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Chapter 1

Introductory Comments

Introductory Comments

Volumell Reports
our 2012 Value-for-
M oney/Perfor mance
Work

M edicar e — Payments
to Doctors

E-Health

Solid Waste
Commissions

Capital Maintenance of
Highways

1.1 Inthisvolume of our 2012 Report, we report on the
following value-for money/performance projects:

e Medicare — Paymentsto Doctors,

e EHeath — Procurement and Conflict of
Interest;

e Solid Waste Commissions;

e Capita Maintenance of Highways; and

e Follow-up work on recommendations
from past value-for-money/performance
reports.

1.2 The objective of our work on Medicare — Payments
to Doctors was to determine if the Department of
Health is maximizing its recovery of incorrect
Medicare payments to doctors, through the practitioner
audit function.

1.3 The objective of our work on EHealth —
Procurement and Conflict of Interest wasto determine:

e if the Department of Health complied with
government procurement policy for purchase
of Information Technology services related
to the E-Headlth initiative; and

e if conflict of interest existed in the use of
consultants/contractors.

1.4 The objective of our work on Solid Waste
Commissions was to assess the adequacy of the
governance and oversight structures and processes for
New Brunswick solid waste commissions.

1.5 The objective of our work on Capital Maintenance
of Highways was to determine whether capital road
repairs, identified as necessary by the Department of
Transportation and Infrastructure, are made on a
timely basis.
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Introductory Comments

Chapter 1

Auditor General’s
concern with the
sustainability of the
Province’s infrastructure

Two very different
approaches for
maintaining New
Brunswick highways

Trade off between the
approaches

Schools - deferred
maintenance concerns

1.6 The chapter highlights our Province's significant
challenge regarding the long term sustainability of
New Brunswick’s 20,000 kilometers of highways. We
have concluded that although the Department of
Transportation and Infrastructure (DTI) has
appropriate tools in place to identify and prioritize
required capital highway maintenance projects, current
funding levels do not allow the completion of optimal
maintenance treatments on atimely basis. Thiswill
result in deferring required maintenance to future
periods at greater overall cost to the Province.

1.7 Conversdly, during the prior three year period of
higher funding levels (fiscal 2009, 2010 and 2011), the
Department made progress on a key objective to
prevent deterioration of highways. However, during
this time, the fiscal state of our Province declined
through increased deficits and debt.

1.8 Thesetwo very different approaches were each
intended to achieve worthy objectives. However, each
approach has unfortunate secondary consequences.
Thereis atradeoff between the fiscal sustainability of
our Province and the sustainability and safety of our
highways.

1.9 Ontwo former occasions (2011 and 2005), Auditor
Genera Reports have included similar concerns with
respect to the deferred maintenance of New Brunswick
schools. The 2011 Report stated that if the situation
continues, additional unanticipated school closures
like the 2010 mid-year school closure of Moncton
High School and Polyvalente Roland-Pépinin
Campbellton will continue.

1.10 The Province sinfrastructureis here for the
long-term. Many capital assets (including highways,
hospitals, schools, bridges, etc.) areintended to
provide essential service for 40 years or more.
However, the Province’ s approach to maintaining
these important assets is short-term focused.

1.11 Theonly exception to this practice is assets
constructed using Public Private Partnerships (P3).
Such arrangements involve along-term contractual
agreement which binds the Province and effectively
protects the funding stream, thus ensuring P3 assets

Report of the Auditor General - 2012



Chapter 1 Introductory Comments

are maintained.

Long term infrastructure 1.12 Our Province needs a comprehensive long-term

sustainability plan infrastructure plan that will ensure the sustainability

required and safety of all essential infrastructure, including
highways, hospitals, schools, bridges, etc while
respecting the fiscal challenges faced by the Province.

Key elements of a 1.13 Key elements of the plan should include:

Is?Jrs]?a;itf\:Ei Ilir:frals;;uctu re e therationalization of assets (i.e. if not considered
yp essential, remove from service and dispose in an
appropriate manner);

e along term approach to budgeting which includes
life cycle maintenance;

e aprotected stream of abase level of funding
determined necessary to adequately maintain assets
in service;

e a20 year planning horizon;

e aprocess whereby new assets are constructed only
when there is a business case to support the need.
This should include redirecting savings from
rationalized assets to the new asset life cycle
mai ntenance Costs,

e apply the current DTI strategy and asset
management system to all essential assets. This
would result in a corporate approach which applies
the least cost lifecycle prioritization to al essential
assets; and

e provide annual public performance reporting, which
includes the actual physical condition of our
essential assets versus pre-established targets,
explaining the reason for any significant variances.

Fiscal discipline required 1.14 In order to be successful there must be fiscal
over the long-term discipline to adhere to the long-term infrastructure
sustainability plan.

Report of the Auditor General - 2012 5
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Follow up on 1.15 Thisvolume of our Report contains Follow-up
recommendations from work on department and Crown agency progressin
past value-for-money/ implementing our recommendations. We hope
perfor mance work Members of the Public Accounts and Crown

Corporations Committees will find the information
presented useful during committee deliberations.

1.16 Alsoincluded are:

1. Appendix A which contains a“Summary of
Significant Projects Conducted in Departments
and Crown Agencies over the Past Ten Years’

2. Appendix B, a*“Detailed Status Report of
Recommendations Since 2008.”

3. New thisyear is aGlossary referencing report
sections relevant to each department or Crown
agency. Thisisintended to makeit easier for
committee membersto find all department or
Crown specific report comments throughout as
they appear before the committee(s).

Acknowledgements 1.17 Staff of the Office has worked very hard in carrying
out the work contained in this volume of our Report.
Thisreport is areflection of their level of
commitment, professionalism and diligence. | would
like to express my appreciation to each one for their
contribution and continuing dedication to fulfilling the
mandate of the Office of the Auditor General.

% M"“ﬂ(ﬁrm

Kim MacPherson, CA
Auditor General
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Chapter 2 Department of Health — Medicare - Payments to Doctors

Department of Health
Medicare
Payments to Doctors

M ain Points 2.1 Medicare has a hugeimpact on the lives of al New
Brunswickers. In the 2010-2011 fiscal year (2011),
roughly 1,873 doctors were paid under this program.
Medicare expenditures for 2011 were slightly more
than half of abillion dollars ($553.3 million). This
represented 22.3% of the Department of Health's
expenditures of approximately $2.5 billion. Medicare
represents one of government’s highest cost programs
with consistent growth.*

Objective of our work

2.2  Theobjective of our work was: to determine if the
Department of Health (Department) ismaximizing its
recovery of incorrect Medicare payments to doctors,
through the practitioner audit function.

2.3  Theaudit function is very important for many
reasons, including the following:

« In addition to monitoring compliance with
legidlation, agreements and policies and identifying
incorrect payments to recover, a strong audit
function serves as a deterrent to doctors
inappropriately billing Medicare.

e The Fee-For-Service (FFS) payment systemis
based upon the honour system. The onusis on the
doctor to accurately submit FFS claims. It is not
practical for Medicare to confirm that patients
received services from doctors prior to paying
claims. Inherent in any such system isarisk of
incorrect or inappropriate claims. Thisinherent risk
can be mitigated via payment controls, consistent

! Figures from: Province of New Brunswick, 2010-2011 Annual Report - Department of Health,
September 2011, page 95.

Report of the Auditor General — 2012 9
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Highlights

monitoring and audit.

We found the audit coverage of paymentsto
doctors isincomplete (which we report in the section
titled, Audit and Enforcement Functions), and for this
reason we also report observations on the different
types of payments to doctors (FFS, salary and
sessional). We also discuss public reporting of doctor
remuneration in the second section titled, Doctor
Remuneration and Public Reporting.

The observations on payments to doctors are
intended to highlight unusual items that, in our
professional opinion as auditors, may warrant further
investigation by the Department (i.e. the audit unit or
other monitoring groups within the Department).
However, we performed no such investigations
pursuant to our work.

Doctors play avital rolein the Medicare program
and are essential in the delivery of health carein our
Province. It isimportant to note our work was not
intended to assess the quality of doctors” servicesin
any way.

The Department provided full cooperation during
our work. There was one instance where we requested
alegal opinion which the Department did not provide;
however, this had minimal impact on our findings. We
are pleased to report there were cases when we
verbally presented findings during the course of our
work and the Department took immediate corrective
action.

There are three ways doctors are paid by
Medicare:

1) Fee-For-Service (FFS) - apayment is made for each
service performed by the doctor (i.e. similar to piece
work);

2) salary - afixed annual remuneration according to a
provincial agreement, the Medical Pay Plan (MPP);
and

3) sessiona - an hourly rate per hours of service
provided.

Many doctors are paid using more than one of these
methods.

10
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Chapter 2 Department of Health — Medicare - Payments to Doctors

2.9 Medicare payments to some doctors appear high
when compared to budget estimates. Information
provided by the Department for 2011 showed the
following:

« Sixteen doctors were paid over $1 million each. The
doctor paid the most by Medicarein 2011 was an
ophthal mologist who received $1,652,786;

e 219 of 1,873 doctors (12%) were paid more than
half amillion dollars each; and

e 826 of 1,873 doctors (44%) were paid more than
$300,000. Note if the doctors with remuneration less
than $100,000 (part-time doctors) were excluded,
this would increase to 56%.

2.10 According to the Department, the following figures
were used while budgeting for 2011. “The estimated
annual earnings of a general practitioner is $291,418
and the average annual earnings of a specialist is
$420,977 (this specialty average is the average
earnings of all specialties).” Given this, we believe
remuneration greater than these figures should be
considered high.

2.11 Only a portion of Medicare payments to doctors
gets audited. While the Department has authority to
audit all Medicare payments, only some types of
payments to doctors are audited. A portion of FFS
payments is audited. However, radiology, salary and
sessional payments to doctors are not audited. At the
time of our work, only 53% of Medicare paymentsto
doctors were subjected to audit.

2.12 We believe although it may be more difficult to
audit some types of Medicare payments, given the
magnitude of the payments involved, alternate audit
methods should be pursued so all types of payments
(100%) are included in the audit population.

2.13 Monitoring of Medicare paymentsto doctorsis
inadequate. There isno monitoring of radiologist
remuneration by the Department. Monitoring of FFS
payments and payments to salary doctorsislacking.

2.14 We believe the Department should develop,
document, assign and implement proper monitoring
procedures for all Medicare payments (FFS, salary,
sessional), including FFS payments to salaried doctors

Report of the Auditor General — 2012 11
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such as the cap and the “on-call group account”.

2.15 Public reporting of doctor remuneration is

incomplete and misleading. Thereisno public
reporting of the total amount paid to individual doctors
within the Medicare program. Currently, some salaried
doctors are publicly reported, but not all. For many of
those doctors who are publicly reported, only a portion
of their remuneration is shown. The Department
indicated only some salaried doctors were publicly
reported and no FFS payments were. Publicly
reporting only some of the Medicare payments to some
of the doctorsisincomplete reporting and could be
misleading to readers.

2.16 In order for the Department to demonstrate proper

accountability for over half of abillion dollarsin
annual spending, we believe the distribution of this
spending should be publicly reported and subject to
public scrutiny. Even if changeto legislationis
required, the Department should publicly report total
remuneration for each doctor, regardless of whether
the doctor is paid viaFFS clams, salary, sessional or
alternative payment arrangements. (This would be
similar to other government reporting of employee
compensation and vendor payments.) And to provide
better accountability, the Department should publicly
report annually summary-level information on doctor
remuneration, such as: total payments for each
remuneration method (FFS, salary, sessional, other —
Exhibit 2.4), doctor remuneration by dollar range
(Exhibit 2.7), doctor remuneration by specialty
(Exhibit 2.8), etc.

2.17 Theaudit function has several strengths which

include the following:

o Thereisappropriate authority for auditing that is
clearly documented and communicated to doctors.

o Resources are assigned to the audit function. New
staff receive on-the-job training.

« A documented audit plan guides the unit’s work.
The annual work plan incorporates the audit plan.
The audit unit issues a quarterly report to the
Director.

o Documented policies and procedures guide the audit
unit.

12
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2.18 We believe the existence of an audit unit within the
Medicare program is positive and very appropriate
given the magnitude and complexity of the program.
The strengths of the existing audit function provide a
good foundation to build upon.

2.19 Theaudit function has several significant
weaknesses which include the following:

e Thereislimited audit coverage of Medicare
payments.

e Not all high earnersarereviewed or audited. We
believe the Department should identify doctors with
high Medicare earnings and doctors with earnings
significantly higher than their specialty average;
their earnings should be reviewed to determine
reasonableness and audited if suspect.

e Recoveries of inappropriate payments are low. The
average annual recoveries for the ten-year period
fiscals 2002 to 2011 were $72,581. The recoveries
identified by the audit unit ranged from $4,492 in
fiscal 2009 to $312,143 in fiscal 2011.

For 2011, audit recoveries of $312,143 are
negligible when compared to the Medicare
expenditures of $553 million. The Medicare Audit
Plan 2012-2013 projects recoveries of $3.21 million
(excluding WSNB [WorkSafeNB] recoveries); the
plan is based on an audit team of five.

o Weidentified inefficiencies regarding the selection
of audit projects, the time frame for recoveries, the
organization of electronic information and the time
consumed by auditors doing administrative tasks.

We believe the Department should train staff and
identify / develop exception reports as needed in
order to implement a risk-based audit approach.

e Revisionsto legitimate audit recoveries
undermines audit’s credibility. (Sometimes the
recoveries identified by audit were not collected,
and sometimes recoveries that had been collected
from doctors were repaid.)

We believe there should be documented procedures
for authorizing, processing, recording and reviewing
the reversal / repayment of recoveries. Also there
should be alog of recovery reversals/ returnsto
allow them to be easily tracked and reported.

Report of the Auditor General — 2012 13
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e Thereislimited performance reporting of the audit
function. In our opinion, the Department should
publicly report the actual performance of its audit
unit in comparison with targeted recoveries and
provide arationale for any variances. Such
performance information should be included in the
Department’ s annual report.

2.20 Recoveries of inappropriate Medicare payments
relating to WorkSafeNB (WSNB) claims are
significant. “WSNB recoveries’ isthe term we use for
improper Medicare payments for services (for work-
related injuries covered by a WSNB claim), which are
recovered from doctors. Information provided by the
Department showed in fiscal 2009, Medicare
recoveries relating to WSNB claims were over half of
amillion dollars ($503,025) and in fiscal 2006 and
fiscal 2010, recoveries were over $400,000.

2.21 Other observations regarding Medicare payments
relating to WSNB claims include the following:

e Thecurrent process for identifying WSNB
recoveriesisinefficient becauseit is a quarterly
manual review by the audit unit of approximately
25,000 pages of information. We discussed the
inefficiencies with staff of the Department and
management agreed they should review the process
for identifying and recovering amounts related to
WSNB claims and implement changes to improve
the process.

e Some doctors bill both Medicare and WSNB for
the same service. We believe billing two parties for
the same service isinappropriate. We believe the
Department should take immediate corrective action
which prohibits doctors from billing two parties for
the same service.

2.22 The Department’s enforcement of doctor
compliance with legislation and Departmental
policies needs strengthening. Legislation and policies
establish the rules for programs; monitoring and
auditing measures compliance with the rules; and,
enforcement ensures compliance with the rules. We
found enforcement was lacking in the following ways:

e The Department does not have an enforcement
policy for Medicare. Also, the Department does not
have documented procedures regarding

14 Report of the Auditor General —2012
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enforcement.

o Weidentified situations where the Department’s

enforcement action with doctorsis lacking.

e Therearenoramificationsfor over-charging

Medicare. While the Act authorizes the Department
to revoke a doctor’ s billing privileges, the
Department informed us they have never done this
as an enforcement action. The Department does not
use penalties such as charging interest or issuing
fines.

