er’s information should be maintained in the dis-
trict offices for future reference, we found that the
provider files kept at the district offices were often
incomplete. During our visits, we sampled provider
registration files. In 10% of these cases, we were
unable to locate the registration documents, and,
where documents were available, key supporting
documentation was missing in 70% of them.

Provider Information Updates

The Ministry maintains records for each provider
electronically in its Provider Registry System and
receives periodic updates from the respective gov-
erning bodies. These updates include changes in
licence status, address, and specialty. Licence status
is particularly important in determining whether
the provider has the right to submit claims for ser-
vices provided.

With respect to family physicians, the Ministry
receives electronic files weekly from the College of
Physicians and Surgeons of Ontario and updates
the physicians’ records accordingly. This weekly file
submission includes new physicians as well as those
whose licences have expired or been terminated.
However, we found that this data feed was not com-
plete because it only included licence expirations
due to suspension, and not expirations due to the
physician’s death, retirement, resignation of mem-
bership, or moving away from the province. Hence,
the physicians’ licence status was not always being
updated properly in the Ministry’s database.

Ontario Health Insurance Plan “

Because the information received from the Col-
lege of Physicians and Surgeons of Ontario was
incomplete, we requested and obtained from the
College a complete listing of all active physicians
as of February 2006 and compared it with ministry
records. We identified 725 non-licensed physicians
who were still active in the Ministry’s database and,
accordingly, could still submit medical claims and
be paid.

Figure 9 outlines the reasons for which these
licences had expired.

We reviewed the claims submissions from these
physicians and found that 40 of them had claimed
for health services provided after their licences had
expired. All received full payment for these claims.
For example:

e Three physicians claimed for treating more
than 800 patients over 16 months after their
licences had expired and had received pay-
ments of about $58,000.

® Medical claims were submitted and paid to
three physicians who, according to College
records, were deceased.

e A physician suspended for violating the terms
and conditions of his licence had subsequently
submitted claims for almost 300 patients.
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e One physician continued to perform a number
of surgical procedures after licence expiration.

Figure 9: Non-licensed Physicians Active in Ministry
Database, February 2006

Source of data: College of Physicians and Surgeons of Ontario and Ministry of
Health and Long-Term Care

# of
Reason for Licence Expiry Physicians
deceased 7
non-payment of membership fee 25
resigned membership 451
retirement 147
violation of terms and conditions of licence 25
Total 725
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We provided the Ministry with the details of
these instances and were advised that the Ministry
would follow up on them.

For other practitioners, such as dentists or
optometrists, the Ministry receives letters or writ-
ten notices updating the status of licences on a
case-by-case basis as changes occur. We requested
and obtained from the respective colleges a com-
plete listing of all active dentists and optometrists
as of February 2006 and concluded that these
practitioner records were also not being properly
updated. Fifteen dentists and two optometrists
with expired licences were still on the ministry sys-
tem and, accordingly, could continue to submit
medical claims, but we noted no evidence that they
had done so. Some of these licences had expired a
number of years ago.

RECOMMENDATION 6

To ensure that medical claims are paid only to
licensed providers and that the public is pro-
tected, the Ministry of Health and Long-Term
Care should work more closely with all profes-
sional governing bodies to ensure that all pro-
vider records are updated in a timely manner.

Protection of Provider Records

Provider records, such as name, practice address,
medical specialty, and licence status or restriction,
are maintained in the Provider Registry System. All
medical claims submitted are verified against these
provider records to ensure that the provider’s status
is active and that the provider is permitted to pro-
vide the specific health services. We reviewed the
security administration procedures for the Provider
Registry System and concluded that there were
several areas where security should be improved:
e Special privileged system access, which en-
abled updates of provider records, was main-

tained for staff who did not require such
access to fulfill their job duties.

e Dormant user accounts were not being
removed from the system promptly.

e Approval documents for system access were
missing in over 25% of the cases we examined.

e User-group profiles, which enabled users to
have privileged system access, were created
and assigned to users without proper approval.

RECOMMENDATION 7

To better protect confidential provider records
from unauthorized access and data tampering, the
Ministry of Health and Long-Term Care should:

e develop proper documentation for all user-
group profiles and maintain all system-access
approvals to ensure that all access rights are
maintained on a need-to-know basis; and

e enforce regular review of access privileges
to the Provider Registry System so that only
necessary privileges are maintained.

MEDICAL CLAIMS PROCESSING

As discussed earlier, all medical claims submitted
by the providers are reviewed for eligibility of both
the provider and the patient, and assessed against
predefined medical rules to ensure that payment

is made only for authorized health services. While
claims processing is, for the most part, done accur-
ately, we have some concerns about the updating of
medical rules, the overriding of claims rejected by
the system, and the processing of paper claims.

Medical Rule Updates

When there is a change to the Schedule of Benefits,
that sets out the rules for provider claims, system
changes must be implemented by the effective date
in order to ensure that claims are properly processed



and that payments are made accurately. However,
we found that the Ministry did not always update
medical rules accurately or in a timely manner.

We analyzed the implementation of the latest
release of medical rules and found that the required
changes were completed for only 22 of the 68 rules
by the October 2005 effective date. In fact, the rules
were not fully implemented until March 2006. We
also noted more than 20 medical rules with errors
awaiting correction at the time of our audit. For
instance, one of the rules that restricted the number
of antenatal preventive health assessments within a
defined time frame was implemented incorrectly in
April 2002; corrections were not made until August
2005. Although we acknowledge that some of
the claims paid for these assessments may well be
appropriate, we estimated that this delay may have
led to potential overpayments of up to $1 million.

Rejected Medical Claims

The Ministry reported that over 9.5 million claims
(6% of total claims processed) were initially
rejected by the system in the 2005/06 fiscal year.
When medical claims are rejected under the auto-
mated medical-rule review, they are forwarded
to district offices where staff further review these
rejections for reasonableness. The rejected claims
may then be overridden and paid if staff deem them
to be medically necessary or legitimate, or returned
to the provider for correction and resubmission.
Since 1993, our Office has raised concerns
about the Ministry’s process for overriding rejected
claims, and we continue to have concerns in this
area. We found that there were inadequate guide-
lines, standards, or procedures to assist district staff
in making consistent and appropriate decisions
when assessing rejected claims. We also found that
the district offices did not maintain sufficient docu-
mentation supporting their override decisions. We
reviewed a number of override decisions with min-
istry staff, who confirmed that 10% of these deci-
sions were made in error. We also noted that there
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was no periodic, ongoing management review

of overridden transactions, even on a spot-check
basis, to ensure that decisions made by staff were
consistent, appropriate, and accurate.

Paper Claims Processing

Although almost all medical claims are submitted
via electronic data transfer, diskette, or tape, about
750,000 claims are submitted on paper forms and
entered manually every year. During our visits to
the district offices, we reviewed the process to han-
dle these claims, and found deficiencies in ensuring
that all paper claims entered are authorized:

e There was no tracking, review, or reconcilia-
tion of the number of paper claims received,
processed, or paid.

e There were poor controls over access to the
data-entry system for paper claims, in that
no system account or password was required.
This would make it much easier for fraudulent
or non-existent claims to be entered.

RECOMMENDATION 8

To help ensure that all valid medical claims are

Chapter 3 « VFM Section 3.08

processed accurately, the Ministry of Health and

Long-Term Care should:

e implement all new medical rules and correc-
tions in a timely manner;

e develop guidelines and procedures to assist
district staff in making consistent and appro-
priate decisions on overriding rejected
medical claims, and review a sample of over-
ridden transactions on an ongoing basis to
ensure consistency and compliance with the
guidelines developed;

e establish procedures to reconcile the number
and dollar amounts of paper claims; and

e strengthen the security controls over the
data entry system for paper claims to
ensure that system access is appropriately
restricted.
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. MINISTRY OF HEALTH AND LONG-TERM CARE RESPONSE

The Ministry of Health and Long-Term Care
(Ministry) appreciates the audit observations
and recommendations issued by the Auditor
General. Maintaining strong controls and the
integrity of the OHIP registration and claims
processing systems is very important to the
Ministry, and we are pleased that the Auditor
General notes in his report that controls and
procedures are generally adequate to ensure
claims are paid accurately.

Recommendation 1

The Ministry agrees that the conversion of red-
and-white cards is important. The Ministry will
review options and a business case for accelerat-
ing the conversion.

Recommendation 2

The Ministry agrees with the Auditor’s recom-
mendation concerning the Fraud Programs
Branch. The Ministry is in the process of expand-
ing the role of the branch to increase its mon-
itoring activities. These will include active risk
identification within the program and ministry
information systems to identify potential cases
prior to referring them to the Ontario Provincial
Police Health Investigation Team for follow-up
(schedule implementation begins 2006/07).

Also, the Ministry implemented system
changes in June 2006 to more effectively mon-
itor client eligibility. With these system improve-
ments, the Ministry is now sending out 10,000
notices to clients each week to re-verify eligibil-
ity and expediting the review of the outstand-
ing cases where there have been no claims since
April 1998.

The Ministry agrees with the Auditor’s rec-
ommendation concerning the backlog of eligi-
bility case assessment and is revising its business
processes to enable it to more effectively use its

resources to resolve and close the outstanding
cases.

Recommendation 3

The Ministry agrees that it is important to fol-
low up on outstanding cases of citizenship docu-
ment authentication. The Ministry will complete
a review of the options, including automation,
that would enable these business improvements
in 2006/07.

The Ministry agrees with the Auditor Gener-
al’s recommendation to expand the scope of the
electronic authentication program to include
other commonly used citizenship documents.
The Ministry has begun discussions with Cit-
izenship and Immigration Canada and is initi-
ating discussions with the Canadian Passport
Office.

The Ministry is also following up on the Aud-
itor General’s recommendation regarding rec-
onciling health-card applications received to
processed transactions. The Ministry will review
the requirements that would allow for the vali-
dation of the billing number for physicians who
sign the photo and signature exemption forms.

Recommendations 4 and 7

The Ministry initiated a project in July 2006 to
review its access control policies and procedures
and make recommendations for improving the
security requirements that govern staff access to
ministry corporate systems.

A database that captures all authorization
information for access to the Corporate Provider
Database was implemented in June 2006. This
system produces quarterly reports for review
(first report due November 2006), which allows
updates to be made appropriately, including
confirming ongoing eligibility of authorized
profiles.



Recommendations 5 and 6

The Ministry is already proceeding to imple-
ment a revised physician audit process in
response to the recommendations brought for-
ward in the Cory Report. Policy approval has
been secured and we are in the final steps for
implementation.

The Ministry has also completed discussions
with the College of Physicians and Surgeons
of Ontario to provide an enhanced data feed,
which commenced in early September 2006.

Ontario Health Insurance Plan “

Recommendation 8

The most recently negotiated Physician Services
Agreement is very complex and has challenged
the aging architecture of the claims payment
system. A review will be undertaken in 2007/08
to consider solutions that will allow for more
effective processing of payment streams. Atten-
tion will be paid in negotiating future agree-
ments to ensure that there is sufficient technical
capacity to support implementation of the nego-
tiated elements of the agreement.

0
=
o™
=
S
L ~d
(1]
]
(7}
=
s
=
L]

o™
-
]
S
]
=
(E]




2]
S
)
=
S
=
©
@
(7]
=
=
>
L]
o™
£
@
et
=
<
=
o

200

Background

As part of the reorganization of Ontario Hydro,
Ontario Power Generation (OPG) was created under
the Electricity Act, 1998 and incorporated under

the Business Corporations Act on December 1, 1998.
Wholly owned by the province of Ontario, OPG
purchased and assumed certain assets, liabilities,
employees, rights, and obligations of the electricity
generation business from Ontario Hydro on April 1,
1999 and commenced operations on that date.

The objective of the company is to own and
operate generation facilities to provide electricity
in Ontario. In the 2005 calendar year, OPG gener-
ated approximately 22,000 megawatts of electricity,
which accounted for 70% of the electricity pro-
duced in Ontario. OPG generates electricity from
three operating nuclear stations, five fossil-fuelled
stations (that is, stations fuelled by coal, oil, or nat-
ural gas), 35 hydroelectric (water power) stations,
29 certified green power stations, and three wind
power stations. During 2005, OPG spent $2.5 bil-
lion on operations, maintenance, and administra-
tion, as shown in Figure 1.

Included in these expenditures are annual pur-
chases of goods and services amounting to approxi-
mately $1 billion. Most of this amount is for goods

Ontario Power
Generation—Acquisition
of Goods and Services

Figure 1: Ontario Power Generation’s Operating,
Maintenance, and Administration Expenditures, 2004
and 2005

Source of data: Ontario Power Generation

2004 2005

($ million)  ($ million)
salaries and wages 1,353 1,423
ggrrl?;le?nts and purchased 409 435
augmented staff 268 260
materials 207 236
outsourced services 117 103
insurance and licence 44 44
utilities and facilities 26 34
e s n
capital transfers (67) (304)
miscellaneous expenses 222 274
Total 2,594 2,516

and services procured through the general pur-
chasing system. Such procurement is to be made
through master service agreements with selected
vendors, a competitive procurement process, ofr,
when justified, single-sourcing. The remaining pur-
chases of goods and services, which amounted to
$61 million for the 2005 calendar year, are acquired
by OPG staff using corporate credit cards.
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Audit Objective and Scope

This was the first value-for-money (VFM) audit con-
ducted at Ontario Power Generation (OPG) under
the expanded mandate of the Office of the Auditor
General of Ontario, which came into effect Novem-
ber 11, 2004. The expanded mandate allows us to
conduct VFM audits of Crown-controlled corpora-
tions and subsidiaries of Crown-controlled corpora-
tions. We chose to examine procurement practices
as a means to gain a broad understanding of the
overall expenditures and operations of OPG.

The objective of our audit was to assess whether
the corporation had adequate systems and proce-
dures in place to ensure that goods and services
were acquired and employee expenses were con-
trolled and spent in compliance with OPG’s pro-
curement policies and with due regard for value for
money.

The scope of our audit included discussions
with OPG staff, review and analysis of documenta-
tion provided to us by OPG, and research into the
procurement practices and control of employee
expenses in other public and private enterprises.
OPG’s Risk and Assurance Services Branch had con-
ducted some audit work on employee expenses and
purchasing in the past three years, which was use-
ful to us in determining the scope of our audit.

Our audit was performed in accordance with the
standards for assurance engagements, encompass-
ing value for money and compliance, established by
the Canadian Institute of Chartered Accountants,
and accordingly included such tests and other pro-
cedures as we considered necessary in the circum-
stances. The criteria used to conclude on our audit
objective were discussed with and agreed to by
OPG management and related to systems, policies,
procedures, and best practices that the corporation
should have in place.

