Interview with the Auditor General
of Canada — Sheila Fraser, FCA

Sheila Fraser is completing the fifth year—the half-way mark—of her 10-year term as Auditor
General of Canada. Both the federal government and the Canadian public continue to express
their support and appreciation to the Auditor General and her staff for the work that they do. In
2005, Parliament expanded the Offices mandate ro include most Crown corporations and give it
access to_foundations and other non-profit organizations that receive more than $100 million in
grants and contributions over five consecutive years. In 2006, the government proposed a further
expansion of the Offices mandate as part of the proposed Accountability Act.

We recently had an opportunity to speak with the Auditor General about the Offices accom-
plishments, the challenges they have faced, and what may be in store for the future. Excerpts from

that interview follow.

Since you became Auditor General, you've
had contact with thousands of Canadians
from all walks of life and all parts of
Canada. What have you found to be the
most common misconceptions about your
role and mandate?

A lot of people seem to think that we are
like a cop—that we are out there to try to
find misdoing and corruption. That is not
our role. In addition, people dont seem to
understand the size and complexity of the
federal government and they think that we
audit everything. Obviously we can’t. Even
over a 10-year term, there are parts of gov-
ernment that we will never audit.

I guess the number one misconception
about the Office is that we are a govern-
ment watchdog. The reality is that we work
for Parliament and they are the watchdogs.
Our role is to provide them with the infor-
mation that they need to do their jobs well.

Hopefully we’ll be able to change that
view through the speeches and presenta-
tions that we do and in our responses to the
many letters we receive from Canadians.

What have you and the Office accom-
plished in the last five years that makes
you proudest?

We've had a very challenging five years,
particularly with the sponsorship audit and
the Gomery Commission. I am very proud
that we came through all of that with our
credibility intact. We have an enviable rep-
utation, not only here in Canada but also
internationally, which I believe is a testa-
ment to the great work of my staff. They
ensure that all of our audit reports are accu-
rate, methodologically sound and, if chal-

lenged, are able to withstand any scrutiny.
In 2003, an international team of peers
from other national audit offices reviewed
the design and operation of our quality
management framework for performance
audits. We were the first national audit
office in the world to undergo such a
review. The review concluded that our per-
formance audit practices provide Members
of Parliament with independent, objective
and supportable information that they can
rely on to examine the governments per-
Parlia-
ment has certainly demonstrated that they

formance and hold it to account.

have confidence in us by expanding our
mandate—naming us auditors or joint
auditors of three additional crown corpora-
tions and giving us access to foundations.
That is the greatest testament to our credi-
bility and to the value that we provide.

What are some of the challenges for your
Office moving forward?
I see three major challenges. One challenge
is managing expectations. Given the recent
attention we have been receiving, I think
people may expect things of us that are
unrealistic or not feasible, given our role.

Another ongoing challenge will be to
ensure that we have the right people at the
right time to do the work. As with many
organizations, there are a number of forth-
coming retirements. We have to continue
to hire people, train them, and ensure that
they integrate into the Office as quickly as
possible.

The third challenge is the minority gov-
ernment. It is possible that parliamentary
calendars will be disrupted by elections or
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that they will be shortened. In the next few
years, | don’t think that we will be able to
continue to produce the same numbers of
reports, in the same fashion as we have in
the past, given the shorter parliamentary
schedule. We will have to look at different
ways of getting our messages across and also
getting parliamentary time to hold hearings
on our reports.

Based on the number of performance
audits you've been involved in during the
past 5 years, what would you say are the
most common problems in the way gov-
ernment manages?

I think the major issue in government man-
agement is really a lack of attention to the
day- to-day “management” of programs and
services. Some senior government officials
tend to focus on policy issues, rather than
on management. Parliamentarians are
focussed on either policy issues or con-
stituency work and quite often manage-
ment challenges just dont get the time or
the resources that they really need.

Not everyone is a natural manager, and
in some cases managers probably have never
had the right training. If we could get sen-
ior officials to recognize that management
is an important function, I think we'll start
to see some of these issues resolved.

Ave there any specific things that you've
noticed that the government does particu-
larly well?

What has impressed me most is the quality of
the people who work in government. I think

Canadians really underestimate the compe-
tence, the loyalty, and the professionalism of
the Public Service of Canada. Every day, pass-
ports, cheques and many other services are
delivered to Canadians across the country.
Could these services be improved? Of course,
but I think that we don’t really appreciate
how fortunate we are to have access to the
programs and services that we have.

Some people say that government is cum-
bersome and inefficient, while private
companies are lean and well managed.
Based on your 20 years experience in the
private sector, how does government stack
up against the private sector?

I don't think the private sector is as won-
derful as people think. There is some truth
to the fact that the public sector is more
cumbersome. However, large corporations
in the private sector can also be bureaucrat-
ic. Unlike the government, the private sec-
tor does not have to consider issues like
transparency and giving access to suppliers
to do business.

Unfortunately, recent events in the private
sector indicate that there are some serious
issues around transparency and ethics. In my
view, the public sector is far more transpar-
ent. A lot of information is available about
how government programs and services are
run. When the information isnt favourable,
people may view the public sector in a nega-
tive way. But I can assure you that if the
audit reports of some of the large private
companies were published on the front page
of the newspapers, they wouldn’t all be glow-

ing testimonies to good management.

How do you respond to those who say that
your reports have created a climate in
which public servants are afraid to take
reasonable risks?

We have tried in our audit reports to say
that the really serious examples of misman-
agement have been exceptions and that this
is not typical of the way public servants
manage day-to-day. However, I think it
probably a normal reaction to our findings
that people become overly cautious, which
can make them afraid to take risks and
make mistakes.