2.23 We believe the Department should enforce existing

legislation that allows for a progressive range of
sanctions which could deter a doctor from wrongfully
billing. There should be consequences when a doctor
repeatedly submits inappropriate claims.
Conseguences such as fines, penaltiesand / or
charging interest on overpayments may deter
inappropriate claims. Also, staff need clearly
documented procedures to alow them to perform
enforcement actions confidently with no risk of
interference.

2.24 The Professional Review Committee (PRC) is

active. The PRC was established in 1972 to protect the
interests of the public, the profession and the
government in the operation of Medicare. The PRC is
required by legislation and has significant authority. It
consists of five doctors nominated by the New
Brunswick Medical Society and appointed by the
Minister. We found the PRC has documented Terms of
Reference and a history of being active. The
committee met between two and six times per year
during the twelve years from 2000 to 2011.

2.25 Other observations regarding the PRC include the

following:

e ThePRC has opportunity to enhance its value. We

believe the PRC has an opportunity to expand its
value to the Department by reviewing analyses of
Medicare billings and providing comments to the
audit unit. Asindicated by the Act, this review may
identify areas where inappropriate or unneeded
services have been claimed and / or misuse of the
fee schedule. Both could result in recoveries, either
directly or indirectly via arecommendation for an
audit. Given the PRC needs only to meet
approximately five times per year to review audit

Report of the Auditor General — 2012
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cases, other monthly meetings could be held to
review and analyze patterns of billing.

We discussed this with members of the PRC who
were very receptive to the opportunity to expand its
value to the Department by reviewing billing
patterns and making recommendations regarding
possible misuse of the fee schedule.

e ThePRC does not report annually to the Minister
as required according to their Terms of Reference
and their Orientation Manual.

2.26 Medicare FFS paymentsto doctors - FFS payments
to doctors were over $351 million in 2011, which
represented 64% of total Medicare expenditures. The
Department reported there were 1,060 FFS doctorsin
their 2010-2011 Annual Report.

2.27 FFS paymentsto many doctors appear high when
compared to budget estimates. Information provided
by the Department for 2011 showed the following:

« There were 13 doctors who received FFS payments
in excess of $1 million each.

o There were 145 doctors who received FFS payments
in excess of $500,000 each.

o Therewere 409 doctors (25%) who received FFS
paymentsin excess of $300,000. Note if the doctors
receiving Medicare payments less than $100,000
were excluded (part-time or part-year doctors), this
would increase to 47%.

2.28 Medicare paymentsto radiologists - Radiologists
are doctors who use diagnostic imaging (X-rays, etc.)
to diagnose conditions and treat patients. Although
their remuneration is funded under the FFS agreement,
the payment process differs from other FFS doctors.
Radiologists are paid by the Regional Health Authority
(RHA) for which they work. The RHA then bills
Medicare to recover these payments. In 2011, total
payments to radiol ogists were approximately $45
million.

2.29 Total paymentsto some radiologists appear high
when compared to other specialties. Information
provided by the Department for 2011 showed the
following:

e Therewere 68 regularly paid radiologists.

16 Report of the Auditor General —2012
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« Therewere five radiologists who were paid more
than amillion dollars each.

« Theradiologist with the highest Medicare
remuneration was paid $1,430,121. The same
radiologist was paid $6.3 million over five fiscal
years.

« There were 45 radiol ogists (66%) who were paid
more than half amillion dollars each.

e The median for one zone was $821,863, which
means four of the nine radiologists in the zone
received payments in excess of $821,863 and four of
the nine radiologists in the zone received payments
less than $821,863.

Department staff agreed that payments to
radiol ogists appear high when compared to other
specialties.

2.30 Other observations regarding radiologists include

the following:

e Most claims submitted for radiologists are not
subject to regular payment controls. The
Department’ s 1998 radiology project to automate
billingsis slow moving.

e The Department does not recover Medicare costs
relating to radiology as important claim information
is not available in the Department.

e Thereisno monitoring of radiologist remuneration
by the Department.

e Current radiology claims do not comply with the
Physician’s Manual and regulations.

2.31 Current radiologist billing practices have significant

risks and may lead to the loss of considerable
recoveries of incorrect payments. We believe

radiol ogists should be required to bill through the
automated Medicare system like all other FFS doctors.
The lack of information, controls, monitoring and
auditing regarding radiologist payments requires
immediate action.

2.32 Medicare paymentsto salaried doctors - Salary

payments to doctors were over $109 million in 2011,
which represented 20% of total Medicare
expenditures. The Department reported there were 489
salaried doctorsin their 2010-2011 Annual Report.

Report of the Auditor General — 2012
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2.33 Medicare payments to some salaried doctors
appear high when compared to the salary scale.
Information provided by the Department for 2011
showed the following:

e There was one doctor who received salary payments
in excess of $1 million.

e Therewere 11 doctors who received salary
payments in excess of $500,000 each.

o There were 136 doctors who received salary
payments in excess of $300,000.

2.34 Other observations regarding salaried doctors
include the following:

e Contractsare not filed in the Department for all
salaried doctors. As of June 2012, the Department
had received approximately 84% of the contracts.

e Theshadow-hilling requirement is not met by all
salaried doctors. While * shadow billing has always
been a requirement of salaried physician
employment,” 2 compliance has not been enforced by
the Department. In January 2012, the Department
did an analysis and determined 80% of the required
doctors were shadow billing.

2.35 We believe the Department should develop,
document, assign and implement proper monitoring
procedures for salaried doctors. Monitoring procedures
should include reviewing contracts signed between the
RHAs and the doctor to ensure compliance with the
MPP. Aswell, we believe the Department should
continue its efforts to monitor compliance with the
shadow-hilling requirement and take action with those
doctors who do not comply.

2.36 Medicare sessional paymentsto doctors relate to
designated services paid for on an hourly basis, such as
doctors working in emergency rooms and those
working part-timein anursing home or ajail.
Sessional-type payments to doctors were
approximately $60 million in 2011, which represented
11% of total Medicare expenditures. Approximately

2 |nformation provided by the Department — Memo to salaried physicians October 8, 2008.
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250 doctors received sessional paymentsin 2011.

2.37 Wefound cases of non-compliance with the Policy

on Sessional Arrangements and believe the
Department should review and monitor the sessional
arrangements with doctors to ensure compliance with
the policy.

Recommendations 2.38 Our recommendations to the Department are

presented along with their responses to each
recommendation in Exhibit 2.1.

Conclusion 2.39 The objective of our work was: to determine if the

Department of Health is maximizing its recovery of
incorrect Medicare payments to doctors, through the
practitioner audit function. We conclude the
Department of Health is not maximizing its recovery
of incorrect Medicare payments to doctors, through
the practitioner audit function.

2.40 While the Department has authority to audit all

Medicare payments, only some types of payments to
doctors are audited. (A portion of FFS paymentsis
audited. However, FFS payments to radiol ogists and
salary and sessional payments to doctors are not
audited.) We found the audit function has several
weaknesses, which if addressed would improve the
ability of the Department to maximize its recoveries
of incorrect Medicare payments to doctors.

2.41 In addition to monitoring compliance with

legidlation, agreements and policies and identifying
incorrect payments to recover, a strong audit function
serves as a deterrent to doctors inappropriately billing
Medicare. We believe there is significant opportunity
for the Department to increase audit recoveries and /
or achieve program savings. Expanding the audit
unit’s coverage to include al Medicare payments,
using arisk-based audit approach, strengthening
monitoring and enforcement, and addressing other
issues identified by our review should help the
Department achieve substantial program savings.

Report of the Auditor General — 2012
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Exhibit 2.1 — Summary of Recommendations

2.1 | Recommendations Relating to M edicare Paymentsto Doctors

Recommendation

Department’ s Response

Paymentsto Doctors

2.42 Werecommend the Department develop an
action plan, with specific steps and timelines, to
address the deficiencies identified by our work.
The action plan isto include, but not be limited
to, the following:

e Improving the monitoring of doctor
remuneration, including all methods of
remuneration (Fee-For-Service, salary,
sessional), total payments, and the cap and the
“on-call group account” for salaried doctors.

The Department has already taken the following measures to improve monitoring of all methods of
remuneration:

e The previously named “ Medicare Audit Team” was renamed to “ Monitoring and
Compliance” in the winter of 2012, and the team has been increased to 6 from 3 staff
member s to encompass monitoring functions.

e The Medicare Services and Physician Remuneration branch hired a staff member in the
spring of 2012 to mor e effectively monitor the cap and on-call group accounts for salaried
doctors.

e A change request was put forward to add a change to the automated system to allow the
on-call stipend claimsto come in electronically.

The Department will be taking the following actions to improve monitoring of all methods of
remuneration:

e The Medicare Services branch will be revising the monitoring process for the on-call
group account for salaried physicians.

e A change to the automated system to allow on-call stipend claimsto come in electronically
will be effective in the spring 2013.

e Areporting mechanismto monitor total payments to doctors on a quarterly basiswill be
implemented in 2013/2014.

e The Monitoring and Compliance unit will be incorporating the monitoring of all methods
of remuneration as part of their annual planning process.

20

Report of the Auditor General —2012




Chapter 2

Department of Health - Medicare - Payments to Doctors

Exhibit 2.1 — Summary of Recommendations (continued)

2.1

Recommendations Relating to M edicar e Payments to Doctor s (continued)

Recommendation

Department’ s Response

Improving the audit function by: expanding
the audit coverage to include al Medicare
payments; using a risk-based audit approach;
ensuring the audit unit has the skill set and
information needed; documenting procedures
for authorizing, processing, recording and
reviewing the reversal / repayment of
recoveries; publicly reporting the actua
performance of its audit function in
comparison with targeted recoveries and
providing arationale for any variances;
expanding the use of the Professional Review
Committee, etc.

The Department has already taken the following measures to improve audit coverage and process:

e The Monitoring and Compliance unit responsible for audits has been increased to 6 from 3
staff members to encompass increase the breadth of audit functions.

e A process was put in place in the winter of 2012 for the Department to receive all salary
remunerated doctor’ s contracts to allow for audit of salaried physicians.

The Department will be taking the following actions to improve audit coverage and process:

o All specialties that have service codes are required to shadow-hill their services, of these
salaried physicians, 96% of them are shadow billing. With this data, the Monitoring and
Compliance unit are now in a position to audit these accounts. These will be incorporated in
the team’ s annual planning process for fiscal 2013/2014.

o In April 2013, the Department will be making it mandatory for all sessional remunerated
physician’ s to provide appropriate backup for the Billing of sessional hours. The Department
will also be enforcing time of day to be captured on claims to support this billing. These will
be incorporated in the team' s annual planning process for fiscal 2013/2014.

e The Monitoring and Compliance unit will be enhancing their monitoring tools with exception
reportsto allow for a more risk based audit approach. Thiswill include using software and
skillset currently available within the Department. This process has already been initiated.

e The Monitoring and Compliance unit will be enhancing the documented procedures and job
steps to include more robust recording of all audit and monitoring projects, payments and
recoveries.

e The 2012/1013 annual report will include reporting of the Monitoring and Compliance team’s
performance results.

e Therole of the PRC (Peer Review Committee) will be revisited and expanded as required.

The Department has devel oped accountability benchmarks for family physicians, pediatricians and
psychiatrists. It will continue to devel op benchmarks for the remaining specialtiesin the coming
months.
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Exhibit 2.1 — Summary of Recommendations (continued)

2.1

Recommendations Relating to M edicar e Payments to Doctor s (continued)

Recommendation Department’ s Response

Improving the Department’ s enforcement of
doctor compliance with legislation and
departmental policies by establishing an
enforcement policy and implementing
ramifications for doctors who do not comply,
such as those who over-charge, double bill for
services relating to workplace injuries and those
who do not shadow-bill.

The Regional Health Authorities have implemented a progressive discipline process for the
salaried physicians who refuse to shadow bill. Thishasresulted in an increase from 35% to 96%
of salaried physicians shadow billing in the last two years. This percentage is based the specialties
that have service codes as they are required to shadow-bill their services.

The Department iswilling to explore options to improve enforcement of compliance with
legislation and policies, and implement ramifications in cases of non-compliance.

Ensuring claims submitted for radiology
services comply with legidlation and payments
for those services are subject to the same
payment controls, monitoring and auditing as
other Fee-For-Service payments

The Department has a Radiology billing initiative underway to automate billing by radiologists
similar to other FFSphysicians. Target implementation date is April 2013. In addition, thereisa
committee in place reviewing service codes and rules. Target completion of thiswork is summer
2013.

Improving and automating the process of
recovering Medicare payments relating to
WorkSafeNB claims.

The Department has attempted over the years to improve the process currently in place to recover
payments related to work safe injuries. Although data is provided to the Department, it is not
standardized, nor consistent with Medicare billing data and requires extensive person hours to
match the claims and effect the proper due diligence to determineif claims were billed to both
WSN\B and Medicare.

Medicare has recently created a reporting mechanism to identify physicians who have and
continue to bill servicesto both agencies and will be sending reminder |ettersto physicians
informing them that they are non-compliant with legislation.

In addition, the Department will continue to work with WSNB to find a better reporting
mechanism for work safe related claims,
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Exhibit 2.1 — Summary of Recommendations (continued)

2.1 | Recommendations Relating to M edicar e Payments to Doctor s (continued)

Recommendations

Department’ s Response

Publicly Reporting Doctor Remuner ation

2.43 Similar to other government reporting of employee compensation and vendor
payments, and to provide better accountability, we recommend the Department
publicly report total remuneration for each doctor, regardless of whether the doctor is
paid via Fee-For-Service, salary, sessional or alternative payment arrangements.

The Department will work with the Office of the Auditor
General and the Privacy Commissioner to develop the
legislation and privacy requirements.

2.44 To provide better accountability, we recommend the Department publicly report
annually summary-level information on doctor remuneration, such as: total payments
for each remuneration method (Fee-For-Service, salary, sessional, other), doctor
remuneration by dollar range, doctor remuneration by specialty, etc.

The Department will publish summary level information on
doctor remuneration in the 2011/2012 annual report.
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Background on the
M edicare Program

Medicare program —
objective & delivery

2.45 The Department of Health (Department) is

responsible for the Medicare program (Medicare)
under the Medical Services Payment Act (Act). “The
objective of Medicareisto ensure payment of
medically required services for eligible New
Brunswick residents, including hospitalization outside
the province.” ®

2.46 Exhibit 2.2 shows the parties involved in

administering Medicare. Within the Department, the
Office of the Associate Deputy Minister of Health is
responsible for Medicare. There are three units within
the Department that are directly involved with
delivering the program, which are shaded in Exhibit
2.2.

2.47 The Medicare program is complex. There are areas

in this chapter where details have intentionally been
omitted for the purpose of simplicity. For example,
the number of doctorsin New Brunswick may seem
like a straight-forward concept. However, the number
is dynamic as there is constant movement with
doctors leaving the Province, new doctors entering the
Medicare program, and others retiring. The number of
doctors working during a time period can be different
from the number of doctors paid during the same
period because of the timing of submitting claims
(doctors have 92 daysto bill Medicare), the payment
periods (every two weeks) and retroactive payments.

% Province of New Brunswick, 2010-2011 Annual Report - Department of Health, September 2011, page 83.
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Exhibit 2.2 - Parties Involved in Administering the Medicare Program

2.2 | PartiesInvolved in Administering the Medicare Program

Department of Health
Medicare Program
_| The objective of Medicare is to ensure payment
of medically required services for eligible New
Brunswick residents, including hospitalization
outside the province.

