Auditing in British Columbia
By Nick Smith
    Government accountability could be described as an effort to ensure taxpayer dollars are used wisely.  In addition to serving as a political catch-phrase, it reflects the belief that elected officials and bureaucrats have the responsibility to honestly report government finances and performance. While our federal and state governments have launched many accountability initiatives, it is not exclusively an American concept. As will be discussed, Canadian governments have been quite innovative in trying to integrate finance and performance information into their decision-making processes. As Sheila Frasier, Auditor General of Canada states, “I firmly believe that the Office of the Auditor General plays an important role in the functioning of our parliamentary system and that in fulfilling its mandate, it can and must influence the attitude of the government and public servants toward effective management of and accounting for public funds.”
 Indeed, a February 2004 audit report on federal government sponsorships became a national scandal, and was a factor that led the current Liberal government to call for elections in June 2004.
 In both the United States and Canada, financial and performance auditing are mechanisms for assuring government accountability. This paper will specifically focus on governmental auditing in the Canadian province of British Columbia. 

     In British Columbia, primary government auditing responsibilities are given to the Office of Auditor General. The Office’s official role is to “assist the legislature in overseeing the management of public money, by providing independent assessments of, and advice about, government accountability and performance.”
 The Auditor General is a statutory officer of the legislature. Because elected legislators are responsible for overseeing government activities and generally holding government accountable, the “legislative auditor” assists in carrying out the legislature’s oversight responsibilities. After an individual is interviewed by a legislative committee, the candidate is approved by all Members of the Legislative Assembly (MLAs) to a maximum of two six-year terms. Conversely, the legislature can pass a resolution suspending or removing the Auditor General from office. The budget for the Auditor General is approved by the legislature, though the officeholder’s pay is automatically equal to that of the chief judge of the Provincial Court of British Columbia. The officeholder also receives a considerably higher pension, and his or her office is reimbursed by the province for any necessary traveling and out-of-pocket expenses.
 The current Auditor General of British Columbia is Wayne K. Strelioff, FCA.

    It is important to note that the Auditor General is actually appointed by the Lieutenant Governor upon the “recommendation” of the Legislative Assembly. While this is mostly a ceremonial procedure, it is intended to ensure the office’s “independence of government” that would enable it to conduct impartial assessments of government finances and performance. In passing the Auditor General Act in 1976, Minister of Finance E.M. Wolfe told the assembly that “the auditor-general’s independence is his most valued asset.”
 This independence, backed by the Audit General Act, instills public confidence in the process.  Current MLA Brian Kerr said that it is “vitally important that the Auditor General not only be independent but appear to be independent. That is why we changed the way his budget is approved.”
 Strelioff adds that the Act serves as a “mechanism to engage legislators” in utilizing performance and financial auditing.
 

    The duties of the Auditor General is outlined under the Auditor General Act. The law has been continuously refined and, in 2003, was amended to make the office accountable only to the legislature rather than the government.
 In this regard, Strelioff states that the office of Auditor General is fairly new. Since the original legislation had been passed, “time and practices had changed, and it was time to open things up” in terms of making accountability information accessible to the legislature and the public. “In 1976 it was important to establish an office, but as the years went on there was thinking that the Auditor General should have a strong link to legislators,” Strelioff said. The legislature is “who the auditor should report to, get their funding and direction from, rather than the government of the day.”  The 2003 Act was a response to controversies in both the public and private sectors. Strelioff said that many provisions of the act reflected the “nervousness” about the close relationship between private sector auditors and management. The new legislation is based on the belief that auditors needed to be more closely connected to the board of directors and the shareholders, or in the province’s case, the legislature and the taxpayers. The Act also represents a political response to past financial scandals in the provincial government. For example, the 1996 “Fudge-It Budget” scandal demonstrated the need for independent auditing and “assurances” of the government’s actual finances and performance.

    Under the terms of the act, the office is the official auditor of the “whole of government” or “government reporting entity.” This includes each of the provincial government’s ministries, agencies, commissions and boards. The office also has auditing authority over governmental “trust funds” as well as quasi-governmental organizations called Crown Corporations. Under the Auditor General Act, the office must report to the legislature at least once each fiscal year of the government. Strelioff and his staff must also “call attention to anything resulting from the work undertaken” as part of his duties. The Auditor General’s duties are also supported by a Memorandum of Understanding with the Minister of Finance, which gives the Auditor General the ability to be involved in the audits of all government organizations in either a direct or oversight capacity. As Gary Collins, Minister of Finance, said when introducing the 2003 legislation, “there is always a healthy tension between government and the auditor general, and so it should be.”
 Strelioff adds, “the tension is good, and at the end of the day management (government) has to come into a public forum and be held accountable.”

