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Preface

This document is presented as a summary of the Report ofiheAuditor
General to the House ofAssembly on Reviews of Departments and
Crown Agencies for the Year Ended 31 Marc/i 2005. That Report
contains approximately 560 pages of conclusions, commentary,
recommendations and auditees’ comments. This document contains
summary information on each item included in the Report. When
readers identify a topic of interest, we encourage them to read the
relevant section in the Report.

Introduction

The Report of the Auditor General to the House of Assembh’ oi
Reviews of Departments and Cmivn Agencies for the Year Ended
31 March 2005 was prepared in compliance with Section 12 of the
Auditor General Act. Section 12 requires that the Report outline
significant matters noted during the course of examining the accounts
of the Province, agencies of the Crown and other entities which, in
our opinion, should be brought to the attention of the House of
Assembly.

Comments on the audit of the financial statements of the Province are
contained in a separate report entitled Repor oftheAudUor General
to the House ofAssembly on the Audit ofthe Financial Statements of
the Province for the Year E,ided 31 March 2005 which was
submitted to the Speaker of the House of Assembly and released on
29 November 2005.

A report on the operations of the Office of the Auditor General for the
year ended 31 March 2005 was submitted to the Speaker and released
on 23 January 2006.

Chapter 1

Reflections of theAuditor General

This Chapter provides an introduction to the Report as well as an
overview of specific issues identified by the Auditor General relating
to:
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• inconsistent compensation practices among Government
entities;

• financial and administrative practices at the Central West
Health Corporation, the Royal Newfoundland
Constabulary, Memorial University of Newfoundland, and
the MunicipalAssessmentAgency;
management practices over the Newfoundland and
Labrador Prescription Drug Program;

• the use of secondments in filling positions at the
Department ofEducation;

• licensing, monitoring and inspecting personal care homes;
• the lack of Province-wide coverage for land based 911

emergency response services;
• registering and inspecting petroleum storage systems and

enforcing compliance with environmental legislation;
measures used to monitor the Income Support Program;

• depletion ofthe LabradorTransportation Initiative Fund;
• Government’s investment in Icewater Seafoods Inc. and in a

manufacturing company; and
management ofGovernment’s vacant/surplus properties.

Chapter2

Comments on Audits and Additional Examinations

2.1 Inconsistent Compensation Practices

The Public Service Secretariat indicates that the public sector has
approximately 41,000 employees located throughout direct
Government, the health authorities, the school districts and various
Government entities such as Memorial University of Newfoundland
and Newfoundland and Labrador Hydro.

There are many examples of inconsistent compensation practices
among these Government entities. These inconsistent compensation
practices relate to such items as salaries and termination benefits,
leave, overtime, travel allowances and employee computer purchase
plans.
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Of particular concern is that many of the inconsistencies relate to the
more senior officials at the entities. Furthermore, in these instances
the senior officials are often aware ofthe inconsistencies and in many
instances (such as the school boards and hospital boards) even though
they were told to stop such practices, they continue to take the higher
benefits. From my discussions with many senior officials at
Government entities I get the sense that these officials feeljustified in
their actions and have an attitude that-i f the other board can do it then
so can they.

My Office has been reporting inconsistencies in compensation
practices among Government entities since the early I 990s and yet
nothing seems to change. It is my opinion that the inconsistent
compensation practices continue because there is no consequence of
doing so.

On 2 June 1994, Cabinet directed that Treasury Board advise all
Government entities including boards, agencies and commissions
that they should comply with compensation practices established for
Government departments.

However, adequate steps were not taken at the time to ensure that
Government entities comply with Government compensation
practices. Discussions with officials of Executive Council indicated
that, with certain exceptions, there has been no clear policy direction
on the extent of conformity required by boards, agencies and
commissions with Government compensation practices.

Consequently, we continue to find numerous incidents of
compensation practices in Government entities that are not consistent
with the compensation practices established for Government
departments.

Memorial University of Newfoundland and Newfoundland and
Labrador Hydro have salary levels which are not consistent with
those established for Government departments. Although
Government and each of these entities use ajob classification system,
instances of higher pay for similar work (i.e. a compensation
inconsistency) occur as a result ofdifferent compensation standards.
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All departments, boards, agencies and commissions are using public
money to compensate employees. Government is the ultimate
employer ofall public employees whether they work for Government
departments or a Government entity. However, we continue to see
that Government employees are not all compensated on a consistent
basis. Furtherniore, these inequities usually result in increased costs
for Government.

2.2 MonitoringAgencics of the Crown

A major role of the Office of the Auditor General is to monitor Crown
agencies and provide information to the House ofAssembly. Section
14 of the A nc/i/or GeneralAct requires the auditor of an agency of the
Crown or a Crown controlled corporation to deliver to the Auditor
General, after completion of the audit, a copy of the auditors’ report,
audited financial statements and recommendations to management.
These financial statements and management letters along with our
Office’s audits of Crown agencies provide the basis for our
monitoring ofall Crown agencies.

Of the 77 (2004 -84) entities required to prepare annual financial
statements, 30 (2004-31) were audited by our Office while 45 (2004-
51) were audited by private sector auditors. Contrary to their
governing legislation, the remaining 2 entities, the Memorial
University Foundation and the Newfoundland and Labrador
Occupational Therapy Board have never submitted audited financial
statements.

As of 15 December 2005, we had not received the audited financial
statements and management letter for 1 of the 45 entities audited by
private sector auditors, the Literacy Development Council of
Newfoundland and Labrador. For the majority of the remaining 44
entities, we did not receive the audited financial statements and
management letters from the private sector auditors on a timely basis.
On average, audits are completed and the auditors’ reports signed
within 3 months after the year-end. However, in most cases, our
Office does not receive the financial statements and related
management letters until another 4 months after the audit report date,
and often only after follow-up by our Office.
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The highlights from our review of audited financial statements and
management letters of Crown agencies are presented in Part 2.2 of the
Repor of the Auditor General to the House ofAssembly on Reviews
ofDepartments and Crown Agencies for the Year Ended 3] Marc/i
2005.

2.3 Memorial University of Newfoundland

Memorial University of Newfoundland was founded in 1925 (as
Memorial University College) and was granted university status in
1949. Today, the University’s main campus and Marine Institute are
located in St. John’s, with other campus locations in Corner Brook
(Sir Wilfred Grenfell College) and Harlow, England. Memorial is the
largest university in Atlantic Canada, with 17,800 students engaged
in full and part-time studies at under-graduate and graduate levels.
Each year, the graduating class numbers in excess of 2,000 students.
The University employs 950 MI-time faculty and 850 sessional
instnictors, 2,300 administrative and support staff, plus 2,000
students in part—timejobs.

Conclusions from our review are as follows:

Board governance

The University is excluded from many of the requirements of the
Transparency andAccountabihty Act (to be proclaimed). This Act is
intended to hold Government departments and other Government
entities accountable to Government and the House ofAssembly.

Although my Office has been recommending for years that the
University be included in the Province’s Consolidated Summary
Financial Statements, this has never happened. I am pleased to
report, however, that Government approved consolidation of the
University commencing with the 31 March 2006 Public Accounts.

The Chancellor, President, Chairperson of the Board of Regents,
vice-presidents and other officers and employees of the University
are not compellable to attend as witnesses before committees of the
House ofAssembly.
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Other than approving the University’s budget and reviewing other
inforniation in relation to Provincial hrnding, there has been little
monitoring of the University’s financial affairs by the Department of
Education.

While a Strategic Framework was approved by the Board of Regents
in 2000, it does not contain the comprehensive objectives and related
performance indicators typically provided in such plans for use in
assessing future progress. The University has started a new strategic
planning process intended to set new goals and develop an integrated
planning approach.

The University has established several Separately Incorporated
Entities. These entities are controlled by the University and included
in its consolidated financial statements; however, management
agreements are not in place with all STEs to address responsibilities
and accountabilities.

human resources

The University’s compensation practices are not consistent with
those of Government with regard to paying salaries, paying market
differentials, paying administrative stipends, issuing forgivable
loans, providing free course tuition, and subsidizing membership
fees. Many of these benefits would not typically be available to
employees in Government departments or other Government
entities. These inequities usually result in increased costs and,
therefore, less hinds available within the University to hind
programs.

Our review of human resources also indicated that the University’s
recruitment policies were not always complied with or compliance
was not documented, the computer system used by the University for
personnel and payroll purposes was not accurate, and there were
inconsistencies in leave management processes and in pension plan
requirements.
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Revenue

The University had identified at least five instances between April
2002 and July 2004 relating to thefts of funds and missing deposits.
One instance was noted in July 2004 where approximately $90,000 in
funds was missing from student registration fees at the University’s
Marine Institute Offshore Safety and Survival Center At the time of
our review, the matter was under investigation by the Royal
Newfoundland Constabulary. Resulting from these issues, the
University engaged a firm of private sector auditors to conduct a cash
management review. That review had not been completed at the time
ofour review.

Issues were also noted with inconsistent controls over revenue
recording and with the lack of independent appraisals obtained in
assigning values for charitable receipts issued for tax purposes. Such
receipts relate to Gift-in-Kind donations received by the University.

Puivhasing

Our review ofpurchases, travel claims, relocation expenses and other
expenses identified issues related to non-compliance with the Public
Tender Act, inadequate documentation, non-compliance with
University policies, claims for ineligible expenses, and
overpayments oftravel claims.

In the area of travel expenses in particular, the nature and extent of the
errors and overpayments identified during our review indicates that
the review of travel claims by source faculties, departments and
divisions is unsatisfactory and that subsequent review at the Financial
and Administrative Services Division is not always detecting errors
missed.

Of the 137 purchases sampled that were greater than $10,000, we
found issues with 21. For example, there were 11 instances where the
University claimed a sole source exemption when a tender could have
been called and 3 instances where the University claimed an
exemption for an emergency when a tender may have been able to be
called or at a minimum the University could have obtained additional
quotes.
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The University also contravened the Public Tender Act in that the
Minister of Government Services (since December 2004, the
Government Purchasing Agency) was not always informed ofPublic
Tender Act exceptions within 30 days of the acquisition of the goods
or services. Therefore the House of Assembly was not informed of
these exceptions as required under the Act. In addition, the forms
required under the Act to be forwarded to the Minister ofGovemment
Services (since December 2004, the Government Purchasing
Agency) to explain these exceptions were not approved by the
President or his designate until well after the goods or services had
been acquired.

Our review of the use of University procurement cards indicated
weaknesses in monitoring card limits and usage, and purchases that
were not made in compliance with established University
policies.

Facilities management

Our review indicated concerns with management of the TNCO
Innovation Centre construction project as well as with vehicle fleet
management, campus planning, maintenance (including deferred
maintenance), and facilities management contracts.

Capital assets

While the University has a capital assets ledger, only items above
$2,500 are required to be recorded. Given this limit, a significant
quantity of items are not tracked in the system and consequently no
control mechanism is in place to track these assets, many ofwhich are
more susceptible to theft than items costing over $2,500. As well,
there is no formal policy and procedures manual in place to address
how asset additions, transfers, disposals and other changes are to be
handled and recorded. Also the University’s capital asset ledger is
not accurate.

There is no process in place for the periodic selection of
auctioneering services relating to the disposal of University assets.
In practice, one auctioneering services company has been used by the
University whenever the disposal ofassets is required.
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2.4 Seconded Positions

The Department of Education has been seconding teachers to its
program consultant positions since the early 1980’s. As of January
2005 the Department had 246 employees, of which 32 (13% of all
employees) were teachers seconded to fill program consultant
positions at the Department.

The Department is not complying with its own secondment policy
relating to teachers. For example: of the 32 seconded teachers at
January 2005, 16 (50%) had been seconded for periods in excess of
the Department’s three-year limit; 7 (22%) had no contract in place;
and 4 had been promoted to a management position, with 3 of the 4
promoted without ajob competition being held.

The Department is contravening the spirit and intent ofGovernment’s
recruitment process (i.e. the Merit Principle) by filling some
seconded positions without ajob competition. For example, of the 32
seconded teachers at January 2005, 19 (59%) were seconded without
a job competition and 3 of the 19 were promoted to management
positions, again without any job competition. As well, 1 seconded
teacher who, although not in a seconded position as at January 2005
(i.e. not 1 of the 32), was transferred to a management position in the
Department without ajob competition, and another seconded teacher
not in a seconded position as at January 2005 was seconded to a
Departmental consultant position (i.e. non-management) in March
2001 and in September 2003 was appointed to the position on a
permanent basis without ajob competition.

The Department is not complying with Government’s policy relating
to payment of redundancy. In one instance, a Department employee
was seconded to a position with a school board and was paid a
redundancy amount of $82,323 when the seconded position at the
board was declared redundant. The Department was involved in this
redundancy decision and therefore knew that the employee would be
declared redundant. In this case, the seconded employee should have
been returned to their permanent position in the Department and no
redundancy amount should have been paid.
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Although the Portability of Pensions Act requires the transfer of
pensionable service between various Government pension plans
when an employee transfers to a new position, we found 6 instances
where individuals on secondrnent, who were subsequently
transferred to permanent positions, were peniitted to continue to pay
into a pension plan even though they no longer belonged to the group
the plan was designed for. Pension plan transfers were not made in 3
instances by the Department, in 1 instance by the Executive Council,
in 1 instance by a school board, and in I instance by the
Newfoundland and Labrador Teachers’Association.

Contrary to Government’s policy, during the year the Department
paid approximately $82,000 to 9 management staff relating to salary
differentials. There are two issues relating to these overpayments:
first, Government policy only allows salary differentials to be paid
based on positions which are classified on a job evaluation plan
administered by Treasury Board -teaching positions are not classified
on such a job evaluation plan, and second, by filling program
consultant positions through secondments, the Department is paying
these individuals more than the position value because of a bonus
amount required by the Newfoundland and Labrador Teachers’
Association collective agreement. Contrary to Government policy,
the Department included the bonus amount which resulted in some of
its management staff receiving a salary differential because of the
inflated salary of their subordinates. The practice of paying salary
differentials has been ongoing since the Department started
seconding teachers into program consultant positions in the early
1980’s.

The Department has overpaid one staff member a total of
approximately $2,100 by incorrectly calculating retroactive salary
payments.

2.5 Monitoring School Boards

Effective 1 September 2004, 9 oflhe 11 school boards in the Province
were dissolved and 3 new boards were created resulting in four
English language school boards and one French language school
board. For the 2004-05 school year there were approximately 303
schools in the Province with a total enrolment of 79,439 students.
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At 31 December 1996 when the 11 former school boards were
created, there were approximately 445 schools in the Province with a
total enrolment of 110,450 students.

As part of our work we continue to monitor the financial position and
annual operating results ofthe school boards.

All five school boards had accumulated deficits as at 30 June 2005.
The combined financial position of the five boards at 30 June 2005
shows total accumulated deficits of Si 10.0 million, a 5% increase
from the $104.4 million reported in 2004. Included in the
accumulated deficit is an amount of $103.6 million related to
severance pay and leave accruals. The accumulated deficits will
eventually have to be funded by Government. The Eastern Board
accounted for $53.2 million or 48% of the total $110.0 million in
accumulated deficits.

All 5 boards reported operating surpluses for the year ended 30 June
2005 totalling $6.8 million. Operating surpluses ranged from
$295,000 to $2.7 million. Because of inconsistent reporting periods
resulting from the restructuring of school boards, comparisons with
prior years’ financial results would not currently be meaningful. It
will take a couple of years of consistent reporting of financial
information before effective and meaningfLl comparisons can be
performed.

Contraiyto the Schools Act, 1997,two school boards did not submit
their 2005-06 annual budgets to the Minister for approval by 4 March
2005 as required by the Minister. The budget for the Western Board
was not submitted until 4 May 2005 and the budget for the Eastern
Board was not submitted until 17 May 2005.

2.6 Petroleum Storage Systems

The Department of Environment and Conservation in co-operation
with the Department of Government Services is responsible for the
registration, inspection and monitoring of petroleum storage systems
in the Province. Petroleum storage systems include above-ground
and under-ground containers and related piping in a fixed location
where gasoline or associated products are stored and would include
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for example service stations, bulk plants, and used oil return
facilities.

The Department ofEnvironment and Conservation has estimated that
there are approximately 7,000 petroleum storage systems in the
Province to be registered and monitored. The Department has
entered into a Memorandum of Understanding with the Department
ofGovernment Services whereby staff at the six Government Service
Centres will provide registration, inspection and monitoring
services.