[
! (PRC) i
I» established in 1972 to protect the i
interests of the public, the
profession and the government in : [ ‘ |
[
[
[

|

i

s ctus e decinempminaisa || Oicedf treAsociate Corporde | |other Divisons|
. i iv i o ;

! by the New Brunswick Medical I Deput)(_'g?rllﬁer of Services

I Society and appointed by the

|

I Mister_ _ ____ _ _ _ ; |
[ 1
}7 777777777 : Medicare Medica_relnsured . .
| Eligibility and Serwc_es_and F|r_1anC|aI _
| Claims [Unit] Physqan _ Services Unit
I Remuneration Unit
| [ | |
} k= 1 ;_ Other Units: I
[ iMonitoringand. > Registration |
‘LJ Compliance | (> Client Advocate |
i Unit | i> Practitioner Registrar I
i (Audit) i i> Practitioner Inquiries I
''''''''''''' -» External Liaison |
'> Medical Consultant I
> Technology/System Support i
I> Assessment i
I> oOut of Province Claims i
Notes:

1. “Medicare Eligibility and Claims [Unit] is responsible for the eligibility and registration of New
Brunswick [residents] for Medicare coverage, the registering of physicians, liaising with physicians
aswell as processing and, when applicable, payment of in and out-of-country claims. Medicare
Eligibility and Claims also audits physician’s billings to ensure these are billed according to
legislation and the Fee-For-Service agreement. The unit also manages an advocacy service
informing New Brunswick residents of their rights when dealing with Medicare.”

2. “Medicare Insured Services and Physician Remuneration Unit is responsible for policy
development, project management, provision of expert guidance on cor porate and health policy
issues and appeal s regarding Medicare coverage. The unit isresponsible for physician
remuneration ...." Thisincludes negotiating the Fee for Service Master Agreement with the New
Brunswick Medical Society (NBMS) and being accountable for and involved in the formal
consultative process with NBM S and the Department of Human Resources for the Medical Pay
Plan for salaried doctors.

3. TheFinancial Services Unit isresponsible for manual payments within Medicare.

Sour ce: Chart created by the Office of the Auditor General. The responsibilities of the units are quoted
from the 2010-2011 Annual Report - Department of Health, September 2011, page 83.
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Exhibit 2.3 - Methods of Paying Doctors in the Medicare Program

2.3 M ethods of Paying Doctorsin the Medicare Program

Medicare |
4 Expenditures:
e $553 million
4 dministration: $6 million
Fee-For-Service payments: Salary payments: Sessional & other payments:
$351 million . $110 million $64 million
# of physicians: 1,060 5 b+ # of physicians: 489 # of physicians: 264

Notes:

1

Fee-For-Service (FFS) - payment is based on the number and types of services provided.* A claim
is submitted to Medicare for payment relating to each service performed by the doctor. Most FFS
doctors work from their office or in after-hours clinics.

Salary - a fixed remuneration according to the Medical Pay Plan® (MPP), which is the provincial
agreement with the New Brunswick Medical Society. Typically a doctor would have a contract
with the Regional Health Authority for the areain which they work. Most salary doctors work in a
hospital.

Sessional - Services rendered by practitioners are paid for on an hourly basis for designated
services.® Doctors working in emergency rooms, or working part-time in a nursing home or ajail
are paid under a sessional arrangement.

Expenditure figuresin this diagram represent information related to fiscal 2011. Excluded from the
diagram are expenditures of $14 million relating to alternate funding plans and $8 million relating
to incentive allowances.

Sour ce: Chart created by the Office of the Auditor General.

Doctor remuneration 2.48 Exhibit 2.3 provides an overview of the different

methods of paying doctorsin the Medicare program
(FFS, sdary and sessional). It shows estimates of the
number of doctors and the total Medicare dollars
involved with each of the payment methods.

* Department website: www.gnb.ca/0394/prw/Remuneration-e.asp#SFFS
5 .

[bid.
® Ibid.
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Exhibit 2.4 - Medicare Expenditures (3 fiscal years)

2.4 | Medicare Expenditures (3 fiscal years)
Expendituretype 2010-11 2009-10 2008-09
Fee-For-Service $ 351,508,711 $ 347,055,854 $ 333,729,380
Salaried Doctors 109,622,799 99,611,334 89,608,833
Sessional Fees 63,518,368 58,148,115 55,519,021
Alternate Funding Plans 14,291,050 12,656,605 3,073,200
Incentive Allowances 7,966,999 7,094,219 8,256,866
Administration 6,341,736 6,119,743 6,263,075
Total $ 553,249,663 $ 530,685,870 $ 496,450,375
Notes:
1. Expendituretype isthe high-level classification used by the Department to categorize
payments made from Medicare funding.
Sour ce: Table created by the Office of the Auditor General with information from Province of
New Brunswick Oracle Financial Information System - Account Analysis Report — Fiscal
20009, Fiscal 2010, Fiscal 2011.

Medicare represents one of 249 Medicare expendituresin 2011 were slightly

government’s highest cost more than half of abillion dollars ($553.3
programs with consistent million”). This represented 22.3%° of the
growth. Department’ s expenditures, which were

approximately $2.5 billion®. Medicare represents
one of the government’ s highest cost programs.
Exhibit 2.4 shows Medicare expenditures for three
fiscal years: 2009, 2010 and 2011. It shows
Medicare expenditures increased by $34.2 million
(6.9%) in fiscal 2009-10 and increased by $22.6
million (4.3%) in fiscal 2010-11.

Monitoring and Compliance 2.50 During the course of our work, the Medicare
Unit (Medicare Practitioner Practitioner Audit unit was renamed as
Audit) Monitoring and Compliance. The mission of the

unit is, “Monitor Medicare expenditures through

" Province of New Brunswick, 2010-2011 Annual Report - Department of Health, September 2011, page 95.
8 .

[bid.
° 1bid.

Report ot the Auditor General — 2012 27



Department of Health - Medicare - Paymentsto Doctors Chapter 2

investigation, education and / or recommendation
of changes, to ensure physicians comply with
Medicare'srules and regulations.” *° The goa of
the unit is, “To reduce the number of
inappropriate billing/fraudulent activity” ™.
Additional information on the monitoring and
compliance unit is provided in Appendix 2.

| ntroduction to 2.51 The objective of our work was: to determine if
. the Department of Health ismaximizing its
Findings recovery of incorrect Medicare payments to
doctors, through the practitioner audit function.
What we examined and the 2.52 We developed five criteriato use as the basis for
objective of our work our work. The criteria are shown in Appendix 3.

2.53 In completing our work, we focused on
Medicare payments and audit recoveries for the
fiscal year ended March 31, 2011. We performed
the following procedures.

e Wereviewed legislation and policies for
Medicare.

e We held discussions with staff from each of the
three unitsinvolved with Medicare, including the
Medical Consultant for the program.

e We met with members of the Professiona
Review Committee (PRC).

e We examined operating procedures.

e We shadowed auditors doing an on-site visit to a
doctor’ s office to retrieve information.

e Weanayzed payments to doctors and explored
unusually high amounts.

e We provided the Department with a sample of
doctors with high salary payments and alist of
doctors with high sessional payments and asked
for explanations.

e We selected a sample of doctors with high on-
call payments and asked the Department for

19 nformation provided by the Department - Audit routine procedure May 2010 for PRC.
11 | i
Ibid.
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How we present our findings

explanations.

We performed other procedures as determined

necessary.

2.54 Our main findings are reported in sections. The

first section presents our findings on the audit and
enforcement functions. Since we found the audit
coverage of payments to doctors isincomplete, we
are reporting observations on the different types of
payments to doctors (FFS, salary and sessional) in
a second section. We also discuss public reporting
of doctor remuneration in the second section titled,
Doctor Remuneration and Public Reporting. See

Exhibit 2.5.
Exhibit 2.5 - Presentation of Our Findings
2.5 | Presentation of Our Findings
Finding Highlights Details
Audit and Enforcement Functions
v" The audit function has several strengths. Page 31 Page 45
I The audit function has several significant weaknesses. Page 32 Page 48
I There are problems with identifying inappropriate doctor Page 33 Page 64
billings for workplace injuries.
I The Department’ s enforcement of doctor compliance with Page 35 Page 68
legidation and Departmental policies needs strengthening.
e TheProfessional Review Committee (PRC) is active and Page 36 Page 70
has opportunity to enhance its value.
Doctor Remuneration and Public Reporting
I Fee-for-service payments need more monitoring. Page 37 Page 75
I Radiologist payments need better controls and monitoring. Page 38 Page 83
I Salary payments to some doctors appear high when Page 39 Page 89
compared to the salary scale.
I Sessional amounts paid to some doctors appear high when Page 40 Page 94
compared to the policy.
I Public reporting of doctor remuneration isincomplete and Page 41 Page 97

misleading.
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Key used in this chapter 2.55 Thefollowing key is used to classify our summary
findings:

V' represents a positive observation

I represents an area needing improvement or
further consideration

e represents other observations.

Termsused in thischapter  2.56 Appendix 1 providesalist of terms, which are
frequently used in this chapter, along with their

definitions.
Fiscal year 2011 and cash-  2.57 Figures presented in this chapter relate to the 2010-
basis analysis of doctor 2011 fiscal year (2011), unless otherwise indicated.
remuneration Most figures used during our work were provided by

the Department. Doctor remuneration figures for 2011
are shown on a cash basis.
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Highlights: Audit and Enfor cement Functions

Key Finding: The Audit Function has Several Strengths.

Background® 2.58 The monitoring and compliance unit (formerly the
“Medicare practitioner audit” unit) performs the audit
function. It has been in operation since April 1990.
Therole of thisunit isto monitor and review the
billing patterns of medical practitioners. Appendix 2
provides general information on the unit.

2.59 A specific audit or review project may involve a
particular billing code(s), an individual doctor or a
selected specialty (a group of doctors, an example
being pediatrics). Based on audit findings, one or more
of the following actions may be taken:

e provision of educational advice to doctors;

o referral of the matter to the Professional Review
Committee, legal authorities or the College of
Physicians and Surgeons of New Brunswick; and

e recovery of funds.
Summary of Findings 2.60 Wefound the following:

v Thereis appropriate authority for auditing that is
clearly documented and communicated to doctors.

Resources are assigned to the audit function.
New staff receive on-the-job training.

A documented audit plan guides the unit’s work.
The annual work plan incorporates the audit plan.

D N NI N N N

The audit unit issues a quarterly report to the
Director.

<

Documented policies and procedures guide the audit
unit.

2.61 For more detailed discussion of these findings
please see Appendix 4.

12 Paraphrased from information provided by the Department
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Key Finding: The Audit Function has Several Significant Weaknesses.

Background 2.62 A strong audit function can yield significant
program savings. The audit function may:

e serve as adeterrent to doctors inappropriately
billing Medicare;

e identify incorrect payments to recover;

e monitor compliance with legislation, agreements
and policies; and

¢ help educate doctors and their office staff on proper
billing practices.

Summary of Findings 2.63 Wefound the following:

I Only 53% of Medicare payments have been in
the audited population.

I Not all high earners are reviewed or audited.
I Recoveries of inappropriate payments are low.

I Reversing recoveries undermines the audit
unit’s credibility.

I Weidentified inefficiencies in the audit unit’s
processes.

I Thereislimited performance reporting relating
to the audit function.

2.64 For more detailed discussion of these findings
please see Appendix 5.
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Key Finding: Thereare Problemswith Identifying Inappropriate
Doctor Billingsfor Workplace Injuries.

Background 2.65 Several years ago, Medicare staff observed
Medicare paying high volumes of claims for “work-
related injuries’, which under the correct submission
by the doctor, should in fact have been billed to and
paid by WorkSafeNB (WSNB)*3. Claims paid by
WSNB are funded through insurance premiums paid
by businesses, whereas claims paid by Medicare are
funded by the taxpayer. In 1992, our Office
recommended the Department and WSNB develop a
procedure to recover claims billed to both the WSNB
and Medicare.**

2.66 WSNB now provides the Department with
information on claims paid. Medicare staff review
Medicare payments to determine if any relate to
services for work-related injuries. “WSNB recoveries’
isthe term we use for improper Medicare payments
regarding work-related injuries which are recovered
from doctors. (It isan improper Medicare payment
because the doctor’ s service was for awork-related
injury covered by a WSNB claim, and was either
billed to both WSNB and Medicare or billed to
Medicare when it should have been billed to WSNB.)

Summary of Findings 2.67 Wefound the following:

e Recoveriesrelating to WSNB claims are significant.

I Some doctors bill both Medicare and WSNB for the
same service.

I Some salaried doctors get paid twice for WSNB
related services they provide.

I The current process for identifying WSNB
recoveriesis inefficient.

v" There are documented procedures for WSNB

3 WorkSafeNB (WSNBY), formerly Workplace Health Safety and Compensation Commission and Workers
Compensation Board (WCB).

14 Paraphrased from information provided by the Department.
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recoveries.

e The WSNB recoveries are currently the audit team’s
responsibility.

2.68 For more detailed discussion of these findings
please see Appendix 6.
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Key Finding: The Department’s Enforcement of Doctor Compliance with
L egislation and Departmental Policies Needs Strengthening.

Background 2.69 Legidlation and policies establish rules for programs.
Monitoring and auditing measures compliance with
rules and identifies cases of non-compliance.
Enforcement ensures compliance with rules.

2.70 The Act and regulations provide authority to the
Department to recover overpayments and “revoke,
suspend or cancel” adoctor’s ability to participate in
the Medicare program.

2.71 TheAct aso lists offences. Section 11(1) states, “A
person who violates or failsto comply with any
provision of the regulations commits an offence
punishable under Part Il of the Provincial Offences
Procedure Act as a category B offence.” Section 11(2)
makes a similar statement with regards to the Act, and
section 11(3) states, “A medical practitioner, an oral
and maxillofacial surgeon or other person providing
entitled services who wilfully makes a false statement in
any report, formor return required for the purposes of
this Act or the regulations commits an offence
punishable under Part Il of the Provincial Offences
Procedure Act as a category | offence.”

Summary of Findings 2.72 Wefound the following:

I The Department does not have an enforcement
policy.
I Weidentified situations where the Department’s

enforcement of doctor compliance with legislation
and Departmental policies needs strengthening.

I There are no ramifications for over-charging
Medicare.

2.73 For more detailed discussion of these findings
please see Appendix 7.
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Key Finding: The Professional Review Committee (PRC) is Active and
has Opportunity to Enhanceits Value.

Background 2.74 The Professional Review Committee (PRC) was
established in 1972 to protect the interests of the public,
the profession and the government in the operation of
Medicare. It consists of five doctors nominated by the
New Brunswick Medical Society and appointed by the
Minister. A member is generaly appointed for aterm of
three years and may be re-appointed for any number of
terms. The PRC provides:

e support and / or recommendations to Medicare;

e experienced professional counsel to any doctor whose
pattern of practice appears not to be in the best
interests of the public or the medical profession; and

e opportunity to doctorsto present their situation to the
committee. ™

Summary of Findings 2.75 Wefound the following:

e ThePRC isrequired by legislation and has significant
authority.

v The PRC has documented Terms of Reference.
v' The PRC has ahistory of being active.

e The PRC does not meet regularly.

e PRC has opportunity to expand its value.

' The PRC does not report annually.

2.76 For more detailed discussion of these findings please
see Appendix 8.

%> paraphrased using information provided by the Department.
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Highlights. Doctor Remuneration and Public Reporting
Key Finding: Fee-For-Service Payments Need More Monitoring.

Background

Summary of Findings

2.77 Medicare FFS payments are based on the number and

types of services provided. A claim is submitted to
Medicare for payment relating to each service performed
by the doctor. Most FFS doctors work from their office or
in after-hours clinics. The following facts relate to FFS
payments in 2011:

e FFS payments were over $351 million and represented

64% of total Medicare expenditures.

e Over 1,600 doctors received FFS payments. Most were

full-time FFS doctors. The Department reported 1,060
FFS doctors in their 2010-2011 Annual Report.
However, salaried doctors also have a FFS account for
services they provide outside normal working hours.

2.78 TheFFS payment system is based upon the honour

system. The onus is on the doctor to accurately submit
FFS claims. It is not practical for Medicare to confirm
that patients received services from doctors prior to
paying claims. Inherent in any such system is arisk of
incorrect or ingppropriate claims. Thisinherent risk can
be mitigated via payment controls, consistent monitoring
and audit.

2.79 Wefound the following:

e FFS payments to many doctors appear high when
compared to budget estimates.

I Thereislimited monitoring of FFS payments.