We concluded that, although Ontario Power Genera-
tion (OPG) had sound policies in place for acquir-
ing goods and services and controlling employee
expenses, in many respects its systems and proce-
dures for ensuring compliance with those policies
were not adequate. Specifically, there was often
insufficient evidence on file to demonstrate that
goods and services were acquired with due regard
for value for money. Also, although purchases
requiring the competitive selection of vendors were
generally conducted appropriately in accordance
with OPG’s policies, we had concerns with other pur-
chases, such as those arranged through master ser-
vice agreements, which do not require competitive
selection. Our particular concerns were as follows:

e Most of the master service agreements we
reviewed were established without an open
or competitive process. Instead, OPG prac-
tice is to establish a master service agreement
with vendors that have carried out business
with OPG for some period of time. As well, we
found that most of the master service agree-
ments OPG had established with vendors

Chapter 3 « VFM Section 3.09

did not have fixed rates for specific services,
which is typically a key benefit of master ser-
vice agreements.

e The single-source purchases we reviewed for
such items as temporary staff, equipment, and
consulting services, ranged from $110,000 to
$2.6 million. We noted that the explanation
for single-sourcing such large purchases either
was not documented or was inadequate to jus-
tify not carrying out a competitive process.

o We noted numerous instances in which goods
and services were purchased without either
a formal agreement or other signed docu-
ment indicating that both parties agreed
with the terms, pricing, and deliverables of
the purchase order. Without a formal signed
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agreement, there is a risk that OPG cannot
hold the vendor accountable for providing

the deliverables at a specific price and under
agreed-to terms and conditions. We also noted
instances in which the price of the purchase
order was increased without an appropriate
rationale or the invoices submitted were for
amounts greater than the amounts originally
agreed on.

In the five years that OPG has outsourced its
information technology services, OPG has not
audited the service provider with respect to its
provision of services, setting of fees, and report-
ing of performance, even though the contract
allows for this. Given that this contract is worth
approximately $1 billion over a 10-year period,
such periodic audits would be a sound business
practice to provide assurance that the service
provider is providing accurate and reliable data
to support its fees and performance.

We noted in our review of travel and purchas-
ing credit-card payments numerous examples
where supporting documentation was inad-
equate for managers to properly assess what
was purchased and how much was paid for
each item. Managers may be the only party to
review the transaction, which makes effective
supervisory review a critical internal control
for ensuring that the purchases are appropri-
ate and compliant with policy, yet this review
was often not being satisfactorily completed.
Although there was no corporate policy with
respect to employee recognition events and
gifts, we noted in our sample of expenses
tested that $300,000 was spent on such items.
Given the nature of the items purchased and
the wide-ranging amounts spent by manag-
ers, there is a need for more formal guidance
as to what is reasonable in this area. In addi-
tion, $120,000 was spent on gift certificates to
reward employees. Such gifts are taxable ben-
efits, but, contrary to corporate policy, none of
these gifts were reported as taxable benefits.

Detailed Audit Observations

PURCHASES OF GOODS AND SERVICES

Ontario Power Generation (OPG) annually pur-
chases approximately $1 billion in goods and ser-
vices. These purchases are carried out by OPG’s
various divisions. In acquiring goods and services,
buyers must comply with OPG policies and
procedures, which state the key principles for
decision-making during the planning, acquisition,
and management of purchases. These principles
include justification for the purchase, a purchasing
strategy (that is, master service agreements, com-
petitive bids, or single-sourcing), contract monitor-
ing, and post-contract evaluation.

We found that the policies OPG had in place for
the acquisition of goods and services were sound
and comparable to Ontario government policies,
which are designed not only to ensure the best
value for money expended but also to help ensure
accountability. While purchasing authority has
been delegated to several individuals within the
organization, OPG has delegated accountability
for all purchasing commitments to its supply chain
department. Supply chain managers are required to
ensure that OPG procurement policies and proce-
dures are implemented and complied with.

Master Service Agreements

OPG has established master service agreements
with a number of vendors. These agreements are
procurement arrangements intended to improve
efficiency and lower costs by pre-establishing rates,
terms, and conditions for specific services. Where a
master service agreement is in place, buyers must
use it for purchases unless an alternative arrange-
ment is supported by a business case and properly
approved.

The master service agreements we reviewed were
for services such as engineering, construction, and
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information technology. We note below three main
areas where master service agreements needed to
be improved to reflect the requirements of corporate
policies and help ensure that OPG achieves value for
money.

First, most of the master service agreements we
reviewed were established without an open or com-
petitive process. Instead, OPG practice is to estab-
lish a master service agreement with vendors that
have carried out business with OPG for some period
of time. Consequently, it is difficult for OPG to dem-
onstrate that it is receiving the best value. Also,
most of the agreements we reviewed did not have
pre-established rates for specific services. Further,
even when a rate was pre-established, OPG would
still pay whatever the vendor’s current price was
when a purchase was made.

Second, we noted cases where master service
agreements did not have an expiration date or the
buyer made a purchase using an expired master ser-
vice agreement. For example, we found three cases
in which purchases were made using master service
agreements that had expired five years ago. In these
cases, no new agreements had been negotiated.

We did note in our review that, at one gener-
ating plant, a good practice with respect to value
for money was being applied. Where more than
one vendor can provide particular goods or ser-
vices under a master service agreement, the buy-
ers at this plant ask the vendors to submit a bid for
the required work. The bids are evaluated, and the
work is given to the vendor with the lowest evalu-
ated price.

Our third concern was that we could not deter-
mine the total number of master service agree-
ments in existence at OPG because there is no
central registry to track them. Agreements are
separately negotiated and maintained at each gen-
erating plant and the corporate procurement sec-
tion. As a result, there is a risk that a number of
agreements for similar services exist with the same
vendor, each with different terms, conditions, and

pricing. A centralized registry would allow OPG to
better manage master service agreements. It would
also help management to oversee that, when an
agreement expires, another agreement either is
established using a competitive process or is rene-
gotiated properly and that, when vendors have
more than one agreement with OPG generating
plants, OPG uses its combined purchasing power to
achieve the best price.

RECOMMENDATION 1

To maximize cost savings through the use of
master service agreements, Ontario Power Gen-
eration should:

e consider establishing master service agree-
ments through a competitive process;

e limit agreements to a defined time period,
with set terms and conditions, including
pricing;

e consider implementing a second-stage com-
petition among vendors, especially for sig-
nificant purchases where there is more than
one vendor with a master service agreement
that can provide the required goods and ser-
vices; and
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e maintain information on all the agreements
from the generating plants and the corporate
office in a central registry available to all cor-
porate users.

Needs Justification

OPG policy states that, when purchasing, business
units must clearly identify what is required to sat-
isfy the business need and, in the case of contracted
services, must first consider using existing corpo-
rate resources. OPG’s supply chain department is
required to be involved in the initial stage of needs
identification. If it is determined that the purchase
must be made externally, a request-for-purchasing



m 2006 Annual Report of the Office of the Auditor General of Ontario

o
=
(]
[
=
et
[X]
-]
(7]
=
=
>
L
™
S
3
o
«
=
(3)

form indicating this must be completed and for-
warded to the supply chain department and main-
tained on file.

We noted many examples in which OPG did not
document the justification for purchases such as
consulting services, augmented staff, and machin-
ery. As well, often there was no evidence of assess-
ments of whether internal resources were available
before purchasing external contracted services.
Staff informed us that relevant assessments may
have been performed but not documented and that
internal skills and resources were often inadequate
to meet purchasing needs because OPG had under-
gone restructuring and downsizing while, at the
same time, undertaking new projects. Nevertheless,
conducting a proper evaluation and documenta-
tion of staff requirements compared to staff abilities
could help central management identify and meet
training and hiring needs, which could be more cost
effective than engaging outside contracted services,
especially over the long run.

RECOMMENDATION 2

To ensure that goods and services are acquired
in the most economical manner, Ontario Power
Generation should, before purchasing goods
and services, conduct and document a proper
evaluation of its needs and available resources,
including an assessment of corporate-staff-
resource alternatives before contracting exter-
nally for services.

Competitive Selection of Suppliers

The corporate purchasing strategy is to purchase
goods and services through master service agree-
ments where such agreements are in place. Where
they are not, the purchase method is dependent on
the estimated cost of the purchase. For purchases
in excess of $10,000, a competitive process is to be

followed that includes written quotations from ven-
dors. If the estimated cost is $100,000 or more, an
open call for tenders is required. Suppliers are to be
evaluated on the basis of their ability to meet the
identified needs, taking into consideration techni-
cal capability; quality assurance; proposed costs and
terms and conditions; financial strength; timeliness;
and past performance, including safety and envi-
ronmental records. A further procurement option is
single-sourcing in lieu of seeking competitive bids;
corporate policy requires that, if this option is cho-
sen, justification for it must be documented.

We concluded that, when vendors were competi-
tively selected, OPG’s procedures were generally
adequate to ensure that the policy requirements
were followed. In addition, the suppliers’ bids were
generally properly evaluated, and appropriate doc-
umentation was on file justifying the selection of
the vendor.

However, we found that when a purchase was not
competitively acquired, the justification for single-
sourcing was often not adequately documented. The
single-source purchases we reviewed ranged from
$110,000 to $2.6 million and were for purchases
such as equipment and consulting services and the
engagement of temporary staff. We noted examples
in which the justification for single-source purchas-
ing was either not documented in the purchasing
file as required or the explanation was inadequate.
For example, the reason given for one single-source
purchase was that the vendor was the best available
source selected by the requisitioner.

RECOMMENDATION 3

To ensure that goods and services are acquired
at the best available price and that all quali-

fied vendors have an opportunity to compete

for Ontario Power Generation business, Ontario
Power Generation should minimize its single-
source purchases, and, where it deems such pur-
chases are necessary, ensure that the reasons



Ontario Power Generation—Acquisition of Goods and Services “

for, and costs of, all single-sourcing arrange-
ments are adequately justified and documented.

Procurement Management and Control

Once a supplier has been selected and terms and
conditions have been agreed to, managers are to
monitor that the supplier meets all of its obliga-
tions. Effective monitoring includes ensuring that
all technical specifications, quality and regula-

tory requirements, scheduled milestones, and
stated deliverables are met or completed, as well as
reviewing and authorizing invoices for payment.
Overall, we noted that there was a lack of docu-
mentation in the purchasing files to demonstrate
that managers were properly overseeing suppliers’
work and that supply chain managers were manag-
ing the contract, both of which are required by OPG
policy. This lack of documentation of monitoring
activities also makes it difficult to effectively evalu-
ate supplier performance. This general concern is
described in more detail, with specific examples, as
follows.

Normally, when an organization purchases
goods and services, a written agreement or con-
tract is signed by all parties involved to formally
define the respective responsibilities, terms and
conditions, price, and the specific deliverables to
be provided by the vendor. A document such as a
purchase order can serve as such an agreement
provided that it outlines the agreed-upon terms
and conditions and is signed by both parties. OPG
does require such information and signatures for
its purchase orders. However, we found numerous
examples involving significant purchases in which
the documents OPG used to serve as an agreement
did not have any indication that both parties had
agreed to the terms, pricing, and deliverables of the
purchase order. Without such written confirmation,
there is a risk of potential disputes with vendors as
to what terms and conditions have been agreed to.

We also noted examples where the price quoted
in the purchase order was increased without appro-
priate rationale and documentation, as well as
invoices for more than the amounts agreed to in
the purchase order. In the absence of adequate sup-
porting documentation, it was not possible to deter-
mine if the terms and conditions of the purchase
remained unchanged with the same deliverables or
whether there was additional work requested and
performed under the purchase order. For example:

e In March 2005, a purchase order to review

and assess the supply-chain function was
issued for $260,000 but was increased to
$320,000 in June 2005, with the only justifi-
cation on file for the increase being that it was
to “pay for invoices received.”

e In November 2005, OPG hired a contractor to

perform renovations at its corporate offices

at a cost of $498,000 for the first phase of the
work. However, invoices submitted by the
vendor and paid by OPG for this work totalled
$562,000. There was no documentation on
file justifying this increased cost or indicat-
ing whether the scope of the work had been
increased by OPG. The original request for
proposal allowed for an expansion of the work
into a second phase, which began in Decem-
ber 2005 without further competition and for
which OPG increased the purchase order by
$1.8 million. However, there was no docu-
mentation on file from the contractor giving
an estimate for this second phase, nor did
OPG document how the amount was deter-
mined and how the reasonableness of the
$1.8-million increase was assessed.

We were informed that the second phase
of the work was for electrical and mechani-
cal work and that the scope of the work could
not be determined until the contractor began
working on this second phase. In situations
like this, often the most effective approach
is to extend the purchase order only for the
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initial work and, before awarding the work to
the contractor, to have the contractor submit a
detailed cost estimate on proposed work to be
done that can be validated or compared to a
second external quote for the required work.

RECOMMENDATION 4

To better manage and control the procurement
of goods and services, Ontario Power Genera-
tion should:

e ensure that it has, for each major procure-
ment, a formal signed contract or other doc-
umentation that defines the responsibilities
of both parties, including the price and spe-
cific deliverables to be provided;

e establish monitoring procedures to ensure
that payments for goods and services do not
exceed contract prices; and

e ensure that any changes to the original con-
tract terms and conditions are adequately
justified and properly documented.

Vendor Performance Evaluations

OPG policy requires the preparation of a formal
evaluation of the vendor once the acquisition of
goods and services is completed to ensure that OPG
received value for money, that the services were
obtained on a timely basis, and that the vendor pro-
vided the deliverables as specified in the contract.
This information is to be evaluated by purchasing
staff to assess the suitability of awarding work to
the vendor in the future.

We noted that procedures were not in place to
ensure that vendor evaluations were completed at
the conclusion of the procurement process. We also
found that evaluations were not being completed
on a consistent basis, and even when they were
completed, that they were not being sent to supply
chain managers to review, as required. In addition,
there is no central registry of vendor information

that would help OPG to evaluate vendors for future
work. We were informed that a central registry is
being developed that will gather information on
vendor capabilities and performance to assist

OPG in awarding subsequent contracts. The central
registry is being developed in stages and is expected
to be completed by winter 2007. However, if evalu-
ations are not being performed, the component of
the registry dealing with vendor performance will
be ineffective.

RECOMMENDATION 5

To help ensure that the proposed central vendor
registry fulfills its objectives and that prior expe-
rience with vendors is taken into consideration
in vendor selection, Ontario Power Generation
should implement procedures to ensure that
vendors are evaluated upon completion of the
procurement process and before awarding any
subsequent contracts.

OUTSOURCED INFORMATION
TECHNOLOGY SERVICES

In 1999, OPG undertook a review to assess the
potential for outsourcing its information technology
function. A competition was held, bids submitted
from vendors were evaluated, and OPG selected the
successful vendor based on predetermined criteria.
In November 2000, OPG entered into an agreement
with the successful vendor and subsequently trans-
ferred approximately 520 employees to the vendor.
The agreement expires in January 2011, and the
total cost of the initiative is estimated to be $1 bil-
lion. As of December 31, 2005, OPG had paid the
vendor $510 million.