Although Government has taken steps to determine the number and
type ofpetroleum storage systems in the Province, improvements are
required in registering and inspecting petroleum storage systems, and
in enforcing compliance with environmental legislation. Without
adequate systems and processes, the risk of environmental damage
from petroleum fuel spills is increased. For example:

Registration deficiencies

Only 3,125 of the estimated 7,000 petroleum storage systems in the
Province, required to be registered by 30 November 2004, were
registered as at 12 October 2005. Furthermore, the information
obtained through the registration process was not verified and has
resulted in database errors.

Inspections notper/hnned

Inspections are not always performed by the Government Service
Centres with the frequency established in the Inspection Frequency
Guide/br Fixed and Mobile Facilities/Operations. Furthermore, the
Department of Environment and Conservation could not provide
information on how many of the 3,125 registered petroleum storage
systems required inspection during 2004-05 and how many were
inspected with the required frequency.

The information in the Department’s database is not used to assess
risk for purposes of scheduling inspections. As well, there is no
formal system for tracking deficiencies identified during inspections.
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We found that inspectors do not always perform verification of
infornmtion provided by operators during the inspection process.
Furthennore, when inspections are performed, there is no required
supervisory review ofinspection reports.

Since the departure, in October 2004, of the two inspection officers
who perform inspections of used oil facilities, there have been no
inspections of used oil facilities from October 2004 to March 2005,
when we completed our review.

Issues not/hi/owed up

Issues identified during inspections are not always followed up.
None of the Government Service Centres have a system which could
be used to record issues identified during inspections and which
could then be used for subsequent tracking.

Enforcement inadequate

Although the Storage and Handling of Gasoline and Related
Products Regulations, 2003 require that abandoned petroleum
storage tanks (in disuse for more than 12 consecutive months or if
declared to be abandoned by either the owner or the Minister) be
removed and the area restored, the Government Service Centres have
not been diligent in enforcing the removal of such abandoned tanks.
Of 20 inspection files that we examined, none of the 24 abandoned
tanks at 4 locations had been removed.

Although the Envimnmenta/ Protection Act provides enforcement
provisions, such as stop work orders, for facilities which have not
registered petroleum storage systems as required, the Department of
Environment and Conservation has not taken any such enforcement
action.

2.7 Investment in Icewater Seafoods Inc.

In 2004, the Province agreed to provide $3.5 million in financial
assistance to Icewater Seafoods Inc. relating to the fish plant in
Arnold’s Cove. In return, the Province, through the Newfoundland
and Labrador Industrial Development Corporation (NIDC), would
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receive 35,000 Preference II shares of the company. As part of this
transaction, the Province, again through NIDC, received a groundfish
quota from High Liner Foods Incorporated comprised of allocations
for 9 groundfish species totaling 3,676 metric tonnes for 2004-05. In
addition, the company agreed to pay NIDC a minimum annuai lease
fee of$50,000 relating to this quota.

Contrary to its policy of not providing loan guarantees and direct
financial assistance to primary fish processing companies,
Government effectively provided $3.5 million in financial assistance
to Icewater Seafoods Inc. relating to the operation of the Arnold’s
Cove fish plant.

Contrary to Cabinet direction which stated that all carrying costs be
recovered, Icewater is required to pay a minimum annual lease
payment of $50,000 and will only approach the total carrying costs
(estimated at approximately $200,000 annually) if the defined annual
cash flow of Icewater reaches $2.5 million.

Government contravened the Financial Administration Act when, in
2004, it pre-committed SI .75 million in the Department of Finance
for the 2005-06 fiscal year. In this instance, the pre-commitment
related to an advance to a Crown agency (NIDC) to enable the agency
to meet its funding requirements under a Subscription Agreement
related to its investment in Icewater Seafoods Inc. The Department
was not a signatory to the Subscription Agreement and the pre
commitment of hinds to NIDC did not provide for goods or services
to be provided to the Department. Therefore, the pre-commitment
would not meet the requirement in the Financial Athninistration Act
for ...an agreenent to be enteivd intofor the purchase ofgoods or
services to be delivered in a subsequent fiscalyeai:”

Government used a Crown corporation (NIDC) to provide the
financial assistance in order to address concerns raised by the Federal
Government relating to a provincial government holding a
groundfish quota. Officials indicated that normally the financial
assistance would have been provided through a Government
department.
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Without the required prior knowledge and approval of NIDC,
Icewater Seafoods Inc. transferred a quota for 300 metric tonnes of
halibut to a Newfoundland and Labrador based company.

Furthermore, contrary to Government’s stated position NIDC gave
the company approval to transfer another quota for 72 metric tonnes
of halibut to Nova Scotia. Therefore, the primary’ processing was not
perfonTled in this Province.

2.8 Labrador Transportation Initiative Fund

In March 1997, the Government of Canada and the Government of
Newfoundland and Labrador entered into an agreement where the
Province would assume responsibility for operating marine freight
and passenger services on and to the coast of Labrador in exchange
for $340 million plus interest.

The Province received $347.6 million in December 1997 as a cash
settlement, together with related ferry service infrastructure. On 19
December 1997, the Province transferred $349.2 million,
representing the $347.6 million plus accrued interest of$1 .6 million,
to the LabradorTransportation Initiative Fund (the Fund).

Although the Federal thnding was provided to operate the Labrador
ferry service in perpetuity, the Province decided that it could operate
the ferries in perpetuity and also fund a portion of a Trans Labrador
Highway. The concept was that a highway would reduce the use of
the ferries and the resulting reductions in operating costs would be
such that the Fund would be sufficient in perpetuity.

The Fund, after only 9 years, is expected to be depleted in 2007 and as
such will not be sufficient to operate the Labrador ferry service in
perpetuity because:

$238 million has been spent and an additional $24.6 million
is expected to be spent on the construction of Labrador
highways. Therefore, approximately 63% of the Fund and
earned interest will be used for highway related
c onstniction.
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Reductions in ferry operating costs expected from the
increased use of the highway have not materialized. In fact,
ferry operating costs (net ofpassenger and freight revenues)
are increasing and in 2005-06 are expected to total
approximately $17.7 million. In 2004-05 actual net ferry
operating costs were $14.6 million.

After 2007, Government will have to fund the operations of the
Labrador ferry service through its budgetary process -estimated at a
net cost of approximately $18 million per year.

2.9 Monitoring Expenditures of the Consolidated
Revenue Fund

As part of our audit of the financial statements of the Consolidated
Revenue Fund (CRF), we perform tests and reviews of the
expenditures made by the various departments.

During the past year, we obtained expenditure information from
Government’s accounting system relating to all expenditures of the
Consolidated Revenue Fund. We performed a general review and
analysis of amounts paid relating to: grants and subsidies; property,
furnishings and equipment; purchased services; professional
services; allowances and assistance; and transportation and
communications.

The results of our review are presented in Part 2.9 of the Report ofthe
Auditor General to the House of Assembly on Reviews of
Departments and croii’iz Agencies Jbr the Year Ended 31 March
2005.

2.10 Central West Health Corporation

The Central West Health Corporation (the Corporation) was
established in 1994 and provides primary, secondary, and long term
care to approximately 66,000 residents. These services are provided
through the Central Newfoundland Regional Health Centre, 8
regional facilities and a number of clinics throughout the region.
Effective I April2005, the Corporation combined operations with the
Central East Health Care Institutions Board and the Central Regional
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Health and Community Services Board and operated as a regional
health authority under the Province’s restructuring of existing
institutional and health and community services boards.

We have concerns with Central West Health Corporation’s financial
management practices. A lack of Corporation policy, as well as a lack
of adherence to Government policy, has led to questionable
transactions.

No approval to incur deficits

The Corporation incurred an annual operating deficit in two of the
past five years and at 31 March 2004, had an accumulated deficit of
$36.6 million, including $35.8 million in accrued severance pay,
vacation pay accruals, amortization of capital assets, and
amortization of capital contributions. Contrary to the Hospitals Act,
although the Corporation requested approval from the Minister of
Health and Community Services to incur annual operating deficits in
2001 and 2004, the Corporation never received approval to incur
these deficits.

Compensation practices not consistent with Govenunentpolicy

The Corporation’s compensation practices are not consistent with
Government’s compensation practices. Examples ofthis include:

• There were 10 instances where seven employees received a
total of$134,500 pay in lieu of taking 2,835.5 hours of paid
leave.

• Management and non-bargaining staff were paid double
time for overtime worked during the April 2004 public
service strike. While the Corporation said this practice is
common and in line with Newfoundland and Labrador
Health Boards Association policy, Government policy is to
pay overtime at time and a half. Our review of 8
management staffidentified excess payments of$48,000.
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• In one instance, $5,000 overtime pay for a senior employee
was paid to the hospital foundation as a donation; the
amount was not recorded on the employee’s T4.

• A senior executive at the Corporation was paid a 1% salary
differential above the Vice-President of Medical Affairs’
salary. While the 1% differential is accepted practice, it is
being incorrectly applied. The position ofVice-President of
Medical Affairs cannot be considered the next highest paid
position because it is not classified by Treasury Board’s
Classification and Pay Division, as is required by
Government policy. Since January 2003, the Corporation
has paid out approximately $92,373 in salary differential to
this senior executive.

The Corporation paid redundancy and severance of two
years totaling $360,400, along with $51,003 for unused paid
leave, when a senior executive was terminated in March
2005. However, Government policy states the maximum to
be paid for redundancy and severance is 82 weeks.
Factoring in termination benefits, the Corporation overpaid
the employee a total of$ 167,533.

• When one of the Corporation’s Vice-Presidents indicated
their intent to resign in 2004 to undertake a private venture.
they were entitled to 20 weeks of severance pay totaling
about $35,000. However, the Corporation agreed to an
arrangement where the employee would stay until health
care restructuring in the region was complete. As a result,
the Corporation had to pay this employee an additional
$102,000 in redundancy pay on termination in February
2005. The Corporation says the employee was needed to
assist with restructuring; however, the employee was on
leave cor 87.5 of the 137 days of the continuation period and
was allowed to overdraw their leave by 48.5 days.
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Expenditures unsupported and unauthorized

We found issues related to inadequate documentation, non
compliance with Corporation policy, inconsistencies with
Government policy, and claims for ineligible expenses when we
examined 58 executive, senior management and Board member
travel claims, 13 relocation and recruitment expense claims, 20
medical education allowance claims, and Board expenditures.
Examples include:

• From July 2003 to August 2004, one of the Corporation’s
Vice-Presidents claimed travel expenses totalling $5,900
for 11 trips to St. John’s. Leave records indicate the
employee was on paid leave at the time.

• Contrary to Government relocation policy, there were two
instances where mortgage down payments were considered
a moving expense, and there were other instances where
items such as a wide-screen television, digital camcorder,
global positioning system and mobile telephone were
purchased and claimed as moving expenses. There were
three instances where employees were provided amounts in
excess of the $12,000 maximum.

• Without authority, the Corporation paid $10,000 to the
hospital foundation on behalfof a senior employee in lieu of
payments for professional development. The foundation
issued a charitable receipt but the amount was not included
on the employee’s T4.

Public TenderAct contravened

The Corporation is contravening the Public TenderAct in that it does
not always call public tenders for purchases greater than $10,000,
does not always obtain three quotes or establish a fair and reasonable
price for purchases of $10,000 and less, and does not correctly
communicate exceptions being made.
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Examples ofcontravention ofthePublic TenderAct include:

Ofthe 20 purchases sampled that were greater than $10,000,
6 with a total contract value of $382,000 were not tendered
and the House of Assembly was not informed of the
exceptions.

• Of the 14 purchases sampled that were $10,000 or less, 4
purchases did not have either 3 quotes or documentation ofa
fair and reasonable price.

• Contract extensions were not always properly approved,
tenders were not kept in a locked box until opened, and
tenders were not stamped to document date and time of
receipt.

2.11 Newfoundland and Labrador Prescription
Drug Program

The Newfoundland and Labrador Prescription Drug Program
(NLPDP) is operated by the Department of Health and Community
Services and provides assistance in the purchase of pharmaceuticals
and some related medical supplies to residents of the Province who
qualify for benefit coverage. Drugs are dispensed mainly through the
network of community pharmacies located throughout the Province.
Assistance in the purchase of pharmaceuticals and some related
medical supplies is provided to three main groups of residents:
income support recipients, senior citizens and special needs patients.

In the last 9 years, the cost of the NLPDP has increased by 92%, or
$48.7 million, from $53.2 million in 1997 to $101.9 million in 2005.
During the same time, the number of clients decreased from 112,206
to 93,284 (a 17% decrease); however, the number of prescriptions
increased from 2,131,526 to 2,677,369 (a 26% increase).
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While new drug therapies, higher per capita drug usage and the
Province’s aging population are significant factors in the dramatic
increase in drug costs, we are concerned that poor management
practices are not ensuring that program costs are minimized. For
example:

• Unlike other provinces there is no on-line, real-time claims
system to provide necessary management information on a
more timely basis.

• As a result of not having an on-line, real-time system, the
Province is unable to take advantage of lower prices related to
“deeming” drugs within therapeutic classes as having equal
health benefits, thereby setting the price for that class at a
lower or median level. Of the 19 drugs we sampled, the
Province paid $754,000 more for 2 drugs than it would have
had it deemed the drugs in this class as having equal health
benefits and a set class price. Another Atlantic Province was
able to take advantage of such lower prices because they had
the required systems in place.

• Unlike other provinces, the Department does not have a
program to educate doctors on new drugs and does not provide
information to each physician on their pattern of prescribing
drugs relative to their peers.

• Because of the lack ofcooperation from pharmacies regarding
the provision of client information, the Department’s ability to
audit a sufficient number of pharmacies is severely
diminished. There are 275 pharmacies in the Province;
however, only 6 audits have been undertaken since 2002 and
only I (no problems identified) had been finalized. Audits are
an important way of checking for potential problems such as
over billing.

• While there are some system controls in place which are
intended to ensure the accuracy ofamounts paid for drugs, we
found errors in amounts paid for 2 of 19 drugs that we
sampled.
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The NLPDP has a budget of approximately $100 million, which is
larger than many Government departments. Yet the Program is the
only one in Canada without specific legislation to guide its
operations. We would expect such a framework to specify such things
as the responsibilities and accountabilities of Government,
pharnrncies and doctors, as well as provide enforcement provisions.
The presence of legislation would also provide infonTlation for the
Members of the House of Assembly on the effectiveness of this
Program.

Prescription drug abuse in the Province is documented at least as far
back as 1988. There are two components to the drug abuse problem,
i.e. client abuse and indiscriminate prescribing by physicians. The
following outlines what was done to try and deal with prescription
drug abuse.

The Client

The Department has a system in place to address “double doctoring”.
The main focus of the system is to restrict the use of a drug card to a
single phanriacy. Our review identified that the Department
currently only selects the top 20 clients determined by the number of
different physicians visited and who also vent to multiple
pharmacies. The extent ofthe review may not be adequate since only
20 of the approximately 1,800 clients were selected. When we
questioned as to why only 20 were selected, we were informed by one
NLPDP official that the decision was based upon professional
judgnient and past experience, and deterniined as being adequate to
detect abusers. However, we were informed by another NLPDP
official that “...theprocess is sometimes placed on a lower priority
level as a result ofworkload issues “. We also noted a comment in the
final report of a Treasury Board/Pharmaceutical Services Joint
NLPDP Review completed in 2004 that stated “eJjbrts were
decreased during the operation of the Prescription Monitoring
Program and have not yet returned to previous levels due to human
resource constraints.”
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We also found that cards are not always restricted by the Department
of Human Resources, Labour and Employment (HRLE) on a timely
basis. In 6 of the 20 samples we reviewed, it took between 49 and 90
days to have the card restricted.

The Physician

No substantive measures were introduced to deal with suspected
indiscriminate prescribing by a relatively small number of general
practitioners until the health and safety concerns related to
OxyContin became public.

Our review indicated a number of issues regarding the utilization of
prescription drugs under the Program. For example:

11 general practitioners were on the list of the top 10
prescribers of narcotics and other controlled drugs during
the period 1 April 2002 to 31 March 2005. These physicians
were writing from 25 to 50 times as many prescriptions for
these drugs as most of their peers and accounted for
approximately $560,000 (15%) of the approximately $3.7
million spent each year related to narcotics and other
controlled drugs.

The Department was not proactive in dealing with the small
number of general practitioners suspected of indiscriminate
prescribing.

