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Overview

« Intro:
History
Reporting, Budgeting and Appropriations
Implementation plan and approach

- Bonnie Easterbrook — Canadian Centre for Occupational Health

and Safety
« Bill Cummings — Health Canada
« Next steps

« Questions
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History

- Significant changes in financial documents over the last 100+ years
— Late 1800s
« Cash basis — receipts and payments
* Revenue focussed on excise duties and taxes
* Financial assets and liabilities
- Drivers of change
— Economic times
— Technology
— Control issues — accountability
— Better reporting — transparency
- General — increase use of accrual accounting concepts in Budget and
Public Accounts and, to some degree, in Estimates
« Financial Implementation Strategy
— Implementation of accrual accounting government-wide and in departments
— Decentralized accounting to departments
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Post-FIS parliamentary financial documents

Report on Plan and Priorities
» Expenditure

Interim and Full Supply

Main Estimates - Expenditure

» Expenditure

F.e geﬂaABUdg?t Supplementary
e J Estimates
anuary
and Supply
Supplementary to . :
Estimates and Supply | e March ,_ Expenditure
« Expenditure Sept:eomber
Decemb
Performance Reports “lel
» Expenditure and

Full Accrual

Public Accounts
* Full Accrual and Expenditure

Supplementary Estimates and Supply
» Expenditure
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Another look at the financial documents

Plan Government-wide Departmental
: - Report on -
Budget Estimates Estimates Plans and Appropriation
Part 1 Part 2 . Act
Priorities

Results

Public Accounts | | Public Accounts Performance

Volume 1 \Volume 2 Report
Government-wide Departmental

Accrual || Expenditure
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Accrual accounting — Financial reporting

 International Monetary Fund (IMF)

— Accrual accounting

« Concerned with recording and ex post reporting of transactions in
accordance with the accrual concept

« PS1000.07 - " A government financial report should present information
that is useful in evaluating the government's financial condition at the end
of the accounting period and its financial performance during the
accounting period. Government financial statements are a fundamental
component of a government financial report.

« General consensus of advantages of accrual accounting
- Body of recommendations

— CICA/PSAB
— IFRS/IPSAS

« Public Accounts and departmental financial statements
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Budgeting

- Department of Finance
— “The Budget is a blueprint for how the Government wants to set the
annual economic agenda for Canada.”
« IMF accrual budgets
— Involve ex ante planning on an accrual basis

— Include all projected noncash transactions, and stocks of assets and
liabilities in addition to cash flows

— The parliamentary appropriations may also be calculated on an accrual
basis to pay for the full costs of government operations regardless of
the year in which the cash may be spent. This can give rise to complex
accounting and cash management issues that have to be addressed
before accrual budgets can be successfully implemented

« Form and content of accrual budget
— Budget match financial statements or statements match budget
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Benefits of accrual - IMF

« Apply to both budgeting and reporting

- “At the macrofiscal level, the importance of accrual accounting for
macroeconomic policy arises from the fact that it measures assets
and liabilities that are relevant to the overall stance of fiscal policy
and fiscal sustainability, but which are not measured by cash
accounting.”

- Provides a broader measure of the burden of government financial
commitments

« Essential to systematically determine the full costs of a
government’s activities

— For consideration of alternative delivery options
— International benchmarking

* Essential for assessing the efficiency of government services - a
key element of any public sector performance management
framework

» Preparation of balance sheets may encourage the development of
systems and procedures for planning and management of assets
and liabilities

(PFM blog: http:/blog-pfm.imf.org/pfmblog/fad-technical-notes-and-manuals-on-public-
financial-management.html. Francais — seulement Google translate)
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Estimates and Appropriations

« FAA 26 — no payments shall be made out of the CRF
without the authority of Parliament

« Appropriations limit the Crown
— Maximum that may be expended in a determined time
— Purpose for which the funds are to be spent

« Estimates
— Support the appropriation act, provide Standing Committees
iInformation for consideration of the Estimates
« Accrual appropriations
— Practice varies from jurisdiction to jurisdiction

— Dependent on parliamentary system, history, other
characteristics
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Staged approach

« The government committed to a staged
approach owing to costs, internal
capacity, and complexity

Departmental Accrual Budgeting

- Staged over a four year period —
includes a pilot project

« Condensed statements to be reported in
RPP

« No government-wide system changes

Accrual Appropriations

« No changes to Appropriation Acts and
Estimates at this time

« Evaluation in four years to determine
cost-benefit of conversion from cash to
accrual
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Implementation plan

Phase | 2008-2009 to 2010-2011 (Pilot departments)
— Future-oriented Statement of Operations in 2009-10 RPP