The agreement allows OPG to audit the vendor’s
provision of services, setting of fees, and reporting
of performance. In the five years that the agree-
ment has been in place, no audit of the vendor has
been conducted to verify that the fees charged have
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been appropriate and that the performance reports e Starting January 1, 2005, and for the remain-
provided by the vendor, on which a portion of the der of the agreement, OPG is to be charged a
fees is based, have been accurate and reliable. Spe- unit price for information technology services.
cifically, we noted the following three major areas We noted, however, that this phase of the con-
where improvement is needed in the administration tract has not yet been implemented because,
of the agreement to help ensure that OPG receives before OPG and the vendor can agree on an
value for money from the outsourcing initiative. appropriate price, the vendor has to collect
e The agreement sets out performance stan- and aggregate relevant information on ser-
dards by which the vendor is to be held vice volumes, and it has not yet done so. Con-
accountable for its provision of information sequently, during 2005, OPG made payments
technology services. These performance stan- based on the pricing terms that were in place
dards deal with the vendor’s availability, prior to January 1, 2005. We were advised
response time, success in problem resolution, that, once the unit price for services is negoti-
and daily system performance. The vendor ated with the vendor, a retroactive adjustment
submits monthly reports to OPG on its per- will be made. Nevertheless, given that the
formance in relation to these standards. If the costs of information technology services are
vendor fails to meet the performance stan- currently uncertain, it is difficult for OPG to
dards, OPG is to receive a credit on its pay- effectively manage these costs. As well, given
ment, and if the performance standards are the magnitude of these costs, it may be pru-
exceeded, OPG is to make incentive payments dent for OPG to engage specialized consulting
to the vendor. At the conclusion of our audit, expertise to assist in negotiating the unit price
OPG had not verified that the information with the vendor.

submitted by the vendor was sufficiently

accurate and reliable to determine the qual- RECOMMENDATION 6

ity of performance, and it therefore could not ) )
. . . To ensure that it receives value for money from
ensure that credits and incentive payments
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its information technology outsourcing initia-

had been calculated correctly. . . .
. . tive, Ontario Power Generation should:
e The outsourcing agreement stipulates that . Lo .
. e implement a periodic audit process to
the period from January 1, 2003 to Decem- . L
e Y . verify the accuracy and reliability of the
ber 31, 2004 is a “gain-share” phase, during . . g .
. . information submitted by the vendor with
which OPG and the vendor are to share in the

. ) respect to costs and performance; and
cost savings generated through the pursuit of . . .
L . . e consider utilizing external consulting exper-
new initiatives. The vendor informed OPG in

November 2005 that OPG’s total portion of
the gain share was $11.9 million. However, at

tise to assist with its unit-price negotiations
for the 2005-10 portion of the information

technology service contract.
the completion of our audit in March 2006, o

this payment had not been made because OPG
had not yet verified that the amount deter-

mined by the vendor was correct. Given that CORPORATE CREDIT-CARD PURCHASES

it has been over three years since this initia- . . . .
. . . To pay for certain types of expenditures incurred in
tive began, more timely verification of vendor . . .
. L its day-to-day operations, OPG staff use three dif-
information is warranted. . .

ferent corporate credit cards: a purchasing card, a
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travel card, and a fleet card. The purchasing card

is to be used to procure goods and services under
$10,000. The travel card is the preferred payment
method for all travel- and business-related expen-
ditures, such as meals, hotels, car rentals, airline
tickets, conferences, and other low-cost business-
related expenses. The fleet card is to be used to pay
for maintenance, repairs, and fuel for corporate-
owned and leased vehicles. Each card is to be used
only for its designated purpose—thus, for example,
travel and purchasing cards are not to be used to
pay any costs relating to vehicles.

For the 2005 calendar year, expenditures using
the three corporate credit cards totalled $61 mil-
lion: $30.1 million on purchasing cards, $28.6 mil-
lion on travel cards, and $2.3 million on fleet cards.

Submission of Supporting Documents

Corporate policies and procedures, for both travel
and purchasing cards, require that cardholders
maintain original receipts detailing expenditures
and submit them to their supervisors for review
and approval. Such documentation is to include the
name of the vendor, item or service purchased and,
in the case of travel expenses, the names of the par-
ticipants in any event or meal and the purpose of
such expenditures.

Before approving any expenditures, managers
are required to review the documentation submit-
ted and ensure that appropriate receipts support
the expenditures. Managers often may be the
only party aside from the purchaser to review the
transaction, which makes this supervisory scru-
tiny a critical internal control for ensuring that
the purchases are appropriate and compliant with
policy. We found that managers’ scrutiny was not
adequate—that is, for purchases on both travel-
and purchasing-card purchases, we found many
instances in which the proper documentation was
not submitted to support the expenditures. Specific-
ally, we noted the following:

e From our sample of credit-card purchases,

we noted $790,000 of expenses that were
paid without original receipts. Instead of the
original receipt, the documentation provided
included credit-card slips, credit-card state-
ments, packing slips, and photocopied or
faxed receipts. For example, employees used

a credit-card statement as documentation for
travel-related expenses such as airfare, hotel,
gifts, and car rentals. Documentation of this
nature does not contain the detail a supervi-
sor needs to determine whether expenditures
were incurred for business purposes and were
reasonable in the circumstances. In addition,
the submission of such documentation instead
of original receipts increases the risk of dupli-
cate payments.

Corporate policy requires that all purchasing-
card receipts be submitted to accounts payable,
which records whether supporting documen-
tation has been received. We found from our
sample of purchasing-card expenditures that
accounts payable had made $1.3 million in
payments without the supporting documenta-
tion necessary to validate the dollar amount,
quantity, and nature of the items purchased.
Merchant descriptions from the corporate-card
database identified these purchases as items
from department, home-furnishing, and sport-
ing-goods stores; office and industrial supplies;
personal and educational services; medical
equipment; services supplied by heating and
air-conditioning contractors; construction
materials; and services supplied by employ-
ment agencies. We reviewed the entire pur-
chasing-card database for the 2005 calendar
year and noted that the purchases for which
employees had not submitted any receipts to
accounts payable totalled $6.5 million. The
sheer volume of inadequate supporting doc-
umentation makes it difficult for corporate
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management to effectively identify and follow
up on questionable expenditures.

e Corporate policy also requires that receipts
for hospitality-type expenditures include the
number of persons in attendance at an event
or meal, the names of those whose expenses
are being paid, and the purpose of the event/
meal. Such a requirement helps to demon-
strate that the costs incurred are for legitimate
business purposes and are reasonable. How-
ever, in our sample, excluding large groups,
we noted over $320,000 of such business
expenses for which the required documenta-
tion was not provided.

In the past two years, OPG’s Risk and Assur-
ance Services Branch has also reported the lack of
receipts and inadequate documentation in its audits
of travel expenses and made recommendations for
corrective action. Given our observations, compli-
ance with policies and procedures in this area still
requires substantial improvement.

RECOMMENDATION 7

To help ensure that only valid expenditures
are charged to corporate credit cards and that
such cards are used in accordance with its poli-
cies, Ontario Power Generation should imple-
ment more effective procedures to ensure that
cardholders submit the necessary documenta-
tion for travel- and purchasing-card expenses
and that supervisory oversight and approval
controls are working effectively.

Minor Fixed Assets

OPG classifies minor fixed assets as those that are
portable and used in its administrative, construc-
tion, transport, or maintenance activities. They are
not used directly for the generation of energy and do
not form integral components of a building. When
minor fixed assets are purchased, the responsible

manager is to provide the asset-processing centre
with specific details of the transaction. In addition,
he or she is responsible for clearly marking the assets
as the property of OPG and safeguarding the assets
on site. OPG policy is to record all asset purchases
over $2,000 in its fixed-asset system, while those
less than that amount are charged to an expense
account. These items costing less than $2,000 are
not required to be inventoried; however, managers
may still choose to do so.

OPG policy prohibits the use of corporate credit
cards for the purchase of minor fixed assets. How-
ever, in our sample of travel- and purchasing-card
expenditures, we noted that travel and purchas-
ing cards were often used to purchase minor fixed
assets such as computer printers, monitors, fax
machines, digital cameras, projectors, and compu-
ter scanners.

In reviewing these purchases, we found that
OPG lacked adequate controls for ensuring that
such purchases are properly recorded and safe-
guarded. That is, assets purchased on corporate
credit cards are not required to go through a central
receiving point to ensure that they are recorded in
the fixed-asset system before they are distributed to
users. Purchasers generally took delivery of these
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items directly, with OPG relying on the employees
to report these assets to the asset-processing cen-
tre for inclusion in its records. However, none of
the assets sampled that cost more than $2,000 had
been recorded in the fixed-asset system.

For the sample tested, we attempted to physi-
cally verify the existence and whereabouts of the
minor fixed assets that had been purchased with
credit cards. We were unable to locate any of these
assets, and OPG could not provide evidence that
they were in its possession. Without adequate pro-
cedures in place to record and track minor fixed
assets purchased with corporate credit cards, there
is an increased risk of their loss or theft.
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RECOMMENDATION 8

To help ensure that all minor fixed assets are
properly recorded and safeguarded, Ontario
Power Generation should:

e review corporate credit-card purchases for
any minor fixed assets and follow up to con-
firm that such assets are properly reported to
the asset-processing centre; and

e reinforce the policy requirements that
cardholders and their managers are account-
able for the proper reporting and safeguard-
ing of minor fixed assets.

Employee-recognition and Gift Purchases

Although there is no corporate policy with respect
to employee-recognition and gift purchases, we
noted that such purchases were routinely made
within OPG. From our sample of travel- and pur-
chasing-card use, we noted purchases of approxi-
mately $300,000 for employee-recognition events
and other gifts. Some examples of the purchases
made include a $380 telescope for 25 years of ser-
vice, approximately $3,700 spent on dinner for staff
following successful testing at a generating plant,
and 40 leather jackets, totalling $8,000, for recog-
nition of five-year safety records.

We acknowledge that purchases of this nature
may well be justified. However, given the nature of
the items purchased and the wide-ranging amounts
spent by managers, there is a need for more for-
mal guidance as to what is a reasonable amount to
spend on employee recognition and gifts.

Recognition rewards to employees are consid-
ered a taxable benefit to the employee, and, accord-
ing to corporate policy, these benefits should be
paid through the payroll system to ensure that
taxes are properly withheld. The manager approv-
ing the benefit is to inform the payroll department
in writing to ensure that the benefit is properly
recorded and the appropriate taxes deducted.

We found many instances of travel and purchas-
ing cards being used to pay for gift certificates to
reward employees. These totalled over $120,000.
The values of individual certificates ranged from
$25 to $300 and were purchased from department
stores, electronic stores, hardware stores, and vari-
ous restaurants. We provided a list of these rewards
to the human resources department to determine
if they had been reported as taxable benefits as
required. We were informed that, contrary to cor-
porate policy, none of the rewards were processed
through the payroll system and therefore would not
be reported as taxable benefits on employees’ T4
slips.

RECOMMENDATION 9

To help ensure that employee recognition prac-
tices are consistent among business units,

are reasonable, and comply with income-

tax requirements, Ontario Power Generation

should:

e provide corporate-wide guidance on
employee-recognition and gift purchasing;
and

e establish procedures to ensure that all
employee benefits are reported to the payroll
department as required and implement pro-
cedures to monitor compliance.

Monitoring Card Usage

By using corporate credit cards, employees are able
to purchase and directly receive goods and services.
Given that $61 million of goods and services are pur-
chased using corporate credit cards, it is especially
critical to have appropriate monitoring and oversight
procedures in place. Such monitoring should involve
tracking the amounts spent on the three corporate
credit cards (purchasing, travel, and fleet), analyzing
card usage, and carrying out periodic audits and veri-
fications of card transactions. Some of our specific
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concerns with OPG’s efforts to monitor credit-card
activity and maintain internal controls are as follows.

One intended oversight control is the production
of a monthly purchasing-card report that identifies
employees who have exceeded their credit limits,
spending on vendors from whom credit-card pur-
chases are supposed to be blocked, food purchases,
foreign purchases, and aggregate spending on each
merchant category code assigned by the credit-card
company. This monthly report is distributed to vari-
ous directors and managers at OPG. We contacted
recipients on the distribution list and were informed
that, while they scan the reports, a detailed review is
not done to identify and follow up on possible inap-
propriate purchasing.

OPG policy requires that purchases of goods
and services exceeding $10,000 are to be made
through a purchase order. We noted numerous pur-
chases exceeding this amount on employee travel
and purchasing cards that should have been noted
and followed up on but were not. For example, two
employees used their travel cards to purchase 1,500
calendars, totalling $17,700, and to pay for flowers
and rental of table linens, cutlery, plates, glasses, and
other accessories for a conference, totalling $14,300.
In addition, in the purchasing-card transactions
we reviewed, we noted three purchases totalling
$90,300 for gift cards.

We noted frequent instances, totalling $86,000,
in which purchasing rather than travel cards were
used for travel and travel-related expenses such as
conferences, highway road tolls, meetings, and train-
ing courses. In addition, purchasing cards rather
than fleet cards were used to pay for vehicle main-
tenance, repairs, and fuel. We obtained from the
purchasing-card database a list of purchases identi-
fied as “automobile” under the merchant category
code classification and had the corporate fleet-
services section review the transactions. It was deter-
mined that purchasing cards had been used for over
$560,000 of expenses that should have been paid for
using the fleet card. According to the fleet-services sec-

tion, having accurate information on actual vehicle
expenditures is vital for managing the corporate fleet
effectively and making prudent decisions regarding
maintenance, replacement, and vehicle warranties.
Limiting the credit available to cardholders is a
key factor in managing the purchasing-card program
and minimizing OPG’s financial risk. The major-
ity of the purchasing-card holders have monthly
credit limits of $10,000 to $25,000, with a few in
the $100,000 to $300,000 range. We found exam-
ples of purchasing-card holders who had credit limits
that far exceeded their historical spending levels.
In this regard, 93% of the purchasing-card holders
spent an average of less than half of their maximum
monthly credit limit. For example, one employee had
a monthly credit limit of $100,000 but made pur-
chases during the year of only $365. In addition, we
noted that 76 employees who had purchasing cards
did not have any purchase activity during 2005.
Given that each purchasing card increases OPG’s
financial risk, there should be a periodic review of
credit limits that results in adjusting those limits to
historical spending levels and cancelling purchasing
cards not being used.

RECOMMENDATION 10

To more effectively manage the use of corporate
credit cards, Ontario Power Generation (OPG)
should:

e perform periodic audits to identify any pat-
terns of improper cardholder transactions
and lack of compliance with corporate policy;

e establish a more rigorous monitoring pro-
gram to verify that each type of credit card is
being used appropriately; and

e periodically review purchasing-card usage to
reduce OPG’s financial risk, cancel unused
cards, and adjust credit limits to appropriate
spending levels.
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. ONTARIO POWER GENERATION RESPONSE

Recommendation 1

Ontario Power Generation (OPG) will review
its use of master service agreements. Any new
or renewed agreements will be established for
a finite period and will specify rates for specific
services, unless rates will be established at the
time of the purchase through a second-stage

or other competitive process. OPG will develop
plans to establish a central registry for master
service agreements. OPG will also consider fur-
ther use of a second-stage process where there
are a number of qualified vendors who can pro-
vide the same goods or services.

Recommendation 2

OPG has defined processes and approval
requirements for business cases and for the pro-
curement of goods and services. The required
level of approval within OPG is dependent on
the dollar value of the project or transaction.
Any decision to acquire goods or services is
based on OPG’s expected needs. For example, a
decision to engage temporary staff is based on
an assessment of cost, risk, the availability of
both internal and market-place resources, and
compliance with collective agreements. OPG
does not require that business cases be included
in procurement files. OPG agrees that there is

a requirement for appropriate documentation
of needs justification, especially for large pur-
chases, and will conduct a review of current
documentation practices.