Although officials indicated that information on possible
indiscriminate prescribing was provided to the
Newfoundland Medical Board (now called the College of
Physicians and Surgeons), the Board in the final OxyContin
Task Force Report indicated that, due to the Board’s
interpretation of its legislation, ‘... it is ilnuted in its ability
tojidjill its mandate ofpubhcpmtection
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It was not until the public outcry related to OxyContin abuse
that Government amended the Medical Act to provide the
Board with more comprehensive powers and requirements
to deal with issues identified regarding such things as
indiscriminate prescribing by doctors.

Lack of controls over drug cards provides the potential for drug
abuse. This is particularly the case for the manual dnig cards that are
prepared in the various HRLE district offices when a client services
officer issues cards after hours, or in emergency situations.

There are inconsistent criteria applied by HRLE and Integrated
Health Authority (IHA) staff in issuing drug cards because of
inconsistent policies for determining eligible client expenditures.
We found one instance where a client was refused a drug card at a
HRLE office but was approved for a card for the same time period at
an IRA office.

2.12 Personal Care Homes

The Health and conimunity Services Act (the Act) provides that the
Department of Health and Community Services has overall
responsibility for governing personal care homes in the Province.
The Personal care Home Regulations (the Regulations) under the
Act contain requirements relating to licensing, monitoring and
inspecting these homes.

Licensed personal care homes are privately owned and operated
facilities which provide residential accommodation to 5 or more
adults who require care and assistance. Residents of these homes do
not require daily services of professional staff such as physicians or
nurses. They may, however, require assistance with their daily living
activities such as bathing, dressing, or eating. As ofNovember 2004
there were 93 personal care homes licensed in the Province with a
total of2,676 available beds, 2,139 ofwhich were occupied.

Under the Regulations, applicants for licensing as a personal care
home must have their premises inspected by an official of a
Government Service Centre operated by the Department of
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Government Services. The applicant must then have their
application reviewed by a regional health and community services
board with respect to personal care standards. If all standards are
met, the regional board will issue a licence.

The Department of Health and Community Services is not doing an
adequate job in determining whether the regional health and
community services boards are complying with Personal Care Home
Regulations and Departmental policies. This is evidenced by the fact
that the Department does not require information relating to
licensing, monitoring and inspecting. Instead, the Department
receives monthly statistical reports which only show the number of
beds (occupied, vacant, and subsidized), residents’ level of care and
whether a sprinkler system is in place.

The Department does not assess whether residents are receiving a
consistent and adequate level of care. Residents are assigned a level
of care by board staff using an assessment process which requires
significant professional judgment. A Manager at the Department
indicated that there are discrepancies in how the boards are assessing
the level of care for the residents. Furthermore, a report prepared for
the Department in 2004 stated that personal care home owners
indicated that the “...detennination of the levels ofcare seem to he
subjective and not a true representation ofclient care requirements.”
The Department does not review resident assessments to ensure
consistency across the Province.

The Department has not established performance indicators which
could be used to assess the effectiveness of the personal care home
program in providing residents with the required care. As a result, the
Department cannot conclude whether the personal care home
program is producing the desired results.

The regional health and community services boards are not frilly
complying with the Personal Care Home Regulations and
Departmental policies. Our review of the activities at the boards
disclosed serious concerns relating to how personal care homes are
licensed, monitored and inspected. Examples of deficiencies noted
in our review of 24 homes during the period April 2002 to January
2005 indicated that:
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• licensing standards were not enforced;

• monitoring ofcare standards require improvement; and

annual fire and life safety, and environmental health
inspections were not completed within the required annual
time frame.

In July 2002, the St. John’s Regional Health and Community Services
Board decided that it could not approve the licence of a home which
did not meet building standards for minimum room sizes. Based on a
complaint, the Board determined in March 2003 that the home was
operating without a licence. The home continued to operate without
a licence and in June 2003 the Minister of Health and Community
Services directed the Board to issue the licence to the home even
though it did not meet licensing requirements. Based on this
direction, the Board issued the licence in September 2003.

2.13 Monitoring Health and Community Services Boards

There are four health and community services boards in the Province
comprised of St. John’s, Eastern, Central and Western Regions. Each
ofthese boards has local offices throughout the Province. Health and
community services in Northern Newfoundland and Labrador are
administered as separate components ofthe Grenfell Regional Health
Services Board and the Health Labrador Corporation, respectively.
The health and community services boards provide traditional
community health services including health promotion and
protection, mental health services, continuing care, and
immunization services. In addition, community service programs
including Child Welfare, Community and Corrective Services, and
Family Rehabilitative Services, are delivered under the health and
community services boards.

Effective 1 April 2005, the four health and community services
boards combined with the eight health care institution and integrated
boards to establish four regional health authorities throughout the
Province.

26 Auditor General of Newfoundland and Labrador



As a part of our audit work, we continue to monitor the financial
position and annual operating results of the four boards.

The overall financial position of the four boards has deteriorated
every year since 2000-01. All four boards had unfunded liabilities as
at 31 March 2005. The combined financial position of the four health
and community service boards at 31 March 2005 shows total
unfunded liabilities of $36.3 million, an 83% increase from the Si 9.8
million reported in 2000-01. The unfunded liabilities will eventually
have to be funded by Government.

The St. John’s Regional Health and Community Services Board
accounted for $16.8 million or 46% of the total $36.3 million in
unfunded liabilities. The largest increase in unfunded liabilities
during the year was at the Western Regional Health and Community
Services Board, where the total unfunded liabilities increased 71%
from $3.5 million to $6.0 million.

During the year, two of the four boards had operating deficits
totalling $5.9 million and two had surpluses totalling $1.0 million.
For 2004-05, only one board, the St. John’s Regional Health and
Community Services Board, reported an annual operating deficit
higher than the previous year.

Since 2000-01, total annual operating deficits have generally
declined because Provincial funding has increased more than
expenditures. For example, Provincial finding increased $47.1
million (28%) from $165.3 million in 2000-01 to $212.4 million in
2004-05. During this same period, program costs increased $40.5
million (25%) from $160.2 million in 2000-01 to 5200.7 million in
2004-05.

At 31 March 2005, one of the health and community services boards,
the St. John’s Regional Health and Community Services Board, was
in contravention of the FinancialAd,ninistration Act in that the board
had long-term debt totalling approximately $850,000 to entities
outside of the government reporting entity without legislative
authority.
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2.14 Monitoring Health Care Institutions and
Integrated Boards

From 1 November 1994 to 1 January 1996 the Government of
Newfoundland and Labrador established eight regional health care
institutions and integrated boards to administer health care facilities
in Newfoundland and Labrador. These boards took over the facilities
previously administered by many small local boards. The financial
position of the boards has been deteriorating over the past several
years. In an effort to control operating deficits, boards have
implemented changes to reduce costs and Government has provided
additional funding.

Effective 1 April 2005, the eight boards combined with the four
health and community services boards to establish four regional
health authorities throughout the Province.

As a part of our audit work, we continue to monitor the financial
position and annual operating results of the eight boards.

The overall financial position of the eight boards has deteriorated
every year since 2000-01. All eight boards had unfunded liabilities as
at 31 March 2005. The combined financial position of the eight
boards at 31 March 2005 shows total unfunded liabilities of $453.6
million, a 24% increase from the $366.1 million reported in 2000-01.
The unfunded liabilities will eventually have to be funded by
Government.

The Health Care Corporation of St. John’s accounted for $242.4
million or 53% ofthe total $453.6 million in unfunded liabilities. Six
of the eight boards reported increases in the total unfunded liabilities
for 2004-05.

During the year, six of the eight boards had operating deficits
totalling $17.4 million and two had surpluses totalling $1.2 million.
For 2004-05, two boards, the Central West Health Corporation and
Western Health Care Corporation, reported an annual operating
deficit higher than the previous year.
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Since 2000-01, total annual operating deficits have generally
declined because revenues have increased more than expenditures.
Most notably, Provincial ftrnding increased S20 1.0 million (29%)
from 5692.7 million in 2000-01 to 5893.7 million in 2004-05.
During this same period, total expenditures increased $187.7 million
(23%) from $816.8 million in 2000-01 to $1,004.5 million in
2004-05.

2.15 Income Support Program

The Province’s income support program is delivered by the
Department of Human Resources, Labour and Employment (the
Department) under authority of the Income and Employment Support
Act. Since 2001, the Department has served an average of 36,334
cases each year.

Due to an increased emphasis on assisting clients to find and maintain
employment, improved technology, and declining case loads the
Department has reduced the number of district offices and has
changed the manner in which it delivers its programs, particularly in
the infonirntion it collects and the ways that clients can apply for, and
continue receiving, income support. The Department made the
requirement for home visits discretionary in the mid-1990’s because
they determined that home visits did not add significant value to
ensuring that only eligible clients actually received benefits.

The Department has instituted integrity measures to ensure it has
current and accurate client information on file and that errors are not
made in approving applications for income support or in the
continuing provision of income support.

While the Department has instituted a number of useftil measures to
monitor the Income Support Program, these measures are not being
employed as effectively or thoroughly as they should be.

Weakness in Departmental structure

There are weaknesses with the Department’s structure as it relates to
the Income Support Program. Responsibility for ensuring
appropriate income support payments are made to clients is divided
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between the Eligibility Assurance Section (EAS) and the Internal
Audit Division. The integrity measures ofEAS are inter-related with
and complimentary to audit activities and should be tinder single
direction.

Interfaces not effectivelyperformed

Interfaces refers to the practice of cross-referencing cases with other
income programs (Federal and Provincial) to determine if clients are
receiving income from other sources. In the past two years, 1,815
clients have either been suspended and/or had an overpayment set up
as an account receivable ($1 million). We found that the interface
process:

• is not always perfonried or acted upon in a timely manner;
and

• does not include a formal process for communicating results
to senior staffor Executive.

TEC not applied i i’idely enough

The Telephone Eligibility Confirnrntion (TEC) process establishes a
recipient’s continued eligibility to receive income support and
determines their interest in employment and/or training. In the last
two fiscal years, there were records kept for telephone contact with
2,868 clients. Of this number, 2,471 interviews were completed. We
found that while the TEC process works well to reveal errors,
ultimately saving the Department money, it is not being applied
widely enough. These are the results of the call program for the last
two fiscal years:

• 206 of the 2,868 clients were not interviewed and were
suspended from income support because they could not be
contacted;

• There was no follow-up action for 191 of the 2,868 clients
where some form ofaction was required;
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• 45 of the 2,471 clients interviewed were suspended because
they were not entitled to receive income support;

• $964,377 in savings was projected due to the suspensions;

a further $24,255 in overpayments were identified; and

• personal information errors were identified.

Furthermore, there is no evidence that errors identified have been
corrected in the Department’s database.

Internal Audit Division does not audit district offices frequently
enough

Based on a review of the Division’s records, we found that divisional
offices are not being audited frequently enough. Specifically:

• thirteen of the 28 district offices have not been audited since
200 1-02;

• based on the current rate, district offices will only be audited
every six or seven years; and

• audits the Division conducted in 2003-04 and 2004-05
revealed:

errors in payment of income support (14
overpayments and I underpayment in 256 items
tested);

payment of income support without adequate
documentation (eg: 4 of38 medical transportation
payments); and

errors in the Department’s database (similar to
errors detected by telephone eligibility
confirmation).
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Cycle reviews not completed in accordance with established
frequency

The Department requires cases be regularly reviewed “to ensure
information is current, and to confirni eligibility for income support.”
One ofthe procedures used is a cycle review, which consists of a mail
out / mail back form. Fonis are mailed to clients based on how long
they have been receiving income support. We found that cycle
reviews are not always completed in accordance with established
frequency.

Investigations take too long to complete

An investigation can occur when an officer becomes aware that a
client is receiving income support where there is no entitlement. We
observed weaknesses in the Department’s handling of investigations
as follows:

482 investigations were outstanding at 28 February 2005, of
which 205 were older than four months. Based on the
Department’s interpretation of the Income and Employment
Support Regulations (that investigations must be completed
within four months), the Department terminated the 205
cases. We could not determine if any would have led to
suspensions or legal proceedings, and

39 cases approaching the four month mark are scheduled to
be teniiinated in the new year.

We do not agree with the Department’s interpretation of the
Regulations whereby they terminate an investigationjust because the
investigation has not been completed within the required four month
time frame.
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Peijbnnance indicators not establishedfor integrity measures

The Department has not established performance indicators which
could be used to assess the effectiveness of the integrity measures
which are designed to increase assurance that only eligible clients are
receiving income support and that employment support is being
provided to clients in cases where it would be beneficial.

2.16 Newfoundland and Labrador Housing Corporation
Employee Computer Purchase Loan Program

Newfoundland and Labrador Housing Corporation provides its
employees with computer purchase loans. Employees are required to
provide proof of purchase to the Corporation for a loan to be
advanced. The advance can be issued to either the employee or the
vendor. The loans are then recovered through employee payroll
deductions over a period not to exceed 36 months (defined in loan
agreements between the Corporation and the employees). These
loans bear interest at the Corporation’s demand rate and the interest
rate is adjusted semi-annually. The maximum loan is $5,000.

All departments, boards, agencies and commissions, for which
Government is the ultimate employer, are using public money to
compensate employees. Therefore, it would be reasonable to expect
that similar compensation practices would be consistently applied.
However, the employee computer purchase loan program offered by
the Corporation is not available for employees in central government.
As a result, this compensation practice is inconsistent with
Government’s compensation practices.

Offering this sort of loan program exposes the Corporation to
unnecessary risk. To illustrate, the program was briefly suspended in
2004 when the Corporation discovered that an employee received a
computer purchase loan even though a computer had not been
purchased. In this case, it was determined that insufficient
documentation was provided. Eventually, a senior official was
terminated and two others were suspended.
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Since 1989, the Corporation has advanced approximately $1 million
to over 200 employees for 538 computer purchase loans. However, it
has not determined the additional costs of administering the program
such as staff time in administration, payroll and accounting.

2.17 Investment in a Manufacturing Company

Government has invested a total of $750,000 in a manufacturing
company in the City ofMount Pearl.

Contrary to the recommendations of officials at the Department of
Finance and the Department of Innovation, Trade and Rural
Development (INTRD), a directive from the Premier’s Office in
December 2003 resulted in the manufacturing company being
provided with a $300,000 loan in 2004. Officials cited issues such as:

the loan would not be secured in that prior liens of other
investors would have claim to the company’s assets in the
event ofbankruptcy;

the investment would not generate additional employment
in the Province;

a revised business strategy of the company was not
advanced enough to determine if the company would be
viable; and

several other existing investors were not prepared to
increase their investment.

Furthermore, officials were aware that this company had been
experiencing financial difficulties since it commenced operations in
2001 and was unable to make any payments on the $450,000 loan
which Newfoundland and Labrador Industrial Development
Corporation (NIDC) provided in 2001. In fact, in 2003 the company
requested and received Government approval to convert the NIDC
loan to redeemable preference shares of the company. As a result, the
company does not have to repay the $450,000 loan and the Province
now holds 43,269 Class D redeemable preference shares of the
company.
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Officials at INTRD have determined that repayment of the $300,000
loan is doubtful and accordingly a provision for this expected loss has
been recorded in the Province’s financial statements for the year
ended 31 March 2005.

At the time of our review in November 2005, the company was not in
compliance with two conditions relating to the $300,000 loan:

• The company had not maintained the required employment
level of 30 hill-time equivalent employees in the Province.
In December 2004, when the company had 22 hill-time
equivalents, it formally requested the required employment
level be reduced. Although the 30 hill-time employees is
still a requirement of the loan, as of November 2005, the
company only employed 17 full-time equivalents.

• The company had not provided Government with the
required audited financial statements for the year ended 3 1
July 2005 and were a year late in providing the financial
statements for the year ended 3 1 July 2004.

2.18 Royal Newfoundland Constabulary

The Royal Newfoundland Constabulary (RNC) operates under the
authority of the Royal Neujbundland Constabulary Act, 1992 and
Regulations. The Chief of Police, appointed by the Lieutenant-
Governor in Council, is responsible for the RNC’s general control and
administration, and reports to the Minister of Justice and Attorney
General. The RNC’s mission is to work with the people of
Newfoundland and Labrador to foster safe communities by providing
quality, professional, assessable, timely and fair police services to all.
At 31 March 2005, there were 309 RNC members and 76 civilian
staff at the RNC. The RNC polices three regions ofthe Province - the
Northeast Avalon, Corner Brook, and Labrador West. The
population ofthese regions is approximately 201,000(2001 Census).
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Planning and reporting

We found weaknesses in planning and reporting practices. This was
evident in that:

• the long-term strategic plan expired in 2004 and has not
been updated;

a system to report on plan objectives has not been
implemented;

• operational plans have not been developed for any of the 14
divisions;

a multi-year training plan has not been developed and
approved; and

• all quarterly quality reviews were not submitted by 7 of 14
divisions for 2004.

human resoumre nianagemnent

The RNC does not have a system in place to monitor the amount of
time members spend on administrative tasks. Using fewer police
resources to perform administrative tasks would free up members to
perform core police functions. The RNC had hoped to achieve this
objective by introducing the Integrated Constabulary Automated
Network (ICAN) system; however, we found that the ICAN system is
not being used to generate reports to detenriine if the objective is
being met.