I believe that now the pendulum has
swung too far from flexibility to over con-
trol. I think that my Office has to try to
help highlight good management practices
where controls and accountability are work-
ing well but the process is overburdened.
We have consistently said that we dont
need more rules—we probably have too
many. It’s just that there are some really
important rules that should always be
respected and we have found cases in our
audits in which, they were not (such as
some of the basic rules about contracting).

One of your innovations is the Status
Report, which is devoted to follow-ups of
government's progress in implementing the
recommendations of previous audits.
What has been the impact of this report
and has it succeeded in capturing Parlia-
ment’s attention?

I am really pleased with the Status Report
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and the impact that it has had. Status
Reports are important because they tell par-
liamentarians and Canadians what the gov-
ernment has done in response to recom-
mendations made in our previous reports.
In other words, Status Reports answer the
question: Has the government taken action
in response to the Auditor General’s
reports?

In the Status Report, we look at what
government has done to address an issue,
and conclude whether progress in imple-
menting our recommendations has been
satisfactory or unsatisfactory. We recognize
that some of the issues are highly complex
and that some recommendations are clearly
more difficult to carry out than others. We
take this into account, along with the
amount of time departments have had to
act, when we assess whether progress has
been satisfactory or unsatisfactory. In the
Report, we give credit where there has been
improvement and we call attention to areas
where progress has not been satisfactory. It
is up to departments to determine how they
want to resolve the issues that we've raised.

Parliamentary committees have been ask-
ing us to follow-up on longstanding prob-
lems that the government has not yet
addressed. I think the departments are
moving to resolve these matters more
quickly, as indicated in their action plans.
Opverall, T feel that the Status Report shows
that government does take action.

You've been a strong supporter of internal
audit in government since you took office.
You've noted that many of the issues you
have been called upon to audit were first
caught by internal audits. You've also said
that your work as an external auditor in
many ways relies on solid work by internal
auditors. What do you feel are the chal-
lenges that lie ahead for internal audit?

It is critical for management to have in
place systems and practices that give them
the assurance that things are working as
they should. Internal audit is one source of
assurance. In cases where things aren’t
working well, internal auditors can signal
weaknesses and make recommendations to
address them. In fact, many of the prob-
lems that we report in our audits are first
raised by internal auditors. We share audit
plans and risk assessments with internal
audit in an effort to ensure that we avoid

duplication.

A few years ago, we did an audit on the
internal audit function, which found that it
needed to be more professional, and that
there needed to be greater recognition of
the function by senior management. I am
hopeful that the new internal audit policy
will give that function the credit and the
recognition that it deserves.

But in my view, an element in building
an effective, independent audit function is
strong, sustained support from senior man-
agement. Another important challenge will
be attracting and retaining enough quali-
fied people to fill positions in internal audit
in order to meet the requirements of the
Policy on Internal Audit.

Audit Committees have an important
oversight role to play in internal audit,
including  overseeing the internal audit
group, strengthening its independence, and
monitoring its performance. In the past we
have recommended that departmental
committees include outside members to
enhance their independence. I am pleased
that the new Policy on Internal Audit
requires independent members on audit
committees.

You've commented in your reports to Par-
liament on the need for greater expertise
and leadership in financial management
in departments and agencies. Do you think
any progress has been made in this area?
Yes, I think a fair bit of progress has been
made. The appointment of a Comptroller
General was a good first step. The recogni-
tion that senior financial officers need to
have a professional background in financial
management indicates that this function is
being taken more seriously.

There is still a way to go on this issue but
things are moving in the right direction. I
believe that there is a growing awareness
that financial management in these very
large, very complex organizations requires
special training and expertise. I think that
they are on the right track.

The government has announced its inten-
tion to produce audited financial state-
ments for departments and agencies by
2009. What implications will this have
for the financial management community
and, for your Office?

It’s a little difficult at this moment to assess

what the impact will be on the manage-
ment community. Some departments have
begun to do readiness assessments. These
will indicate whether departments are ready
to produce auditable financial statements
and what work still needs to be done in
order to be ready.

The basis of the readiness assessment is
sound financial controls. I expect that a fair
amount of work will need to be done to
document and understand the controls in
the management systems, particularly the
financial systems. The expectation is that
systems,
processes and controls in place to manage

departments have sufficient
their financial matters. These systems
should also be able to prepare financial
statements that are produced in accordance
with generally accepted accounting princi-
ples and Treasury Board Accounting Stan-

dards.

review of documentation to support finan-

The assessment should include a

cial statement amounts; a review of finan-
cial controls related to financial statements,
including documentation of these con-
trols; and a review to determine if there is
sufficient financial capacity to produce
financial statements that are ready for audit.
I think this is going to take time and
resources.

As for my Office, I don’t think it will
have much impact on us for some time yet.
Obviously if we reach the point where we
have to audit financial statements, that will
increase our workload and we would have
to think through how we would deal with
that.

Many look to you as a role model of a
woman who has been successful in an
important leadership position. Do you
have any advice or suggestions for young
people just getting started in their careers
in the accounting profession?

When I started my career, I made a prom-
ise to myself that I would enjoy what I did
and that if I didn’t like what I was doing, 1
would change my job. I would give that
advice to anyone.

I think in order to be successful and to be
good at what you do, you have to like what
you do. I would encourage young profession-
als who are starting out in the accounting
profession to work hard, to stay up-to-date,
and to have fun at what they are doing. B
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