Once a requisition for goods or services has
been approved, it is submitted to the supply
chain department for procurement of the goods
and services.

Recommendation 3

OPG will review its policy and practices with
respect to the selection of suppliers to ensure
that a competitive request-for-proposal process

is conducted where appropriate and where
there is value added. OPG will reinforce the
requirement to document the justification for
single-source arrangements and include this
documentation in purchase order files.

Recommendation 4

OPG issues purchase orders to vendors for all
purchases to document terms and conditions,
price, and specific deliverables. A signed con-
tract is required for all purchases greater than
$1 million.

Changes to commercial terms and conditions
are required to be conducted by the supply chain
department and incorporated in purchase order
files and/or contained in electronic form in the
purchasing system. Review and approval are
required for any changes in the dollar amount of
purchase orders, although this information may
not always be documented in purchase order
files.

Scope changes are documented; however,
this information is presently maintained by the
requisitioners. In order to improve the docu-
mentation included in purchase order files, OPG
will document references to scope changes and
the rationale for any changes in purchase order
amounts in its purchase order files or system.

It should be noted that vendor invoices are
not processed for payment until invoice details
and amounts are reconciled with purchase order
information.

Recommendation 5

OPG will expand its current process for evaluat-
ing vendors. OPG will continue to evaluate the
practicality of and appropriateness of maintain-
ing a central vendor registry.

Recommendation 6
The structure of the outsourcing contract, which
included a joint-venture phase, followed by a
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gain-share phase, provided OPG with visibil-
ity into the outsourcer’s operations and costs.
In the next phase of the contract, which will
include unit pricing, OPG will exercise the con-
tract provision that allows for an independent
external auditor to validate the performance
and fees charged for IT services. This provision
becomes more relevant as the outsourcing con-
tract transitions to unit pricing and the visibility
that OPG currently has of the outsourcer’s costs
and operations diminishes. OPG also plans to
re-engage an external outsourcing specialist to
help with the transition to the next phase of the
contract.

Recommendation 7

OPG’s procedures for purchasing cards and
employee travel- and business-expense reports
require that approvals be made electronically by
individuals with approval authorities as defined
in OPG’s corporate policies. Purchasing-card
holders must electronically authorize individual
line items on their monthly reports, and their
manager must subsequently approve each line
item electronically as a valid expense. Managers
must also approve employee travel- and busi-
ness-expense reports electronically. In this man-
ner, managers are able to view each expense
item, description, and cost in order to ensure
that expenses are reasonable and appropriate,
prior to their approval. It is incumbent upon the
manager and employee to ensure that expense
items are supported by appropriate documenta-
tion, which the employee is required to forward
to a central processing area for filing.

OPG will reinforce the obligation of employ-
ees and management to ensure that appropri-
ate expense-report receipts and documentation
are submitted to the central processing area and
will implement a more rigourous follow-up for
missing documentation. OPG is investigating a
receipt-imaging process to facilitate the collec-
tion and documentation of expense receipts.

OPG will also reinforce the obligation to provide
additional details and explanations for receipts
for hospitality-type expenditures.

Purchasing cards are suspended where rec-
onciliations or approvals have not been made
for two months.

Recommendation 8

OPG is in the process of reviewing its policy and
practices with respect to accounting and report-
ing of minor fixed assets.

OPG will implement monitoring of corpor-
ate purchasing-card expenditures and develop
exception reports for management to identify
goods or services that should have been acquired
using another method.

Recommendation 9

OPG will develop a guideline with respect to
guidance on employee recognition and gift
purchases.

OPG will enhance procedures to ensure that
taxable benefits relating to employee recogni-
tion awards are reported to the payroll depart-
ment as required. OPG is implementing a new
version of its expense reporting system that
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will aid in the identification and reporting of

amounts relating to employee recognition.

Recommendation 10
OPG will increase the extent of the review and
monitoring of credit-card usage to ensure that
each type of credit card is used for its intended
purposes and to ensure compliance with the
$10,000 limit for credit-card purchases. To facili-
tate this review, various exception reports will be
developed. OPG will also ensure that a review of
compliance with corporate policy is included as
part of an annual audit of expenditures.
Although OPG is insured against losses
resulting from the fraudulent use of purchas-
ing cards, which mitigates financial risk, OPG
will monitor card usage and adjust credit limits
appropriately.
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Services

Background

The Ontario Realty Corporation (Corporation)

was established in 1993 as a Crown corporation
under the Capital Investment Plan Act, 1993. The
Corporation provides real-estate, property-, and
project-management services to most ministries
and agencies of the province of Ontario. Since June
2005, it has reported to the Minister of Public Infra-
structure Renewal.

Management of real property and accommoda-
tions is a responsibility shared by the Ministry of
Public Infrastructure Renewal (Ministry), the Cor-
poration, and its client ministries and agencies,
which are all accountable for their respective deci-
sions, strategic planning, and use of accommoda-
tions in an economical and efficient manner. As a
service provider, the Corporation itself owns no real
estate. The majority of the assets it manages are for
the owner, represented by the Ministry, which pro-
vides it with direction, funding, and approvals for
significant decisions regarding those assets.

The Corporation provides client ministries and
agencies with the following services:

Ontario Realty
Corporation—Real Estate
and Accommodation

e development of policies, strategies, and
implementation plans to maximize use of
existing real-estate portfolios;

e sales and acquisitions of land and buildings;

e property leasing as needed to augment the
inventory of owned space;

e property management, including day-to-day
maintenance and repair of owned and leased
facilities; and

e project management of large capital projects.

The Corporation manages one of Canada’s lar-

gest real-estate portfolios, including more than
38,000 hectares (95,000 acres) of land and 6,000
buildings comprising more than 4.6 million square
metres (50 million square feet) of space. (For con-
sistency with industry standards, the remainder
of this report will use imperial rather than metric
measurements.) Eighty-one percent of the portfo-
lio is owned by the government of Ontario, and the
remainder is leased. The types of accommodations
administered by the Corporation are shown in
Figure 1.

The real-estate portfolio contains two broad cat-

egories of holdings:

e buildings used by ministries and/or agencies
to deliver programs; and
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Figure 1: In-use Government Real-Estate Portfolio
Managed by the Ontario Realty Corporation, 2005/06

(rentable million square feet)
Source of data: Ontario Realty Corporation

leased space
(primarily office)
9.1)

special office-owned
purpose/ (12.5)
other (7.0)

recreational
and park
use (2.0)

OoPP
detachments
and highway
patrol yards

(4.5) health and
educational
facilities (10.2)

courthouses
(3.6)

correctional
facilities (4.1)

e excess land, including greenbelts, land banks,
farms, and other properties currently either
being considered or offered for sale or being
held by the province for possible future use.

In addition to acreage, the land holdings include
about 1,300 residential, farm, and commercial
buildings. Many are rented out to private-sector
tenants, generating annual revenues of about
$28 million.

The Corporation’s head office is in Toronto and
it operates four regional offices and three area
offices across the province. In the 2005/06 fiscal
year, it employed approximately 300 staff.

The Corporation requires revenues of nearly
$600 million each year to offset expenses incurred
to manage the portfolio and look after the accom-
modation needs of its clients. The vast majority of
these revenues come from clients in the form of
rent. In addition, the Ministry provides the Cor-
poration with annual funding. The Corporation’s
real-estate portfolio revenues by source are shown
in Figure 2. The Corporation uses the portfolio rev-

enues to pay for leases, property taxes, repairs and
maintenance, utilities, and other services, as illus-
trated in Figure 3.

Audit Objective and Scope

Our audit objective was to assess whether the
Ontario Realty Corporation had in place adequate
systems and procedures to ensure that:

e real-estate assets are acquired, managed, and
disposed of with due regard for economy and
the public interest;

e government accommodation requirements are
met in a cost-effective manner; and

e the Corporation’s performance is adequately
measured and reported to allow for meaning-
ful assessment of its activities and
achievements.

Our scope did not include the Corporation’s
project management of large capital projects. We
excluded this because we previously examined
several large capital projects managed by the

Figure 2: Real-Estate Portfolio Revenues for Properties
Managed by the Ontario Realty Corporation, 2005/06
($ million)

Source of data: Ontario Realty Corporation

fr;:/ta];f?ector net sales of
: roperties ($24
tenants ($28) properties ($24)

Ministry of Public
Infrastructure Renewal
($41)

rent from ministries
and agencies ($489)
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Figure 3: Operating Costs for Maintaining the
Government’s Real-Estate Portfolio Managed by the
Ontario Realty Corporation, 2005/06 ($ million)

Source of data: Ontario Realty Corporation

roperty taxes ($55
repairs ($148) property ($55)

management
fees ($59)

utilities ($60) rent paid for

operating and leased space
maintenance ($199)
costs ($61)

Corporation for construction of new courthouses
and repairs to existing ones, as detailed in our 2003
Annual Report. As well, the Corporation’s Internal
Audit group had also recently completed audit work
in this area.

Our audit fieldwork included a review of rel-
evant files, payments, reports, administrative
policies, and interviews of staff at the Corpora-
tion’s head office and at two of its four regional
offices. We also conducted site visits to properties,
held discussions with representatives of the Min-
istry and several client ministries, and visited the
offices of one major service provider for interviews
and to review their files. In addition to our own
work, our audit benefited from research by the Cor-
poration and the Ministry into practices in other
jurisdictions. The bulk of our fieldwork was com-
pleted by March 31, 2006.

Our audit was conducted in accordance with stan-
dards for assurance engagements, encompassing
value for money and compliance, established by the
Canadian Institute of Chartered Accountants, and
accordingly included such tests and other procedures
as we considered necessary in the circumstances.

We also reviewed the relevant work done by the
Corporation’s Internal Audit group, established
three years ago. Internal Audit completed a number
of audits, including leasing activities and use of ser-
vice providers and contractors, that allowed us to
reduce the extent of our own work in several areas.

The Ontario Realty Corporation has recently

made a number of improvements with regard to
its systems and procedures over leasing activities,
property sales and acquisitions, and its hiring and
monitoring of building management service pro-
viders. However, it must continue to work with the
Ministry of Public Infrastructure Renewal (Min-
istry) and its client ministries and agencies to
ensure that:

e all managed space is being efficiently used;

e properties are being maintained through
appropriate investments in building life-cycle
repair and maintenance; and

e its management information systems provide
relevant and reliable information for decision-
makers.

The Ministry recently identified several factors
that had inhibited effective management and ration-
alization of the province’s real-estate portfolio—for
instance, the processes used to deal with surplus
and underutilized property. Our review of the Cor-
poration’s real-estate portfolio and property sales in
recent years confirmed this concern. For example,
the province gave its approval in 1999 for the Corpo-
ration to sell 330 properties but, as of 2006, the Cor-
poration had disposed of fewer than half of them.
The Corporation also needs to improve its systems
and procedures for identifying properties that could
be rationalized or sold. Solutions include improving
information systems and establishing strategic plans
on the future uses of individual properties.
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We also made observations in a number of other e The Corporation estimated that deferred costs

areas as follows: for repairing, renewing, and modernizing pro-

e Controls were inadequate to record and track vincially owned buildings stood at $382 mil-

potential recoveries from property sales.
Following our inquiries, the Corporation
recovered approximately $265,000 that was
still owing to it from a property sale and that
had been available to it since April 2004.

We discovered one property sold by the Cor-
poration for $2.6 million in March 2002 that
was resold by the purchaser seven months
later for $4.2 million, or 60% more. As a
result, the Corporation’s internal auditors
will now be monitoring subsequent sales of
government properties, which should help to
identify any similar situations and to assess
the circumstances that could result in such
large resale profits.

In handling requests for new accommodations
that could not be met by the existing inven-
tory of owned space, the Corporation gener-
ally leases space without always assessing
the cost effectiveness of alternatives such as
construction, lease-buy, outright purchase, or
relocation.

The Corporation did not have adequate
assurance that space was being used by its
clients in an efficient manner. The Ministry’s
recent review also raised the issue of the rela-
tionship between the Corporation and its cli-
ents—in particular the control some clients
exercised over real-estate decisions—as being
contributing factors.

The Corporation imposed best practices and
high standards on its two major providers

of building-management services, including
remuneration tied to performance standards.
However, it set less stringent expectations for
its own staff regarding property they manage
directly.

lion as of March 31, 2006. More than 40% of
the buildings it manages are at least 40 years
old and its assessment of 582 in-use buildings
rated 148 of them—one-quarter of the total—
as being in poor to defective condition.

The Corporation’s real-estate database con-
tained extensive errors regarding the current
status of properties. In addition, it requires
greater co-operation from other ministries
and agencies to permit the development and
sharing of a complete electronic inventory of
all government-owned and controlled real
estate.

The Corporation’s public reporting of its per-
formance measures did not include compre-
hensive and reliable performance indicators
required to properly assess its effectiveness in
managing the province’s real-estate portfolio
and meeting its accommodation needs.

The introduction three years ago of an inter-
nal audit function that reports to an inde-
pendent Audit Committee has improved the
overall governance and oversight process and
has contributed to more rigorous, ongoing
reviews of systems and procedures.

In our 2003 Annual Report, we noted that the
Corporation’s project-management practices
for large capital projects, such as new court-
houses, failed to use fixed-price contracts or
proper competitive-acquisition processes and
approvals for projects of this size. While our
current audit did not include work in this
area, based on recent work by the Corpora-
tion’s internal auditors in December 2005,
our previous concerns have still not been
satisfactorily addressed.
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Detailed Audit Observations

The Management Board of Cabinet Directive on
Real Property and Accommodations (Directive)
provides a framework to support the government’s
efforts to acquire, manage, and dispose of real
property and accommodations effectively and effi-
ciently. The Directive designates the Ontario Realty
Corporation (Corporation) as the mandatory fee-
for-service real-estate organization for most minis-
tries and certain agencies, and it requires that value
for money be achieved by:

e using a competitive process to acquire real

property and accommodations;

e optimizing use of the government’s real

property and accommodation assets; and

e maximizing the return to the Crown when dis-

posing of surplus assets.

Clients must submit annual accommodation
plans to the Corporation as part of their yearly plan-
ning process, and the Corporation assists clients in
identifying potentially surplus properties through its
annual portfolio-planning and asset-review process.

Real estate or accommodations deemed surplus
to ministry or agency needs can be:

o transferred to the Corporation for reassign-

ment to another ministry or agency;

e terminated, in the case of a lease; or

e managed by the Corporation as part of its

surplus property holdings, which include
consideration for sale to other government
organizations in the broader public sector, or
to the public.

The Corporation prepares annual sales plans for
surplus or underutilized properties. These plans
must be approved by its Board of Directors and the
Ministry of Public Infrastructure Renewal (Min-
istry), and each proposed property sale must be for-
mally authorized by an Order-in-Council.

Over the last 10 years, the Corporation has been
selling surplus properties, as illustrated in Figure 4.