In 2002, the RNC purchased a Mobile Report Entry module, four lap
top computers and related software for a total cost in excess of
$52,000. These computers were to be used in police cars to allow
members to save time by entering investigative information and
preparing police reports directly. However, the computers were never
installed in the police cars. Furthermore, the computers are still in
storage and the RNC continues to pay annual software maintenance
and support service fees of$3,600.
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Two staffing areas need attention within the RNC: the ratio of
members to civilian employees and the lack of performance
evaluation systems. Currently, the RNC is using members to perform
tasks that could be done by civilians.

Overtime costs continue to increase and represent a significant cost to
the RNC. Overtime paid in the past three years and projected for
2005-06 is as follows: 2005-06 -$2,784,508 (projected by RNC);
2004-05 -$2,129,600 (plus $743,200 for April 2004 strike); 2003-04
-$1,132,350; and 2002-03 -$1,007,102.

Over 7,500 individual entries were not keyed into the RNC’s
Resource Utilization System (RUS) during 2004-05 and, as a result,
employee detail reports from the system do not reflect all the
overtime paid during 2004-05. In addition, Divisional or District
Commanders are not submitting monthly summaries of their
overtime expenditures to the Director of Finance and General
Operations, as required. The RUS was expected to provide all
necessary information for the RNC Executive to monitor and control
overtime. However, RNC officials indicated that the RUS is unable
to produce the required detailed reports to adequately monitor
overtime. Therefore, overtime cannot be reviewed, monitored and
controlled without the monthly summaries from the Divisional or
District Commanders.

The issues of significant sick leave among members and the link
between sick leave and overtime, both of which were identified as
issues by the Department of Justice in March 2004, continue to be a
concern. The average number of sick leave days used by members in
2004-05 was approximately 13 days (central Government average
was 11.57 days for full-time permanent staff) and in that year sick
leave costs totaled in excess of$800,000.

Purchasing and tendering

We found weaknesses in the RNC’s purchasing and instances of non
compliance with legislation regarding financial controls and
tendering. The following issues were identified:
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Contravention of the Public Tender Act in that it does not
always call public tenders for purchases greater than
$10,000 and does not always obtain either three quotes or
establish a fair and reasonable price for purchases $10,000
and less.

Contravention of the Financial Ad,niustration Act in 15
instances by ordering goods and services without
encumbering hinds.

Purchase orders, providing the required authorization, are
not being prepared until after the receipt of goods and
services and related invoices.

Examples where documentation to support payments was
inadequate.

Jn/bnnation technology

The RNC is not complying with its own ndes regarding information
systems management. While there are clearly established policies
and procedures in place to ensure the security of automated systems,
these policies and procedures are not being followed.

JnJbrnzation management

Police investigation files are not being reviewed in a timely manner to
ensure that all tasks associated with investigating and concluding
files are carried out. At the time of our review, there were over 21,000
overdue diary dates (dates assigned to police investigation files to
ensure that all tasks associated with investigating and concluding
files are carried out as promptly as possible) on the Integrated
Constabulary Automated Network system for the period January
1999 to December2002.

The records sign-out database is used by the Information
Management Division to record files removed from and returned to
the Division. The database system is not accurate. For example, of
the 40 files indicated as “overdue”, we reviewed 20 and found that 12
were not with the member to whom the file was signed out and could
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not be located. Furtherniore, 6 of the 20 files were located in the
Division; however, the database had not been updated.

In yen to’)’

There are significant weaknesses over inventory of computers,

quartermaster store items, and office furniture and equipment at the
RNC. Although there are inventory control procedures to record
acquisition, disposals and transfers, these procedures were not
always complied with. For example, assets were not tagged,
inventory counts were not performed, and inventory listings were
either not maintained or inaccurate. During our testing the RNC
could not account for all assets and in other instances assets were

found in locations other than that indicated on the system.

There is no tracking and reporting of vehicle mileage, fuel
consumption and maintenance for the 118 police vehicles.
Furthermore, there are no policies covering preventive maintenance
and replacement.

The Property Control Centre is used to store evidence which is found,
seized or confiscated. We found that systems and controls at the
Property Control Centre were not adequate. There were items on the
inventory listing which could not be located, items examined which

were not recorded on the inventory listings, and access to the area was

not adequately restricted. Furthermore, although there are processes

in place to ensure that evidence no longer required is disposed of, we
found that this did not always occur and as a result, the area was

unnecessarily cluttered. These significant weaknesses at the
Property Control Centre could result in exposure to the RNC in that
evidence is not properly safeguarded.

2.19 “911” Emergency Response Service

In 1972, Canada recognized the three-digit telephone number “911”

as the “Universal Emergency Number” for citizens to request
emergency assistance. The number is a nationwide telephone number
that gives the public fast and easy access to a Public Safety
Answering Point (PSAP) where the PSAP answers and routes the
callers to the appropriate emergency responders.
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The 911 service allows individuals to dial one three digit number to
access any emergency services including medical, fire and police.
Without the 911 service, an individual would have to either know or
find the applicable emergency number and dial up to eleven digits to
access these services.

Newfoundland and Labrador is the only Atlantic Province without
Province-wide coverage for land based 911 emergency response
services. Currently, only 40% of the Province’s population and less
than 10% of communities on the island portion of the Province have
access to this 911 service. Furthermore, there is no land based 911
service in Labrador.

The 911 services currently operating in the Province are “basic” 911
services. En contrast, the other Atlantic Provinces have “enhanced”
91] services which use the telephone number of the calling party to
capture information related to the location of the emergency. This is
particularly significant where the caller’s ability to communicate is
impaired.

Without a 911 service, individuals can experience delays in
contacting the appropriate emergency service since they have to
either know or find the emergency number and dial up to eleven digits
to contact emergency services in their area. There is an added risk for
the traveling public who may not be aware that there is no land based
Province-wide 911 service.

2.20 Municipal AssessmentAgency

The Municipal Assessment Agency, a Crown-owned agency created
in 1997, is the only source of residential and commercial property
assessment services for 230 municipalities which levy property taxes.
The exception is the City of St. John’s, which performs its own
assessments.

The Agency performs assessments on the following types of
properties: approximately 122,000 residential, approximately 35,000
vacant land parcels, approximately 12,500 commercial/industrial and
approximately 6,400 other properties. Mass appraisal techniques are
used to assist in valuing properties. Mass appraisal provides that
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properties with similar characteristics and circumstances are valued

similarly. The Agency charges an annual fee to municipalities for

assessment services.

The Agency is not assessing property values in a timely, complete and

consistent manner. As a result, municipalities may not be receiving

the most accurate and complete assessed property values to ensure

they maximize their revenues.

We examined several aspects of the Agency’s property assessment

process, as well as its expenditures, and reached the following

conclusions.

PmpertvAssessnzenl issues

According to the Agency’s database at the time of our review, nearly

halfofthe 20,055 properties sold during the period 2002 to 2005 were

never inspected. It is important that these sales inspections be

completed to assist in ensuring that the three year revaluations, which

rely on market information, are accurate.

Contrary to policy, approximately 74% of inspections did not include

an interior inspection of the property. A contributing factor to this

situation is that there is no follow-up if the property owner is not

home.

Staff at the Agency indicated that, as a resLilt of the lack of guidance

provided to assessors, there are inconsistencies in the completion of

assessment forms. Therefore, properties are not always valued on a

consistent and uniform basis.

The Assessment Act requires that all properties be visited for

inspection at least once every 10 years. This portion of the Act

became effective in 1998; therefore the Agency has until 2008 to

ensure that all properties have been visited in 10 years. In accordance

with the Agency’s Data Tracking policy, these visits are exclusive of

visits required for other purposes. To satis& the requirements of this

policy, the Agency has a plan in place to inspect 10% of properties

each year, starting alphabetically by street in each municipality.
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However, supplementary inspections and appeals inspections take
precedence over the 10 year visits.

As the Agency has approximately 176,000 properties that would
require inspection, it has inspected only 6% of the properties in 2005
instead of its target of 10%. Not achieving this target in any given
year increases the risk that all properties will not be inspected by 2008
as required.

In addition to the review performed by assessment staff, the Agency
also uses accepted statistical measures to determine whether assessed
market values are accurate. When the Agency applied these statistical
measures to the 49 municipalities in the Province which had
sufficient property sales to apply the measures, it was revealed that:

5 municipalities had poor assessment quality;

4 municipalities lacked good appraisal uniformity in
properties with similar characteristics; and

29 municipalities had high value properties under-
appraised.

The Agency runs annual exception reports to identify database
anomalies. For example, in December 2003, 3,243 anomalies were
identified while in December 2004, 7,627 anomalies were identified.
There was no indication, during our review, that these anomalies
were being addressed.

Expenditure issues

Although the Agency has adopted Government’s travel policy, we
found instances of non-compliance. For example, during the period
May 2003 to January 2005, we found:

airfare and meals for spouses of Board members and
employees, totalling $1,930 was claimed;
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• “business lunches” totalling $301 were claimed when only
Agency officials were present;

expenses exceeded allowable limits by $982 for meal per
diems; and

• meal per diems totalling $348 were claimed when meals
were already provided.

Tn 2003, without the use of an objective means of evaluation such as
the Province’s Consultant’s Giudelines, the Agency selected a
consultant to design and implement a new management structure.
Officials indicated that the consultant was selected as a result of
previous work. This consultant received a total of$8 1,000.

Other instances of expenditures which were not consistent with
Government policy included:

• Golffees for staffand Board -$907;

• Liquor for Board conferences and staffgolf functions -$505;

Christmas dinners for Board (including spouses) -$3,952;
and

• Christmas luncheons for staff-$305.

2.21 Vacant/Surplus Properties and Unused Space

The Department of Transportation and Works is responsible for
managing and maintaining approximately 653,000 square metres of
floor space in 900 Government-owned buildings and properties,
including vacant/surplus properties and unused space.

The vacant/surplus properties inventory per region as at 31 March
2005 comprises 62 buildings within 27 sites. This inventory includes
5 buildings not classified as vacant but which have a significant
amount of unused space. The estimated value of this space, were it to
be replaced today, is over $183 million.
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In our opinion, Government is not efficiently managing Government-
owned vacant/surplus properties. Government does not have a long
terni strategy for the disposal or alternate use of Government-owned
vacant/surplus properties. As a result, vacant/surplus properties
continue to deteriorate while the Department incurs ongoing
operational costs and increasing environmental remediation costs.
More attention must be paid to timely environmental remediation of
these sites and their subsequent disposal, re-use or re-sale. In
particular we found:

Inaccurate in i’en to!)’ database

The Department’s database on Government-owned buildings
contains detailed inforniation necessary for management. However,
it is not kept current; at the time of our review in March 2005, the last
inventory update began in September 2003 and was not completed
until March 2004. We also found that the database was not accurate
in that one vacant/surplus property was not included in the database,
while in another instance a vacant/surplus property was recorded in
the wrong category.

Operating costs

Government continues to incur significant annual operating costs for
Government-owned vacant/surplus properties, with an annual
average of over $573,000 for the last five years. Approximately
$470,000 of the $573,000 average annual costs relates to the Grace,
the old Janeway and the former College ofthe North Atlantic.

Envi,vnmental assessment and rein ethatton costs

Our review showed the cost ofrestoring vacant/surplus properties for
an alternate use or re-sale (through environmental remediation) can
significantly increase when those buildings are not maintained. The
accumulating costs can make negative assets out of otherwise re
usable properties.

Although environmental remediation and demolition costs have not
been determined for all vacant/surplus properties, the Department
has estimated the following:
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Environmental remediation: $5.87 million for nine

vacant/surplus property sites; and

Demolition costs estimated at S6.23 million for twelve

vacant/surplus property sites.

A Hem ate uses

The Government does not have a process in place to deal with the

timely disposal of vacant/surplus properties by finding alternate uses

for them. For example: slow handling of an entrepreneur’s request to

take over the building site of the former Young Offenders’ Institute in

Whitbourne in 2001 resulted in losing an opportunity to dispose of a

vacant/surplus property. Because the process took so long, the

building deteriorated to an unacceptable condition and in 2003 the

entrepreneur decided the building was no longer suitable for their

business.

Likewise, the Government has not identified alternate uses for other

vacant/surplus properties still suitable for occupancy. Some are being

used for storage only.

Disposalsirategies

The Department has not demonstrated, through planning and

budgeting, a commitment to disposing of unwanted vacant/surplus

properties. For example, in its budget submission for 2005-06, the

Department included a listing ofenvironmental remediation program

requirements for 2005-06 as well as fUture requirements. However,

this listing did not include all the costs identified to date for the

environmental remediation and/or demolition of all of its

vacant/surplus properties. The Department did include $2.0 million

for future environmental assessments and remediation requirements

but did not identify the vacant/surplus property sites to which these

costs pertained.
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Space allocation

Although Government started a process in late 2004 to determine if
there is any existing unused space within existing leased or owned
buildings (covering Government departments, agencies, boards and
crown corporations) which could be better utilized, no savings had
been realized to the time ofour review.

Chapter 3

Update on PriorYcars’Report Items

This year we continued a process whereby our recommendations are
monitored and the results reported within two years of the original
report date. This Chapter provides the results of this monitoring
process relating to the recommendations contained in 2003 and prior
Reports oft/ic Auditor General to the House ofAssemblv n Reviews
ofDepartmens mid Crowii Agencies.
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2.10 Central West Health Corporation

Introduction

Mandate The Central West Health Corporation (the Corporation) was established in
1994 and provides primary, secondary, and long tenri care to
approximately 66,000 residents. These services are provided through the
Central Newfoundland Regional Health Centre, 8 regional facilities and a
number ofclinics throughout the region.

Details as to the region covered by the Corporation are shown in Figure I.

Figure 1

Central Vest Health Corporation Region
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2.10 Central NVest Health Corporation

Amalgamation Effective 1 April 2005, the Corporation combined operations with the
Central East Health Care Institutions Board and the Central Regional
Health and Community Services Board and operated as a regional health
authority under the Province’s restructuring of existing instiftitional and
health and community services boards.

Audit Objectives and Scope

Objectives The objectives ofour review were to:

I. Review the financial position and operating results of the
Corporation; and

2. Deterniine if expenditures are properly approved, monitored,
controlled, and comply with the Public Tender Act and
Regulations.

Scope

Conclusions

Our review, which we completed in March 2005, covered the fiscal years:

1. 2003-04
2. 2004-05 (up to January 2005)

Findings In our opinion, there are concerns with Central West Health Corporation’s
financial management practices. A lack of Corporation policy, as well as a
lack of adherence to Government policy, has led to questionable
transactions.

Conclusions from our review relate to four aspects of the Corporation’s
finances: (I) Deficits, (2) Compensation Practices, (3) Expenditures, and
(4) Public TenderAci.
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2.10 Central West Health Corporation

1. No approval to The Corporation incurred an annual operating deficit in two ofthe past five
incur deficits years and at 31 March 2004, had an accumulated deficit of $36.6 million,

including $35.8 million in accrued severance pay, vacation pay accruals,
amortization of capital assets, and amortization of capital contributions.
Contrary to the Hospitals Act, although the Corporation requested
approval from the Minister of Health and Community Services to incur
annual operating deficits in 2001 and 2004, the Corporation never
received approval to incur these deficits.

2. Compensation The Corporation’s compensation practices are not consistent with
practices not Government’s compensation practices. Examples ofthis include:
consistent with
Government policy Paid leave

There were 10 instances where seven employees received a total of
$134,500 pay in lieu oftaking 2,835.5 hours ofpaid leave.

Incorrect overtiniepayments

Management and non-bargaining staffwere paid double time for overtime
worked during theApril 2004 public service strike. While the Corporation
said this practice is common and in line with Newfoundland and Labrador
Health Boards Association policy, Government policy is to pay overtime
at time and a half. Our review of 8 management staff identified excess
payments of$48,000.

Unrecorded compensation
In one instance, $5,000 overtime pay for a senior employee was paid to the
hospital foundation as a donation; the amount was not recorded on the
employee’s T4.