I Monitoring of the FFS cap for salaried doctorsis
inadequate.
I Thereis no monitoring of the “on-call group account”
for salaried doctors.
I The use of awrong account may cause overpayment.
I Radiologist payments need better controls and
monitoring. (Thisis reported as a separate finding in
the next section.)

2.80 For more detailed discussion of these findings please

see Appendix 9.
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Key Finding: Radiologist Payments Need Better Controlsand
Monitoring.

Background 2.81 Radiologists are doctors who use diagnostic imaging
(X-rays, etc.) to diagnose conditions and treat patients.
Although their remuneration is funded under the FFS
agreement, the payment process differs from other FFS
doctors. Radiologists are paid by the RHA for which
they work. The RHA then bills Medicare to recover these
payments. In 2011, total payments to radiol ogists were
around $45 million.

Summary of Findings 2.82 Wefound the following:

e Tota payments to some radiologists appear high when
compared to other specialties.

I Claims submitted for radiologists are not subject to
regular payment controls.

I The Department does not recover Medicare costs
relating to radiology as important claim information is
not available in the Department.

I Thereisno monitoring of radiologist remuneration by
the Department.

I Current radiology claims do not comply with the
Physician’s Manual and regulations.

I The Department’ s radiology project to automate
billingsis slow moving.

2.83 For more detailed discussion of these findings please
see Appendix 10.
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Key Finding: Salary Paymentsto Some Doctors Appear High when
Compared to the Salary Scale.

Background 2.84 Medicare payments to salaried doctors relate to a fixed
remuneration according to the Medical Pay Plan.*
Typicaly adoctor would have a contract with the RHA
for the areain which they work. Most salary doctors
work in ahospital. The following facts relate to salary
payments in 2011:

Summary of Findings 2.85

2.86

Salary payments were over $109 million and
represented 20% of total Medicare expenditures.

The Department reported there were 489 salaried
doctorsin their 2010-2011 Annual Report.

We found the following:

Salary payments to some doctors appear high when
compared to the salary scale.

Contracts are not filed in the Department for all
salaried doctors.

The shadow-billing requirement is not met by all
salaried doctors.

Monitoring of payments to salaried doctorsislacking.

There are three significant FFS issuesinvolving
sdaried doctors that were discussed earlier in this
report: 1) FFS payments to salaried doctors are not
audited regularly; 2) monitoring of the FFS cap for
salaried doctorsisinadequate; and 3) thereis no
monitoring of the “on-call group account” for salaried
doctors.

For more detailed discussion of these findings please

see Appendix 11.

16 Department website: www.gnb.ca/0394/prw/Remunerati on-e.asp#SFFS
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Key Finding: Sessional Amounts Paid to Some Doctors Appear High
when Compared to the Palicy.

Background 2.87

Medicare sessional payments to doctors relate to

designated services paid on an hourly basis. For

example, doctors working in emergency rooms and those
working part-timein anursing home or ajail are paid
under a sessiona arrangement. The following facts relate
to sessional paymentsin 2011:

Summary of Findings 2.88

2.89

Sessional payments were approximately $60 million
and represented approximately 11% of total Medicare
expenditures.

Approximately 250 doctors received sessional
payments.
We found the following:

Sessional amounts paid to some doctors appear high
when compared to the policy.

There is non-compliance with the Policy on Sessional
Arrangements.

For more detailed discussion of these findings please

see Appendix 12.
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Key Finding: Public Reporting of Doctor Remuneration is
I ncomplete and Misleading.

Background 290 Typicaly, employeesfor government, Crown
Corporations, and other government organi zations whose
compensation exceeds $60,000 during a particular
calendar year are publicly reported on the internet in the
publication “Unaudited Supplementary Employee Lists.”
“The salary reported includes regular earnings,
overtime, personal service contracts and any other
employee remuneration.” Also, each supplier whose total
payments by all government departments exceed
$25,000 during the fiscal year is publicly reported on the
internet in the publication “ Unaudited Supplementary
Supplier Lists’.

Summary of Findings 291 Wefound the following:
I Thereisno public reporting of FFS paymentsto

individual doctors.

I Public reporting for salaried doctors is incomplete and
misleading.

I Thereisno public reporting of sessional payments to
individual doctors.

2.92 For more detailed discussion of these findings please
see Appendix 13.
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Appendix 1 —Frequently Used Terms

Terms Used in this Chapter

Act isthe Medical Services Payment Act.

Claim refers to the documentation submitted to Medicare on a service provided by a doctor. A
claim contains information such as: the patient’ s Medicare number, the date of service, a
diagnosis, a code representing the service provided, etc.

A Fee-For-Service (FFS) claim serves as abilling that results in a payment to the
doctor.

Shadow billing — claims are submitted by salaried doctors and they serve as arecord of
service provided. This does not prompt a payment.

Department is the Department of Health.

Doctor / physician are terms used interchangeably to mean all healthcare providers paid by the
Medicare program, which includes licensed practitioners, dentists and oral maxillofacial
surgeons.

Fee-For-Service (FFYS) isatype of remuneration where payment is based on the number and
types of services provided.

GNB isthe government of New Brunswick.

RHAs are the Regional Health Authorities: Horizon Health Network and Vitalité Health
Network.

Locum is areplacement doctor performing services for aminimum of three consecutive days.
For example, alocum replaces a doctor who is taking a vacation.

Medicareis the term applied to the medical services plan, established under the Medical
Services Payment Act. The purpose of Medicare is to ensure payment of medically required
servicesfor eligible New Brunswick residents.

MPP isthe Medical Pay Plan, which sets a fixed remuneration for doctors paid asalary.
Sdary is another type of remuneration for doctors.
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Appendix 2 — General Information on the Monitoring and Compliance
(Audit) Unit

General Information on the Monitoring and Compliance Unit of Medicare

Mission:
To monitor Medicare expenditures by ensuring that physicians conformto Medicare’ srules and
regulations through investigation, education and/or recommendation of changes.

Goal:
To reduce the number of inappropriate billing / fraudulent activity.

Role:

To monitor and review billing patterns of practitioners (medical / oral maxillofacial surgeons)
either on a random or non-random basis, as required.

Audits;

Legidative authority for conducting an Audit is provided by the Medical Services Payment Act.
The 1994 |egidation appointed “ inspectors’ authority to “ full access’ to physician billing
information. (Section 8.1(1) to (6) of the Medical Services Payment Act).

Audits are initiated by internal and/or external tips (i.e. practitioner/patient callg/letters; law
enforcements agencies), review of profiles and exception reporting.

A routine audit procedureisfollowed. This procedure may change according to the specifics of
each case.

Ramifications:;

The Department has the right to suspend a practitioner’ s billing number at the discretion of the
Minister. If the practitioner refuses to reimburse the Medicare branch for overpayment, it is
forwarded to the Financial Services Branch who is authorized under the Financial Services Act
to recuperate any outstanding monies owed to the province. When this process fails or there is
unquestionable fraud, the case is sent to the Department of Justice [and Attorney General] for
appropriate action.

The Department has the right to go back 7 years but generally looks at 1 or 2 quartersor up to
2 year periods, then utilizes statistical inference and applies the percentages of inappropriate
billings or any over hillings for the fiscal period reviewed. This depends on the exact nature and
extent of the errors found. No interest or penalties are assessed on over billings discovered, as
the Medical Services Payment Act does not provide authority in this area.

Relationships:

The audit team would have direct relationships/communication with many of the other Medicare
teams as well as the Medical Consultant, Medicare Program Support and the Director.

There would also be a relationship between Audit and Medicare paymentsin Financial
Services, Extra Mural Hospitals, Hospital Services and Administration, the NB Medical Society
(NBMS), the Professional Review Committee (PRC), Canadian Medical Protection Association
(CMPA), College of Physicians and other similar branches across Canada and most
importantly the practitioners themsel ves.

Sour ce: Information provided by the Department, excerpts from the Medical Practitioner Audit
Overview — updated 2010.
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Appendix 3—Criteria Used in Our Work

CriteriaUsed in Our Work

Criterion #1: The Department should ensure the practitioner audit group has the ability to
audit any fee for service payment.

Criterion #2: The Department should use a risk-based approach to identify work to be done by
the practitioner audit group.

Criterion #3: The Department’s practitioner audit group should perform work in accordance
with documented procedures.

Criterion #4: The Department should collect incorrect payments to doctors, identified by the
audit group, in accordance with documented procedures.

Criterion #5: The Department should measure and report the effectiveness of its practitioner
audit group.
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Appendix 4 — Detailed Findings: The Audit Function has Several

Strengths.

Thereisappropriate 2.93 Theauthority for auditing is granted through section

authority for auditing that
is clearly documented and
communicated to doctors.

8.1(1) of the Medial Services Payment Act, which
provides the authority to appoint auditors to “inspect,
examine and audit books, accounts, reports and
medical records maintained in offices of

[physiciang] ...”. Section 11(2.3) of the regulation
supports the audit function by requiring a doctor to
permit an audit of his or her books and records, retain
documentation for a period of seven years, and submit
documentation when requested by Medicare.

2.94 Medicare policies a'so document the authority to

audit. The Policy on Salaried Physicians, under section
C. Roles and Responsibilities states, “Any
arrangements regarding a salaried physician must be
approved by Medicare and services provided by
salaried physicians are subject to reviews by the Audit
section of Medicare.” Similarly, the Policy on
Sessional Arrangements under section B.
Remuneration states, “ All payments are subject to
monitoring and audit.”

2.95 Section 08: Audit of the Medicare Policy Manual

consists of two policies: Policy 1 - On-Ste Audit,
Physician’s Office and Policy 2 - The Professional
Review Committee.

2.96 In addition to legislation and Medicare policies, the

authority to audit is communicated to doctors via
documents provided to them. The Physician’s Manual
is provided to each doctor when they are registered
with Medicare. It contains a two-page description of
“Practitioner Audit” which begins with a statement
that “accounts paid by NB Medicare to either doctors
or patients are subject to verification”. Also, FFS
doctors sign a Medicar e Teletransmission Agreement,
which allows them to electronically submit their
clamsfor payment. Section 7 of the agreement
requires the practitioner to permit Medicare or its
authorized representatives to audit their records and
take extracts or make copies.

2.97 These authorities appear to apply equally to FFS,

salaried and sessional payments to doctors. Therefore,
the Department (through the monitoring and
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Resources are assigned to
the audit function.

New staff receive on-the-
job training.

A documented audit plan
guides the unit’ s work.

The annual work plan
incor porates the audit
plan.

The audit unit issuesa
guarterly report to the
Director.

compliance unit) has the authority to audit all
Medicare payments to doctors.

2.98 Theaudit function is resourced to have a maximum
of six members. We reviewed documentation
indicating that over the ten-year period of fiscal 2002
to 2011, the number of auditor positions varied from a
low of two in fiscals 2005 and 2006 to a high of six in
fiscal 2004.

2.99 Theaudit unit has a documented training plan. New
staff receive on-the-job training which enhances their
competency and the consistency of audit work
performed by the unit. The audit unit holds regular
team meetings and the auditors frequently consult with
each other when doing their work, both of which also
promote consistency.

2.100 Starting in 2011, the audit unit began preparing an
annua Medicare Audit Plan. At the time of our work,
two Medicare Audit Plans had been completed, one for
fiscal 2012 and a second for fiscal 2013. The Medicare
Audit Plan guides the unit’s work.

2.101 We examined the Medicare Audit Plan 2012-2013
dated March 13, 2012 and discussed it with
Department staff. It contained a summary of audit
projects (providing a brief description of the project
along with the staff assigned to the project), a project
schedule (a chart fitting the projects into a calendar), a
time table (listing start and end dates for each project),
achart of forecasted recoveries, and alist of
assumptions.

2.102 The audit unit has a history of preparing an annual
team work plan. We reviewed work plans for the past
several years. Work plans list job functions along with
their objective, timeframe and performance indicators.
The annual work plan for 2012 incorporated the
Medicare Audit Plan 2012-2013. In addition to the
audit projects, the work plan contained items relating
to training and administration.

2.103 The audit unit reports to the Director each quarter.

Reporting consists of amemo (summarizing key
activities for the period such as staffing, progress on
projects and Professional Review Committee activity)
and a one-page report of audit activities and recoveries
(providing statistics such as the number of activities
completed during the period, the number of doctors
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involved, the number of on-site audits, and dollar
recoveries).

Documented policies and 2.104 Medicare has two policies for audit as previously

procedures guide the audit

noted.

unit. 2.105 The audit unit has “job steps’ which provide

documented direction and specific procedures for
identifying, substantiating, reporting and documenting
recoveries. The unit also has templates for letters and
standard forms which enhance both efficiency and
consistency in their work.

2.106 The audit unit’ s role stops with documenting

recoveries. Thereis proper segregation between
identifying and collecting audit recoveries. Audit
recoveries are collected by either the assessment unit,
who collects the recovery amount by adjusting /
reducing future payments to the doctor, or by the
financia services unit, who receives amanual cheque
from the doctor for the recovery amount.

Summary 2.107 We believe the existence of an audit unit within the

Medicare program is positive and very appropriate
given the magnitude and complexity of the program.
The strengths of the existing audit function provide a
good foundation to build upon.
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Appendix 5 — Detailed Findings: The Audit Function has Sever al

Exhi

Significant Weaknesses.

bit 2.6 - Audit Unit's Coverage of Medicare Payments

8.

9.

2.6 Audit Unit’s Coverage of M edicare Payments

2010-11 Medicare
Doctor remuneration category paymentsto doctors Audited?
FFS —doctors (note 4) $ 291,725,033 partialy
FFS —radiologists (note 5) 42,357,617 no
Salaried doctors 109,622,799 no
Sessional doctors 63,518,368 no
Alternate funding plans 14,291,050 no
Other 31,734,796 no
Total Medicare paymentsto doctors $ 553,249,663
Notes:
1. Doctor remuneration category refers to the remuneration category that the Department usesto report

Medicare payments.

2010-11 Medicare payments to doctors are the actual payments as recorded in the accounting records
of the Province.

Audited? indicates if Medicare payments to doctorsin the noted category are audited by the
Department.

FFS—doctorsinclude all fee-for-service payments from Medicare in 2011 to doctors practicing in
al specialties except diagnostic radiology and nuclear medicine.

FFS—radiologistsinclude al fee-for-service payments from Medicare in 2011 to doctors practicing
diagnostic radiology or nuclear medicine.

Salaried doctorsinclude all payments to all doctors receiving salary as remuneration during the
period.

Sessional doctorsinclude al paymentsto all doctors who have received sessional (hourly)
remuneration during the period.

Alternate funding plansinclude all payments to all doctors who are employed or contracted under an
aternate funding plan as defined by the Department and / or Health Authority.

Other includes items such as administration and incentive allowances.

Source: Table created by the Office of the Auditor General with information from Province of New
Brunswick Oracle Financial Information System Account Analysis Report —Fiscal 2011.

Only 53% of Medicare 2.108 Only some types of Medicare payments to doctors are
payments have been in audited. The audit unit’s coverage of Medicare payments
the audited population. is shown in Exhibit 2.6. Until recently, the population of

payments audited has been limited to the automated FFS
payments, which was $291,725,033 (53% of total
M edicare payments to doctors).
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2.109 FFS paymentsto salaried doctors are not audited

regularly. The New Brunswick Policy on Salaried
Physicians states, “ Fee-for-service and sessional billings
are monitored and subject to audit by the

[ Department].” While the Department has authority to
audit FFS paymentsto salaried doctors, they currently do
not do so regularly. Staff from the Department indicated
they are not easily able to audit FFS payments to salaried
doctors because they do not have accessto the
information required to audit, such as copies of the
doctors' contracts, compl ete shadow-billing information,
and doctors' working schedules.

2.110 The Department provided us with information

indicating their intent to collect the required information
and commence auditing FFS payments to salaried
doctors. The Department isin the process of collecting
outstanding doctor contracts from the RHAS, and the
Department isinsisting upon compliance with the
shadow-hilling requirement. We also noted the Medicare
Audit Plan 2012-2013 includes a project involving
salaried doctors with high payments. The Department
will be able to complete this project only once the
information is provided.