Figure 4: Ten-year Trend of Sales of Properties
Source of data: Ontario Realty Corporation

Gross Value of # of
Fiscal Year Sales ($ million) Properties Sold
1996/97 59.3 193
1997/98 79.5 175
1998/99 109.5 146
1999/2000 111.3 153
2000/01 103.6 80
2001/02 46.8 78
2002/03 112.0 84
2003/04 29.5 44
2004/05 17.6 40
2005/06 417 20

The few properties acquired over the same period
were primarily land purchases for expected high-
way expansions.

REVIEW BY THE MINISTRY OF PUBLIC
INFRASTRUCTURE RENEWAL

In 2005, the Ministry examined processes relating
to the government’s real-property management sys-
tem and realized that there were a number of sig-
nificant barriers that needed to be removed. The
issues raised included the following:

e A significant proportion of the province’s
portfolio, including some properties with
high development potential, was surplus and
underutilized.

e There were no formal plans for, or assess-
ments of what should be done with, many of
the province’s surplus and underutilized prop-
erties, for which the province continued to
incur ongoing costs.

e It was unclear who was responsible for what,
particularly with respect to strategic decisions
such as keeping, selling, or redeveloping a
property.

e The province entered into complex negotiations
with municipalities and other government
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organizations in the broader public sector over
disposal or reuse of a property often without
any clear sense of its own interests.

e There was no centralized, comprehensive
understanding of the province’s overall real-
estate holdings, and no easy way to get at this
information quickly.

e There were few incentives—and too many dis-
incentives—for clients to optimize their use
of real estate. For example, clients must bear
decommissioning costs but do not share in
proceeds from sales.

e The province sold property “as is” without
examining all opportunities to make improve-
ments or seek partnerships that could add
substantial value and increase proceeds to the
government.

Our review of the Corporation’s real-estate port-
folio and property sales over the last several years
identified similar concerns.

For more than 10 years, successive governments
in search of new revenues have instructed the Cor-
poration to sell real estate. Sales during that time
included primarily those properties that were the
easiest to market. Surplus or underutilized prop-
erties remaining today may have conditions that
could make them more difficult to sell. Examples
include the need to relocate existing government
tenants, soil contamination, heritage restrictions
that limit use, aboriginal land claims, municipal
interests, and restricted access to some properties.
These conditions can all require a significant finan-
cial investment to make a property saleable, and
extensive negotiations with stakeholders prior to
any sale.

The difficulty in selling certain surplus or
underutilized properties is evident from one
past sales exercise. In 1999, the province gave its
approval for the Corporation to sell a portfolio of
330 properties. In the seven years that followed,
the Corporation was able to sell just 140 of them—
fewer than half.

We also noted that the Corporation could
improve its systems and procedures for identify-
ing properties that could be rationalized or sold
by implementing better information systems and
by establishing strategic plans on the future uses
of individual properties. The current information
systems categorize properties as active or inactive,
vacant or occupied, surplus, or sold. However, there
were no categories to identify properties as tar-
geted for sale, or as underutilized and thus eligible
for rationalization. In addition, the Corporation’s
information systems did not adequately capture
information on future plans for individual proper-
ties.

When the Corporation did prepare strategic
plans for certain properties, these were often not
acted upon. Frequently, there were no timetables
for implementation of the plans, and the current
status of properties was unclear. Our efforts to
identify properties being considered for rationaliza-
tion or sale required us to compile lists from several
sources, including the Corporation’s annual sales
and rationalization plans, and property reports
drafted by its external property managers.

For instance, we identified several residential
properties in the portfolio that have not been sched-
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uled for sale even though no plans exist for future
government use. Many other properties have been
demolished or are vacant and cannot be rented

out to generate revenues due to their poor condi-
tion. Corporation staff indicated that many of these
properties might not have been acted upon due to
their relatively low value and to limited Corpora-
tion staff resources to initiate the sale process.

The government approved five initiatives in
January 2006 that required the Ministry, the Cor-
poration, and its clients to improve the strategic
management of real estate. These were:

e development of a new framework to guide
decisions on acquiring, using, improving,
redeploying, and disposing of properties held
or controlled by the government;
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e examination of a number of complex and
more valuable government properties to deter-
mine if they can either be used to better sup-
port programs and the public interest, or be
redeveloped and sold to maximize proceeds;

e review and improvement of the business
practices of the Corporation and its clients to
ensure real-estate strategies and transactions
support government policies. This will involve
reviews of heritage-protection protocols, the
process by which property is declared sur-
plus, and the methods used to offer surplus
government property to broader public-sector
organizations;

e completion of an inventory of all government-
owned and -controlled real estate to improve
the quality of asset information and better
support decision-making by providing com-
plete, strategic, and accessible information
about the portfolio; and

e changes to the way the government reviews
and approves the Corporation’s annual ration-
alization and sales plans, improving the
analysis that supports decision-making, and
improving the Corporation’s ability to execute
transactions once approval has been granted.

As part of the Ministry’s new direction to the
Corporation, the government rescinded outstand-
ing Orders-in-Council for the remaining 190 unsold
properties in April 2006 and established a revised,
more streamlined, procedure for obtaining Order-
in-Council approvals for future property sales.

The Ministry has also assumed responsibility for
the rationalization and potential sale of 11 major
properties, many of which had previously been ear-
marked for sale through the Corporation. The Min-
istry will facilitate inter-ministry co-operation to
advance their disposition, but the Corporation will
continue to play an active role in the sale of these
properties.

RECOMMENDATION 1

The Ontario Realty Corporation should estab-
lish timetables for implementing any changes
necessary to its operations to support recent
government initiatives aimed at improving the
strategic management and rationalization of
real-estate assets, including developing plans
for the future uses and dispositions of individual
properties and implementing those plans.

CONTROLS OVER PROPERTY SALES AND
ACQUISITIONS

For the most part, we found that controls over
property sales and acquisitions were generally sat-
isfactory. Properties are first offered for sale to
government organizations in the broader public
sector at full market value and then, if there are no
takers, to the public. Key controls over the sale of
properties included requirements that:

e properties be appraised using a qualified
external valuation process before going on the
market;

e the asking and sale price properly reflect the
amounts in the appraisal report;

e sales to the public be conducted using a com-
petitive selection process to select a listing
broker, and a competitive bidding process to
openly sell the property to the highest bidder;
and

e an Order-in-Council be issued to pre-authorize
each property sale by the Corporation.

The establishment of, and adherence to, these
controls by Corporation staff follows a period of
extensive audit, investigation, and ongoing litiga-
tion relating to problems with a number of earlier
property sales by the Corporation. The litigation,
which was initiated in 2000 by the Corporation
against a number of parties and four of its own
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employees, was still ongoing at the time we com- RECOMMENDATION 2
pleted our fieldwork.

An internal audit report completed in August In order to help ensure that amounts owing
2004 identified the need for stronger controls over from property sales are properly accounted for
the use of appraisers, and over selection practices for and obtained, and to help ensure ongoing moni-
brokers and environmental consultants. While our toring for effectiveness of its sales procedures,
more recent testing and Internal Audit’s follow-up the Ontario Realty Corporation should:
in 2005 both noted improvements had been made, e establish controls to ensure that receivables
we identified two areas where controls required are recorded and tracked for any potential
strengthening: recoveries from conditions of property sales;

e In June 2000, the Corporation sold a property and

for $15 million and agreed to a condition e track and identify any resale of properties
that it pay $500,000 into an interest-bearing sold for significantly higher amounts shortly
escrow account to cover 25% of the purchas- after their sale and investigate how such sit-
er’s costs to remove asbestos from the building. uations could have occurred.

The amount was a maximum, and the work In addition, the Corporation should consider
was required to be completed by April 2004, the feasibility of requiring safeguards in its sales
after which the Corporation was entitled to agreements that would permit it to share in any
any remaining funds in the escrow account. large profits from subsequent sales of properties.

As of April 2006, we found that the Corpora-
tion was unaware of the funds remaining in

the account. As a result of our inquiries, it has ACCOMMODATION PLANNING AND

since recovered about $265,000.
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, UTILIZATION

e We tested a sample of properties sold by the
Corporation to determine if any were resold Many government initiatives over the last 10 years
soon afterwards for higher amounts. Such have resulted in changes to both the size and mix
transactions could indicate either that the of the province’s real-estate portfolio. Government
Corporation’s sales procedures failed to get decisions to transfer responsibility for some prov-
the highest price possible, or that there was incial services to local governments, and changes
something questionable about the trans- to the role of the Ontario Public Service, led to a
action. We noted one instance in which a decrease in space requirements compared to 10
property sold in March 2002 for $2.6 million years ago.
was resold by the purchaser in October 2002 Significant changes in the government’s
for $4.2 million—an increase of $1.6 million, property inventory over the past 10 years included
or more than 60%, in just seven months. At the sale and lease-back of several large office build-
our request, the Corporation’s internal audi- ings previously owned by the province, and the sale
tors reviewed this transaction and, while of institutional properties no longer required, such
they noted that the appropriate process was as health-care facilities. Several major properties—
followed for this sale, they also questioned new and bigger courthouses and jails—were added
whether a conservative appraisal of the poten-  during initiatives to rationalize and modernize the
tial land use was made. We were informed justice sector.
that Corporation internal auditors plan to An Accommodation Program Review (APR) was
conduct more such tests on property sales in undertaken during 1996,/97 and 1997/98 aimed at

future.
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Figure 5: Ten-year Trend of Government-owned and

-leased Real-Estate Portfolio
Source of data: Ontario Realty Corporation

(rentable million sq. ft.)
1996/97 43.7 10.0
1997/98 43.6 8.9
1998/99 43.0 8.3
1999/2000 42.2 7.8
2000/01 41.1 7.6
2001/02 40.4 8.1
2002/03 40.6 8.2
2003/04 41.0 8.3
2004/05 40.0 8.6
2005/06 39.4 9.1

reducing leased space and maximizing the use of
owned space. In addition, all ministries and agen-
cies were required to pay rent, called “charge for
accommodations” (CFA), for the space they occu-
pied. CFA assigned accountability for accommoda-
tion costs to the user ministry or agency. Together,
APR and CFA helped at the time to reduce accom-
modation costs by more than $100 million.

As a result, there has been a reduction in both
owned and leased space over the past 10 years, as
shown in Figure 5. However, the table also shows
that in the last five years there has been a 20%
increase in the use of leased space due to the
unavailability and reduction of owned space over
the same period.

Recently, an Accommodation Savings Review
(ASR) was initiated as a result of the May 2005
Ontario Budget. The ASR requires the Corporation
and its clients to achieve accommodation savings of
$50 million by 2007/08. Two strategies have been
identified to help achieve this goal:

e reducing the amount of space required,
including cuts to office-space standards,
reductions in underutilized space, and
increased use of shared space (such as board-
rooms and offices); and

e reducing the cost of space by relocating to
less expensive leased premises, negotiating
lower-cost leases through longer terms and
earlier renewals, and electricity conservation
projects.

The Corporation advised us that savings attrib-

utable to the ASR were almost $23 million as of
March 31, 2006.

Long-term Plans for Meeting
Accommodation Requirements

According to the Corporation, and as was evident
from our review of new accommodation requests,
there were generally two options available to satisfy
new client requests, particularly for office space:

e use existing owned space, which is in short

supply; or

e enter into new leasing arrangements.

This increased reliance on leased space over
the last five years was required because of a 7%
increase in the size of the Ontario Public Service—
from 60,300 full-time-equivalent staff in 2000,/01
to 64,500 in 2005/06—as well as a reduction in
owned space. The Corporation indicated it would
need specific direction from the Ministry to pursue
new capital investments and the use of other alter-
native financing options.

As a result of leasing being the only feasi-
ble option for satisfying client requests for more
space, the Corporation concluded that it was not
necessary to prepare formal financial assessments
of alternatives to leasing, such as construction,
lease-buy, outright purchase, or relocation, that
might provide both cost-effective accommodations
and long-term savings in each case. The focus on
cost reductions and leasing in the past has resulted
in minimal long-term planning for meeting accom-
modation requirements. For instance, our review of
new accommodation requests from clients identi-
fied only limited circumstances when the Corpora-
tion prepared financial assessments of alternatives
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to leasing (such as ownership) to satisfy clients’
requests for more space. For office space, no such
assessments were made of alternatives. We were
informed that over the last two years, the Corpor-
ation did complete approximately 22 financial
assessments for mostly smaller special-purpose
space requests, such as for Ontario Provincial Police
detachments in smaller communities.

Ministries were generally required to look ahead
only 18 to 36 months for their anticipated space
needs, and this was primarily to meet the Corpora-
tion’s requirements for lease negotiations. Invest-
ment in real estate typically requires longer time
frames and/or large sums of capital from the prov-
ince in order to develop property or enter into sig-
nificant lease or alternative financing arrangements
with the private sector. We noted that the last major
expansion of government-owned office space came
in 1995 and 1996. At that time, government direc-
tion resulted in the relocation of several office head-
quarters from the Greater Toronto Area to new,
owned office accommodations in four other cities.

Assessments of Existing Space Utilization

We observed some recent initiatives, still in the
early stages, that should help to promote strategic
longer-term accommodation planning in the future.
In the short term, these initiatives should result in a
continued focus on further maximizing the use and
efficiency of existing owned and leased space.

In September 2004, the Corporation completed
a Provincial Accommodation Plan that provides a
workplan for managing the province’s real-estate
assets more strategically and for achieving the sav-
ings in the ASR initiative. A key component of the
plan calls for reviews of existing assets at the
community and client level, and of short- and long-
term use of real-estate and accommodation needs.

The Corporation has reorganized its staff,
creating Key Account Teams to work with indi-
vidual clients towards implementing the Provin-

cial Accommodation Plan initiative. The teams
work with clients to develop annual portfolio plans
for their real-estate and accommodation needs, to
identify opportunities for cost efficiencies, and to
provide input into the development of community
accommodation plans.

Annual ministry portfolio plans were initiated

in 2004/05 and were again completed for all min-
istries in 2005/06. Our review of these plans noted
that, in their current form, the activities have been
largely focused on each ministry achieving short-
term savings to meet its targets under the ASR. In
general, we noted that the plans provide an inven-
tory of each ministry’s existing owned and leased
space, and identify opportunities to reduce space,
usually at the time of lease renewals. However, the
portfolio plans had several shortcomings, including:

e alack of longer-term analysis of ministry
requirements;

e an absence of discussions regarding co-
location and sharing opportunities with other
ministries; and

e no quantitative analysis of the ministries’ utili-
zation of existing space.

With respect to the last point above, we would

have expected ministries to assess their use of
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existing space based on the number of staff occu-
pying the premises. There are at present no man-
datory requirements for clients to report on their
space usage to the Corporation. We noted that a
space standard of 200 square feet per person is
being applied to new accommodation requests.
But we also noted that this standard is not being
applied retroactively to all existing space. Ministry
staffing requirements could change over time, so
periodic assessment of existing-space utilization
would be useful for identifying new opportunities
to make better use of existing space or for justifying
ministries’ use of the space assigned to them. Our
discussions with Corporation staff noted that such
analysis would have to be done manually because
central human-resource departments do not ade-
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quately track staffing by location. In addition, we
were informed that some clients periodically need
to accommodate large numbers of temporary staff,
such as consultants, and this limits the extent to
which space can be cut or requirements determined
with certainty.