    The Auditor General is charged with signing the audit opinion for the Public Accounts, which are government financial statements. In addition, the office has the responsibility to assess the quality of government service plan reports, or public performance reporting per the province’s Budget Transparency and Accountability Act. It must also examine how the government manages risks in delivering services and programs. Interestingly, the Act also gives the Auditor General the ability to audit non-governmental organizations, and to contract some services to auditors in the private sector. When not mandated by law, the Auditor General is given discretion in choosing what to audit, or “breadth of audit” coverage. In fact, they may report on “anything they think should be brought to the legislator’s attention.” For example, the Auditor General may issue a report on the economy, or perhaps the use of information technologies within certain agencies. Under the Auditor General Act, Strelioff must propose which special organizations and trust funds his office will look at. Even with significant discretion, the Auditor General’s proposals must still be approved by the legislature. The Select Standing Committee on Public Accounts can legally direct the Auditor General to perform specific audits, but Strelioff said that the committee has yet to do so. 

    Because the Strelioff is an officer of the legislature, his office is supposed to accommodate the needs and address the concerns of individual MLAs. The Auditor General must maintain a certain amount of credibility in the legislature in order to be effective. “In serving the public interest, it is all of these abilities that distinguish the work of Legislative Auditors and enable them to take a position, provide expert advice, and sustain the continued enhancement of accountability practices over a long period.”
 Strelioff said that independent assurance under the Auditor General Act has been successful in “engaging legislators” in fulfilling their decision-making responsibilities. 

     Under the Auditor General Act, the legislative committee system serves as the Auditor General’s forum for reporting directly to the legislature. The Act gives the Auditor General the ability to appoint a deputy Auditor General and other employees necessary for operations. Each fiscal year, he must give the government a plan for the appointment for governmental organizations and trust funds for the following three fiscal years. While some auditors may divide their offices into performance and financial auditing units, Strelioff said he simply organized his office “by what government does.” The office’s Organizational Chart shows how Strelioff organized the office into five operating groups or “sectors” that include education, finance and transportation, health, natural resources, and the “protection of people.”
 There is also a Special Projects section that is used for researching issues that require prompt attention. The arrangement allows the office to concentrate their knowledge of government programs and services within these policy areas, and to stay informed of current and emerging issues and risks. Strelioff said that this structure facilitates discussion on what his office’s priorities should be. It allows him to better determine the resources needed for examining specific issues within the government, and “at the end of the day, carry out” their auditing responsibilities. The Auditor General’s office has about 80 employees, which is comparably smaller to offices in Alberta, Saskatchewan and Quebec. According to Strelioff, “we try to leverage our work and thinking through relationships with others, including committees of legislators, central agencies of government, public accounting firms, and the Canadian Auditor General Community.”

    Any document produced by the Auditor General, and subsequently “tabled” in the legislature automatically belongs to the public. British Columbia provides a variety of legal rights, responsibilities and protections to its Auditor General. For example, the Auditor General and his staff work under strict confidentiality rules. Neither Canada’s Freedom of Information nor Protection of Privacy Act apply to audit records or audit working papers. Such information can only be disseminated in the course of the administration of an enactment or in court proceedings. In their interactions with government agencies, the Auditor General and his staff must be given access to “records, information and any explanations” necessary in performing their work. Strelioff also has the legal ability to call witnesses, have them give evidence under oath or have them produce records, securities and other requested items. A witness can even be held in contempt if he or she denies a request from the Auditor General. Meanwhile, British Columbia law gives Strelioff and his staff protections from lawsuits due to “anything done or omitted” in the exercise or performance of their duties. These legal rights, responsibilities and protections reinforce the Auditor General’s independent role in provincial government.

    The Budget Transparency and Accountability Act is equal to the Auditor General Act in importance to ensuring government accountability. The Auditor General himself played an important part in passing the bill, which moved the government to implement generally accepted accounting principles (GAAP) by the 2004-05 fiscal year. Among other provisions, the Act amended legislative procedures to require debate on all non-emergency spending measures. It also required that three-year “service plans” from government agencies be included in the provincial budget. From a government standpoint, it requires ministries and other agencies to establish goals and objectives as well as performance indicators, targets and costs. It even requires cabinet ministers to sign “Accountability Statements” with their service plans. The Auditor General’s office is charged with developing the methodologies for measuring performance within the agencies, and assuring the quality of the service plans and reports. These documents are presented to the legislature, where MLAs can use the information in considering expenditures.

    It is generally agreed that the move to GAAP is the most vital component of the Budget Transparency and Accountability Act. British Columbia became the first Canadian province to adopt the accounting principles, which the Auditor General is responsible for overseeing. As MLA Reni Masi said, “GAAP binds not only ministries to its principles, but also every school board, university, Crown Corporations and more. These entities must now follow the principles of GAAP, all under the watchful eye of the AG.”