2.111 Paymentsto radiologists have never been audited.

The audit unit’s work focuses on claims paid by
Medicare’ s automated claims payment system. While
most FFS doctors are paid in this manner and hence
subject to audit, radiologists are not. The audit unit
confirmed they have never audited payments to
radiologists. “These physicians are paid via manual FFS
mechanism. [ The Department] is now looking at a plan
to better manage this billing scenario. Asit stands now,
without on-line data, the Audit (now Monitoring &
Compliance) Unit would be unable to effectively review
these services billed.” *'

2.112 Salary payments to doctors are not audited. The New

Brunswick Policy on Salaried Physicians states,
“Services provide by salaried physicians are subject to
review by the department’s Audit section. Salaried
physicians must provide shadow billing or history only
billing as required by the department.” While the

Y Documented response from the Department — Monitoring & Compliance Unit, May 2012
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Department has authority to audit salary payments to
doctors, they currently do not do so.

2.113 Sessional paymentsto doctors are not audited. The
Department’ s Policy on Sessional Arrangements states,
“All payments are subject to monitoring and audit.” The
New Brunswick Policy on Salaried Physicians states,

“ Fee-for-service and sessional billings are monitored
and subject to audit by the department.” While the
Department has authority to audit sessional payments to
doctors, they currently do not do so.

2.114 We believe although it may be more difficult to audit
some types of Medicare payments, given the magnitude
of the payments involved, alternate audit methods should
be pursued so al types of payments (100%) are included
in the audit population.
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Exhibit 2.7 - 2010-11 Doctor Remuneration

2.7 2010-11 Doctor Remuneration

Remuneration range # of doctors % of total # of doctors
Greater than $1,000,000 16 0.9%
$900,001 to 1,000,000 5 0.3%
$800,001 to 900,000 24 1.3%
$700,001 to 800,000 31 1.6%
$600,001 to 700,000 47 2.5%
$500,001 to 600,000 96 5.1%
$400,001 to 500,000 216 11.5%
$300,001 to 400,000 391 20.9%
$200,001 to 300,000 390 20.8%
$100,001 to 200,000 256 13.7%
Less than $100,000 401 21.4%
Total # of doctors 1,873 100.0%

Notes:

purposes.

retirement.

3. #of doctorsrefersto the number of doctors that fall into each range.

4. Lessthan $100,000 may include doctors working part-time, as locums (replacement
doctors), and those working only a portion of the year due to new employment or

5. Total # of doctorsisthetotal of all doctors presented in the report.

Sour ce: Table created by the Office of the Auditor General with information provided from
the Department — Consolidated Practitioners Cumulative Earnings Report 1R3542 (unaudited)

1. Remuneration isthe total remuneration paid to doctors under the Medicare program and
includes fee-for-service, sessional and salary payments to doctors.

2. Remuneration range isthe range of remuneration selected by OAG for comparison

for the period 2010-11 [IR3542 — CER 2010-2011].

Not all high earnersare  2.115 Exhibit 2.7 shows doctor remuneration by range for
2011. It indicates the number and the percentage of
doctors within each range. It shows the total
remuneration paid to doctors under the Medicare
program, which includes fee-for-service, sessiona and

reviewed or audited.

salary payments.
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2.116 Our observations for 2011 from Exhibit 2.7 include
the following:

 Sixteen doctors were paid over $1 million each.

e 219 of 1,873 doctors (12%) were paid more than half
amillion dollars each.

e 826 of 1,873 doctors (44%) were paid more than
$300,000. Noteif the doctors with remuneration less
than $100,000 (part-time doctors) were excluded, this
would increase to 56%.

2.117 According to the Department, the following figures
were used while budgeting for 2011. “The estimated
annual earnings of a general practitioner was $291,418
and the average annual earnings of a specialist was
$420,977 (this specialty average is the average earnings
of all specialties).” Given this, we believe remuneration
greater than these figures should be considered high.
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Exhibit 2.8 - Doctor Remuneration by Specialty

2.8 | Doctor Remuneration by Specialty
Doctor’sremuneration (# and %) within $ ranges:
_ #of > $250,000 > $500,000 > $1,000,000
Specialty doctors m % # % # %
Genera Practice 846 416 49% 45 5% 1 0%
Radiology™ 136 61 45% 47 35% 5 4%
Psychiatry 96 58 60% 3 3% 0 0%
Anesthesia 94 57 61% 0 0% 0 0%
General Surgery 79 39 49% 13 16% 0 0%
Obstetrics/Gynaecol ogy 73 40 55% 6 8% 0 0%
Pediatrics 66 39 59% 4 6% 1 2%
Internal Medicine 62 34 55% 11 18% 0 0%
Orthopedic 50 29 58% 4 8% 0 0%
Anatomical Pathology 34 21 62% 2 6% 0 0%
Ophthalmol ogy 29 23 79% 18 62% 7 24%
Cardiology 27 21 78% 13 48% 1 4%
Otol-Head & Neck Surgery 22 15 68% 4 18% 0 0%
Urology 22 20 91% 6 27% 0 0%
Oncology” 21 17 81% 4 19% 1 5%
Plastic Surgery 20 12 60% 3 15% 0 0%
Genera Pathology 18 11 61% 3 17% 0 0%
Neurology 16 12 75% 1 6% 0 0%
Emergency Medicine 13 3 23% 0 0% 0 0%
Dermatol ogy 12 10 83% 4 33% 0 0%
Gastroenterol ogy 12 9 75% 6 50% 0 0%
Nephrology 12 10 83% 5 42% 0 0%
Respirology 12 7 58% 2 17% 0 0%
Physical Medicine 11 10 91% 0 0% 0 0%
Rheumatol ogy 11 7 64% 0 0% 0 0%
Neurosurgery 10 9 90% 9 90% 0 0%
Other® 69 41 59% 6 9% 0 0%
1,873 1,031 55% 219 12% 16 1%
Notes:
Remuneration refers to total Medicare payments to a doctor, regardless of payment type.
Specialty refers to a doctor’ s practice concentration as identified in the Cumulative Earnings Report.
1. “Radiology” includes both diagnostic radiology and nuclear medicine.
2. “Oncology” includes both radiation oncology and medical oncology.
3. “Other” includes all specialties with lessthan 9 doctors, such as geriatrics.
# of doctorsrefersto the total # of doctorsin the report that were included in the specialty.
Doctor’sremuneration (# and %) within $ ranges
“> $250,000”, “> $500,000”, " > $1,000,000” — refers to the number (#) of doctorsin the specialty and the
percentage (%) - expressed as a percentage of the total number in the specialty - of doctors whose total
Medicare earnings exceeded the specified dollar value.
Sour ce: Table created by the Office of the Auditor General with information provided from the Department -
Consolidated Practitioners Cumulative Earnings Report I1R3542 (unaudited) for the period 2010-11 [IR3542 —
CER 2010-2011].
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2.118 Exhibit 2.8 presents doctor remuneration for 2011 by

specialty. Specialties are listed according to the number
of doctorsin each specialty; the specialty having the
greatest number of doctorsis listed first. Exhibit 2.8 also
shows for each specialty the number and percentage of
doctors that were paid more than $250,000, $500,000
and $1,000,000.

2.119 Exhibit 2.8 indicates the following:

There are substantially more doctors speciaizing in
general practice than any other specialty; there were
846 general practitioners paid by Medicarein 2011.

There were 219 doctors who were paid more than half
of amillion dollars and this represented 12% of al the
doctors receiving payments from Medicare.

Seven ophthalmologists (24%) were paid over a
million dollars during 2011.

There were only four speciaties with no doctors
earning more than $500,000 from Medicare
(anesthesia, emergency medicine, physical medicine
and rheumatol ogy).
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Exhibit 2.9 - 16 Doctors Each Paid More than $1 Million in Fiscal 2010-2011 (Doctors Listed by their Specialty)

29 16 Doctors Each Paid Morethan $1 Million in Fiscal 2010-2011
' (DoctorsListed by their Specialty)
Total Specialty Remuneration >

Specialty remuneration average specialty average

Ophthalmology $1,652,786 $667,516 $985,270

Radiology 1,430,121 335,155 1,094,966

Genera Practice 1,364,489 255,623 1,108,866

Ophthalmol ogy 1,342,005 667,516 674,489

Ophtha mology 1,318,853 667,516 651,337

Ophtha mology 1,144,401 667,516 476,885

Radiology 1,125,367 335,155 790,212

Radiology 1,116,342 335,155 781,187

Ophtha mology 1,104,288 667,516 436,772

Oncology 1,077,693 391,200 686,493

Radiology 1,076,198 335,155 741,043

Cardiology 1,075,866 440,493 635,373

Ophtha mology 1,069,452 667,516 401,936

Radiology 1,067,345 335,155 732,190

Ophthalmology 1,039,540 667,516 372,024

Pediatrics 1,036,053 245,088 790,965

Notes:

1. Specialty refersto adoctor’s practice concentration as identified in the Cumulative Earnings
Report. Radiology refers to a doctor practicing diagnostic radiology or nuclear medicine.
Oncology refersto a doctor practicing medical oncology or radiation oncology.

2. Total remuneration isthe total payments to a doctor regardless of payment type.

3. Specialty average is the average of the total payments greater than zero of all doctorsin the
specialty listed as cal culated from the Cumulative Earnings Report.

4. Remuneration > specialty average is the excess of the doctor’ s total Medicare payments
over the specialty average.

Source: Table created by the Office of the Auditor Genera with information provided from the

Department - Consolidated Practitioners Cumulative Earnings Report IR3542 (unaudited) for

the period 2010-11 [IR3542 — CER 2010-2011].
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2.120 In 2011, 16 doctors were each paid more than one
million dollars under the Medicare program. Exhibit
2.9 lists the 16 highest paid doctors by their specialty,
rather than their name. The Total Remuneration figures
represent the total Medicare payments to the doctors,
which includes fee-for-service, sessional and salary
payments. Exhibit 2.9 also shows the amount of the
doctor’ s total remuneration over their specialty average.

2.121 Regarding the 16 doctors in Exhibit 2.9, our
observations include the following:

e Seven (44%) were practicing ophthalmology,
representing approximately 24% of the 29
ophthalmologists listed in the Department’ s report.
The audit unit is currently working on an audit of
this specialty. The audit involves all doctorsin this
specialty and specific codes are being examined.

e Five (31%) were practicing radiology (diagnostic
radiology or nuclear medicine). Payments to the
radiology specialty are not monitored by the
Department and are not currently auditable. None of
these five radiologists have had earnings audited by
the Department.

e Four were practicing pediatrics, cardiology,
oncology and general practice respectively. None of
these four doctors have had earnings audited recently
by the Department. (Payments to two of the four
doctors were audited in 2002 and recoveries were
made from both doctors.)

2.122 For each of the 16 doctors, we compared their total
remuneration to the average total remuneration of their
specialty; our observations include the following:

e Onedoctor, ageneral practitioner, earned
$1,364,489 - which exceeded the specialty average
of $255,623 by $1,108,866 (434%).

e Two doctors exceeded their specialty average by
323% and 327%. One was in pediatrics and earned
$1,036,053 - which exceeded the specialty average
of $245,088 by $790,965 (323%). The other wasin
radiology and earned $1,430,121 - which exceeded
the specialty average of $335,155 by $1,094,966
(327%).

e Four other doctorsin the radiology specialty
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exceeded their specialty average by over 200%.

e Four other doctors exceeded their speciaty average
over 100%. Two were in ophthamology, onein
cardiology, and one in oncology.

e Fiveother doctors exceeded their specialty average
by 56% to 100%. All were in the ophthal mology
specialty.

2.123 We believe the Department should identify doctors
with high earnings and doctors with earnings
significantly higher than their specialty average; their
earnings should be reviewed to determine
reasonableness and audited if suspect.
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Exhibit 2.10 — Audit Unit’s Recoveries over a 10-year Period

2.10 | Audit Unit’s Recoveries over a 10-year Period

Fiscal period Adjusted recovery Adjusted recovery / auditor
2010-2011 $312,143 $ 78,036
2009-2010 109,819 36,606
2008-2009 4,492 1,497
2007-2008 21,539 7,180
2006-2007 15,868 5,289
2005-2006 35,528 17,764
2004-2005 63,877 31,939
2003-2004 65,019 13,004
2002-2003 75,023 25,008
2001-2002 22,504 7,501

Average $ 72,581 $ 20,726
Notes:

1. Fiscal periodisthefinancial reporting period for GNB (April 1 through March 31).

2. Adjusted recovery is the amount identified by Medicare from incorrect payments to doctors
based on audit work only. It may or may not have been actually collected. Where possible, the
gross recoveries were adjusted to reflect actual recoveries only, excluding such items as
WorkSafeNB recoveries and projected savings.

3. Adjusted recovery / auditor isthe adjusted recovery amount divided by the number of full-time
equivalent positions filled and available for work during the fiscal period as indicated by the
Department. Over the 10-year period, the number of auditor positions varied from alow of twoin
2004-05 and 2005-06 to a high of six in 2003-04.

Source: Table created by the Office of the Auditor General with information provided by the
Department:

Fiscal Summary of Audit Activities and Recoveries (unaudited): each fiscal period noted above
Quarterly Summary of Audit Activities and Recoveries (unaudited): each fiscal period noted

above.
Recoveries of 2.124 The audit unit’ s recoveries over the past ten-year
inappropriate payments are period are shown in Exhibit 2.10. (These figures do
low. not include recoveries relating to WSNB, which we

report later in Exhibit 2.11.)

2.125 In reviewing identified recoveries during the ten-
year period, we made the following observations:

e Therecoveriesidentified by the audit unit ranged
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from $4,492 in fiscal 2009 to $312,143 in fiscal
2011. The average annual recoveries for the period
were $72,581, and the average annual recoveries
per auditor for the period were $20,726.

« The number of auditors varied during the period.
The calculated average recovery amount per auditor
position ranged from $1,497 in fiscal 2009 to
$78,036 in fiscal 2011. The average recovery
amount per auditor position was less than $8,000
for four years and greater than $25,000 for four
years during the ten-year period.

« Therecovery amounts reported by the audit unit are
the amounts identified as incorrect payments to
doctors, and may or may not have been actually
collected. Recovery amounts that were collected
and then later reversed (and the money given back
to the doctor) are also included in the amounts
reported. Therefore actual net financial recoveries
aretypicaly less than those shown in Exhibit 2.10.

 Staff from the Department told us that for a period
involving fiscals 2009 and 2010, the Department
ceased all auditing due to alegal opinion advising
such action until aformal appeals process could be
created. This provides an explanation for the low
recovery figure in fiscal 2009.

2.126 We believe the recovery amounts are low, given

Medicare expenditures for 2011 were over half of a
billion dollars. For 2011, audit recoveries of $312,143
are negligible when compared to the Medicare
expenditures of $553 million. The Medicare Audit
Plan 2012-2013 projects recoveries of $3.21 million
(excluding WSNB recoveries); the plan is based on an
audit team of five,

2.127 In addition to monitoring compliance with

legislation, agreements and policies and identifying
incorrect payments to recover, a strong audit function
serves as a deterrent to doctors inappropriately billing
Medicare. We believe there is an opportunity for the
Department to increase audit recoveries and / or
achieve program savings. Expanding the audit unit’s
coverage to include all Medicare payments, using a
risk-based audit approach, and addressing the issues
identified by our review should help the Department
achieve some of these program savings.
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Reversing recoveries
undermines the audit
unit’s credibility.

2.128 Recoveriesidentified by the audit unit are

substantiated and well documented. Therefore, we
were surprised to find that sometimes the recoveries
identified were not collected. Further, in some cases
recoveriesinitially collected were subsequently repaid
to doctors.

2.129 In reviewing reversed and returned recoveries, we

made the following observations:

Documentation supporting non-collection or return
of recoveries already collected isinadequate. Also,
there are no documented procedures regarding the
authorization needed or the process to follow in
reversing or returning recoveries.