Savings from existing-space utilization assess-
ments can be significant. The Corporation and min-
istries on occasion agree to conduct such studies.

In November 2004, for example, the Corporation
completed a leasing plan for ministry and agency
programs in six downtown Toronto buildings that
occupied about 866,000 square feet and whose
lease was up for renewal within two years. The

plan identified through assessments of existing-
space utilization that the clients could reduce their
space by more than 65,000 square feet, or 8% of the
total. Annual savings from this measure alone were
expected to be almost $2 million.

Another initiative under way at the Corporation
during our audit was a Queen’s Park Accommoda-
tion Plan for 10 owned office buildings in the vicin-
ity of the Legislature in Toronto. We were informed
that criteria have been established for the types of
programs, activities, and uses suitable for these
buildings and locations. However, the Corporation’s
efforts over the last two years to conduct a space-
utilization assessment for these buildings have been
on hold pending the provision of more complete
and reliable data from existing tenants.

RECOMMENDATION 3

To enable it to help the government achieve
additional accommodation expenditure savings
in the real-estate portfolio, the Ontario Realty
Corporation should work with the Ministry of
Public Infrastructure Renewal and client minis-
tries and agencies to establish requirements for:
e carrying out long-term accommodation
planning to allow for exploration of options
beyond leasing, such as construction, lease-

buy, outright purchasing, and relocation, to
meet space needs at lower costs;

e exploring co-location and sharing opportuni-
ties with other ministries; and

e having ministries periodically report their
present and future expected staff size, as
well as their existing space utilization, to
the Corporation to enable a more informed
assessment of the use of existing space.

LEASING

Leased space is acquired to satisfy client needs

that cannot be met through existing owned space.
The Corporation’s Key Account Team representa-
tives work with clients to identify accommodation
requirements at least 18 to 36 months in advance of
the need in order to renew leases or sign new ones.
The Corporation’s leasing department identifies
available space for lease to satisfy client needs and,
following client approval, negotiates lease rates and
conditions.

As of March 31, 2006, there were almost 700
leases in place for approximately 9.1 million square
feet of rentable space, 78% of which was for office
space and 17% for law courts. Annual net rent
expenditures were approximately $110 million.

Lease Administration for Government-
occupied and -owned Space

In February 2004, the Corporation’s internal audi-
tors identified a significant backlog of expired
government leases with private-sector landlords.
They found that 151 of 876 leases, or 17% of the
total, had expired and, therefore, were “in over-
hold” since ministries and agencies continued to
occupy the space. The risk in failing to renew leases
in a timely manner is that some programs could

be forced either to vacate space on short notice or
the Corporation would be put at a disadvantage in
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negotiations for a new lease because of time pres-
sures to vacate the space.

We noted that the Corporation made changes to
address the backlog and prevent a recurrence.
Follow-up internal audits found that the backlog
had been significantly reduced, to 38 by March 2005
and down to 10 as of December 2005. Leases still in
overhold were either in negotiations or had issues
requiring further attention by the Corporation.

For example, the lease for Toronto’s Old City
Hall, used for law courts, has been in overhold since
1999. The Corporation continues to pay the 1999
rate of $35 per rentable square foot but estimates
the current market rate for this property is substan-
tially lower, in the range of $15. However, we were
not aware of any ongoing discussions or activities to
renegotiate this lease, and we estimate the Corpor-
ation and its client are paying at least $3.3 million
in excess rent each year for this property.

In addition, the Corporation administers
approximately 250 leases, worth about $10.5 mil-
lion a year, for non-Ontario-government tenants
occupying space in government buildings. These
tenants may be from the private sector, munici-
palities, the broader public sector, or non-profit
organizations. We noted that approximately 100 of
these leases were also in overhold—many for over
10 years—including about 60 that were paying
only a nominal rent of $1 a month. About 40 oth-
ers, required to pay market rates, continued to pay
rent based on leases that expired several years ago.
In the case of the tenants paying nominal rent, the
Corporation requires direction from the Ministry
clarifying whether the policy established in 1994 to
permit such leases requires updating with respect
to the need to pursue market rates. The Corpora-
tion estimates that charging market rates for these
properties would yield an additional $2 million a

year.

RECOMMENDATION 4

To help ensure that leases negotiated by

the Ontario Realty Corporation, both

for government-occupied space and for

government-owned space leased to others,

reflects the best rates, the Corporation should:

e resolve in a timely manner all remaining
leases in overhold; and

e obtain the necessary policy direction from
the Ministry of Public Infrastructure Renewal
to allow it to negotiate appropriate rents—
at market rates where possible—for non-
Ontario-government tenants in government
buildings.

BUILDINGS AND LAND MANAGEMENT

The Corporation’s Property Management and
Client Services Division is responsible for manag-
ing operations, maintenance, and repairs for all
owned and leased space, plus the land portfolio. It
spends nearly $400 million a year to ensure, on a
daily basis, that the properties are clean and that
the lights, heating, air conditioning, elevators, and
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other services are in good working order.

The Corporation contracts with various ser-
vice providers in each of four regions in the prov-
ince to manage buildings and lands. In 1999, it
awarded two major contracts covering the two
biggest regions, the Greater Toronto Area (GTA)
and the Southwest. In the first contract, the Cor-
poration outsourced the overall management and
operations of more than 2,200 owned and leased
buildings in the GTA and Southwest regions to one
service provider for about $4 million a year. In the
second, the Corporation retained another service
provider to look after the land portfolio in the same
two regions for about $2 million a year. Each con-
tract was for five years and each had two renewal
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options, at the Corporation’s sole discretion, for the
same rates and conditions.

In the East and North regions, Corporation staff
provide overall property management services for
buildings and land, using many smaller local ser-
vice providers.

Overall we concluded that acquisition and
management of service providers was done using
proper procedures and controls, and with due
regard for economy. For instance, we were satisfied
that the Corporation had properly:

e exercised due diligence in awarding the two

large contracts;

e followed the appropriate competitive-

selection processes; and

e obtained the required approvals from

Management Board of Cabinet, then respon-
sible for the Corporation, for both the original
contracts and their renewals.

The Corporation also established a number of
controls for the ongoing management and moni-
toring of the two large contracts, including regu-
lar verification of invoices submitted by the service
providers and inspections of supporting documents
for those invoices.

A key clause in the two large contracts stipu-
lates that a portion of the remuneration is held back
and dependent on whether service providers meet
performance standards. For example, the build-
ing- maintenance contract in the GTA and South-
west regions requires the service provider to report
on 45 key performance indicators in the areas of
management, financial performance, asset integ-
rity, and customer service. The service provider
must attain an overall rating of more than 80%
before the Corporation pays out a portion of the
holdback funds, and over 90% in order to get all of
the holdback money.

The Corporation’s internal auditors also act as a
key control over the use of service providers, con-
ducting regular audits of building-management
contracts in all regions. These audits have led to

several recommendations for improving controls
over service providers.

However, there was a need for improvement
to ensure that best practices and high standards
were applied consistently throughout the prov-
ince. We noted that the reporting and performance
requirements imposed on the two major service
providers in the GTA and the Southwest were more
stringent than those imposed in the North and East,
for properties managed by Corporation staff.

For example, building-service providers are
used in the North and East on a smaller contrac-
tual basis, managing anywhere from one to several
buildings. These contractors are paid fixed amounts
with no holdbacks dependent on their meeting key
performance indicators. Nor were Corporation staff
under any formal requirement to schedule reports
and inspections for unused buildings and surplus
properties, as is the case for the Corporation’s
major land-management service provider. We noted
instances where annual inspections were not car-
ried out, and where there were no requirements to
prepare annual asset-management plans for each
property detailing its condition, maintenance plan,
potential for rental revenues, and recommended
course of action for the short and long term.

RECOMMENDATION 5

In order to help ensure that all Ontario Realty
Corporation staff and service providers manag-
ing buildings perform their management and
reporting duties appropriately, consistently, and
at a high level, the Corporation should review
building-management practices in all regions
and ensure that best practices are being consist-
ently adopted.
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DEFERRED MAINTENANCE ON
GOVERNMENT-OWNED AND -OCCUPIED
BUILDINGS

The Corporation estimates that, optimally, it

needs about $160 million a year to fund its repair,
renewal, and modernization program for owned
buildings. However, the Corporation has not had
such funding, and it estimated that, as of March 31,
2006, deferred maintenance costs for its buildings
totalled approximately $382 million.

The need for major repairs is usually identified
through the Corporation’s annual building inspec-
tions, and these capital repairs are deferred to
future years if funding is not immediately available.
The Corporation classifies repairs under several cat-
egories, such as those needed for compliance with
health and safety requirements, to achieve build-
ing code compliance, for energy management, and
to replace aging building systems that are at risk
of imminent breakdown. While deferring capital
repairs can help solve short-term funding shortfalls,
it can lead to costlier problems over the long run
if the necessary work is not done in a timely way.
Repairs deferred to future years will also decrease
the funding available for repairs already scheduled
for those years.

In addition, most of the Corporation’s owned
buildings are relatively old, putting further pressure
on funding requirements for keeping the properties
in a good state of repair. As shown in Figure 6, more
than 80% of its key buildings are over 20 years old,
and almost one-half are more than 40 years old.

The Corporation’s Strategic Capital
Management Unit (Unit) manages the development
of implementation plans for capital repairs based
on available funding. Prior to the 2004/05 fiscal
year, capital repairs were prioritized on an annual
basis, depending on the urgency of the require-
ment. In 2004/05, the Unit introduced an annual
life-cycle-costing process that includes a 10-year
rolling capital repair program and a comprehensive
repair planning and capital investment evaluation

Figure 6: Average Age of Government-owned Buildings
as of March 31, 2006

Source of data: Ontario Realty Corporation

Area
#as (rentable Area
# of % of million  as % of
Buildings Portfolio sq. ft.) Portfolio
< 11 years 39 2 2.5 8
11-20 years 205 12 3.7 13
21-30 years 171 10 3.1 11
31-40 years 295 18 6.8 23
> 40 years 825 49 11.9 40
age unknown 148 9 1.4 5
Total 1,683 100 29.4 100

process. In some cases, program use permitting, the
Corporation can consider disposing of a building
rather than repairing it. Repairs are then prioritized
based on a business case prepared for each project
that examines the options for performing the work,
the scope of the work, and the levels of review per-
formed to date in support of the recommended
repairs. Projects planned for major repairs within
two to 10 years are re-evaluated annually against
new project initiatives, updated assessments of the
planned repair, and ongoing program needs of the
building occupants.

The Corporation also determines the condition
of its buildings by assigning a Facility Condition
Index (FCI) for each building, which compares the
property’s total deferred maintenance cost to its
replacement cost. The Corporation conducted its
assessment for 2005/06 using the FCI for the 582
in-use buildings that required repairs, as shown in
Figure 7. The figure indicates that, while the major-
ity of buildings were in good to fair condition,
about 148 of them, or 26%, were classified as poor
to defective.

Senior corporation management noted that its
total life-cycle funding requirements were not being
met by current revenues from the real-estate portfo-
lio, most notably because of outdated rent rates paid
by ministries and agencies occupying government-

227
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Figure 7: Facility Condition Index (FCI) for Selected Government-owned Buildings Managed by the Ontario Realty

Corporation, 2006

Source of data: Ontario Realty Corporation

# of Buildings Assessed

GTA  East Southwest  North
good condition 29 83 121 104 337 58
fair condition 10 25 24 38 97 16
poor condition 23 14 18 25 80 14
critical condition 7 3 12 6 28 5
defective condition 13 12 7 8 40 7
Total 82 137 182 181 100

owned space. Commencing in 1998,/99, all minis-
tries and agencies were required to pay the charge
for accommodations (CFA) for the space they
occupy in government-owned buildings. The rates
were originally based on market-rent information
collected in 1996/97—and they have not changed
in the past nine years. However, ministries or agen-
cies that occupy space leased from the private sector
have always paid the actual rents. The Corpora-
tion estimates that CFA for government-owned
buildings would increase by $89 million a year if
current market rates were imposed on tenants of
government-owned space.

We asked the Chief Administrative Officers
(CAOs) of several ministries if they believed that
increasing CFA to current market rates would
encourage further efficiencies in the use of
government-owned space. In general, the CAOs
said that after several years of funding constraints,
they believed existing cost-saving measures on min-
istries were sufficient to motivate them to maximize
the use of existing space. Concerns were raised that
if CFA were raised to current market rates, addi-
tional funding would also have to be provided from
the province to compensate ministries and agen-
cies. However, many recalled that when CFA was
introduced in 1997/98, ministries and agencies
were only given 85% of the funding required to pay
for CFA, with the balance coming out of existing
program expenditures. CAOs were thus concerned

that any increase in CFA at this time, after several
years of constraints, could again require offsetting
program expenditure cuts.

The Corporation was also concerned that its
total funding is subject to fiscal pressures and com-
peting priorities from other government programs,
and not based on the operating and capital needs
of the portfolio. As a result, when capital repairs
are not sufficiently funded in one year, the backlog
of deferred maintenance impacts the capital repair
budgets of future years until funding levels can no
longer cover both in-year capital requirements and
the backlog of deferred maintenance.

RECOMMENDATION 6

To enable the Ontario Realty Corporation to
properly maintain government-owned buildings
in accordance with life-cycle costing for capital
repair requirements and to avoid any longer-term
impact resulting from deferring needed prevent-
ative or preservation repairs, the Corporation
should work with its clients and the Ministry of
Public Infrastructure Renewal to establish stable
and appropriate levels of funding for maintaining
government-owned buildings.
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REAL-ESTATE INFORMATION SYSTEMS

The Corporation uses a variety of computerized
information systems to manage its real-estate port-
folio and financial transactions. Two of its major
systems are:

e RealSuite, an integrated real-estate
management system that tracks leases, space,
and facilities management. RealSuite was
implemented in October 2003 and tracks all
property for which the Corporation is respon-
sible; and

e Geographical Information System (GIS), a
computerized system recently developed
by the Corporation in conjunction with a
software development company, provides
geographic views of the Corporation’s prop-
erties and portfolio. It can display legal and
mapping information about properties, along
with government uses of real estate, for speci-
fied areas. A key feature is its ability to inte-
grate information from a variety of sources,
including RealSuite, the provincial land reg-
istry system, and databases maintained by
other ministries.

RealSuite is used extensively by Corporation
staff for making decisions on meeting accommoda-
tion needs and for tracking the use of properties.
Despite the Corporation’s recent efforts to improve
data quality, there were extensive errors with
respect to the current status of properties in the
database, such as the following:

e Approximately 1,200 buildings were listed in
the system as being both occupied and inac-
tive. For example, a large office building in
downtown Toronto, vacated and declared sur-
plus in 1995, was listed as occupied.

e Alarge property valued at over $10 million
that was listed as active had in fact been sold
almost two years earlier.

e More than 300 acres of Hydro One corridor
lands managed by the Corporation were

declared surplus according to RealSuite,
although they were active and in use.

e RealSuite lists the land portfolio in the
Greater Toronto Area and Southwest regions
managed by the Corporation’s major service
provider as including about 57,000 acres,
whereas the service provider’s records indi-
cated that it managed only about 48,000
acres. Our inquiries with the service provider
determined that approximately 7,500 acres
had never been included in the contract, and
approximately 500 acres originally man-
aged by the service provider had been either
transferred or sold and were no longer part
of the contract. In addition, the service pro-
vider’s records listed 40 fewer buildings than
the 1,087 contained in RealSuite. RealSuite
also listed more than 110 of these buildings
as occupied when they were in fact vacant, or
listed as vacant when they were occupied.