    Minister of Finance Gary Collins said that the accountability of the Auditor General is demonstrated by the mechanism, frequency and standards of reporting to the legislature.
 This accountability is embodied through the requirement of the Auditor General to annually present a three-year audit coverage plan and a service plan to a legislative committee. The audit coverage plan principally includes the government organizations and trust funds for which the Auditor General proposes to audit directly, or proposes that other auditors be appointed. The goal is for the Auditor General’s office to carry out a number of strategic audits, and have various levels of involvement in auditing other governmental entities on a rotational basis. The level of involvement depends on factors such as whether an organization delivers a core service or has a major public policy role.
 This plan is usually presented in November. For example, in the 2004-05—2006-07 audit coverage plan, the Auditor General proposed to be the auditor of 25, 25 and 24 government organizations in each of the fiscal years. On the other hand, other auditors would evaluate 130, 128 and 128 government organizations in these years. Strelioff proposed to be the auditor of organizations in all sectors of government including social services, health, education, natural resources and transportation. Also, he proposed to be the auditor of organizations that are “representative of a homogenous population” such as certain school districts. The audit coverage plan is presented to the Select Standing Committee on Public Accounts. Strelioff said that 2004-05 was the first fiscal year that he presented his plan to the legislature, and “they agreed with the proposal.”

    It should be noted that the Public Accounts Committee plays a crucial role in province’s auditing practices. It is an “all party” committee chaired by a member of the opposition, and all deliberations become public record. As MLA Kerr said, “in the past, [the Auditor General] was required to go to the Treasury Board with deliberations done privately.”
 The Public Accounts Committee reviews reports submitted by the Auditor General, and holds hearings and calls witnesses to testify. As Strelioff states, it is the primary committee for dealing for performance and financial audits, “so they bring me in, bring the representative of the government in, and decide what to do with the recommendations.” After the hearings, the committee will send the audit report to the full legislature. MLA Masi said that when the Auditor General reports to the Public Accounts Committee, he “upholds to the fullest his role as a non-partisan element of the provincial government.”
 In 2003, the Public Accounts Committee endorsed 100 percent of the Auditor General’s recommendations. Strelioff said that his office’s close relationship to the Public Accounts Committee ensures that legislators have a direct role in what gets audited. He said that legislators have utilized independent auditing in order to take “direct ownership” over the government’s financial statements. In other words, the Auditor General has helped shift some of the power from the government of the day to the legislature as a whole.

    While the service plan is being considered, the Auditor General presents his funding proposal, containing the Auditor General’s work program and related costs, to the Select Standing Committee on Finance and Government Services. Unlike the Public Accounts Committee, this committee is chaired by a member of the government. Whereas prior deliberations were done privately, the government must now consider the office’s funding during public meetings. “The magic is that it’s public,” Strelioff said. “I can come in and present my proposal for funding and they have to decide whether to agree on the record.” Under the 2003 funding plan, Strelioff asked committee members to increase his office’s appropriation, provide for a contingency fund and endorse his plan to continue to charge fees on a cost recovery basis for audits on individual organizations. However, the current Labour government actually decreased the Auditor General’s funding for the current fiscal year. Strelioff disagreed with the government’s decision because it was made after his office had been reshaped, and at the same time as there was increasing demand for performance and financial auditing throughout the provincial government. He added, “it was not the time to weaken the independent scrutiny of the government.” After this committee decides on a funding level, this information is combined with the audit coverage plan and is formally tabled as the Auditor General’s Service Plan.

    The Auditor General is not immune to political and budgetary pressures, and his relationship with the government of the day can be naturally volatile. For example, the current Labour government has been vocally supportive of the auditor, but has disagreed with Strieloff on issues such as his office’s funding and the full adoption of accounting standards. Strieloff admits that his office’s work under the Auditor General Act has been affected by the “political dynamics” of working within a government dominated by a single political party. He said that while auditing mechanisms have been put in place under a “strange” political environment, he is confident the mechanisms will survive over the long term. 

    However, it’s clear that legislators will commonly try to capitalize on the Auditor General’s work when it is favorable to them. As MLA Brian Kerr suggested, “from a pure political perspective, both political parties will try to use the Auditor General’s reports in attempts to gain public support for their position.” The opposition New Democrats (NDP) say that the Auditor General is quite successful “to the extent that the Office has the resources to do the job.”
 The NDP has repeatedly criticized the Labour government for under-funding the Auditor General’s Office. 

    As stated earlier, the Auditor General is charged with signing the audit opinion of the Public Accounts. This document provides a statement of the province’s financial position, as well as statements of operations, temporary investments, and changes in net liabilities. The Auditor General performs an audit of these financial statements to obtain reasonable assurance whether the financial statements are free of material misstatement. Strelioff and his staff will examine evidence supporting the amounts and disclosures in the statements, and the accounting principles used and significant estimates made by the government. 