Reversed / returned recoveries are not tracked.

Audit recoveries are overstated in management
reports because reversed recoveries are not netted
off recoveries shown in the quarterly and fiscal
reports prepared by the audit unit.

It isawaste of staff resources, and demoralizing to
audit staff, when substantiated recoveries are not
collected, or are collected but then returned to
doctors. It also undermines the audit unit’s
credibility. We were told that recovery reversals/
returns occur when thereisalack of clarity in the
Physician’s Manual, or a difference of opinions
regarding the interpretation of information in the
Physician’s Manual. When this occurs, often the
Department decides not to pursue collection of
recoveries.

2.130 We believe there should be documented procedures

for authorizing, processing, recording and reviewing
the reversal / repayment of recoveries. Also there
should be alog of recovery reversals/ returnsto allow
them to be easily tracked and reported.

2.131 Wereviewed areport titled Medicare Internal

Control Review prepared by the Office of the
Comptroller in 2000. It contained severd
recommendations “for improving the management of
Medicare audit recoveries’ . One of the
recommendations not implemented by the Department
was, “ that Medicare formally document guidelines
supporting staff activity to recover physician

over payments. Exceptions from the guidelines should
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We identified inefficiencies
in the audit unit’s
processes.

be documented in physician audit files for third party
inquiries.” While the Department has implemented
thefirst part of this recommendation, the
documentation of “exceptions” is still unresolved.

2.132 In meeting with staff of the Department and
reviewing the audit unit’s work, we identified the
following areas where we believe improvements are
needed:

The source of audit project ideas should be
expanded to include analytical review procedures
and regular review of standard exception reports,
which would identify doctors or billing codes
having a high risk of overpayment and / or
misuse. This could lead to greater recoveries.
While documentation of the audit unit states,
“Audits areinitiated by internal and/or external
tips (i.e. practitioner/patient callg/letters; law
enforcements agencies), review of profiles and
exception reporting,” currently the source of audit
projects is mostly internal and external tips. Staff
of the Department confirmed that regular
analytical review of specific reports and regular
review of standard exception reportsis not done
for audit purposes.

We believe the Department should train staff and
identify / develop exception reports as needed in
order to implement a risk-based audit approach.

We identified reports which we believe would be
useful for this purpose and confirmed they are not
regularly used by the audit unit. Many of the
findings in this chapter resulted from our analysis
of these reports.

Another one of the recommendations by the
Office of the Comptroller in 2000 “for improving
the management of Medicare audit recoveries’
not implemented by the Department was, “that
audit review each full-time practitioner using the
‘Practitioner Profile by Individual Service Code
report over a 12 month period.” We believe the
recommendation is both relevant and practical. If
an annual review of each doctor is not practical,
the Department could select alonger period of
threeto five years and do al doctorson a
rotational basis. Currently audit reviews the
Practitioner Profile report for only the doctors
involved in an audit.
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e Theunit is authorized by legislation to review
doctor billings for the past seven years. Typically,
the audit unit examines only afew months. The
audit unit could maximize recoveries by
expanding the time frame when they believe there
isahigh probability of identifying recoveries.

e [tistime-consuming to prepare and submit the
audit unit’s quarterly management reports. We
reviewed several years of reports and found
inconsistencies and a few errors. Pertinent
information was not provided. For example,
recoveries are reported by fiscal year rather than
by audit project, making it difficult for
management to identify the work yielding the
highest recoveries. Management agreed the audit
unit’ s reporting practices should be reviewed.

e Electronic documentation prepared by the audit
unit is not well organized. On several occasions
staff from the Department told us they frequently
cannot find information in the electronic file
management system. We reviewed the audit unit’s
shared folder and found it contained over 200
subfolders (many of which were not clearly
labeled) and most of the 200 subfolders also
contained subfolders. We noticed the naming of
folders and filesis not standardized. We aso
noticed cases where the same document was
stored in multiple folders.

¢ Inaddition to audits, post payment review
projects and audit related work (such as. preparing
cases for the Professional Review Committee,
providing support on legal cases, conducting team
meetings, participating in the appeal process,
reporting on the unit’ s work, updating job steps,
etc.), there were several non-audit responsibilities
on the audit unit’s annual work plan. Given that
the priority for audit unit staff should be to
identify recoveries through their audit work,
spending significant time performing other
administrative responsibilities does not appear to
be the best use of their time. In order to maximize
the time available to identify recoveries, the
Department should review, and where possible
reassign, the non-audit responsibilities of the
auditors.

e The process for identifying recoveries related to
WorkSafeNB claimsisinefficient because it
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Thereislimited
performance reporting
relating to the audit
function.

Summary

includes amanual review of paper reports which
are thousands of pagesin length. Thisissueis
discussed in more detail in Appendix 6.

2.133 Currently the audit unit prepares an annual audit

plan with projected recoveries and reports quarterly to
the Director on the actual identified recoveries.
However the performance of the Medicare audit unit
is not reported publicly.

2.134 In our opinion, the Department should publicly

report the actual performance of its audit unit in
comparison with targeted recoveries and provide a
rationale for any variances. Such performance
information should be included in the Department’s
annual report.

2.135 The recovery amounts of incorrect Medicare

payments are low. Given the magnitude of the
payments involved, we believe all types of Medicare
payments to doctors (100%) should be included in the
audit population. We believe the Department should
train staff and identify / develop exception reports as
needed in order to implement arisk-based audit
approach. For example, doctors with high earnings
should be identified, their earnings reviewed to
determine reasonableness and audited if suspect.

2.136 Expanding the audit unit’s coverage to include all

Medicare payments, using a risk-based audit
approach, and addressing the issues identified by our
review should help the Department achieve program
savings.
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Appendix 6 — Detailed Findings: Thereare Problemswith I dentifying
| nappropriate Doctor Billingsfor Workplace Injuries.

Exhibit 2.11 - Medicare Recoveries Relating to WorkSafeNB Claims over a 10-year Period

2.11 | Medicare Recoveries Relating to Work SafeNB Claims over a 10-year Period

Fiscal year Recoveries Recoveriesidentified by:

2010-2011 $ 246,918 Audit Unit

2009-2010 415,752 Audit Unit

2008-2009 503,025 Audit Unit

2007-2008 190,760 Audit Unit

2006-2007 - -

2005-2006 400,260 Assessment Unit

2004-2005 359,727 Assessment Unit

2003-2004 - -

2002-2003 362,267 Liaison & Assessment Unit

2001-2002 218,086 Liaison & Assessment Unit
Total recoveries $ 2,696,795

Notes:

1. WorkSafeNB refersto the Workplace Health, Safety and Compensation Commission.

2. Fiscal year isthe financial reporting period for GNB (April 1 through March 31).

3. Recoveries are payments recouped from doctors by Medicare due to 1) duplicate billing by the

doctor to both Medicare and WSNB for the same service and 2) improper billing by the doctor
to Medicare for a service relating to an injury under aWSNB claim.

4. Recoveriesidentified by: refers to the Medicare unit responsible for completing the WSNB
recovery process in the specified period.

Sour ce: Table created by the Office of the Auditor General with unaudited information provided by
the Department.

2.137 Medicare recoveriesrelating to claims paid by
WorkSafeNB (WSNB) are shown in Exhibit 2.11.
Exhibit 2.11 providesinformation for aten-year
period - fiscal years 2002 to 2011. It indicatesin fiscal
2009, Medicare recoveriesrelating to WSNB claims
were over half of amillion dollars ($503,025) and in
fiscal 2006 and fiscal 2010, recoveries were over
$400,000. Medicare recoveries relating to WSNB
clams are significant. (Exhibit 2.11 shows no

Recoveriesrelating to
WSNB claims are
significant.

64 Report of the Auditor General —2012



Chapter 2 Department of Health - Medicare - Payments to Doctors

recoveries for fiscal years 2004 and 2007. Staff from
the Department indicated recoveries were not
identified during these periods due to alack of human
resources.)

Some doctors bill both
Medicare and WSNB for
the same service.

2.138 The Medicare program is a payer of last resort,
meaning if the patient has other medical insurance
then the insurer pays, not Medicare.

e Thisisstated in the regulations. Exclusions of
entitled services are listed and WSNB claims are
one of thelisted exclusions.

e TheFeeFor Service Master Agreement in section 9
states the Medicare payment is to be the sole
payment for services provided.

e Doctors are reminded of this when they sign the
Participating Practitioner’s Agreement (see Exhibit
2.12) on the Medicare Practitioner Registration
Form.

Exhibit 2.12 — Participating Practitioner’s Agreement

2.12 | Participating Practitioner’s Agreement

If you wish to become a participating practitioner under Medicare, please sign below.

I, aduly registered medical practitioner / aduly registered oral and maxillofacial surgeon, apply to
practise my profession in accordance with the Medical Services Payment Act and the regulations under
that Act. In particular, | agree to accept payment by the Medicare Branch for any entitled service
provided by me for which | will submit an account to the Medicare Branch as payment in full for that
service and | shall not make any further claim against any person with respect to that service.

Signature of Practitioner Date

Source: Medicare Practitioner Registration Form

2.139 Some doctors bill both Medicare and WSNB for the
same service. Given the regulations, thisis not
permitted under the Participating Practitioner’s
Agreement and the Fee For Service Master Agreement.
The Department should take immediate action to
address such double hilling.

2.140 When the Department identifies Medicare payments
for the same services that have been paid by WSNB,
they recover the payment. These are a portion of the
recoveries identified in Exhibit 2.11. Staff of the
Department told us there are many doctors who
repeatedly appear on the recovery listing.

2.141 Department staff also told us there are cases where a
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Some salaried doctors get
paid twice for WSNB
related services they
provide.

The current process for
identifying WSNB
recoveriesisinefficient.

doctor bills Medicare, later learns the service relates to
aWSNB claim and informs Medicare of the situation
so their previous payment can be reversed. Given the
Medicare program is based upon doctor honesty and
integrity in submitting FFS claims, it is reassuring to
hear of these cases.

2.142 Salaried doctors submit shadow-claims for services
provided, which allows patient records to be complete.
We learned the Department sometimes identifies
shadow-claims for the same services that have been
paid by WSNB. This means some salaried doctors get
paid by WSNB aswell as Medicare for the same
service; the doctor gets paid twice for the WSNB-
related service. We believe doctors should be paid
once, and only once for services provided.

2.143 After receiving information from WSNB regarding
paid claims, Medicare produces areport whichis
reviewed to identify WSNB recoveries. Thisreport is
manually reviewed each quarter by the audit unit. We
examined the two most recent reports and noted they
contained 25,745 and 24,741 pages respectively.

2.144 For statistical purposes, arecord of total dollar
amounts reversed and the number of claims adjusted is
maintained in alog. This documented evidence
demonstrates, to both the staff members and the
Department, that the WSNB recoveries are significant.

2.145 ldentification of WSNB recoveriesisincluded in
the Medicare Audit Plan 2012-2013. The projected
WSNB recoveries are $547,291 and it is estimated to
take twenty audit weeks to complete (i.e. adl five
auditors one week, each quarter).

2.146 The same general process has been used for many
years. Staff have identified concerns, such as.

« theinefficient process (“present system of
identifying and adjudicating WHSCC claimsrelies
on copious paper thereby adding to a slow and
inefficient process’ *%); and

« therisk that not all recoveries are being identified

18 | nformation provided by the Department — WHSCC & Medicare ... Information Sharing
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due to the lack of detailed descriptions provided to
Medicare by doctors and WSNB. (For example,
sometimes the description of the bodily injury is
ambiguous such as “multiple systems’, “multiple
body parts’ or “lower extremities’.)

2.147 Another one of the recommendations made by the

Office of the Comptroller in 2000 “for improving the
management of Medicare audit recoveries’ not
implemented by the Department was, “that Medicare
request the WHSCC to consider providing additional
information on treatment reports for audit purposes.”
We believe the recommendation is both relevant and
practical.

2.148 We discussed these inefficiencies with staff of the

Department and management agreed they should
review the process for identifying and recovering
amounts related to WSNB claims and implement
changes to improve the process.

There are documented 2.149 Documented procedures typically provide direction

procedures for WSNB
recoveries.

and guidance which promote consistency in work
performed. There are documented procedures for
WSNB recoveries. We reviewed the WINB Job Seps
and found them to be comprehensive.

The WSNB recoveriesare  2.150 The process for identifying Medicare payments

currently the audit unit’'s
responsibility.

relating to paid WSNB claimsto be recovered is
straight-forward. It is asimple comparison of a
patient’s history of paid Medicare servicesto the paid
WSNB claimsto identify Medicare services relating to
the work-related injury (WSNB paid claim).

2.151 Currently, identifying WSNB recoveriesis the audit

Summary

unit’ s responsibility. This exercise does not need to be
done by the audit unit. Exhibit 2.11 shows that within
the past ten years, the work actually has been done by
various Medicare units. If the responsibility for
identifying WSNB recoveries was reassigned, then the
audit unit would have time available to perform
additional audits. Thiswould likely increase overall
recoveries of inappropriate Medicare payments.

2.152 Medicare recoveriesrelating to WSNB claims are

significant at $400,000 annually. Some doctors bill
both Medicare and WSNB for the same service. Given
the regulations, thisis not permitted and we believe the
Department should take immediate action to address
such double billing. Some salaried doctors get paid
twice for WSNB related services they provide. We
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believe doctors should be paid once, and only once for
services provided.
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Appendix 7 — Detailed Findings. The Department’s Enfor cement of
Doctor Compliance with Legislation and Departmental
Policies Needs Strengthening.

The Department does not 2.153 Typically, an enforcement policy describes the

have an enforcement sanctions exercised to bring about compliance with the

policy. Act, regulations, policies, etc. and states the
ramifications of not complying. Documented
enforcement procedures usually specify the roles and
responsibilities of the individuals involved, along with
the timing of actions. The Department does not have
an enforcement policy for Medicare. And, the
Department does not have documented procedures
regarding enforcement.

We identified situations 2.154 We identified the following situations where the

where the Department’s Department’ s enforcement action with doctorsis
enforcement of doctor lacking:
compliance with

e The Department does not enforce the Act with
doctors who inappropriately bill the Medicare
program. Earlier in this report we commented that
some doctors double bill and inappropriately bill
Medicarein addition to WSNB. Staff of the
Department told us there are many doctors who
repeatedly do so. Based on our interpretation of
section 11 of the Act, we believe billing two parties
for the same serviceis not permitted.

legidlation and
Departmental policies
needs strengthening.

Aside from recovering the Medicare payments for
the services that were paid by WSNB, the
Department does nothing. By alowing doctors to
bill Medicare in addition to WSNB, the Department
is not enforcing the Act.

e The Department does not enforce their Policy that
requires shadow billing. Another example of the
Department’ s lack of enforcement involves salaried
doctors and shadow hilling. Although shadow billing
has always been a requirement for salaried doctors,
compliance was not enforced by the Department. We
noted even though in 2006 the Department took
action to address non-compliance, there was still
20% non-compliance as of September 2011. It
appears that doctors who do not comply are not
penalized; the Department is not enforcing the
Policy.

e Current radiology claims do not comply with the
“Physician’s Manual” and regulations. We noted
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Thereareno
ramifications for over-
charging Medicare.

Summary

the Physician’s Manual states, “ Snce Spring 1992,
Medi car e fee-for-service claims must be submitted
by electronic means.” Twenty years |later, most
radiology claims are still being submitted manually.
And, most radiology claims do not comply with the
requirements stated in the regulations, which are
shown in Exhibit 2.17 later in this chapter.

2.155 Currently there are no ramifications for failing to
comply with Medicare legislation and policies. The
Act authorizes the Department to revoke a doctor’s
billing privileges. However, the Department indicated
they have never done this as an enforcement action.
The Department also informed us they have never used
penalties such as charging interest or issuing fines.