The Corporation’s internal auditors noted

similar concerns with RealSuite data integrity in a
report issued in September 2005, based on testing
of the accuracy of information on 45 high-priority
buildings.

Data integrity errors also produce unreliable
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results for searches of vacant space in owned build-
ings. We noted a number of instances where premises
listed as vacant in RealSuite were actually in use,
usually for the temporary accommodation of clients
during renovations to their permanent quarters.

As the Ministry identified in its recent review
of real-estate management, there exists no com-
plete inventory of all government-owned and
-controlled real estate. Such an inventory could be
used to improve the quality of asset information
and support decisions by offering complete, stra-
tegic, and accessible information about the port-
folio. The situation arises because some ministries
and government agencies, such as the ministries
of Transportation and Natural Resources, and GO
Transit, are not required to use the Corporation’s



m 2006 Annual Report of the Office of the Auditor General of Ontario

(=]
H
)
=
S
2
o
@
(7]
=
)
=
L]
(3]
£
@
et
=%
]
=
o

services, and they own and manage real property
across the province. Information about those assets,
including location, size, value, and use, is known
only to the ministry or agency. This makes it dif-
ficult for government to get the overall picture
needed to make strategic decisions about its very
large and valuable portfolio.

The Corporation has made efforts over the last
two years to obtain a more complete listing of real-
estate assets using several sources, most notably by
linking GIS to RealSuite and Ontario’s land registry
system. However, RealSuite only includes records
on properties managed by the Corporation, while
electronic land registry information is not complete
as it is available only from 39 of the province’s 54
land registry offices. A more complete inventory
will require the co-operation of all ministries and
agencies with the Corporation to share information.
At the time of our audit, these partnerships had
not been established, although we understand that
the Corporation had been working with the Min-
istry in its efforts to establish better linkages with
other ministries and agencies. The Corporation also
informed us that it has offered GIS to other minis-
tries, including some that have already invested in
their own systems, in order to avoid duplication of
effort and costs, and to have only one comprehen-
sive system on which the government could base
decisions.

RECOMMENDATION 7

In order to help ensure that the Ontario Realty
Corporation is capable of providing reliable
and complete information on the province’s
real-estate holdings and activities, and to sup-
port strategic decision-making on real-estate
and accommodation decisions, the Corporation
should:
e investigate the causes of data integrity
errors on its RealSuite information system
and implement quality control procedures

to correct existing errors, and prevent and
detect any recurrence in future; and

e continue its efforts to secure the co-operation
of other ministries and agencies with real-
estate holdings to permit the development
and sharing of a complete inventory of all
government-owned and -controlled real
estate.

PERFORMANCE MEASURES

The Corporation is required to provide a results-
based plan and annual report that sets out the per-
formance targets it has achieved and the actions it
plans to take, along with an analysis of its opera-
tional and financial performance. In addition, the
Memorandum of Understanding between the Cor-
poration’s Board of Directors and the Minister of
Public Infrastructure Renewal makes the Board
responsible to ensure the development of an effec-
tive performance measurement and management
system for assessing the Corporation’s perform-
ance. It also requires the Corporation to provide the
Ministry with mid-year and year-end performance
reports. Such reports are also intended to inform
legislators and the public about the extent to which
programs and services meet program objectives
and provide value to the public.

In our discussion with senior Corporation
management, there was general acknowledgement
of the need to establish more appropriate meas-
ures to report on the Corporation’s performance,
including:

e customer satisfaction;

e its management of the real-estate portfolio;

e its efforts to satisfy accommodation

requirements economically and efficiently;
and

e abenchmark comparison of its costs with

industry and with other jurisdictions.
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Performance measures for these areas have not
been established or publicly reported in its annual
report. We noted that the only key performance
measurement reported in the Corporation’s most
recent annual report, for 2003/04, (no report was
issued for either the 2004,/05 or the 2005/06 fiscal
year) was the overall vacancy rate, which we have
already found to be unreliable.

We did note, however, that there was significant
information produced by the Corporation for inter-
nal management purposes that may have the poten-
tial to be used to improve external reporting. For
instance, it conducts periodic surveys of ministry
staff and Chief Administrative Officers to assess
their satisfaction with its services. The Corpora-
tion’s annual approved corporate objectives also
detail a number of key strategic goals for the year,
including tracking the achievement of government-
mandated initiatives such as accommodation sav-
ings and energy efficiencies.

The Corporation’s recent efforts to track the
Facility Condition Index (FCI) of buildings, along
with deferred maintenance liabilities, could also
be used to report on the condition of buildings in
the portfolio. There were many jurisdictions in the
United States and Canada that reported an FCI as
a measure of their performance and status of their
buildings’ state of repair. However, senior Corpora-
tion management noted that there was no univer-
sally accepted method of calculating and reporting
on FCI that would allow for benchmark compari-
sons between the Corporation’s portfolio and those
of other jurisdictions.

The Corporation had established an initiative to
develop improved performance measures and tar-
gets during the current fiscal year. In this regard, a
consultant engaged by the Corporation to complete
a workplan to implement corporate real-estate per-
formance indicators and benchmarking reported in
April 2006 on issues relating to human resources,
data, information technology, and the selection of
key performance indicators. The consultant also
included a survey of, and research into, public- and

private-sector organizations. The report identi-
fied more than 225 potential key performance indi-
cators in such areas as leases, facilities and project
management, and occupancy costs. While exter-
nal reporting should focus on a few key indicators,
this does give a good overview of the potential for
enhanced performance reporting.

In addition, our discussions with senior repre-
sentatives of clients revealed that the Corporation
provided them only with information on budgetary
and actual expenditures charged to the ministry,
primarily relating to rent and project costs. Clients
said they would have liked to receive information
about a building’s state of repair, and about the
energy efficiency of their building relative to
industry standards.

RECOMMENDATION 8

The Ontario Realty Corporation should develop
and report comprehensive and reliable per-
formance indicators that would enable legisla-
tors, clients, and the public to properly assess its
effectiveness in managing the province’s real-
estate portfolio and meeting accommodation
requirements and objectives in an economical
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and efficient manner. Where possible, the Cor-

poration’s performance should be benchmarked
to comparable private-sector and government
property-management organizations in other
jurisdictions.

OTHER MATTER
Procurement Practices for Capital Projects

The scope of our audit did not include an exam-
ination of the Corporation’s project-management
activities for large capital projects—those where,
for example, a ministry pays for renovations to its
accommodations. However, we were concerned
about the December 2005 observations by the Cor-
poration’s internal auditors that were critical of
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procurement practices for large capital projects,
because they reflected similar concerns raised by us
in 2003 about project-management and procure-
ment practices.

In our 2003 value-for-money audit of Court

Services at the Ministry of the Attorney Gen-

eral, we observed that capital projects managed

by the Corporation used unit-price contracts
(UPCs) for construction work without proper com-
petitive acquisition processes and approvals for
projects of this size. We noted that a project costing
approximately $8 million was awarded to unit-price
contractors who provided their services at rates
that were agreed to beforehand but intended for
assignments costing less than $100,000.

The Corporation’s internal auditors noted in

their 2005 review of UPCs that:

e the Corporation’s rotational process for
awarding UPC work to a roster of pre-qualified
contractors did not follow established pro-
curement policies and procedures for projects
of this size;

e there was a bypassing of controls intended to
ensure that established project costs, proper
Corporation approvals, and performance
bonds were in place before work began; and

e asignificant percentage of the total cost of
projects assigned under a UPC were not in fact
unit-price work, and as such were not compet-
itively procured.

These concerns were identified for work per-
formed from January 2004 to May 2005, when
eight contracts ranging in size from $1.1 million to
$3.6 million were inappropriately handled as UPC
work. We were informed by the Corporation’s inter-
nal auditors that they were to follow up on procure-
ment practices for large projects by June 30, 2006.

RECOMMENDATION 9

In view of the concerns we raised in 2003, and
of those raised by the Ontario Realty Corpora-
tion’s internal auditors in 2005, regarding the
use of unit-price contractors in place of estab-
lished procurement procedures and competi-
tive selection processes in hiring contractors
for large construction projects, the Corpora-
tion should conduct a comprehensive review
of its use of unit-price contractors, as well as of
the policy framework that permits their use, to
ensure the required open competitive procure-
ment practices are not being circumvented.

. ONTARIO REALTY CORPORATION RESPONSE

The Auditor General has made useful recom-
mendations, and those that are operational in
nature will be acted upon by the Ontario Realty
Corporation as indicated below. For those rec-
ommendations that require policy approval
from the government, the Corporation will con-
tinue to advise the Ministry of Public Infrastruc-
ture Renewal (Ministry) on all aspects of policy
options and implementation.

Recommendation 1

The Corporation is pleased that the Ministry’s
examination of processes acknowledged many
of the issues the Corporation has raised and sug-

gestions it has made over the years for improve-
ments to the real property management system.
The Corporation will work with the Ministry to
support policy changes and make improvements.

Consistent with the Auditor’s recommenda-
tion, business plans and workplans now include
timetables for those changes that are the
responsibility of the Corporation.

A further comment on the difficulty in sell-
ing surplus and underutilized properties: The
former government gave the Corporation
approval to sell a variety of properties to meet
established sales targets if the business cases for
sales made economic sense. Many of the 330
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properties noted in the audit are “in use” for
delivery of government programs, and the busi-
ness cases for many of these potential sales were
subsequently determined not to be sound.

Recommendation 2

We are pleased that the Auditor General found
the controls over property sales and acquisitions
to be satisfactory. This recommendation should
help to further strengthen controls.

Safeguards in sale agreements, which the
Auditor recommended be considered to prevent
higher resales, are currently applied to proper-
ties sold to municipalities. These safeguards,
however, would significantly limit prices for
sales to the public. Where significant potential
for future value enhancement may exist, other
means to ensure full value to the government,
such as participating with the private sector in
joint ventures, will be pursued.

Recommendation 3
The Corporation agrees with the recommenda-
tion. As observed in the audit, more long-term
planning has been occurring, and the Corpora-
tion will continue to work towards improved
long-term planning with the Ministry and ten-
ant ministries. The government has entered into
different arrangements for some accommoda-
tion requirements (for example, Durham Con-
solidated Courthouse, which will consolidate
seven existing leases for courts into one new
location). Also, the Corporation is in the process
of relocating 11 ministries in Ottawa into one
location to share space and services—reducing
the space requirements by 22,000 square feet
and saving operating costs.

The Corporation has been working and
will continue to work with the Ministry of
Government Services to obtain reports on the
staff size of ministries by location to assist in the
proper assessment of space use.

Recommendation 4

The Corporation agrees with the recommen-
dation. As noted in the audit, the Corporation
implemented a successful strategy to reduce the
number of outstanding leases for space leased
from third parties from 151 to 10 by Decem-
ber 2005. Success in this area has resulted in a
high satisfaction rating by ministries for leasing
services at the Corporation. The Corporation’s
2006/07 business plan includes an initiative to
apply a similar strategy to reduce the number of
outstanding leases for space rented to third
parties.

The Corporation plans to provide the Min-
istry with an overview, an analysis, and recom-
mendations to help develop policy for leasing to
not-for-profit community groups that are paying
nominal rents.

Recommendation 5

We are pleased that the Auditor found that

the acquisition process and management pro-
cedures in place for securing building- and
land-management services used the proper pro-
cedures and controls while having due regard
for economy.
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As the Auditor noted, the Corporation moni-
tors the performance of the large service pro-
viders in detail. We will examine how these
enhanced monitoring practices can be eco-
nomically applied to smaller service-provider
contracts. In addition, commencing April 1,
2006, these smaller contracts are subject to
the Corporation’s formal contractor-evaluation
process. This new process should help ensure
appropriate service-provider performance
through ongoing monitoring of contractor per-
formance that can lead to termination of the

contract for poor performance.

Recommendation 6
The Corporation concurs that there should be
a stable and appropriate level of funding for
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maintaining government-owned buildings and
will continue to work with the Ministry and ten-
ant ministries to establish that level of funding.

In recognition of the deferred maintenance
situation identified by the Corporation, the Min-
istry has provided additional capital funding for
repairs over the past three years and is continu-
ing to provide that financial support, and the
Corporation has applied funding to the most
appropriate building repairs.

The current deferred maintenance assess-
ment is based on the Corporation’s strategic
review of key government assets using the
Facilities Condition Index. As the Corpora-
tion’s review of all other assets in the portfolio
is completed, it is contemplated that a continu-
ing emphasis on deferred maintenance will be
required.

Recommendation 7

The Corporation concurs with the recommenda-
tion. The Corporation is re-establishing its data-
quality initiative to improve information on the
assets of the portfolio. This effort has been initi-
ated, and a strategy is in place to deal with the
data issues, starting with the most significant
buildings in the portfolio.

A project to develop a complete inventory of
government-owned and -controlled assets has
commenced. Also, the Corporation is continuing
its efforts to secure co-operation from ministries
and agencies, in general and for this project,

through its newly established Account Teams
that have significantly improved communica-
tions with ministries.

Recommendation 8

The Corporation concurs with the recommenda-
tion. Our now completed 2004,/05 and 2005/06
annual reports contain more specific perform-
ance information than did previous annual
reports. Included in these reports are perform-
ance measures based on pre-established cor-
porate objectives, presented in a “report-card”
fashion. Starting in 2006, additional perform-
ance information, particularly customer satisfac-
tion levels, is being provided in quarterly reports
to stakeholders. The Corporation’s objec-

tives for 2006/07 include the development of
improved performance indicators benchmarked
against private-sector and government
property-management organizations in other
jurisdictions.

Recommendation 9

The Corporation is currently implementing an
alternative procurement option to address the
concern regarding the use of unit-price contrac-
tors. From now on, repair and alteration projects
will be awarded using established procurement
procedures and a competitive selection process
based on securing bids from contractors on pre-
established source lists utilizing stipulated sum
contracts.



Services

Background

Ontario’s publicly funded elementary and second-
ary schools are administered by 72 district school
boards and 33 school authorities. According to the
Ministry of Education, total funding for public edu-
cation in Ontario for the 2005/06 fiscal year was
about $17.2 billion. While school boards spend

the majority of their funding on salaries and bene-
fits for staff, they also spend several hundred mil-
lion dollars on purchases of services, supplies, and
equipment.

Audit Objective and Scope

This was the first value-for-money (VFM) audit
conducted of the school board sector under the
expanded mandate, effective April 1, 2005, of

the Office of the Auditor General of Ontario. The
expansion allows us to conduct VFM audits of insti-
tutions in the broader public sector, such as school
boards (this audit), children’s aid societies (see Sec-
tion 3.02), community colleges (see Section 3.03),
and hospitals (see sections 3.05 and 3.06). We
chose to examine purchasing practices as a means

School Boards—
Acquisition of Goods and

to gain a broad exposure to, and understanding of,
overall school board non-salary expenditures and
operations.