Incorrectly applied salaiy dUfèrential
A senior executive at the Corporation was paid a 1% salary differential
above the Vice-President of Medical Affairs’ salary. While the 1%
differential is accepted practice, it is being incorrectly applied. The
position of Vice-President of Medical Affairs cannot be considered the
next highest paid position because it is not classified by Treasury Board’s
Classification and Pay Division, as is required by Government policy.
Since January 2003, the Corporation has paid out approximately $92,373
in salary differential to this senior executive.

Oveipaid tennination benefits
The Corporation paid redundancy and severance of two years totaling
$360,400, along with $51,003 for unused paid leave, when a senior
executive was terminated in March 2005. However, Government policy
states the maximum to be paid for redundancy and severance is 82 weeks.
Factoring in termination benefits, the Corporation overpaid the employee
a total of$ 167,533.
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2.10 Central West Health Corporation

Cost/i’ management decision
When one of the Corporation’s Vice-Presidents indicated their intent to
resign in 2004 to undertake a private venture, they were entitled to 20
weeks of severance pay totalling about $35,000. However, the
Corporation agreed to an arrangement where the employee would stay
until health care restructuring in the region was complete. As a result, the
Corporation had to pay this employee an additional $102,000 in
redundancy pay on termination in February 2005. The Corporation says
the employee was needed to assist with restructuring; however, the
employee was on leave for 87.5 of the 137 days of the continuation period
and was allowed to overdraw their leave by 48.5 days.

3. Expenditures We found issues related to inadequate documentation, non-compliance
unsupported with Corporation policy, inconsistencies with Government policy, and
and unauthorized claims for ineligible expenses when we examined 58 executive, senior

management and Board member travel claims, 13 relocation and
recruitment expense claims, 20 medical education allowance claims, and
Board expenditures. Examples include:

• From July 2003 to August 2004, one of the Corporation’s Vice-
Presidents claimed travel expenses totalling $5,900 for 11 trips to
St. John’s. Leave records indicate the employee was on paid leave
at the time.

• Contrary to Government relocation policy, there were two
instances where mortgage down payments were considered a
moving expense, and there were other instances where items such
as a wide-screen television, digital camcorder, global positioning
system and mobile telephone were purchased and claimed as
moving expenses. There were three instances where employees
were provided amounts in excess ofthe $12,000 maximum.

• Without authority, the Corporation paid $10,000 to the hospital
foundation on behalf of a senior employee in lieu of payments for
professional development. The foundation issued a charitable
receipt but the amount was not included on the employee’s T4.
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2.10 Central West Health Corporation

4. Public Tender The Corporation is contravening the Public Tender Act in that it does not
Act contravened always call public tenders for purchases greater than $10,000, does not

always obtain three quotes or establish a fair and reasonable price for
purchases of $10,000 and less, and does not correctly communicate
exceptions being made.

Examples of contravention of the Public Tender Act include:

Of the 20 purchases sampled that were greater than $10,000, 6 with
a total contract value of$382,000 were not tendered and the House
ofAssembly was not informed ofthe exceptions.

• Of the 14 purchases sampled that were $10,000 or less, 4 purchases
did not have either 3 quotes or documentation of a fair and
reasonable price.

• Contract extensions were not always properly approved, tenders
were not kept in a locked box until opened, and tenders were not
stamped to document date and time ofreceipt.

Findings and Recommendations

1. Deficit

Deficit increasing The financial position of the Corporation has declined over the past five
fiscal years. As at 31 March 2004, the Corporation had an accumulated
deficit of$36.6 million, an increase of$ 16.1 million from the accumulated
deficit of $20.5 million at 31 March 1999. Subsequent to our review, the
Corporations 2004-05 audited financial statements were released. For the
2004-05 fiscal year the Corporation reported an operating deficit of
$4.5 million which increased the Corporation’s accumulated deficit to
$41.1 millionat3l March2005.

Figure 2 shows the Corporation’s annual deficits and accumulated deficits
to 2004.
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2.10 Central West Health Corporation

Figure 2

Annual and Accumulated Deficits
Years Ended 31 March
(S Millions)

Accumulaled
Deficit

Operating surplus (deficil)

Non-shareable deficit

Total annual deficit

Accumulated deficit

Opening

0.7

(21.2)

(20.5)

2000

0.2

(2.2)

(2.0)

(22.5)

2001

(1.0)

(3.4)

(4.4)

(26.9)

2002

0.2

(3.2)

(3.0)

(29.9)

2003

0.0

(3.9)

(3.9)

(33.8)

2004

(0.9)

(1.9)

(2.8)

(36.6)

(0.8)

(35.8)

(36.6)

Source: Audited Financial Statements

As the Figure shows, $35.8 million ofthe 2004 $36.6 million accumulated
deficit is the result of non-shareable items such as severance pay accruals,
vacation pay accruals, amortization of capital assets, and amortization of
capital contributions. The remaining $0.8 million of the accumulated
deficit relates to shareable operations.

Deficits not
approved

For each of the fiscal years from 2000 to 2004, the Corporation approved a
balanced budget. However, in 2001 and 2004. the Corporation exceeded
its budget and incurred operating deficits of$1.0 million and $0.9 million
respectively. Contrary to the Hospitals Act, although the Corporation
requested approval from the Minister of Health and Community Services
to incur annual operating deficits in 2001 and 2004, the Corporation never
received approval to incur these deficits.

The Corporations annual budgets
Department of Health and Community’
2003-04 and 2004-05 fiscal years,
approved well into the respective fiscal year.

Budget submission and approved timelines
Fiscal Budget Budget Submitted to Budget approved
Year Submission Department far by Department

Deadline Approval
2003-04 30 May 2003 3 June 2003 10 July 2003
2004-05 10 July 2004 12 July 2004 21 December2004

Budget not
approved on
timely basis

are not being approved by the
Sen’ices on a timely basis. Forthe
the Corporation’s budgets were
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2.10 Central West Health Corporation

Large At 31 March 2004, the Corporation had total unfunded liabilities of $35.2
unfunded million. Figure 3 shows the Corporations total unfunded liability for the
liabilities last fouryears.

Figure 3

Unfunded liabilities
For the Fiscal Years
($ Millions)

2000-01 2001-02 2002-03 2003-04

Cash 1.4 2.1 (0.9) 0.8

Accounts payable (5.3) (8.5) (4.5) (5.4)

Current long-term debt (0.3) (0.4) (0.8) (0.8)

Less: Net accounts receivablc 2.5 6.0 3.5 3.7

Net liabilities (1.7) (0.8) (2.7) (1.7)

Long-term dcbt (13.1) (15.2) (18.8) (18.7)

Severance pay (7.6) (8.3) (10.0) (10.5)

Vacation pay (3.4) (3.8) (4.2) (4.3)

Total unfunded liabilities (25.8) (28.1) (35.7) (35.2)

Source: Audii Financial Statements

The $35.2 million in unfunded liabilities at 31 March 2004 will be affected
by the results of current operations and the level of Government funding.
If the Corporation has annual operating surpluses in the future, these
surpluses can be used to fund the liabilities. However, if the Corporation
has annual operating deficits, then the deficits, along with the unfunded
liabilities, will eventually have to be funded by Government.

2. Accounts Receivable

For the fiscal years ending 2000 to 2004, the Corporation reported
significant accounts receivable. At 31 March 2004, there was $3.8 million
in accounts receivable. Figure 4 shows the accounts receivable for the last
five years.
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2.10 Central West Health Corporation

Figure 4

Accounts Receivable
31 March
($000’s)

Accounts Receivable 2000 2001 2002 2003 2004

Doctors/Nurses/Employees 163 48 174 121 96

Patients 375 416 615 518 700

Long-term care residents 615 461 545 652 513

Due from Board Fund 0 230 0 (468) 510

Hospital Foundation 50 183 739 1,364 1,031

Provincial Government 1,173 644 3,402 384 69

Federal Government 126 418 695 847 479

Other 251 327 133 183 439

Total accounts receivable 2,753 2,727 6,303 3,601 3,837

Allowance for doubtffil accounts (238) (231) (259) (126) (123)

Net accounts receivable 2,515 2,496 6,044 3,475 3,714

Sou,-ce: A tulited Fi,,ancial Statements
Note: The accounts ,-eceirable inJbrmation t-eported in the audited financial statements lit’s been re—g,-ouped/br m-eport purposes

The Corporation is not adequately monitoring, reporting and collecting its
accounts receivable.

As Figure 4 shows, the Corporation reported $700,000 in patient
receivables at 31 March 2004. Our review of the patient receivables
identified:

Incorrect $211,000 of the patient receivable balance was recorded in the

ageing Corporation’s patient receivable system. At 31 December 2004, the
patient receivable system reported $222,000 outstanding, of which
$139,000 (or 63%) was over 151 days old. However, a review showed that
$70,000 in credits were not properly aged. As a result, accounts aged 151
days or more were overstated by $70,000.
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2.10 Central West Health Corporation

No declaration A review of 7 accounts over $1,000 and 151 days or more in arrears
forms identified 2 accounts (totalling $9,113) where declaration forms for out-

of-province patients were not completed prior to patient discharge.
Without this form, the Corporation cannot bill the other provinces medicaL
plan.

Billing errors Workers compensation patients who return as non-workers compensation
patients at a later date do not always have their patient coding changed
upon admittance. As a result, workers compensation is incorrectly billed
for the service. Furthermore, the Corporation does not send out follow-up
invoices to workers compensation if an account is not paid. As a result, the
incorrect billing is not detected.

Incorrect $415,000 of the patient receivable balance was recorded in the
classification Corporation’s client receivable system. 1-lowever, our review found

accounts totalling $312,000 not related to patient services. For example:

• $231,000 related to an amount owing from the hospital foundation
regarding an equipment purchase in January 2003.

• $42,000 related to a $64,000 no-interest loan to one doctor in June
2002. The account is being repaid at $1,100 per month.

• $35,000 was due from the Central Regional Health and
Community Services Board for a paramedic training program.

• $4,000 related to an amount owing from one employee regarding a
return in service agreement in December 2003. The employee
resigned in 2004 and is repaying the balance at $125 per month.

Money owed At 31 March 2004, the Corporation reported $1,031,000 due from the
from South and Central Flospital Foundation. Our review identified:
Foundation

• $231,000 owing from the Foundation was classified as patient
receivables and not included in the $1,031,000. The total owing
from the Foundation should have been reported as $1,262,000.

• $106,000 was related to recoverable salaries paid on behalf of the
Foundation. At 31 March 2004, $50,000 was over two years old.

• $925,000 related to capital equipment purchases cost shared by the
Foundation. At 31 March 2004, $687,000 was overa year old.
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Money owed At 31 March 2004, the Corporation reported $96,000 owing from
by employees employees and doctors. Our review identified $12,250 related to the
and doctors balance on a three-year return in service agreement for a physiotherapy

student. In September 1999, the student received a training bursary of
$21,000 for a three-year program and in January 2003 began working with
the Corporation. At March 2004, the student had worked 15 months into
the three-year agreement. The agreement stated that only 10% would be
forgiven after 15 months; however, the Corporation had forgiven 42%.
Therefore, the $12,250 receivable was understated and should have been
reported as $18,900.

3. Compensation Practices

Not consistent During 2003-04, the Corporation spent $68.1 million, or 76%, of its
with $89.3 million in total expenditures on salaries and benefits. Our review
Government disclosed that the Corporations compensation practices are not consistent
compensation with Government policy with regard to:
practices

A. Payment ofpaid leave

B. Overtime payment during strike action

C. Payment ofsalaiy differential

D. Termination benefits

Excess compensation paid to staff and payments made in advance of due
dates reduces amounts available for program delivery.

A. Payment ofpaid leave

Paid leave Government policy permits an employee who has more than 180 days paid
payments leave to receive payment for up to 10 days per year as long as the
inconsistent employee’s leave bank remains above 180 days. However, Corporation
with paid leave policy allows employees who have over 30 years of service and
Government are older than 55 to receive payment for up to 40 days of paid leave per
policy year, regardless of their leave bank balance. Therefore, this is not

consistent with Government policy.
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Our review identified 10 instances where 7 employees (executive,
management and non-bargaining) received a total of$ 134,444 pay in lieu
oftaking 2,835.5 hours ofpaid leave. Paid leave by employee ranged from
143 hours (19 days) to 1,100 hours (147 days) as shown in the table. None
of these employees had the 180 day leave bank balance required by
Government policy.

Paid leave forApril 2003 -January 2005

Paid Leave

Employee Date Hours Days Amount

I April2003 250 33 $ 11,153

2 June2003 300 40 13,327
March 2004 300 40 14,002
February 2005 500 67 23,336

3 August 2003 250 33 8,745

4 September 2004 160 21 2,533

5 October 2004 157.5 21 11,003
February 2005 525 70 36,678

6 Novcmbcr2004 143 19 4,025

7 January 2005 250 33 9,642

Total 2,835.5 377 $ 134,444

Individual In another instance, an employee who had a 180 day leave bank balance

overpayment required by Government policy was paid for 65.6 days ($15,212), 55.6
days in excess ofGovernment’s 10 day annual limit.

B. Overtime payment during strike action

Overtime paid The Corporation paid employees (executive, management and non-

above bargaining) double time for overtime worked during the April2004 public
Government service strike. Corporation staff stated the policy is common throughout
policy the health care system in the Province, and is in line with policy directions

received from the Newfoundland and Labrador Health Boards
Association. However, Government policy provides for the payment of
overtime at time and a half, other than for statutory holidays when
overtime is paid at double time.
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The Corporation paid out or accrued overtime pay totaling $1.2 million
related to the strike. Based on double time1 the Corporation paid an
estimated $300,000 in excess overtime pay. OLLr review of overtime paid
to S employees (executive and management) during the strike identified
547.694 in excess overtime pay. The table summarizes these payments.

Excess overtime payments
Senior Overlime Payment at Payment as per Excess

Employee Hours Double Time Government Policy Overtime

1 197.5 S 34,955 S 26,217 S 8,738

2 239.0 43,746 32,809 10,937

3 156.0 14,624 10,968 3.656

4 230.0 21,560 16,169 5,391

5 151.25 14,180 10,635 3,545

6 236.0 20,182 15,137 5,045

7 175.75 15,950 11,962 3,988

8 274.0 25,576 19,182 6,394

Total 1,659.5 $190,773 $143,079 $47,694

Compcnsation
not recorded on
T4

A senior executive donated 50 hours of banked overtime hours, or
approximately $5,000, to the hospital foundation. In May 2004, the
Corporation paid the $5,000 to the hospital foundation, and reduced the
employee’s overtime bank by 50 hours. Our review found:

• The Corporation did not include the $5,000 on the employee’s T4.
• The foundation issued a receipt in the employee’s name in May

2004.
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C. Payment ofsalary differential

Salary
differential
above
Government
policy

Government’s salary differential policy states a manager receives 1%
above the base salary of the highest classified management subordinate’s
pay scale.

The salary differential policy is not applicable

Ifeither position is not officially classified on ajob evaluation plan
administered by Treasury Board’s Classification and Pay Division;
or

When the subordinate is:
• paid based on individual qualifications;
• red-circled; or
• paid higher than the regular rate ofpay for the position.

A senior executive at the Corporation was paid a 1%
above the Vice-President of Medical Affairs’ salary,
retention bonuses paid. However, the position of
Medical Affairs is not officialLy classified. As such:

salary differential
exclusive of any
Vice-President of

• the position should not be considered as the highest paid
subordinate; and

• the salary differential should not be paid since the senior
executive’s salary is already 1% above the next highest paid
subordinate.

Since 1 January 2003, the Corporation has, contrary to Government
policy, paid $92,373 in salary differential to this seniorexecutive.

Senior executive’s salary differential payments

Salan’ based on Approved Salary Annual Salary
o . .

‘ Calculated
Effcciive Date I /o differential per Point Scales Differential -

O erpa ment

I Jan2003 S164,929 5124,761 S40,l68 520,084

I July 2003 SIM,929 S127.889 537.040 18,520

lJan2001 5172.565 5131,077 541.488 31,488

I Jan2005 5180,200 5131,077 519,123 12,281

Total S92373

Auditor General of Ne foundiand and Labmdor 221



2.10 Central 4Vest Health Corporation

in May 2000, the Department of Health and Community Services directed
the Corporation to discontinue the senior executive’s salary differential.
The Corporation did not comply with the Department’s direction and
continued to pay the salary differential.

In addition to the salary differential of $41,488 in 2004 on the regular
salary, the Corporation paid an additional Si! ,837 in salary differential on
overtime earned during the April2004 public sector strike and an advance
payment for paid leave.