— Remaining future-oriented financial statements in the 2010-11
RPP

Phase Il 2011-2012

— All departments table future-oriented Statement of Operations in
2011-12 RPP

Phase Il 2012-2013

— All departments table the three future-oriented financial
statements

— TBS completes an evaluation of Phase Il
— Parliamentary Working Group established

— President of TB report results and recommendations of the
evaluation to Cabinet and Parliament
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Pilots and Early Adopters

Pilots Early Adopters
- Canada Revenue Agency - National Parole Board
« Canadian Centre for « Public Service Commission
Occupational Health and . Privy Council Office

Safety
« Fisheries and Oceans
- Health Canada
« Industry Canada
- Public Health Agency

« Supreme Court

« Status of Women

« Office of the Auditor General
« Copyright Board

- RCMP
- PWGSC
- TBS

« Veterans Affairs
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Project approach

- Guidance

— Draft guide for all three statements patterned after TBAS 1.2

— Best practices document

« Working Group

— Issues resolved by departments

— TBS as secretary

« Departmental methodology

— To Bonnie and Bill...
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Canadian Centre for Occupational Health and
Safety

Overview

CCOHS i1 s Canadaot0s na
occupational health and safety, with a mandate to
promote workplace health and safety and to
promote the physical and mental health of
working people in Canada

WWW.ccohs.ca




Canadian Centre for Occupational Health and
Safety

Schedule Il department FAA

Budget of $10 million

Cost Recovery $4 million

85 Full Time Equivalents

Operations centralized in Hamilton

No grants or transfers

Basic balance sheet with low dollar values

() Canadian Centre for Occupational Health and Safety www.ccohs.ca
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Overall Approach for Statements

Full Analysis of operations to prepare a detailed
projection of the statement of operations

Incorporated into Period 9 review to simplify data
collections

Detailed Revenue projections to ensure accuracy for
cash flow management

Modify projections for year- end adjustments to
develop future oriented statement of operations

() Canadian Centre for Occupational Health and Safety www.ccohs.ca
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Overall Approach for Statements

Complete set of financial statements, Statement of
Operations, Statement of Financial Position, Equity and
Cash Flows

Full set of notes, including reconciliation of appropriations

() Canadian Centre for Occupational Health and Safety www.ccohs.ca
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Statement of Financial Position

» Assets and liabilities are estimated based upon past
experience

» Must consider impact of operations on the balance
sheet

» All dollars must flow from one statement to the next
statement.

() Canadian Centre for Occupational Health and Safety www.ccohs.ca
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Examples

Fixed Assets Accounts Receivable
Opening Balance Opening Balance

Projected Purchases + Sales of goods/services +
Projected Depreciation - Cash In (estimated) -
Disposals - Closing Balance

Closing Balance

(note If interdepartmental
receivables)

() Canadian Centre for Occupational Health and Safety www.ccohs.ca
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Statement of Financial Position

P Use estimates where possible

» Compare to prior year i reasonable?

PDono6t get |l ost in the det
» Consider your materiality limit

» Make sure statement of operations impacts are
Included in balance sheet

() Canadian Centre for Occupational Health and Safety www.ccohs.ca

CCOHS



Canadian Centre for Occupational Health and
Safety

Statement of Operations

Current Year:
» Full detailed analysis of all revenue and expenditures items
» Use year to date actual plus remaining months budget
» Adjust for input from program managers

» Add accruals and adjustmentsi eg, payroll accrual, foreign
exchange

» Result are accurate projections of operations

() Canadian Centre for Occupational Health and Safety www.ccohs.ca

CCOHS




Statement of Operations

Adjustment of Non- Cash Iltems

» Severance accrual

» Vacation pay accrual

» Depreciation

» Services provided without charge

Note: be careful to segregate non- cash items in order
to reconcile appropriations

() Canadian Centre for Occupational Health and Safety www.ccohs.ca

CCOHS




Statement of Operations

Future Years:

P Start with the Main Estimates Standard Objects
» Adjust for the non -cash entries noted above

» Use main estimates funding plus any anticipated
additional funds such as compensation, OBCF,
paylist shortfalls

() Canadian Centre for Occupational Health and Safety www.ccohs.ca

CCOHS




Reconciliation of Appropriations

Current year:

» Start with Main Estimates

» Adjust for anticipated supplementary and vote transfers:
collective agreements, paylist shortfalls,

» Less lapsed appropriations (government only)from statement of
operations i excluding non cash items

» Use same format as annual financial statements, including
revenue not available for spending

() Canadian Centre for Occupational Health and Safety www.ccohs.ca

CCOHS




Reconciliation of Appropriations

Future Year:

Adjust for OBCF previous year

Collective agreements, depending upon timing and
Inclusion in estimates

Adjust for current year lapse based upon statement
of operations (non including non-cash items)