2.156 Department staff commented the Department needs
stronger enforcement action with doctors.

e Thereisno incentive for adoctor to bill
appropriately. However, there is a monetary
incentive to bill inappropriately.

e Since auditing is based on sampling, an audit may or
may not find inappropriate billings.

e Intheevent an audit identifies inappropriate billings,
the scope of the audit covers only afew months.
Potentially recoverable amounts outside the period
under audit would not be identified.

e |f anamount isrequired to be repaid by the doctor,
there are no associated penalties such as fines,
interest, or administration charges levied.

2.157 We believe the Department should enforce existing
legidlation that allows for a progressive range of
sanctions which could deter a doctor from wrongfully
billing. There should be consequences when a doctor
repeatedly submits inappropriate claims.
Conseguences such as fines, penaltiesand / or
charging interest on overpayments may deter
inappropriate claims. Also, staff need clearly
documented procedures to alow them to perform
enforcement actions confidently with no risk of
interference.
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Appendix 8 — Detailed Findings. The Professional Review Committee (PRC)
is Active and has Opportunity to Enhanceits Value.

ThePRCisrequiredby  2.158 The Professiona Review Committee (PRC) is

legislation and has required by legislation and has significant authority.

significant authority. Upon the recommendation of the PRC, the Department
can suspend a doctor from participating in the Medicare
program pursuant to section 5.5(6) of the Act.

The PRC has 2.159 Documented direction is provided to the PRC viathe
documented “ Terms of Act, the regulations, a documented Terms of Reference
Reference”. and an Orientation Manual .

2.160 The PRC’s mandate is stated in section 5.7(2) of the
Act, asfollows:

5.7(2) The Professional Review Committee shall

(a) conduct reviews and make recommendations to the
provincial authority on any matter referred to it under
subsection 5.5(1),

(b) examine and study all matters and material
forwarded by the provincial authority and make
recommendations related to such matters, and

(c) perform such other duties as are prescribed by
regulation.

2.161 The objectives of the PRC are stated in section 26 of
the regulations, as follows:

« To enhance the standards of medical service

. To protect the interests of the public, government, the
medical profession...

. To provide experienced professional counsel to a
medical practitioner or oral and maxillofacial
surgeon whose pattern of practice under the medical
services plan appears not to be in the best interest of
the public, the medical profession or the oral and
maxillofacial surgery profession.

2.162 The Act aso provides members with protection
against legal action taken as aresult of their participation
in the PRC. The regul ations state the composition and
appointment of the members; their term of service and
remuneration; the rules and procedures for conducting its
business; and the responsibilities of the Department.

2.163 The PRC’s Terms of Reference are consistent with
legislation. They paraphrase the committee’ s mandate,
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The PRC has a history
of being active.

The PRC does not meet
regularly.

scope, authority, membership, remuneration and explain
the committee’ s reporting requirements.

2.164 The PRC Orientation Manual is dated 2004 and needs
updating. However, most of the information provided is
relevant and the manual should be useful to members.
We found the ten-page manual to be comprehensive. It
includes topics such as: a history of the committee, a
summary of the relevant legislation, the work of the audit
unit, the stipend and legal protection, aglossary, and
meeting preparation and procedures.

2.165 We saw documented evidence that the PRC has been
active since 1998. However, Department staff told us the
committee has been active since at least 1990, when the
audit unit was created.

2.166 The PRC’ s meetings are scheduled and agendas and
minutes are prepared.

2.167 The PRC’s Orientation Manual indicates the
committee meets “each month, September through June”
and “ The schedule for the year, including storm dates, is
provided to the membersin early August.” Given this,
we expected the PRC would meet ten times each year.

2.168 We reviewed the committee’ s documentation for the
calendar years 2000 to 2011, including the annual
meeting schedules, minutes of meetings, meeting
cancellation natifications, etc. We found the committee
met between two and six times per year during the
twelve-year period. The committee met fivetimesin
2011. Exhibit 2.13 presents a summary of our review of
the PRC’ s documentation.

2.169 Staff of the Department told us the PRC met when the
audit unit had a case to submit to them for examination.
If the audit unit did not have a case needing PRC’s
examination, the PRC meeting was cancelled. (Not all
audit cases are submitted to the PRC for review. The
audit unit decides when this professional review is
needed.)
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Exhibit 2.13 - Professional Review Committee (PRC) Meetings and Annual Reports

2.13 | Professional Review Committee (PRC) Meetings and Annual Reports

# of # of meetings
meetings held per
Period scheduled minutes Annual Report (date issued)
2011 10 5 No report
2010 10 4 No report
2009 10 4 No report
2008 10 5 No report
2007 10 3 No report
2006 10 5 Report dated June 8, 2006 for period of
2005 10 2 October 2003 to May 2005.
2004 10 6
2003 10 5 Report (undated) for period of October
2001 to October 2003
2002 10 4 No report
2001 9 3 No report
2000 8 4 3 reports for 2000, 1999 & 1998
Notes:

1. Period refersto the calendar year in which the meetings were schedul ed.

2. # of meetings scheduled refers to the meetings planned and scheduled at the
beginning of the period.

3. #of meetings held per minutes is a measure of the number of meetings held during
the period based on the number of approved meeting minutes identified for the
period.

4. Annual Report refersto adocument identified in the PRC Orientation Manual that
requires annual submission to the Minister by the committee Chair.

Sour ce: Table created by the Office of the Auditor General using information provided
by the Department.

PRC has opportunity to
expand its value.

2.170 The Department values the expertise of the PRC. The

examination of an audit case by the PRC adds credibility
to the work of the audit unit and provides assurance to
both the Department and the doctor involved that the
recovery claim is appropriate.

2.171 Reviewing audit casesis part of the PRC’s mandate.
Section 5.7(2) of the Act states, “the Professional Review
Committee shall...examine and study all matters and
material forwarded by the provincial authority and make
recommendations related to such matters...” The PRC
also has authority to review billing patterns and make
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recommendations as stated in sections 5.5(1) and
5.7(2)(a) of the Act. Specifically, section 5.5(1) of the
Act states the Department may refer to the PRC and it
shall review patterns of billing for:

(&) quality of service (below minimum standards)
(b) level of service (in excess of requirements)
(c) misuse of the fee schedule

Based on the results, the PRC shall make
recommendations to Health. In addition to the
legislation, these two functions are listed in both PRC’s
Terms of Reference and the Orientation Manual.

2.172 We believe the PRC has an opportunity to expand its
value to the Department by reviewing analyses of
Medicare billings and providing comments to the audit
unit. Asindicated by the Act, this review may identify
areas where inappropriate or unneeded services have
been claimed and / or misuse of the fee schedule. Both
could result in recoveries, either directly or indirectly via
arecommendation for an audit. Given the PRC needs
only to meet approximately five times per year to review
audit cases, other monthly meetings could be held to
review and analyze patterns of billing.

2.173 We discussed this with members of the PRC who
were very receptive to the opportunity to expand its
value to the Department by reviewing billing patterns
and making recommendations regarding possible misuse
of the fee schedule.

The PRC does not 2.174 The PRC has not prepared an annual work plan or

report annually. report to the Minister in recent years. According to the
PRC’s Terms of Reference and Orientation Manual,
annual reporting to the Minister is required.

2.175 The PRC’s Terms of Reference states the followingin
the section labeled “Reporting”: “The Professional
Review Committee reports to the Minister of Health or
his/her designate. In collaboration with the Department
of Health, the PRC shall prepare an annual work plan
and report to the Minister annually on the status and
outcome of work plan items.”
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2.176 The PRC's Orientation Manual states, “The

Chairperson is responsible for the preparation of any
correspondence necessary on behalf of the Committee,
aswell as, the Annual Report to the Minister...”*

2.177 Wereviewed the PRC’ s documentation for the

Summary

calendar years 2000 to 2011. The PRC did not prepare an
annual work plan for any of the twelve years. The PRC
prepared three reports to the Minister during this twelve-
year period, the last of which was dated 2006 (as was
shown in Exhibit 2.13). We believe the Professional
Review Committee should report to the Minister as
required in their Terms of Reference and Orientation
Manual.

2.178 The PRC has documented Terms of Reference and has

ahistory of being active. However, the PRC does not
report annually to the Minister as required according to
its Terms of Reference and Orientation Manual. We
believe the PRC has an opportunity to expand its value to
the Department by reviewing analyses of Medicare
billings. Asindicated by the Act, this review may
identify areas where inappropriate or unneeded services
have been claimed and / or misuse of the fee schedule.
Both could result in recoveries, either directly or
indirectly via arecommendation for an audit.

19 The Professional Review Committee Orientation Manual, October 2004, page 10.
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Appendix 9 — Detailed Findings. Fee-For-Service Payments Need More
Monitoring.

Exhibit 2.14 - Medicare FFS Payments to Doctors (fiscal year 2010-11)

2.14 | Medicare FFS Paymentsto Doctors (fiscal year 2010-11)

FFS payment range # of doctors % of total # of doctors
Greater than $1,000,000 13 0.8%
$500,001 to 1,000,000 132 8.1%
$400,001 to 500,000 111 6.8%
$300,001 to 400,000 153 9.4%
$100,000 to 300,000 468 28.8%

L ess than $100,000 746 46.0%

Total # of doctors 1,623 100.0%

Notes:

1. FFSpayment range isthe range of FFS payments to doctors selected by OAG for
comparison purposes.
2. #of doctorsrefersto the number of doctors that fall into each range.

3. Total # of doctorsisthetota of all doctors presented in the report (and excludes
doctors with FFS payments of $0).

4. Lessthan $100,000 which includes amongst other items doctors whose primary
incomeisfrom salary or sessiona arrangements with limited FFS billings as well
as doctors working part-time, as locums (replacement doctors), and those working
only a portion of the year due to new employment and retirements.

5. Thereisno differentiation of the data by doctor specialty. (There are 44
specialties.)

Sour ce: Table created by the Office of the Auditor Genera with information provided
from the Department — Consolidated Practitioners Cumulative Earnings Report
IR3542 (unaudited) for the period 2010-11 [IR3542 — CER 2010-2011].

FFS payments to many 2.179 Exhibit 2.14 shows FFS payments to doctors by
doctors appear high when range. It indicates the number and the percentage of
compared to budget doctors receiving payments within each range. (It
estimates. shows only FFS payments to doctors and does not

include sessional and salary payments.) According to
the Department, the following figures were used
while budgeting for 2011. “The estimated annual
earnings of a general practitioner was $291,418 and
the average annual earnings of a specialist was
$420,977 (this specialty average isthe average
earnings of all specialties).” Given this, we believe
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remuneration greater than these figures should be
considered high.

2.180 Our observations from Exhibit 2.14 include the
following:

« There were 13 doctors who received FFS payments
in excess of $1 million.

e There were 145 doctors (9%) who received FFS
payments in excess of $500,000.

o Therewere 409 doctors (25%) who received FFS
paymentsin excess of $300,000. Note if the doctors
with FFS payments less than $100,000 (salaried,
sessiona and part-year doctors) were excluded, this
would increase to 47%.

Thereislimited monitoring 2.181 Consistent monitoring of FFS paymentsis crucial.

of FFS payments. Thereis significant risk of overpayment given the
complexity of the system, the fact services are not
confirmed as received by the patient and there is no
penalty for overcharging.

2.182 Thereisvery limited monitoring of FFS payments.
Our observationsinclude the following:

e Nooneisassigned primary responsibility for
monitoring FFS payments. While the Medicare
Insured Services and Physician Remuneration unit
has monitoring responsibilities, staff indicated their
oversight of FFS paymentsis limited to monitoring
the “FFS cap” for salaried doctors.

« No analytica review procedures are done on a
regular basis. For example, there is no regular
review of the doctor payment register. FFS
payments are made once every two weeks.
Individual doctor totals are not reviewed to identify
unusually high amounts, which then could be
explored further to determine if they are reasonable.

« No standard exception reports are generated and
reviewed on aregular basis. For example, it may be
worthwhile to have an exception report listing
doctors with claims for more than a reasonable
number of patients per day. These could be
explored further to determine if the cases are
realistic.

« There are no documented monitoring procedures.

« There are no regular monitoring practicesto
identify and analyze claims of high earners.

o The automated FFS payment system has a
monitoring component which has not been

Report ot the Auditor General — 2012 77



Department of Health - Medicare - Paymentsto Doctors Chapter 2

devel oped and enabl ed.

2.183 We observed two specific areas where monitoring
is lacking and consequently doctor overpayments may
be occurring.

Monitoring of theFFScap  2.184 The New Brunswick Policy on Salaried Physicians
for salaried doctorsis (Policy) and the Medical Pay Plan (MPP) state a
inadequate. sdlaried doctor is permitted to bill FFSin the

(Example 1) following situations:

e services performed outside the scope of the salaried
arrangement and outside the normal hours of work,
which are 37.5 hours weekly between 8:00 am.
and 6:00 p.m. Monday to Friday. (These are billed
through a doctor’ s account using the automated
FFS payment system.)

e mandated on-call services outside of normal
working hours (These are billed through a separate
“on-call group account” using the automated FFS
payment system.)

2.185 While thereisno limit to claims made to asalaried
doctor’s mandated “ on-call group account”, thereisa
limit to other FFS earnings for salaried doctors. The
Policy and the MPP consistently state there is a“ Fee-
for-Service income threshold”. FFS billings outside
the mandated on-call program are paid at 100% up to
amaximum amount stated in the MPP for afiscal
year. Once the threshold is reached, subsequent
clamsare pad at 50% of their listed value. The
threshold for 2011 was $48,438. This threshold or
FFS billing maximum for salaried doctorsis
commonly referred to as “the cap”.

2.186 Responsibility is assigned to a staff member in the
Medicare Insured Services and Physician
Remuneration unit to monitor the FFS billings of
salaried doctors and responsibility is assigned to a
staff member in the Financial Services unit to reduce
payment to 50% for claims submitted by salaried
doctors who have been identified as having reached

“the cap”.
2.187 We reviewed the Department’ s process for

monitoring the FFS cap for salaried doctors and found
the following:

e Monitoring of the cap was done for only the first
three quarters of 2011. Therefore, doctors reaching
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Thereisno monitoring of
the “ on-call group
account” for salaried
doctors.

(Example 2)

the cap in the fourth quarter were not identified and
the 50% payment rule was not applied. Thislikely
resulted in the overpayment of some doctors.

Some doctors were identified as having reached the
cap but the 50% payment rule was not applied. The
Department could not provide documentation to
substantiate the reason for providing this exemption.

Monitoring the cap is donein isolation, excluding
any review of adoctor’s“on-call group account”
balance or claims. Doctors could mistakenly or
intentionally submit FFS claims subject to the
threshold to the “on-call group account”, which is
not monitored, and those claims would not be
included in the doctor’ s total FFS payments for cap
purposes. This could result in an overpayment of
50% on claims.

2.188 We selected a small sample of five salaried doctors

with FFS payments greater than $120,000 to
determine if their payments had been capped. We
found the following:

Two had been identified as having reached the cap
and their subsequent FFS claims were adjusted as
per the 50% payment rule.

Three had been not been identified as having
reached the cap. Further review indicated the high
FFS payments were because of significant billings
to the doctors’ “on-call group account” and billings
to their FFS accounts were below the cap. Without
the audit unit doing substantially more work, the
Department could not indicate whether there were
inappropriate billings to the “on-call group
accounts.” We make observations regarding the
“on-call group account” for the three doctors in the
next section.

2.189 A salaried doctor will have an “on-call group
account” if the doctor participates in a mandated on-
call program at a hospital. An “on-call stipend” isa
payment made to a doctor for being available to
provide patient services after-hours, on weekends and
on holidays according to a schedule prepared for a
hospital. Should the doctor be called into the hospital
and perform urgent or emergency services, the doctor
may also bill for those services. Both the stipend and
the emergency services are billed through the doctor’s
“on-call group account” which is part of the
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automated FFS payment system.

2.190 Whilethereisno “cap” on clams madeto a

salaried doctor’s mandated “on-call group account”,
monitoring this account is still important to ensure
only eligible emergency services are billed. The
Department is aware some doctors inappropriatel y
submit claims relating to other services, which should
be submitted to the doctor’s FFS account that is
subject to the cap.