D. Termination benefits

Costly On termination of employment, Government policy allows severance
management payment up to a maximum of 20 weeks of pay one week for each year
decision worked to 20 years. Furthermore, when a position is declared redundant,

an employee is entitled to redundancy pay based on their age and years of
service up to a maximum of 62 weeks. Therefore, an employee whose
position is declared redundant may receive a maximum of82 weeks pay.

During the summer of 2004, one of the Vice-Presidents indicated their
intent to resign to undertake a private venture. This employee had over 20
years service with Government and therefore, was entitled to 20 weeks of
severance pay totalling approximately $35,000.

Although the Corporation was aware of the planned restructuring ofhealth
boards, it agreed to an arrangement where the employee would remain
with the Corporation until health care restructuring in the region was
complete. As a result, when the employee’s position was declared
redundant, the Corporation had to pay this employee an additional
$102,000 in redundancy pay (58 weeks) upon termination in February
2005.

Furthermore, from 3 August 2004 to Ii February 2005, although the
Corporation indicated that the employee was needed to assist with the
restructuring, the employee took 87.5 of the 137 working days for this
continuation period in paid leave and, as a result, was available only 36%
ofthe time. The employee only had 39 days of leave available during this
period and on termination in February had overdrawn their paid leave
balance by 48.5 days. Although the leave was recovered from the
employee’s termination benefits, Government policy does not permit
leave to be taken in advance.
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Contract not Our review of one senior executive’s employment contract indicated that
consistent with the termination benefits were not consistent with Governmentpolicy.
Govern men t

policy The contract states that, if the employee is dismissed without just cause, an
amount equivalent to 2 years (i.e. 104 weeks) remuneration (including
continued coverage of all health benefits and pension benefits for that
period) would be provided. The contract also states that, should the
Corporation be restructured and the employee is no longer employed with
the Corporation or the newly established entity, it would be regarded as
dismissal withoutjust cause.

On 31 March 2005, the Corporation terminated its contract with this
executive employee. Their termination pay is summarized as follows:

Termination pay
Amount Amount per

Ntimberof
. . . paid by Government

Termination Pay periods
Corporation poi icy Overpayment

Severance pay 20 weeks S 69,308

Redundancypay 63 weeks 218,319

Bridging to
pension date 21 weeks 72,773
Total severance
/redundancy 104 weeks 360,400 $ 206,698 $ 153.702

Unused paid leave 553 hours 51,003 37,172 13,831

Total
termination $411,403 S 243,870 S 167,533
benefits

* Bridging amount paid bi-weeklyup 10 pension date

The termination pay included an overpayment of$ 167,533 as follows:

• Government policy states the payment of redundancy is based on
years of service and employee age up to a maximum of 62 weeks,
and severance pay up to a maximum of 20 weeks, for a total of 82
weeks. However, based on its contract, the Corporation paid the
senior executive 22 weeks (104 weeks 82 weeks) in excess of the
maximum provided for under Government’s redundancy policy.

Furthermore, the Corporation calculated the redundancy and
severance pay using the senior executive’s annual salary,
including salary differential. Since we have concluded the salary
differential should not have applied, the properly calculated
severance and redundancy on the 82 weeks, excluding the salary
differential, should have been $206,698 and not the $360,400
paid. This amounts to an overpayment of$ 153,702.
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In addition, in November 1993, this employee was paid severance
of 11 weeks (S2 1,364) from previous employment at another
Crown agency. There was no evidence this amount was repaid or
adjusted in the current calculation as required under Government
policy.

The Corporation calculated the payment of unused paid leave
using the senior executive’s annual salary, including salary
differential. Since we have concluded the salary differential
should not have applied, the properly calculated payment of
unused paid leave should have been 537.172. This amounts to an
additional overpayment of S 13,831.

4. Expenditures

Overview For the year ended 31 March 2004 the Corporation spent about $19.6
million to purchase goods and services. We reviewed, for the period I
April 2003 to January 2005:

A. Travel claims
B. Relocation expenses
C. Other expenses

We found issues with:

• inadequate documentation;
• non-compliance with Corporation policy;
• inconsistencies with Government policy; and
• claims for ineligible expenses.

A. Travel claims

Issues During the 2003-04 fiscal year, the Corporation spent approximately
identified $514,000 on travel. For the 9-month period ending 31 December 2004 in

the 2004-05 fiscal year the Corporation spent S327.000. In our review of
travel expenses, we examined 58 executive, senior management and
Board member travel claims and found issues related to:

• inadequate documentation;
• non-compliance with Corporation and Government policy;
• claims for ineligible expenses; and
• travel expenses for a senior executive.
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Inadequate Government and Corporation policy requires a travel claim be completed
documentation to support the reimbursement ofall travel costs. Ourreview found:

• None of the 58 travel claims examined provided departure and
arrival times to determine ifproper meals rates were claimed.

• Travel claims did not always provide the purpose of travel to
determine whether the travel was for legitimate purposes. 31
claims had vague reasons provided such as “administrative” or
“meetings-St. John’s” or “various meetings” while 2 claims had no
reason provided.

• One senior executives travel claim, submitted in December 2004,
and covering the period June 2004 to December 2004, claimed
$8,535 but could not be located at the time ofour review.

Non-compliance Corporation policy requires employees to submit travel claims within two
with policy weeks of travel. Three senior managers submitted travel claims up to six

months, three months, and one month after their travel (respectively).

Eneligible Five instances were identified where ineligible expenses were claimed:
expenses

• Two claims by one employee incLuded restaurant charges for $39
and $15 even though the employee also claimed the per diem rate.

• One employee claimed a movie rental for $15.
• Two employees claimed the dinner meal rate even though they are

noted as attending a dinner meeting for which another employee
claimed $137.

Travel expense One of the Vice-Presidents reported mileage from 1 May 2003 to 18 March
issues fora 2004 of approximately 34,000 kilometres ($10,710) relating to 34 trips
senior executive from Grand Falls-Windsor to and from St. John’s. A number of concerns

have come to light regarding this senior executive’s travel expenses as
follows:

• At the time of our review, there was no indication on the travel
claims as to the purpose of the trip. Upon enquiry we were
provided with explanations to support the travel.
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We identified II instances where Corporation records indicated
this employee was on paid leave while on travel status and claimed
travel expenses totalling 55,900.

At the time of our review, in anticipation of the employee’s
termination, the Corporation reconciled the employee’s travel
claims dating back to 2002-03 and determined that the employee
had been over-advanced by S9,881. The S9,881 was recovered
from the employee’s termination benefits.

B. Relocation expenses

Overvicw The Corporation does not have written relocation expense reimbursement
policies. It does, however, provide up to $12,000 for staff relocation
expenses. Corporation officials indicated that:

• claims can be made for relocation of employees and their
possessions (or purchasing items upon relocation if it is more cost
efficient);

expense claims must be supported with receipts; and

• employees must sign a two-year return of service agreement in
return for the claim.

In reviewing relocation expenses, we examined 13 claims and identified
issues with:

• inadequate documentation;

• payments in excess of the Corporation’s $12,000 maximum; and

• inconsistencies with Government’s relocation policy.

Inadequate Two relocation claims were paid the maximum ofSl2,000 even though
documentation they did not have adequate documentation to support the full S I 2,000

amount. One doctor moving from St. John’s only provided support for
$7,358, while the other doctor moving from Qatar only provided support
for$2,510.
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Payments in The Corporation reimburses the costs of relocating employees; however,
excess of the some claims exceeded Government and Corporation policy:
Corporation s
S12,000
maximum A nurse was paid $12,354 for moving from Alberta, $354 in excess

ofthe maximum allowable claim ofSl2,000.

A married couple was paid $29,097 for moving from St. John’s,
$17,097 in excess of the maximum allowable claim of$12,000.
Both were employed with the Corporation; however, Government
policy states married employees should be treated as one
individual for claim purposes (i.e. a maximum $12,000 allowable
claim for the couple).

A married couple was paid $24,000 for moving from St. John’s,
$12,000 in excess of the maximum allowable claim of $12,000.
Both were employed with the Corporation; however, Government
policy states married employees should be treated as one
individual for claim purposes (i.e. a maximum $12,000 allowable
claim for the couple).

Non-compliance Corporation policy requires new employees to sign a two-year return of
with Corporation service agreement in return for reimbursing relocation expenses.
policy However, service agreements were not always entered into with the

individual:

• A return of service agreement could not be found for one doctor
who moved in August 2002; however, staff said the individual had
provided two years of service.

• Two doctors who began their service with the Corporation in May
2004 and August 2004, respectively, did not enter into a return of
service agreement with the Corporation until after our review.

Inconsistencies Our review of reimbursements for relocating medical staff identified
with items notclaimableunderGovernmentpolicy:
Government’s
relocation • The only support for a $24,000 claim for moving from St. John’s
policy ($12,000 each for a married couple) was a $50,000 receipt for a

progress payment on the building of a house in Grand Falls-
Windsor. As this type ofpayment is not eligible for reimbursement
under the Government’s policy, the payment was inappropriate.
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One $12,000 claim for a doctor moving from Nova Scotia included
a $5,897 claim relating to a down payment on a house in Grand
Falls-Windsor. As this type of payment is not eligible for
reimbursement under the Government’s policy, this portion of the
$12,000 payment was inappropriate.

Two claims included the purchase of items that were not claimable
under Government policy. One doctor who moved from St. John’s
in August 2002 received $12,000 for relocation reimbursement
expenses which included a claim for $3,312 for a wide-screen
television, $1,638 for a digital camcorder, $1,146 for a global
positioning system, and $265 for a mobile phone. Furthermore,
the purchase dates for these items went to December 2003.
Another doctor who moved from England and received $12,000
for relocation reimbursement expenses claimed $5,013 for the
purchase ofa wide-screen television.

C. Other expenses

Medical While the Corporation does not have criteria in place to determine which
education expenditures are eligible for reimbursement relating to medical education
allowances allowances, Corporation officials indicated that $1,200 will be provided

annually to medical staff for professional development purposes. with
chief service providers given an increased allowance of $2,500. Our
review of2O claims indicated that:

• A duplicate payment for $1,200 was made to one doctor in March
2004. Subsequent to our inquiry, we were informed that the
duplicate payment was recovered.

• One chief service provider was paid $5,700 for attending two
conferences in 2003-04. This is $3,200 more than the $2,500
annual maximum for this position.

• One doctor was paid Sl,800 during 2003-04 for 3 months
accommodation while studying in Halifax. This is $600 more than
the S 1,200 annual maximum for this position.
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Board Fund The Corporation’s Board Fund is used for discretionary spending. The
discretionary Department of Health and Community Services’ guidelines require Board
expenditures finds be used for the benefit of health care, and not for personal benefit or

gain ofany employee. We found:

In May 2004, $10,000 was paid to the hospital foundation on
behalf of a senior executive. Although Corporation officials could
not provide a copy of the employee’s employment contract. they
indicated that under the contract the amount was paid to the
hospital foundation in lieu of annual $5,000 education allowance
for a two year period. Without a contract, we could not confirm
this condition or whether receipts should have been provided by
the employee to support the education allowances paid.

Also, although the hospitaL foundation indicated that a receipt was
issued for $10,000 in the employee’s name, the payment was not
noted on the empLoyee’s T4.

In December 2003 and December 2004, amounts ofSl,507 and
$1,841 were spent from Board funds respectively on Christmas
dinners.

Retirement The Corporation has a policy of providing gifts to retiring staff based on
gifts years of service. This policy is not consistent with Government’s policy

regarding retirement receptions. Government’s policy states that
retirement-related expenses can only be provided for employees who are
paid on the Executive Compensation Plan. The Corporation provided the
following retirement gifts to individuals who were not on this plan.

Retirement gifts

Fund Date Retirees Total Gift Amounts

Operating I Junc 2004 6 $1,050 5125-5200

Operating 10 June 2004 1 150 $150

Board 25 Nov. 2004 1 329 $329

Board 30 Nov 2004 6 I ,400 SI 00-5300

Board 8 Dec 2004 7 1,070 5120-5200

Total 21 53,999 5100-5329
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5. Public TenderAct

Overview Whenever the Corporation acquires goods and services, the Corporation
must comply with the requirements of the Public TenderAct and Public
Tender Regulaflons, 1998.

This table summarizes the requirements of the Public TenderAci.

Vhen goods and Or a public work Then the Corporation must
services cost . costs

More than S 10,000 More than 520,000 Invite tenders

510,000 and less 520,000 and less • Obtain quotations from at least
three legitimate suppliers, or

• Establish for the circumstances a
fair and reasonable price

The Act provides exceptions where tenders may not be required. In such
cases, [he Corporation must inform the Chief Operating Officer of the
Government Purchasing Agency, who must submit a report to the House of
Assembly for tabling.

No tendering Our review included a sample of 20 purchases greater than $10,000 for the
for goods and period I April 2003 to 31 December 2004. We used these samples to
services over assess the Corporation’s compliance with the Public Tender Act and
S1O,000 Regulations. For the 20 purchases over $10,000:

6 purchases were not tendered (3 of the 6 purchases not tendered
were deemed emergency purchases or sole source; however, the
Government Purchasing Agency and therefore the House of
Assembly was not informed);

• II purchases were tendered; and

• 3 purchases met one of the exception provisions and the House of
Assembly was informed (tender exceptions not approved by the
head of the government-funded body, i.e. the Chief Executive
Officer).
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Details on the 6 purchases not tendered are as follows:

Amount
Invoice

(net of Description
Date

HST)
September 2003 578,400 house for Doctor in Leivisporte

- No evidence of quotes or specifications to determine on
what basis the house was selected.

March 2004 $38,770 Two used vehicles
- Purchased from a company associated with a Board

member.

- No invoice available to support purchase amount - paid

based on quotation.

- Purchase not done through Corporation’s Purchasing

Department.

- Quotation documents had to be obtained from the

Ambulance department - no specifications were provided.

- For one of the vehicles, the highest quote ‘as selected.

November 2004 SI 6,705 Used vehicle
- Purchased from a company associated with the same

Board member.

- Quotation received 7 days after other quotations.

-

Purchase not done through the Corporation’s Purchasing

Department.

- Quotation documents had to be obtained from the

Ambulance department - no specifications were provided

and the lowest priced vehicle was purchased.

July 2003 S 103,037 Soil remediation resulting from Botwood oil spill deemed to

be an emergency purchase; however, the Minister of

Government Services and therefore, the House of Assembly

was not informed.

May 2004 S 124,196 Oil spill clean up in Botwood deemed to be an emergency

purchase; however, the Minister of Government Services and

therefore, the House of Assembly was not informed.

November 2004 $21,087 Six telescopes deemed to be a sole supplier purchase; however,

the Minister of Government Services and therefore, the House

of Assembly was not informed.
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Change orders The Act provides for extensions or change orders within the scope of the
not approved as originaL contract up to:
required

• SI 5,000 for contracts under $100,000;

• $15,000 or 10% of the contract price, whichever is greater, for
contracts over $100,000 and less than $500,000; or

• $50,000 or 5% of the contract price, whichever is greater, for
contracts over S500,000.

These extensions or change orders require prior approval of the head of the
govemment-ftnded body. Extensions or change orders above these limits
must have the prior approval of the Board of Directors.

Our review identified three instances where extensions or change orders
were not approved as required:

• A tender for $18,345 forconcrete walkway repairs was extended to
include an additional $6,679 in repairs without the CEO’s
approval.

• A tender for $184,490 for window replacement was increased by
$4,000 for additional windows without the CEO’s approval.

• In 2002, the Corporation entered into a 5-year contract for the cost
of dialysis treatments on a cost per treatment basis of $63.50. In
July 2004, the cost per treatment increased to S73.47 (as a result of
a change in the dialysis machines to accommodate poor water
quality). With monthly payments based on 740 treatments per
month, this equals an additional annual cost of $88,533. The
Board ofDirectors did not approve the change order as required.

Issues with Our review included a sample of 14 purchases that were SI 0,000 and less
goods and for the period I April 2003 to 31 December 2004. We used the sample to
services under assess the Corporation’s compliance with the Pub/k Tender Act and
$10,000 Regulations. For the 14 purchases $10,000 or less we found:

• 4 purchases did not have the required 3 quotes or documentation
that a fair and reasonable price was obtained;

• 7 purchases were tendered;
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• L purchase was an existing contract; and

• 2 purchases had quotes requested.