() Canadian Centre for Occupational Health and Safety www.ccohs.ca

CCOHS




Statement of Cash Flow

» Mathematical calculation based upon the balance
sheet

» Adjusted for non-cash items noted on earlier slide

() Canadian Centre for Occupational Health and Safety www.ccohs.ca

CCOHS




Benefits of Future Oriented Financial Statements

» Promotes management of the Statement of Financial
Position by reviewing your assets and liabilities in
detail and looking forward

» Prepares you for year end

» Formalizes the importance of cash flow management
and using projections to manage resources

» Provides valuable information for resource allocations

() Canadian Centre for Occupational Health and Safety www.ccohs.ca

CCOHS




Benefits of Future Oriented Financial Statements

» Publishes information on true projections rather than
only estimates information in the RPP

» Promotes awareness of the importance of financial
management within all levels of your department.

() Canadian Centre for Occupational Health and Safety www.ccohs.ca

CCOHS



Disadvantages of Future Oriented Financial
Statements

» Financial statements in general are not well
understood by the intended users

» Timelines required to gather appropriate information
to publish make it out of date

» Long lead times for the RPP

» Difficulties in getting the right information on a timely
basis for larger or more decentralized organizations

() Canadian Centre for Occupational Health and Safety www.ccohs.ca

CCOHS



Disadvantages of Future Oriented Financial
Statements

» Many changes can occur after the statements are
prepared making them less meaningful

» Timing of the exercise means publishing projections
prior the final operating budget being prepared.
Estimates are prepared in the fall. Actual detailed
operating budgets are completed in February or
March.

() Canadian Centre for Occupational Health and Safety www.ccohs.ca

CCOHS



Lessons Learned

» Simplify projections in areas with low activity and
materiality: eg, prepaid expenses, inventory, bad
debts T use estimates

P Estimate fixed assets based upon projected spending

for capital and estimated depreciation, ignore low
dollar value disposals

» Prepare a full Statement of Financial Position and
reconcile appropriations monthly

() Canadian Centre for Occupational Health and Safety www.ccohs.ca

CCOHS



Lessons Learned

» Be patient with program managers as they may not
have the experience to provide meaningful projections
Information without training

» Focus on large dollar value items for improving
accuracy of projections i eg. Salaries

» Prepare working papers to document the basis for
your projections and the related calculations

() Canadian Centre for Occupational Health and Safety www.ccohs.ca

CCOHS



Lessons Learned

» Segregate adjustments for items that do not impact
the vote so your reconciliations are easier

» Watch severance expensei the accrual does not
Impact the vote but the actual amount paid does.
Remember this for reconciling.

() Canadian Centre for Occupational Health and Safety www.ccohs.ca

CCOHS




Timing

» In order to meet RPP publishing deadlines, the
process must be started in December to seek feed
back internally for the projections

» Do preliminary work in advance, such as estimating
statement of financial position amounts

» Prepare formats and notes in advance

» Consider using estimates when time constraints make
detailed analysis difficult

() Canadian Centre for Occupational Health and Safety www.ccohs.ca

CCOHS



Final Review

» Review your final statements to
prior years actuals 1 do they
make sense!

» Follow through the numbers to
each statement for consistency

» http://www.ccohs.ca/ccohs/rpp/
2010/future oriented st10.pdf

() Canadian Centre for Occupational Health and Safety www.ccohs.ca

CCOHS
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Chief Financial Officer Branch
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Central Requirement

Approach to Future-Oriented Financial Statements
Estimates
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Lessons Learned




Chief Financial Officer Branch

About Health Canada

Health Canada is the federal department responsible for helping the people
of Canada maintain and improve their health.

Health Canada is committed to improving the lives of all of Canada 's people
and to making this country's population among the healthiest in the world as
measured by longevity, lifestyle and effective use of the public health care

system.




Chief Financial Officer Branch

About Health Canada

A few statistics:

* 10 Branches
* NCR and 7 Regional Offices
* Over 11,000 FTE’s




Chief Financial Officer Branch

About Health Canada

From the 2009-10 Main Estimates:

{in millions of dollars)

2009-10 2008-09
Operating expenditures 1,788 1,662
Capital expenditures 41 60
Grants and contributions 1,423 1,358
Statutory 117 111

Total 3,369 3,191




Chief Financial Officer Branch

About Health Canada

Health Canada’s priorities and reporting are aligned under four strategic
outcomes and related program activities:

Accessible and sustainable health system responsive to the health needs of
Canadians

Access to safe and effective health products and food and information for
healthy choices

Reduced health and environmental risks from products and substances,
and health, sustainable living and working environments

Better health outcomes and reduction of health inequalities between First
Nations and Inuit and other Canadians