The objective of our audit was to assess whether
the purchasing policies and procedures in place
at selected school boards were adequate to ensure
that goods and services were acquired economically
and in accordance with sound business practices.

Our audit was conducted at four school boards:
Durham District School Board, Rainbow District
School Board (Sudbury Region), Thames Val-
ley District School Board, and York Catholic Dis-
trict School Board. Total expenditures at the four
boards in the 2004/05 fiscal year are broken down
in Figure 1.

Our audit focused primarily on the acquisition of
supplies and services. We also examined expendi-
tures for equipment, contracted services, and minor
capital projects. In the 2004/05 fiscal year, the
amounts spent by the school boards that we audited
in these areas totalled approximately $147 million,
as shown in Figure 2. We excluded pupil transporta-
tion and capital expenditures for the construction
of new schools.

We also reviewed the purchasing policies of six
other school boards to determine whether their
policies were similar to those of the four boards that
we audited.
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Figure 1: Total Expenditures at Four Boards Audited,
2004/05 ($ million)

Source of data: Individual School Boards

capital expenditures
($166.9)

other ($9.1)

fees and contract
senvices ($91.2)

interest expense
($42.6)

supplies and
services ($126.5)

staff —

development
($8.4)

employee benefits
($162.7)

salaries and wages
($1,162.5)

Our audit was substantially completed in May
2006 and was conducted in accordance with the
professional standards for assurance engagements,
encompassing value for money and compliance,
established by the Canadian Institute of Chartered
Accountants. Accordingly, we performed tests and
other procedures that we considered necessary in
the circumstances. The criteria used to conclude
on our audit objective were based on the prudent
systems, policies, and procedures that should be in
place and operating effectively.

The purchasing policies at the four school boards
audited, and at the six boards where we reviewed
the policies, were adequate for promoting due
regard for economy, and the audited boards were
generally complying with their policies and pro-
cedures. As well, all four school boards were par-
ticipating in purchasing consortia in an attempt to

reduce the cost of goods and services, such as paper
and cleaning supplies, Internet services, and elec-

Figure 2: School Board Expenditures on Supplies and
Services, Fees, and Contract Services (Excluding Pupil
Transportation), 2004/05

Source of data: Individual School Boards

Amount
Board ($ million)
Thames Valley District School Board 56
Durham District School Board 45
York Catholic District School Board 32
Rainbow District School Board 14
Total 147

tricity. However, we noted areas where compliance
could be improved. In addition, while corporate
charge cards (purchasing cards) were generally
being used appropriately, we noted areas where
policies relating to travel expenses were not suffi-
ciently clear. We were particularly concerned about
purchasing-card use for meal and travel-related
expenses at one of the boards.

At the four boards audited, areas where pro-

cedures could be improved included the following:

e School boards were using some suppliers for
significant purchases for a number of years
without periodically obtaining competitive
bids. As a result, other potential suppliers did
not have an opportunity to bid on the work,
and school boards did not know whether the
goods or services could have been obtained at
a lower price.

e Rather than publicly advertising their needs,
school boards often invited a selected group
of suppliers to bid. As a result, only one or two
bids were received for some significant con-
tracts, unnecessarily limiting the options of
the board involved.

e Payments continued to be made to suppliers
in situations where the purchase order had
expired and/or the amount on the purchase
order had been exceeded.

e For ongoing minor capital projects, such as
the replacement of broken windows, school



boards continually relied on certain contrac-
tors without periodically obtaining com-
petitive bids. One school board addressed

this recently by issuing a publicly advertised
request for proposals to pre-qualified contrac-
tors for certain common services, such as glass
repair and replacement, heating and ventila-
tion repairs, and electrical, mechanical, and
general contracting. Another board advised us
that it would be soliciting competitive bids in
2007.

While policies governing purchasing-card use
were generally adequate, we did have a concern
about the lack of clear policies over the use of board
funds for employee recognition and gift purchases.
While the individual amounts were not significant,
the overall totals at the four boards for such items
amounted to thousands of dollars. We were also
concerned about the use of purchasing cards, par-
ticularly at one school board, for meal- and travel-
related expenditures. At this board, we noted the
following:

e Certain senior staff, on a number of occasions,
charged expensive meals without providing
detailed receipts. For example, five staff
attending a three-day conference in Toronto
spent $114 each for dinner. A dinner on the
following night was shared by eight diners,
six of whom were school-board staff. The
bill, amounting to $1,036 (or $130 per
person), was expensed by the school-board
staff (splitting it six ways on their purchasing
cards). In comparison, staff from another
audited board only claimed a total of $125
for all of their meals over three days while
attending the same three-day conference.

e While attending conferences, usually in the
United States, some senior staff extended
their stay and incurred personal expenses on
their purchasing cards that were not reim-
bursed to the board until we brought the
expenditures to the board’s attention. These

School Boards—Acquisition of Goods and Services

costs included car rental, extra nights of
accommodation, and side trips not related to
the conference. For example, one employee
charged six nights’ accommodation for a four-
day conference. Subsequent to our audit, the
employee reimbursed the board for the addi-
tional two nights of accommodation.

COMPETITIVE ACQUISITION

The purchasing policies of the four school boards
that we audited and the six boards whose policies
we reviewed all required purchases to be made
competitively. At all boards, the competitive pro-
cesses to be followed, either verbal or written quo-
tations, public tenders, or requests for proposals,
depended on the value of the purchase. While the
thresholds for each type of competitive process var-
ied among school boards, we found that they were
reasonable when compared to the thresholds used
by the provincial government for its purchases.

At the four boards we audited, we selected a
sample of purchases made in the 2003/04 and
2004/05 fiscal years to assess whether the boards
were complying with their policies. We found that
most of the purchases we reviewed were made on
a competitive basis in accordance with the boards’
policies. However, there were some instances where
the policies were not followed:

e Since 1999, one board has used the same con-
tractor to perform electrical connections and
disconnections of portables, without following
a competitive acquisition process. Over the
past three years, payments to this contractor
totalled $605,000, of which approximately
$300,000 was for other related services. Since
2003, the board has paid the contractor a flat
rate of $2,500 per portable for connections
and $300 for disconnections. Prior to 2003,
payments were based on time and materi-
als. Another school board that we audited
had hired a contractor through a competitive

Chapter 3 « VFM Section 3.11
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process and had been paying significantly less
for similar work. To disconnect a portable,

the first contractor charged $300 while the
competitively selected contractor charged an
average of $160; to connect a portable, the
competitively selected contractor charged an
average rate of approximately $1,200 while
the other contractor charged $2,500. We rec-
ognize that there may be some local differ-
ences in the services provided. Nevertheless,
the variance in cost demonstrates the need for
a periodic competitive acquisition process. We
understand that, subsequent to our audit, the
first board commenced such a process.

e For a number of years, one board has been
using the same company to catalogue new
library books and materials. The most recent
purchase order for this service was issued in
June 2003 for $80,000 (without a competitive
process). However, the board paid $310,000
for this service from September 2003 to Janu-
ary 2006. The board indicated that this was
a proprietary system. The board also advised
us that it would review annually the availabil-
ity of alternative suppliers, and that a current
purchase order would be issued each year.

FAIR AND OPEN ACCESS

The boards’ purchasing policies state that potential
suppliers should have fair and open access to board
business, and tenders or requests for proposals
(RFPs) should be open for a minimum of 14 days.
In most cases, the boards met the intent of an open,
fair, and transparent competitive process. How-
ever, we noted instances, for significant purchases
exceeding $100,000, where boards invited a small
number of suppliers to bid instead of using a pub-
licly advertised process. This unnecessarily limited
their options. For example:

e At one board, we noted several examples

where only one or two bids were received

for tenders and requests for proposals. In
certain cases, potential suppliers were only
given five to seven days to prepare a bid. For
example, for a $450,000 paving contract, the
board invited only three potential suppliers,
gave them only five days to respond, and only
received two bids. In another case, the board
issued an invitational RFP to four suppliers
but only received one bid of $312,000 for a
closed-circuit surveillance system.

e Another board received fewer than three bids
for several tenders or RFPs that we reviewed.
For example, while the board issued a tender
inviting five pre-qualified contractors to bid
on a masonry restoration project, it received
only one bid for approximately $200,000.

In another instance, only two of five pre-
qualified contractors submitted bids for
parking lot improvements worth $212,000 at
two schools.

PURCHASING DEPARTMENT
INVOLVEMENT

All boards require that goods and services exceed-
ing a specific threshold be acquired centrally
through the board’s purchasing department. Board
staff are required to submit an approved requisition
to the purchasing department, which would process
the requisition, ensuring compliance with the
board’s purchasing policy. An approved purchase
order would then be issued. The involvement of
purchasing staff helps to ensure that a board takes
advantage of any potential savings from a com-
petitive process, promotes fairness in the selection
process, and helps safeguard the board’s interests.

We noted several examples at all four boards
where departments or staff made relatively large
purchases without involving the purchasing
department:

e Atone board, the paving of a play area at a

school was initiated by the plant department



using a work order. The project was to be
completed over the 2003 Christmas vacation
period. Board staff did not obtain any bids

or quotes from the supplier selected before
the project started. We were advised that this
was due to the perceived urgent nature of the
project. Therefore, the board did not know
the expected cost. The final cost was $66,000.
While the project was completed and invoiced
in January 2004, a purchase order was only
issued in March 2004, two months later.

e At one board, teaching staff ordered books
worth $157,000 based on a verbal quote. The
staff did not have any documentation of the
prices quoted by the supplier. No purchase
order was issued for this acquisition. We were
advised that this happened because the staff
involved in the purchase did not understand
the process to be followed.

PURCHASE ORDERS

Once the selection process is finalized, the pur-
chasing department usually issues a purchase
order to the supplier specifying the quantity, price,
description of goods or services, and the length of
the agreement. We noted instances where boards
were making purchases after the purchase order
had long expired and where purchase orders were
issued to extend agreements without obtaining
competitive bids. For example:

e In 1999, one board issued a $20,000 purchase
order, expiring in August 2000, for computer
maintenance services. The supplier was hired
without a competitive process. At the time
of our audit in December 2005, the board
was still paying invoices against the purchase
order, even though it had expired five years
earlier. A total of $73,566 has been invoiced
since the purchase order was originally
issued.

School Boards—Acquisition of Goods and Services “

e In 2001, another board issued an RFP for cus-
todial supplies. The resulting contract was to
expire in August 2004. In 2004, purchases
under this contract exceeded $300,000.

The term of the agreement was extended

to August 31, 2006 without obtaining com-
petitive bids. However, purchases in 2006
included certain custodial supplies that were
not part of the 2001 RFP. The board was una-
ble to confirm whether it was receiving any
discounts on the items not in the original
purchase order. The board indicated that a
competitive acquisition process will be imple-
mented for the purchase of custodial supplies.

CONTINUOUS RELIANCE ON
CONTRACTORS

At the four boards that we audited, work orders or
service contracts were used for day-to-day or minor
facility-related projects. For example, a window
replacement company on contract with a board
would be called to fix broken windows at a school.
Individually, these work orders/service contracts
were usually less than $5,000, with the majority
being less than $1,000. The boards’ purchasing
policies usually do not require a competitive process
for individual work orders.

At three boards, we noted several instances
where the same contractors were used for a number
of years without competitive acquisition. For
example:

e One board employed a number of contrac-
tors under service contracts to complete work
orders. The majority of service contracts were
renewed without tendering but based on
generic requests for quotes (RFQs). This board
paid $4.1 million under all service contracts in
2005 and $4.6 million in 2004.

We reviewed the process followed for
the awarding of service contracts exceeding
$100,000 each and found the board paid
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$2.8 million in 2004 and $2.5 million in 2005
to contractors where no competitive process
was followed. For example, a contractor that
was awarded service contracts for various
electrical and other services was paid a total
of $1.1 million between March 2004 and
January 31, 2006, the length of the contracts.
These contracts were based on generic RFQs
rather than a competitive process. In one case,
a contractor was awarded a contract for the
installation and replacement of glass and was
paid a total of $748,800 between March 2004
and January 2006. Only one other contractor
was invited to bid. For the subsequent

period, February 2006 to January 2008, the
incumbent was the only contractor invited

to bid for the installation and replacement of
glass.

e At another board, a number of contractors
were frequently used for small projects and
maintenance. Staff indicated that they gen-
erally do not get competitive quotes on pur-
chases under $1,000 and on some that are
over $1,000. We identified seven such contrac-
tors who were paid more than $30,000 each
over the past two fiscal years, with individual
purchases generally less than $1,000. In total,
these contractors were paid approximately
$500,000 over the past two fiscal years. This
board has used some contractors for more
than 10 years. For example, a glass replace-
ment company, which was paid $170,000 over
the past two fiscal years, has worked at the
board for the past seven years—with no peri-
odic competitive process in place.

We were pleased to note that, to address the risk
of continuous reliance on contractors, one board
recently issued a publicly advertised request for
proposals to pre-qualified contractors for certain
common services, such as glass repair and replace-
ment, heating and ventilation repairs, and electri-
cal, mechanical, and general contracting. These

suppliers were to be selected based on labour rates
and materials markup, resources, past experience,
and references. The board’s goal was to establish a
roster of contractors by specialty and rotate work
among them.

RECOMMENDATION 1

To better ensure that goods and services are
acquired with due regard to economy and that
effective purchasing practices are followed con-
sistently throughout the board, school boards
should:

e ensure that the purchasing department is
consulted on all major purchases;

e ensure that all goods and services are
acquired competitively in accordance with
board policies;

e use a publicly advertised competitive process
for major purchases or where the possibility
of a shortage of bidders may exist;

e limit the number of years that a contract can
continue without requiring a new competi-
tive acquisition process;

e not permit purchase order expiry dates and
limits to be exceeded; and

e periodically obtain bids for ongoing routine

services.

SUPPORTING DOCUMENTATION

During our audit, we requested documentation to
verify that a competitive process was followed and
that quotations were obtained prior to placing an
order. In some cases, while the boards indicated
that a competitive selection process had been
followed, the documentation supporting such
decisions was either not kept or not adequately
documented to demonstrate that a competitive
process had been followed:

e Atone board, kindergarten educational sup-

plies costing $62,000 were purchased from



a supplier that had been identified three
years earlier when a committee of teachers
reviewed the products of numerous educa-
tional suppliers. No documentation about the
selection process was retained. Prices from
this supplier had not recently been compared
to those of other potential suppliers. The
board continued to purchase supplies from
the supplier and paid it $518,000 in 2004/05.

e Aboard acquired a high-speed printer/copier
at a cost of $435,000 without seeking compet-
itive bids. Board staff indicated the printer/
copier was a “demo” model offered to the
board at a substantial discount by a supplier.
However, there was no documentation to sub-
stantiate the discount or whether the price
paid was competitive vis-a-vis other manufac-
turers’ products.

e Aboard purchased music curriculum
resources totalling $75,000 in 2004/05.

We were advised that this was based on an
evaluation by a teacher task force of similar
products from three suppliers. However, no
documentation was