Other The following weaknesses were also found with the tendering process:
weaknesses

Veakncss Consequence

Tenders not kept in locked box until Integrity and security of tender bids
opened. may be compromised.
Tenders not stamped with date and time Ability to determine if bid was received
received, on time compromised.
Explanations for not obtaining Ability to explain why three quotes
quotations not always documented, were not obtained compromised.

We recommend i/ia! the Corporation:

not incur deficits without the explicit pi’ioi’ approval of
AWn (step of’Health and C’o,nmunitv Services;

ensure that its accounts receivable are properly classified and
accurately aged;

be consistent with Government compensation policies with
regards to paid leave, overtime pay, salaiy differentials and
termination benefits;

anon itor travel expenditures to ens itre coniplia ‘ice with

Corporation policy and consistency ii’ith Governmentpolicy;

ensure relocation expense reunbursement is consistent u’itl,
Govermnentpolicv; and

comply with the Public TenderAct and Regulations.

Government should ensure that processes are in place to provide]hr timely
budget approval

Recommendations

the
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Corporation’s Response

During the lOvears ofits existence, (lie Central I Vest Health Corporation
had the best financial record ofanv health hoard in the province. TIns was

con veved to the Corporation by ministers and senior ofJIcials within
Government on a yearly basis. Year a/icr year (lie Corporation had a
break—eve,, position in its animal operating budget. No other health care
board in the province can make the same claim. Over the last lOvears the
Department of‘Health and Cotntnunity Services provided the Corporation
in excess of$650 millionfor its operating expenditures. During that time
fiwne the Board incurred an acciunulated debt of$800,000 on its day to
day operations. The accumulated debt for health boards in the province
overt/ic same time frame on its day to dai’ operations is over $100 nillilon.

Although the Central West Health Corporation received over eight per
cent ofthe province :c total health budget ott ayearly basis, its debt Lc .8per
cent (less than one percent) ofthe total provincial health care debt. This
demonstrates the Corporation S’ outstanding financial manageizien!
record and is a remarkable achievcnzent in today s health care
environment. External organizations such as (lie Oznadian Council of
Health Services Accreditation (a national both’ dealing with national
health care standards,) recognized tIns achievement for Central West
during its November 2003 survey and congratulated the Corporation ott
its outstanding financial management. The Council noted on page 4 ofits
report There is exen:plarv inanagenieiit of financial resources The
Corporation believes that its practices hai’e led to fInancial stabilin
bnprovecl access to patient care services, improved recruitment and
retention of physicians and other health care profkssionals, and
subsequently the best and widest possible provision of cost-effective
health care sen’ices in the history ofCentral Newfoundland.

NoApprovalto Incur Deficits

The Auditor General notes that the Corporation did not receive approval
to incur deficits in 2001 and 2004. For each of these fiscal i’ears the
Corporation had developed a plait ofaction which would have resulted in
a balanced budget. These plazzs of action were submitted to the
Department of Health and C’onununth’ Services. Some of the measures
outlined iii the Corporation s’ action plan lucre accepted, others ivere not.
The Cot‘poration received instructions front Government to carry on with
existing sen’ice levels, even though this would result in an operating
deficit. The fact that the Corporation did not receive explicit it’ritten
approval from the Department to incur these deficits, even though
approvals were requested, is a problem outside the control ofany health
board and is one that has to be dealt ii’ith hi’ Goveninient.
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Gompensation Practices Not Consistent with Governm ciii Policy

In his conclusions the Auditor General states that the Corporation
conpensation practices are not consistent it’ith Government v
compensation practices.

Generallj the Corporation practices are in line it’ith corporate policies.
Health care corporations throughout Neiifoundland and Canada have
always had JlexibllTh’ to develop policies separate from public service
policies, including compensation policies.

Paid Leave:
The Auditor General notes that there were instances ii’hen eniplovees
received pm’ in lieu of taking paid leave hours. It is important to
understand that paid leave is an earned entitlement of individuals and is
accumulated fbr management enployees similar to the way unionized
employees accumulate annual leave through their collective agreements.
Consequenth any paid leave provided to e,nplm’ees ii’as leave that i’as
owed to them.

Incorrect Overtime Payments:
During the Public Sen’ice Strike in April 2004, management and non

union employees received double pay/br “overtime “. A strike in health
care is an extraordinaiy situation whereby managetnent and non—union
employees peifonn a it’ide array ofduties outside of’their nonnal duties to
keep the organization operating 24 hou;w per day seven days a week The
Corporation had no control over the strike, but had a responsibility to
maintain a certain level of essential services during the strike. The
Nenfoundland and Labrador Health Boards Association has had a policy
regarding health care corporations paving double overtime in strike
situations going hack as/hr as 1977. Senior officials ii’ithin Government
have been aware ofthis policy.

(V/zen the strike itas oi’ei; Corporation officials, at the request of the
Department of Health and €‘o,nmzuun’ Services, sent in the “overtime”

accumulated by each employee. Tins “overtime” was reviewed and
approved by Govenunent and payments were made to emplm’ees
accordingly. These payments were outside of the general operating
budget oft/me Corporation, i.e., thei’ iverefullyfunded hi’ the Department
macide of its day—to—day budget. Even’ health care corporation in the
province participated in tins arrangement, and in excess of 1000
management and zion—muon employees throughout the province received
the double “overtime “pay Consequenth ifthere is an issue with this, it

does not rest with the Corporation but with Government.
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Jncorrecth’ApphedSalan’ Diirerential:
The Auditor General states that, in his opinion, the Corporation
mcon’ecth’ applied a one per cent satan’ di/friential within its senior
executive based on his view that the position of lice President ofMedical
A//bus it’as not classified officiath’ bi’ Treasury Board. Jn the
Corporations opinion, the position of Vice President of Medical Afihirs
was classified liv Treasm)’ Board based on the documentation the
Corporation received fivin Treasmy Board. As well, the Corporation is a
legal entity established pursuant to the Hospitals Act and has the
legislated authority to detennine andpav the salan’ ofits senior executive.
ThLc will be discussed more fully in the detailed findings and
recommendations section ofthe report.

Overpaid Termination Benefits:
The Auditor Gene,’al indicated that tennination benefIts ii’ere overpaid to
a senior executive ii’he,i his position ii’as declared redundant in March
2005 and lie received a hvo—yearpavout, rather than the $2 veeks which is
Governments maximum for redundancy and severance. The Corporation
strongly objects to the use of the terni “overpaid’’. The amount ofinoney
paid to the employee was in accordance with a termination payout in a
legath’ binding contract that the Corporation had the authority to
establish with its senior executive. Senior officials ivithbi Government
itere aware ofthe terms ofthis contract. More details will be provided hi
the detailedjIndings and reconunendations section ofthe report.

Cocth’ Manaaement Decision:
In its 2004/05 budget Goyern,nent announced the restructuring ofhealth
boards in tile province. During the sumner of 2004 this employee
indicated to the organization that lie did not wish to apply/br any of the
soon to be posted new positions within the new board and instead would
opt for a redundancy package. In addition to the severance payout
outlined by the Auditor General, employees are entitled to be paid for any
accumulated leave they have on the books. Employees generally have the
ability take their redundancy payout in a hunp strum, a bi—it’eekh’ basis, or
some combination ofhot/i.

In anticipation of the pending announcement and posting of the lieu’
positions, the organization agreed to allow the employee to start drawing
down on their redumzdanci’ payout starting ivith the leave bank. The
employee agreed to provide 2 days a week to the organization while
waitingfor the new jobs to be posted. This arrangement continued until
mid September when the enzploiee had used up his leave hank. There had
been a delay iii getting the mien job posted so the employee agreed to
provide 2 days a week to the organization. The organization agreed to
continue to pay the employee ona bi—u’eeklv basis with these payments to
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he applied against the employee & severance. The organization recorded
these payments hi’ overdrawing the employee leave bank. These
payments were deducted by (lie organization from the employee s
severancepay.

We disagree that this was a cost/v management decision. Rathe,; it was a
decision that alloii’ed the organization to continue to avail of the
employees expertise and knowledge while at the same time actually saving
money on the employee salaiy In addition, (lie severancepayment to the
employee was not a,? expense to the central West Health Corporation.
The organization received funding from the Department of Health and
Conznmnitv Services for this employee severance as part oft/ic more than
$1.8 million the organization has received for redundance payout as a
result ofhealth board restructuring.

Expenditures Unsupported and Unauthorizrd

The Auditor General refl’rences expenditures that are unsupported and
unauthorized. The relocation payments made to physicians basically ii’ere
recruitment expenses. TV/zen physicians were given the 512,000 maximnitni
as a recnutmnent incentive, they had the option ofmoving household effects
or buying these household efftcts when thei’ moved to the central region.
The Corporation has had tremendous success with the recruitment and
retention of physicians at a time when most health boards across the
cot tilt!)’ are experiencing di/jiculties. In fact, main’ rural boards have had
to decrease services as a result of the unavailability ofphysicians. The
recruitment costs incurred by the Corporation ii’ere not significant, given
tins success with recnntment and retention. Sometimes judgment
decisions have to be made i’ith respect to incremental costs versus the
availability ofsen’ices to the public, and these incremental expenses were
relatively small compared to the costs avoided in pln’sician turnovei;
ongoing recruitment and locum paymentsforphysician replacement.

The Auditor General also states that the Corporation paid $10,000 to the
Hospital Foundation on behalfof ‘a senior employee in lieu ofpaymentfbr
professional dei’elopment and tins was not included on the employee’s T4.
On two separate occasions the Corporation outlined to the Auditor
General’s staff the background regarding this payment. When the
Foundation issued a charitable receipt in error to the senior employee, it
was immediately returned to the finance department of the Corporation
and destroyed. The employee in question did not claim tins amount as a
deduction under Charitable Expenses, and indicated his willingness to
provide access to his personal tax returns to prove beyond any doubt that
there was no financial benefit to the employee. Nor u’as there any public
recognition given to this employee in the Foundation ‘s newsletters,

Auditor General of Newfoundland and Labrador 237



2.10 Central West Health Corporation

publications, repor s OIOn (lie Foundation Donor Wall. The Foundation,
and subsequenth’ the patients i’ho receive services through the
Corporation ‘shealth/hcilities, were the beneficiaries ofthis donation.

Public TenderAd Contravened

The Auditor General indicates there were instances in which the
Corporation contravened the Public Tender Act The Corporation
appreciates the reconunendationsfro,n (lie Auditor General with respect
to “tightening up its tendering practices “, and would like to note that no
individual employed with the organization benefitted from these
transactions. The Corporation was involved with over 30,000
transactions per yea!: and all were undertaken with the view ofobtaining
the best product orsen’ice available at the best price.

Findings and Recommendations

The following comments relate to the findings and recommendations ofthe
Auditor General:

Deficit:

Deficit Jncreashw:

The Auditor General notes that as ofMarch 31, 2004, the Corporation had
an accumulated debt of$36.6 million which is an increase over previous
years. It is important to note that of this $36.6 million, $35.8 million is
considered non-shareable and outside of the control of the Corporation.
The non-shareable debt results fivni Government s’ policies, capital
construction progranis and employee bemie/its implemented by
Government. The Corporation had control only over its shareable
operating grant from Government or $800,000 of the $36.6 million. The
non-shareable long-term debt ofthe Corporation consists of

(a) Mortgages on num:cing homes and cottages which the Corporation
assunied in 1994.

(th,.) Appmxhnately $10 nullion pertaining to the construction ofa neii’
Cannelite House. The Corporation assumed this debt at the
request of Government so it would not have to show on
Government’s books.

(c,) Items such as severance pa)’ accruals, vacation pm’ accruals, etc.
The long—tenn debt for these itenis increases ivitli the size of the
organization, e.g., the nore employees the bigger the debt.
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Ifone were to look at other institutional health care boards in the province
in terms of long—terni non—shareable debt, the amounts are significant,
totalingover$424 million i,i2003, upfrom $286million 1112000.

It is unfair to characterize the total long—term care debt ofa health care
corporation by including both its non-shareable deficits and its operating
deficits/surpluses. Increases in long-term non-shareable deficits are not
the limit of tile corporations. Corporations have control only of their
shareable portion of the debt In the case of the Central West Health
corporation this is a total of$800, 000 on the $36.6 million reported by the
Auditor General. As noted eathei; a total accunzulatedshareable debt of
$800,000 on expenditures iii excess of$650 million reflects an excellent
financial record. This operating debt is the result of the rapid growth of
one program —— the dialysis program —— which was :uzder—fiuzded by
Government.

Deficits Not Approved:
As noted earlie,; the Corporation requested appmvalfrom the Department
of Health and Conim unity Services to incur annual operating deficits in
the 2001 and 2004 fiscal years. The Corporation did not receive explicit
approval from tile Govenunent to incur these deficits. Howeve,; the
Govermnent did indicate that the corporation could not proceed ii’ith all
oft/ic measures outlined in its plans ofaction for these twofiscalyears in
order to break even, thereby implicitly giving approval to the Corporation
to incur these deficits.

Budgets NotAyprovedon Timely Basis:
The Corporation has no control over Government & delays in approving
budgets on a timely basis. Consequently this item and the one noted
inunediately above are issues to be dealt with directly by Government.

Accounts Receivable:
The Auditor General refers to the accounts receivable ofthe Corporation.
In general terms, the corporation collects over 85 per cent ofits accounts
receivable. Those that end zip being written off as bad debts relate to
patient accounts for programs such as ambulance services and long-ternz
care. With respect to the $1, 000,000 due to the Corporntion from the South
and Central Health Foundation, it should be noted that the Corporation
collects 100 percent of its receivables from the Foundation. Under an
agreement with Government tile Corporation and tile Foundation
undertook a $4,000,000 capital campaign, $2,000,000 of which was
provided by the Govennnent, and the Foundation conunitted to solicit
$2,000, 000 from residents ofCentral Nenfoundknzd and other areas ofthe
province. The Corporation & practice was to pzu’chase major priority
medical equipment such as a CT scanner when needed and collect
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pavments/ivm the Foundation as it completed its collection ofpledges.
There Lc usually a one to threeyear lag period /ivm the (line the equipment
is purchased to the collection ofpledges.

Coinyensation Practices:

Payment ofPaid Leave:
The Auditor General indicates (liar there was payment ofpaid leave to
employees in a manner not consistent with Govermnent policy
Govenunentpollci’ alloit’s up to 10 davspav as long as an indit’idual has
180 days paid leave remaining in his/her bank. He notes one instance
where an employee ii’as paid for 65.6 days of leave which is in excess of
Government c 10 day limit. The pm’nzents were made in accordance with
the Corporation oit’n paid leave policies. It is bnpor ant to note that ito
employee was paid more thait ;vliat the employee had earned and ,s’as
owed by the Corporation. As a result ofthese payments, the Corporation
actually saved money since the amounts paid out were at a lower hourl
rate than the payout would be in subsequent years’ when the employee c
hourly rates would like/v be higher Therefore, there is a cost—a i’oidance
Jhctor to be considered. Iris also interesting to note that while theAuditor
General expresses concerns about the long-term debt accruing to health
boards for severance pm’ and vacation pay concern is also expressed
when a corporation pal’s out sonic oft/ic paid leave accruals and thereby
reduces tIns long—term debt.

Overtime Payment During StrikeAction:
The Auditor General references the overtinmepavnents made to employees
during strike action in April 2004. As noted earlie,; these payments were
made in accordance with the polln’ oft/ic Neirfbundland and Labrador
Health Boards Association. This policy has been in place/br more than 30
ears and was knrn;’n bi’ senior officials within Government. The Auditor

General references eight employees of (lie mitore than 1000 employees
throughout the province in all health care corporations who received this
payment. The payments were made to the Central I Vest Health
Corporation and others throughout the province after the Department of
Health and C’onmnmth’ Services requested, received, reviewed and then
paid the overtime amount to these employees. These payments were made
outside of the Corporation annual operating budget and them bre did
not impact (lie bottom line/br the /Iscal yea,:
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Payment ofSaThiy Di]ferential
The Auditor General indicates that, in his opinion, the Corporation
incorrecth’ paid a one per cciii salon’ differential to a senior executive 0/

the C’oiporation. He notes 1/ia! the pavnzent was incorrect since 1/ic
sithordinate position of Vice P,’esident ofMedicalAffairs was not official/v

classified. The Corporation strong/v disagrees it’ll/i 1/ic term
‘overpavnient” and believes that it followed proper procedure and paid
an appropriate and legitimate salan’ based on thefollowing:

(a,) Under the terms of the Hospitals Act (An Act to Provide for the
Management and Operation of Hospitals in the Province — June
1971), under iv/iich 1/ic Central West Health Corporation t’as
constituted in 1994, the Corporation has the authority under
Section 17 oft/ic Act Appoint an administrator of cmv hospital
under its /urisdiction and other staffofany kind. . and may
provide such pavnient or other remuneration/br them as U thinks
fit”. A copy ofthis Act was sent to the Corporation by Governnient
u/len U was constituted in 1994. Consequently, the Corporation
/ias 1/ic statutory right to enter into a contract and to determine
compensation for its administrator and other staff T/ns legal
aut/iority supercedes policy Over t/ie years t/ieit was from time to
time discussion by various ministers as to u’/iet/ier Govennnent
would propose an amendment to Section 17 of the legislation
restricting a corporation right to establish remuneration. T/us
was never done.