Internal services




Chief Financial Officer Branch

Central Requirement

Phase I:
* 10 federal departments

* Future-oriented statement of operations to be included in the 2009-10
RPP

* Full set of financial statements including statements of financial position
and cash flow, as well as comparative figures in the 2010-11 RPP

* Comparative amounts in the Statement of Operations in the 2009-10
DPR

Phase Il:

* All other departments and agencies implement Statement of Operations in
the 2011-12 RPP




Chief Financial Officer Branch

Central Requirement (cont)

Phase IlI:

* All departments and agencies provide a full set of future-oriented financial
statements including statement of financial position and cash flow in the
2012-13 RPP

* Evaluation by TBS

Prepared by Central Accounting and Reporting, although the Branch Senior
Financial Officers and Departmental Resource Management Division were
the primary sources for the information.




Chief Financial Officer Branch

Approach to FOFS

Branches completed template to breakdown ARLU figures by GL account
and PAA

Branches completed questionnaire requesting information on non-
appropriation based planning information

Reconciliation of templates prepared by the branches to ARLU for
completeness/accuracy

Assumed there would be no lapse of appropriations and statutory items
would remain as stated in the Main Estimates

Developed methodology to establish estimates for the accruals and non-
appropriated items

Used actual financial statement format as a template




Chief Financial Officer Branch

Estimates (1)

* Recovery of Prior Year Expenses and PAYE Adjustments - based on trend
analysis from previous 3 years, known information available at time of
preparation, and assumed no significant change in business practices

* Interest earned on overdue AR - based on trend analysis from previous 3
years and assumed no significant change to aging distribution of AR

* Bad debts expenses - based on trend analysis from previous 3 years and
assumed no significant change to composition of AR or collection habits




Chief Financial Officer Branch

Estimates (2)

* Vacation and compensatory amounts - percentage increase from 2006-07
to 2007-08 was applied to obtain the estimated increase for 2008-09 and
ultimately 2009-10

* Amortization calculated as the sum of:
* system-calculated amortization on existing assets
* estimated amortization on new acquisitions
* assuming capital vote fully spent
* acquisition occurred evenly throughout the year

e distribution across asset classes consistent with current
composition of assets

* assumed disposals were fully amortized




Chief Financial Officer Branch

Current Challenge - Assets

Approach to forecasting Balance Sheet items will primarily be based on
trend analysis by Financial Reporting Account

AR will be determined based on a 4-year trend analysis
Capital Asset balances based on:

* system determined book value of existing assets

* assumption that acquisitions will be consistent with ARLU

* allocation of acquisitions to asset class based on asset mix at previous
fiscal year end

Items without trend information such as Contribution Prepayments will be
determined based on local knowledge by the branch




Chief Financial Officer Branch

Current Challenge - Liabilities

* AP, Deferred Revenue, PAYE and Other Liabilities amounts will be
determined based on a 4-year trend analysis

* Contingent Liabilities will be based on the most current information reported
on the October 31 Legal Plate

* Environmental Liabilities will be determined from the program assessment
and planned remediation costs to be incurred




Chief Financial Officer Branch

Current Challenge — Statement of Cash Flows

* Indirect method for statement of cash flows is used by Health Canada

* Primarily a derivative of the statements of financial position and operations




Chief Financial Officer Branch

Benefits

* Better coordination of the planning division, branches and reporting
divisions to work together in ensuring consistent reporting of information

* Improved planning information provided to the Departmental Audit
Committee




Chief Financial Officer Branch

Disadvantages

* Preparation of FOFS consumes time and energy of resources that are
already constrained

* Usefulness of the information diminishes as time passes

* Cost-benefit of time investment is difficult to justify




Chief Financial Officer Branch

Lessons Learned (1)

Participation on the Working Group with TBS was very helpful in preparing
for the challenges of this new initiative, not only for Phase | but Phase Il as
well

Coordinate from the outset of the exercise with the RPP and leverage
information gathering efforts

Start early and ensure all affected parties and contributors to the process
are on board

Constant consultation keeps progress on track
Coordinate the DM sign-off for the RPP with the FOFS




Chief Financial Officer Branch

Lessons Learned (2)

* The initiative comes with a learning curve, and adjustments to the approach
will need to be made as expertise is gained

* For Phase Il, and full financial statements, it will be more difficult to predict
some of the figures such as AP, PAYEs and AR balances (cash flow items)

* Lack of adequate resources, competing priorities and deadlines added
pressure to the exercise.




Project next steps

- Guidance

— Review Guide and best practices
— New TBAS 1.2
— Financial Statement Discussion and Analysis

« Research
— Multi-year/commitment appropriations
— International developments
- Implementation of remaining departments

« Evaluation

e Confirmation of costs, benefits
— Departments
— Parliamentarians

Bl oo™ O o Canada - Comeet Treser > Canada



Questions
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