    Though the Budget Transparency and Accountability Act mandated the government’s use of generally accepted accounting principles (GAAP), Strelioff does not believe the government has moved fast enough in adopting the standards. In the 2002-03 Public Accounts, Strelioff expressed concern that GAAP were not fully followed because some medical and educational organizations were not included under the government reporting entity. This resulted in minor discrepancies in assets, liabilities, and the provincial deficit. The Auditor General insists that the government reporting entity should encompass all organizations that are included in the government’s financial statements, which are also included in the budget. However, he said that only the legislature is the only authority for determining what is included in the reporting entity. The legislature will assign these responsibilities to the government of the day. If the government has control over the finances and strategic direction of an organization, Strelioff firmly believes these organizations should be held accountable for their financial statements. 

     In addition to auditing the financial statements of the government overall, the Auditor General may elect to closely examine the finances of individual organizations. Strelioff uses his discretion to specifically conduct a review of an organization’s internal controls, where he believes accounting records have not been sufficiently kept or not adequate to protect public assets. When the Auditor General’s staff review an organization’s internal control system, they do so on their perception of the “risk of errors” occurring if the control processes are ineffective. An assigned audit team will evaluate the existing controls and processes, identify the causes of problems, develop conclusions, and possibly make recommendations for corrective action. For example, Auditor General performed an audit of Vancouver’s bid to host the 2010 Olympic Winter Games. Considering the financial implications of hosting the games, the Auditor General’s staff sought to examine the financial operations of the Bid Corporation. While the Auditor General’s report found that the corporations books were in order, it suggested that cost estimates were based on optimistic revenue forecasts. In their response, the Bid Corporation agreed with all of the Auditor General’s conclusions, but added they believed the revenue estimates were achievable.
  

    Currently, Strelioff devotes more resources to risk management than to performance reporting. The Auditor General believes that risk management is an important service considering the government’s shift from “managing by process to managing for results.” Specifically, the Auditor General will assess how well the government is managing its key risks in delivering programs and services, as well as how the government is complying with legislation governing its activities and conduct of business. In assessing risk management, Strelioff and his staff examine governance issues, capacity building and program management. The Auditor General’s risk assessment portfolio is an example of the variety of policy issues that are explored by his office. The portfolio includes a review of TransLink and its complex governance structure. The Auditor General found that TransLink’s current board exclusively consisted of elected officials that represented broad and sometimes-conflicting interests. Strelioff recommended that the board be restructured to include non-elected individuals with industry experience.
 Other examples include an examination of how the government is managing contaminated sites on Crown land, and how the government does not have a full inventory of sites or risk mitigation plans. They have also looked at risks related to managing the spread of wildfires, and have recommended ways in which to strengthen public awareness and coordination among firefighters.
 As with financial and performance audits, risk assessments are made public and referred to the Public Accounts Committee. 

    As mentioned earlier, a “healthy tension” exists between the Auditor General and the ministries. During in interview, Strelioff made it clear that he serves the legislature and not the government. However, “a byproduct of our services is advice to the ministries, and that is important.” Over a two year period, 74 percent of the recommendations made by the Auditor General were implemented by governmental organizations.
 Strelioff believes that audits are most effective when governmental organizations are committed to improvement, and specifically “when management takes responsibility for the issues raised and are acting upon them.” The Auditor General’s office regularly perform follow-up reports on previous audits to determine how organizations have implemented the recommendations. Strelioff will visit the committee to report what changes have been made, and remind committee members of what they had previously agreed on. Strelioff said that his staff will “keep following up until all the significant recommendations have been done.” 

    The future of auditing in British Columbia may depend on how well the legislature utilizes the both the Auditor General Act and the Budget Transparency and Accountability Act. Strelioff said that the Act in its entirety has not “played out in a real sense, [but] we’ll see how it evolves over the next decade.” Thus far, the majority of the Auditor General’s work is devoted to examining the government’s financial statements. However, Strelioff believes that performance auditing and performance reporting will play a greater role as the government moves to outcomes-based budgeting. He said that auditors across Canada are continually developing a “robust and cohesive” set of reporting principles. His office has only begun to use these principles in its annual performance reports of selected agencies. Strelioff says that long-term financial reporting will also play an increasingly important role in identifying trends and developments in the province’s expenditures and revenues. Most of all, Strelioff believes in the importance of maintaining the office’s independence as well as its relevance to legislators. “The outcome I pursue is a healthier debate of policy alternatives in the context of a growing public confidence that no matter which policy alternative is chosen it will be well managed by the government of the day.”
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