(b) When the Corporation established its policy on remuneration, it
did not do so in isolation, The Corporation policy ofa one per cent
salaiy difikrential for all ofits management employees (‘unionized
employees are covered by collective agreements) has based on
Treasun’ Board 0117? policy for its executives u/nc/i states as
/bllows tinde,’ Section 3.9: “Executives who are in a pm’ anonial
situatio,i n’U/i a subo,’dinate positioi will receive a wage
dUfrrential of at least one per cent “. There ai’e no provisos or
conditions attached to tins policy. Its spirit and intent is t/iat 1/ic

oneper cent differential applies.

(c,) T/ie Auditor General states 1/ia!, iii ins ophuon. t/ie one per cent
does not apply because the subordinate position of VIce President
of Medical AjJhirs reporting to the senior executive was not
officially classified k1’ Treasun’ Board. The Corporation c opiiuoii
is that the position i’as classified &v Treasui Board similar to the

m’ U has classuied other senior positions in the past. Tins
opinion is based on the fact that over a period of’ years the
Corporation has received copies of letters froni Treasmy Board
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indicating that it has approved 1/ic classifications with applicable
salan’ scales for Medical Directors/Vice Presidents of Medical
Affairs. As an example, on March 17, 2000. ‘Treasun Board
circulated uiJoimation to health corporations ii’hich states
Treasul)’ Board has approved the unplementation of a revised
Medical Directors Pa’’ Plan effective 2000/04/01 (TBM 2000-0 72
refers,.).Acopi’ of the revised plan is attached or our action
This plan outlines the categories of Medical Directors in the
province and the pa)’ ranges for Medical Directors in these
categories.

OnAugust 7,2003 corporations were senta memo from the Deputy
Minister oft/ic Department o/ Health and Conmunntv Services
it’hich stated: “Treasun’ Board, in accordance it’ith TBA’J 2003-
176, approved a new pay scale for Medical Directors in Health
Boards “. The pal’ ranges for Medical Directors/br a three-year
period were outlined in the details attached to the Deputy i letter
The definition ofclassification in collective agreements signed off
by Treasun’ Board is... ‘Classification means the identification of
a position by refkrence to a class title and pm’ range niunber
Based on the fact that Treasury Board established the
classifications of Medical Directors and the pm’ ranges within
these classifications, 1/ic Corporation contends that the positions
ofMedical Dii’ecto,w were in essence classified b’ Treasun’ Board
sinular to the u’ai’ otherseniorpositions i’ere classified.

(d) Fuji/ic,; (lie Corporation did not attempt to hit/c its remuneration
policy for management sw/for its remuneration levelfor its seinor
executive. When the compensation policy was established and the
senior executive contract renewed in the spring of 2001, the
Chair of 1/ic Health Corporation hand—delivered a copy of the
contract and the Corporation remuneration policy to the then—
Minister ofHealth. The (‘hair also provided the infonnation to the
subsequent health minister The Deputy Ministers of the
Department cit the time tIns information has provided to the
niinisters both sithsequenth’ became the most senior ofjIcial of
Government. At no time after the Corporation implemented the
salan’ dtfferential in June of 2001 (and notified the Department
according/v.) did it receive am’ indication from Government that
the salary differential was ineligible andshould not be applied.
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(e) Even’ year the Centrdd (Vest Health Corpoi’ation submitted its
annual operating budget to the Department of Health and
Comm unity Services. Even’ rear during which (lie one per cern
satan’ differential was paid, (lie Corporation outlined (lie salaiy
plus (lie wage differentialfor (lie senior executive in the executive
portion of (lie budget sent to (lie Departme,it. The Department
approved these operating budgets cacti veal: At 110 time after (lie
Corporallon implemented the salan’ dfferentia1 and reported it on
an annual basis to (lie Departm em did the Depar ment question or
indicate to the Corporation that the satan’ differential ii’as
ineligible andshould not be paid.

Based on thefactors noted above, the Corporation acted within its legal
capacity pursuant to the 1-lospitals Act to establish remuneration for its
senior executive. The Corporation disclosed tins information through the
Board Chair to Ministers of Health and Coinmu,nn’ Services, and one
would reasonably presume that (lie ministers would have disclosed this
information to their deputies. The Corporation also disclosed this
uzfonnation in its rear/v budgets to Government. At 110 time it’as any
direction given to the Corporation that it should cease paying the one per
cent differential to its senior executive after (lie salan’ differential ii’as
implemented in June 1001. C’onsequentfr the senior ei-ecutive was not
overpaid any salat during his tenure with the Central West Health
Corporation.

Termination Benefits

Contract Not consistent it’ith Go venunent Policy:
The Auditor General indicates that one senior executh’e contract
contained tennination benefits which were not consistent with govenunent
policy He indicates that the employee received a 1-j’earpavout t’hich was
over and above (lie maximum amount authorized by Government for its
employees, so therefOre there was an overpayment of total termination
benefits. The Corporation strongly objects to the use of the tenn
overpayment. The Corporation did not do anything that was wrong or
illegal, and the pavozu on tenmnation merely reflects the difference
betTl’een one payment process versus another The Coi’poration wishes to
make the followingpoints:

(a) Contracts are the norm for senior executives with health care
corporations across the countn, and have beenfOr mam’years. In
this case the payout was not a severance pm’ for the seiuor
employee, but was a payout in accordance with a legal/v binding
contract. A two—yearpayout is not unconunon forsenior executives
in any industn’ with 30+ years ofsen’ice. The contract provisions

for termination are not consistent it’ith Government policg

othent’ise there it’ouldbeno needfor a contract.
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(1b,) The 82—neck maximiun that Govermnent allows is not a
maxbnum. There have beeii instances where Government has
allowed the pa vinetit o/’more than 82 weeks. For example, with the
restnicttrrbig ofschool boards in 2004 sonic ofthe outgoingseiiior
executives received two—iears termination pin’; there have been
instances in the past where senior government employees have
received iziore than 82 necks ternunanon pa)’; and nit/i (lie recent
restructuring in the health sector Govenunent has permitted some
employees to 110/* a notice period ofa tear or niore and still al/on
theni to obtain 82 weeks severance pay (Government policy
general/v allrni’s for the provision of notice in lieu of severance
pat’, or severancepay iii lieu ofnotice, but not both.)

(c) As noted above, the Corporation fill/v disclosed the senior
executive contract to Gover,nnent, so Government was familiar
t’ithi its termination provisions. It should be noted that when this
senior executive was offered a senior position with the current
government iii 2004, Government verbal offer indicated (
provision that he could work nit/i themim on a seconded basis for
three years, following which lie could return to the new Health
Authority in Central Aleivfhundland and receive a tii’o—year
tennination payout based on his salami’ at the time ofhis proposed
secondment which was the sanie salami’ used to calculate his
termination pavon March 3), 2005.

Expenditures

Travel Claims:

Inadeguate Documentation:
The Auditor General notes that one senior executive travel claini
subnzitted in December 2004 and covering the period June to December
2004 claimed $8,535 but could not be located at the time of the review
11’lien the Auditor Gei,eralS staff initiated their review in Januan’ 2005.
one staffmenther obtained the travel claims for all senior executives and
photocopied them. The travel claim for thus particular senior individual
had beemi approved by the C’orporation Finance Department, a cheque
was processed and a posting to the general ledger was completed. The
approval andprocessing ofthe cheque could not be done without the travel
claim being provided. It was several ii’eeks later when the Auditor
General c staffindicated they could notfind this particular travel claim. A
search was initiated ii’ithin Financial Sen’ices to determine ifit had been
re—filed incorrectly; hon’eve,: the original travel claim could not be/binict
The senior employee in question m-epmduced the travel claim /br Financial
Sen’ices and subsequently made it available again to the Auditor
General c stqjf
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Travel Expenses Issues Nw a Senior Executive
The Corporation has reviewed the instances where the corporation had
recorded the employee on paid leave. The Corpoivtion will correct (lie
errors in (lie recording ofpaid leave and reconcile the employee paid
leave banh

This employee traveled on a regular basis and was provided with travel
advances on a regular basis. These advances were recorded on the
Corporation s books. At the request of the employee the Corporation
recorded the advance payments i’ith the travel claims to ensure any
outstanding balances were recorded. This was carriedfonvard and the
outstanding amounts were deducted from (lie employee c termination
benefIts.

Relocation Expenses:
The Auditor General indicates that there were afeu instances where (lie
Corporation paid relocation expenses to pln’sicians and these were not in
accordance with Govei7nnenl s travel pollci& The Corporation provides a
$12,000 relocation expense to physicians. Physicians have the option of
moving household effects with them orpzu’chasing these household effects
when they arrive at their new location. If Rt’o physicians are married to
one anothei; the relocation expense is provided to both pln’sicians. In tii’o
cases this ias done because a specialist and a general practitioner ivho
were married to one another were recruited and both establishedpractices
within the Grand Falls—Windsor ai-ea. These pln’sicians provide a two—
year return in service to the Corporationfor the relocation allowance. The
relocation alloit’ance is one of the factors which has enabled the
Corporation to improve its recruitment and retention ofphvsicians. The
Corporation has an excellent track record of’ recruiting and retaining
physicians, particularly given the shortage of physicians across the
countiy Sometimes the Corporation has to make a judgment call
regarding incremental costs over and above the $12,000 allowance, bitt
this is more than offset by the savings in overall recruitment andprovision
oflocwn services.

Other Expenses:
In the Auditor Gene,’aLc ieport statements regarding the board fluid
discretionaty expenditures indicate that in May of2004 $10,000 was paid
to the Hospital Foundation on behalfof a senior executive. This nionei’
was paid to the Foundation in lieu ofan annual pm,kssional development
fund for the executive vhicl, t’as provided to hun following a special
meeting ofthe Board ofthe Health Corporation in 1998. It was not part of
the executive c original e,nplrn’ee contract and this itas indicated to the
Auditor General c staff The employee did not receive am’ benefitfivm this
transaction. Although the Foundation issued a charitable receipt to the
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employee, (lie employee realized this receipt was in error and returned it (o
(lie (‘orporation Department of Finance, which then destroyed the
receipt. No claim ii’as made as a charitable donation for taxpurposes, and
(he employee in question offered (o provide his (ax returns (o (lie Audi(or
General c staffto ver(fi’ (his. There was no recognition oftLe employee in
(lie Foundation newsletteic, publications, reports or on ftc Donor WalL
The beneficial)’ oftlus transac(ion was the Health Foundation, which uses
donated money to acquire medical equipmentfor the benefit of residents
andpatients in the cen(ral area.

In (he repor it Lc no(ed tha( (he Corporation paid out $1,507 and $1,841
in December 2003 and 2004 respectively on ‘hristmas dinners. These
dinners were provided (o (he volunteer members of the Corporation in
recognition oftheirsigni/icant con trthutions to the Corporation.

Retirement Gifis:
The Auditor General no(es (hat the Corporation provides re(ireinent gifts
to ftc employees. He further notes (hat this is no( consistent with
Governnientpolici which states tha retirement—related expenses cciii only
be provided for employees who are in Government executive
compensation plan. The Corporation s policy is to provide retiremeni’ gifts
to all employees based on wars of sen’ice it’ith the organization. The
policy is not consistent ii’ith Gover,inient policy but has been in existence
with the Corporation for mang many years. Similar corporations around
thepmvince have similar retirementpolicies.

Public TenderbigA ct

Section 5 ofthe Auditor General Report deals with the Public Tender Act.
On a yearly basis the Central West Health Corporation solicits quotations,
tenders, etc., appmximatelv 30,000 times. The Corporation appreciates
the recommendations of the Auditor General regarding the public
tendering legislation, and some ofthese have already been implemented.
Howeve,; some conunen tan’ is necessan’ on some ofthe items noted in (lie
report

Purchases Not Tendered:
It is noted that the ‘orporation purchased a house for a doctor in
Lewisporte hi September of2003. The Corporation does not go to tender
for the piuvhase of houses. Contact is made with representatives in the
local real estate market. Arrangements are made to view all houses that
are listedfor sale in (lie local mnam*et, and the appropriate house Lc then
selected and price negotiated - just as any individual buying a house
would do. Prior experiences have pro yen that tlus will save thousands of
dollars versus going (lie public tendering route.
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Chaiwe Order Not A vnivved as Required:
The report identifies three instances it’here extensions or change orders
nere not approved as required. The extension of/he tender for repab:c to
walkways and for the purchase ofadditional windows were boll? done with
the knowledge oft/ic CEO ii’ho delegated the necessan’ authority to the
Chief Operating OffIcer of the Central NewfOundland Regional Health
Centre to proceed as necessan’.

It is also noted that the ‘orporation entered into afive year contractfor
the cost of dialysis treatment based on $63.50 per treatment and
subsequenth’ changed that to a costper treatmento73.47. The Board of
the Corporation did not explicitly approve this change o,der; howeve,; the
Board ofthe Corporation was fidh’ aware ofthe change. Issues associated
with the dialysis program were among the most discussed issues at
Corporation board nzeetings during its lastfiveyears.

Su,nmaiy

The Corporation appreciates the recommendations oftheA uditor General
and notes that the A iiditor General : report highlights areas where there
are delineations from Govenznzent policy. ft does not indicate whether
these delineations are right, ii’rongorcost effective, etc butsimplv theyare
delineations from Government policy Health care organizations
throughout Nenjbundland and Canada for the past 35 years have had
authority to determine policies or to institute policies different than public
service policies and have legislated authority to do things over and above
regular Governnzent departments. It should also he noted that rarel’ do
health care organization receive from Treasury Board copies ofcircidars,
policies, letters, etc outlining specific Govenunent policy or indicating
that boards are subject to specifIc polln Similarly employees who ii’ork
with health care boards are no! considered to be Government employees in
main’ senses. They do not receive any service awards from Government,
they do not participate in Govenimnent employee days, they are not eligible
to participate in Govenimentpmvgrams such as the Channing Fellowship,
etc. IfGover,unent wishes to ensure that there is 100% consistency in both
policy and pm’ levels between health boards, school boards, government
employees, etc significant changes have to be iiiade in (lie ta’ these
organizations conduct their business and in the way Govenunent
communicates to these boards.
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Department of Health and Community Services’ Response

With respect to government conununication concerning the salaiy
differential, please note theJblloii’ing. An official ofTreasun’ Board sent a
letter to the Newfoundland & Labrador Health Boards Association dated
Marc/i 5, 2002 advising the Ilage differential does not app/v to CEOs in
relation to Medical Directors. Furthermore, on April 9, 2002 the Minister
oftime Department oft—lea/tb and Conmumii Sen.’ices it’rote Health Board
Chairs regarding thepreviously noted/cite,:

I have also been advised by theformer depim’ minister that in 2001 a copy
of the contract was not provided to officials ui/hi,, the Department of
Health and Comnnuuzin’ Services and officials did not have knowledge of
the contents of the contract. Repeated requests by oJjicia/s of the
Department/br a copy of the contract were lizet u’ith no response by the
Board until 2002. At that time, faced u’ith a binding contract entered into
between the CEO and the Chair oft/ic Board, it was clear that the CEO
u’as legally en! it/ed to the compensation in the contract even though the
contract was contrary to government po/in hi this specific case, the
fonner Board kneii’ that Department ofjIcia/s ivere not all-tue of the
contents oft/ic contract because requests were being made to obtain a
copy

111th respect to tile wnnination benefits issue, the Clerk ofthe council hits
ac/vised that the Government started the negotiation by rejecting the
possibility that the two year payout should continue to exist if the
incumbent took the neu’position in the government.

During the comuwe of negotiations, government changed its offer and
proposed a lou-er base salary over three years in order tojhllv offset the
costs of the cilia payout at the end ofthe period. Although an agreement
could not be reached, Governinentc approach showed clear/i’ that it could
not condone the extra i’a/mme ofa tlt’oi’earpavoltt.
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