2.191 The Department informed us of the following:

The Department has no controlsto prevent the
inappropriately submitted claims from being paid.

The only method of identifying wrongfully
submitted claimsisviaan audit, which isavery
involved and time-consuming process.
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Exhibit 2.15 - Review of 3 Doctor “ on-call group account” Payments and Other Remuneration (2010-11)

Review of 3 Doctor “on-call group account” Payments and Other
2.15 | Remuneration (2010-11)

Doctor A Doctor B Doctor C
# Payment # Payment # Payment
Services billed to the “on-call
group account” on thedate of | 475 $149,887 479 $86,922 540 $114,802
a stipend payment
Services billed to “on-call
group account” on dateswith | 219 95,762 69 16,917 93 24,068
no stipend payment
Total on-call services
(excluding stipends) - $245,649 - $103,839 - $138,870
Stipend payments 97 13,618 112 14,767 47 6,598
Total on-call payments - $259,267 - $118,606 - $145,468
Other FFS - - - 1,977 - 4,556
Total FFS payments - $259,267 - $120,583 - $150,024
Sadary - 329,291 - 321,165 - 275,763
Sessional and other - 27,001 - 30,744 - 27,399
Total remuneration - $615,559 - $472,492 - $453,186

Notes:
1. Under each doctor column:

Sources: Table created by the Office of the Auditor General with information provided from the

“#" refersto the number of services the doctor billed to their “on-call group account” and the number
of stipend payments made to the doctor.

“Payment” refersto the total payments made to the doctor for the services provided and for stipends.
Services billed to the “ on-call group account” were separated based on whether they occurred within
a 24-hour stipend period for mandatory on-call coverage or were outside of this period.

Stipend payments refer to the payments made to doctors participating in the mandated on-call / second
call program for remaining “on-call” in case an approved facility (typically hospitals) requires them to
provide patient services after-hours and on weekends and holidays. Stipends are only paid oncein a
24-hour period.

Other FFSrefersto FFS payments to the doctor for FFS billings to accounts other than the “on-call
group account”.

Salary refersto the total salary remuneration paid to the doctor per the Department’ s report.

Sessional and other refersto any sessional remuneration paid to the doctor as well as other payments
such as benefits and adjustments per the Department’ s report.

Department — Consolidated Practitioners Cumulative Earnings Report |R3542 (unaudited) for the
period 2010-11 [IR3542 — CER 2010-2011], and an associated analysis by the Department —
“Monitoring and Compliance Overview of Supplied Data”.

2.192 Exhibit 2.15 presents areview of three doctor “on-call
group account” payments and other remuneration.
Without the audit unit doing substantially more work, the
Department could not indicate whether there may have
been inappropriate billings to the “on-call group
accounts’.

2.193 Our observations from the analysis of the three
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doctor’ s remuneration in Exhibit 2.15 include the
following:

e Two doctors had limited other FFS billings. Other FFS
billings were $1,977 for doctor B and $4,556 for doctor
C. Since the other FFS payments were below the
threshold of $48,000, the cap was not applied.

e While only mandated on-call stipends and clams are
acceptablein the “on-call group account”, each of the
accounts contained FFS billings without stipends.
Payment of a stipend confirms the doctor was on-call
that day and was permitted to bill claims through their
“on-call group account”. Absence of a stipend payment
indicates their claims may have been inappropriate —
they should have been billed as regular FFS claims
subject to the cap.

e Using doctor A as an example, there were 219 (32%)
FFS billings without stipends that may have been
inappropriately billed. The total payment for these
claimswas $95,762. For doctor A, had the claims
without stipends that were billed to the “on-call group
account” been billed to the other FFS accounts, the
billings would have been subject to the $48,000 cap.
Paying claimsin excess of the cap at 50% would have
resulted in FFS payments of approximately $72,000

rather than $95,762.
The use of awrong 2.194 All doctors registered with Medicare are provided
account may cause with a service provider number and a FFS personal
over payment. account. Salaried doctors are also provided with a

shadow-billing account and an “on-call group account”.
Some doctors aso have a corporate account. We were
told many doctors have several accounts and we
observed an example of a doctor with six accounts.

2.195 The use of awrong account may cause overpayment.
For example, asalaried doctor may incorrectly post their
shadow billings to their FFS personal account, rather
than their shadow-billing account. Claims submitted to
their shadow-billing account are for Departmental
tracking purposes only and are not paid. Claims
submitted to their FFS personal account are paid at 100%
up to approximately $48,000 (the cap) and then at 50%.
Department personnel informed us of cases where
salaried doctors have been paid in error for services
provided during their regular salaried hours.

2.196 The problems with “on-call group account” billings,
as previously discussed, also provide an example of
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Summary

potential overpayment through use of the wrong account.

2.197 We believe the Department should develop,

document, assign and implement proper monitoring
procedures for al FFS payments, including FFS
payments to salaried doctors such as the cap and the “on-
call group account”.
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Appendix 10 — Detailed Findings: Radiologist Payments Need Better

Controlsand Monitoring.

Exhibit 2.16 - Methods of Paying Doctorsin the Medicare Program

2.16 | Radiologist Remuneration by Range (fiscal year 2010-11)

Remuner ation rande # of % of total # of “full-time”
9 radiologists radiologists
Greater than $1,000,000 5 7.35%
$750,000 to 1,000,000 19 27.94%
$500,000 to 749,999 21 30.88%
$250,000 to 499,999 14 20.59%
Less than $250,000 9 13.24%
Total # of radiologists (status codes 11, 15, 31) 68 100.00%
# of radiologists with all other status codes 66
Totd (al radiologists) 134
Notes:
1. Radiologist refersto a doctor practicing diagnostic radiology or nuclear medicine.
2. Remuneration range isthe range of remuneration selected by the OAG for comparison
purposes. Remuneration isthe total of all payments of all types by Medicare.
3. #of radiologistsis the total number of radiologists practicing diagnostic radiology or nuclear
medicine in the specified range.
4. “full-time” radiologists refers to those with the following status (“ status’ of a radiol ogist
refers to the categorization under which the radiologist is originaly registered by Medicare):
e Status 11 — Full-time fee for service
e Status 15— Full-time salaried with other remuneration
e  Status 31 — Full-time salaried with no other remuneration
5. # of radiologists with other status codesisthe number of radiologists with a status not
specifically listed above. These would include short-term locums, retirees, out of province
practitioners, etc.
6. Total (all radiologists) figure of 134 includes one radiologist paid salary; remaining 133
radiol ogists were paid FFS.
7. Thisinformation includes only radiologists practicing diagnostic radiology or nuclear medicine

in valid zones with total payments exceeding $0.

Sour ce: Table created by the Office of the Auditor General with information provided by the

Department — Radiology - Comparative Practitioners Cumul ative Earnings Report IR3567 for
the period April 2010 to March 2011 (unaudited).
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Total paymentsto some 2.198 The number of radiologists within a specified

radiologists appear high
when compared to other
specialties.

payment range is shown in Exhibit 2.16. The chart
indicates there were 68 regularly paid radiologists
during 2011. Of these, 45 radiol ogists (66%) were
each paid more than half of amillion dollars, which
includes five radiol ogists who were each paid more
than amillion dollars. Department staff agreed that
payments to radiologists appear high when compared
to other specialties.

2.199 Other observations regarding payments to

radiol ogists include the following:

Satus 13 isused for “short-term fee for service
locums’. (A locum is areplacement doctor.) We
included status 13 in Exhibit 2.16 in the “# of
radiologists with all other status codes’ figure. There
were 17 radiologists with status 13. Most of these
radiologists (16) had total payments of $72,474 or
less, which seems reasonabl e given locums do part-
time / replacement work. However, one status 13
radiologist was paid $651,406 which appeared high
and unusual.

There were only five other radiologists with
payments over $100,000 in the “# of radiologists
with all other status codes’ group. Three had
payments between $100,000 and $199,999; the
fourth radiologist was paid $213,730 and the fifth
radiologist was paid $851,955 and had a status “ not
in active practice NB". Given the amounts paid to
most “radiologists with all other status codes’, the
payment of $851,955 to one radiologist appeared
high and unusual .

The radiologist with the highest remuneration was
paid $1,430,121. We aso noted over the five-year
period 2006-07 to 2010-11, $6.3 million was paid to
thisone radiologist. A Department staff member
agreed that the payments to this radiol ogist appear
high. The staff member explained some radiologists
are“certified” and are paid a higher rate; however, it
was confirmed this was not the case for this specific
radiologist.
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2.200 We did an analysis of radiologist remuneration by
zone for 2011 and found the following:

e For seven of the eight zones, the zone average was
more than half of amillion dollars.

e The median for one zone was $821,863, which
means four of the nine radiologists in the zone
received payments in excess of $821,863 and four of
the nine radiol ogists in the zone received payments

less than $821,863.

These figures appear high when compared to other

specialties.
Claims submitted for 2.201 Whileradiologists are part of the FFS group of
radiologists are not doctors paid under the FFS agreement, claims
subject to regular payment submitted for radiologists are not subject to regular
controls. payment controls. The payment process for

radiologists is distinct from other FFS doctorsin the
following ways:

e Anindirect manual payment processis used.
Radiologists are paid by the RHA, whichinturnis
repaid by Medicare through a manua payment
process. Typicaly, FFS doctors are paid using the
automated FFS payment system; the doctor submits
claims electronically and is paid directly by
Medicare via direct deposit to their bank. The
indirect manual process for radiol ogists may be more
costly, given the amount of staff time involved, than
the direct automated process for typical FFS doctors.

e |mportant claiminformation is not provided, which
resultsin fewer payment controls and no recoveries.
Radiologists are the only FFS doctors that do not
submit claims using the automated FFS payment
system, which has several built-in edits, validation
checks and payment controls. With the exception of
two zones, radiologists are paid without submitting
patient information which isrequired for every claim
paid under the FFS agreement. Without adequate
claim information, Medicare is unable to validate the
charge prior to payment or audit the payment
afterwards.

e Verylimited adjudication rulesfor electronic
radiology claims means fewer controls. Department
staff indicated there are two zones which do submit
electronic claims for radiologists viathe FFS
automated payment system. Although thisis better
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The Department does not
recover Medicare costs
relating to radiology as
important claim
information is not
availablein the
Department.

Thereisno monitoring of
radiologist remuneration
by the Department.

Current radiology claims
do not comply with the
Physician’s Manual and
regulations.

than the manual payment system, it is still not as
controlled as other FFS payments because there are
fewer adjudication rules applied to radiology claims
than those applied to other FFS claims.
(Adjudication rules are conditions that must be met
in order for the claim to be paid. For example, a
claim for examining an X-ray of a uterus must be
made with a Medicare number for afemale.)

2.202 Because radiologists are not using the automated
FFS payment system, important claim information is
not provided and the Department does not recover
Medicare costs relating to radiology.

2.203 Typica FFS payments with claim information allow
the Department to recover payments relating to out-of -
province patients and third-party billings such as
WSNB. Typical FFS payments with claim information
are also subject to audit, which often resultsin
recoveries. Since radiologists are paid without
providing important claim information, none of these
typical recoveries are possible.

2.204 None of three units within the Department that are
involved with radiol ogists monitor their remuneration.

2.205 Also, given payments to radiologists are a flow-
through cost to the RHAS, thereis no incentive for the
RHASs to monitor payments or control costs.

2.206 The Physician’s Manual states, “Snce Soring 1992,
Medicar e fee-for-service claims must be submitted by
electronic means.” It is now twenty years later, and
radiology claims are still being submitted manually by
most zones.

2.207 Theregulations under the Medical Services
Payment Act state the requirements for al clams. See
Exhibit 2.17. Current radiology claims do not comply
with the stated requirements because information on
the patient, diagnosis and treatment are not submitted.
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Exhibit 2.17 - Medicare Claim Requirements per Regulations under the Medical Services Payment Act

Medicare Claim Requirements per Regulations under the Medical
2.17 :
Services Payment Act

The regulations under the Medical Services Payment Act require that all claims must be
submitted with the following information:

whether the practitioner or beneficiary isto be paid;

patient’ s name;

patient’ s Medicare number;

patient’ s date of birth;

patient’ s sex;

practitioner’ s name and practitioner number;

practitioner’ srolei.e.: the surgeon, assistant, collaborating surgeon or anaesthetist;
time spent by practitioner on service(s) if required to determine amount of payment;
transferring or referring practitioner’ s name and practitioner number;

diagnosis,

date(s) of services charged;

number of services charged or hospital days;

date of admission to and date of discharge from hospital if in-patient careisinvolved;

whether services are provided at practitioner’s office, patient’s home, hospital (inpatient),
hospital out-patient or emergency department, nursing home, or elsewhere;

site code must be provided for services rendered in location 3, 5, 6 and telemedicine
services and walk-in clinic services;

service code(s) and fee charges,

total line count;

treatment information or remarks;

date of completion of form;

signature of the patient in the case of services for which the practitioner is opted-out.

Sour ce: Excerpt from the Physician’s Manual 27/03/08 available on Department’ s website.

The Department’s 2.208 The Department started a project to automate
radiology project to radiology billingsin 1998. We reviewed a project
automate billingsis dow proposal for standardized automated radiology billing
moving. dated February 4, 2011 which stated the following:

In the fall of 1998, the Department of Health and
Wellness initiated a project to bring the radiology
billings into the computerized FFS payment
system. Medicare had promised each region a
maxi mum amount of $25,000 to enhance their
system to accommodate this change. It was
expected this amount could be recovered in the
first year as Medicare will no longer be
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responsible for services billed to them erroneously
nor those of third party (RCMP, DND, etc...).
Medicare will also be able to recover the cost from
other provinces for radiology services rendered to
their residents whilein New Brunswick. To date
only two Zones (...) have made changes to allow
the radiologists billings to come in as automated
FEShillings with individual services and patients
reported. Information is captured but no formal
adjudication (assessment rules) arein place -
Rules will beintroduced during FFSdistribution
discussions this year —a working group will need
to be formed with NBMS/Medi care Experts.

2.209 All staff with whom we spoke regarding radiology

Summary

agreed with the need for “ something” to be done. Many
believe the recent Department interest in automating
radiology billing will result in success. However, as of
May 2012, fifteen months following the proposal, only
the two original zones were using automated billing for
radiology services.

2.210 Current radiologist billing practices have significant

risks and may lead to the loss of considerable recoveries
of incorrect payments. We believe radiologists should be
required to bill through the automated Medicare system
like al other FFS doctors. The lack of information,
controls, monitoring and auditing regarding radiologist
payments requires immediate action.
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Appendix 11 — Detailed Findings: Salary Paymentsto Some Doctors
Appear High when Compared to the Salary Scale.

Exhibit 2.18 - Methods of Paying Doctorsin the Medicare Program

2.18 Medicare Salary Paymentsto Doctor s (fiscal year 2010-11)
Salary payment range # of doctors
Greater than $1,000,000 1
$500,001 to 1,000,000 10
$400,001 to 500,000 17
$300,001 to 400,000 108
$200,001 to 300,000 187
$100,000 to 200,000 104
Notes:

1. Salary paymentsrefer to salary related payments including benefits.

2. Salary payment range is the range of salary payments to doctors selected by OAG for
comparison purposes.

3. # of doctors refers to the number of doctors that fall into each range.
Thereis no differentiation of the data by doctor specialty.

Sour ce: Table created by the Office of the Auditor General with information provided
from the Department — Consolidated Practitioners Cumulative Earnings Report 1R3542
(unaudited) for the period 2010-11 [IR3542 — CER 2010-2011].

Salary payments to some 2.211 Exhibit 2.18 shows salary payments to doctors by

doctors appear high when range for 2011. (It shows only salary payments to
compared to the salary doctors and does not include FFS or sessional
scale. payments.) Salary payments are shown in ranges,

indicating the number of doctors receiving payments
within each range.

2.212 According to the Medical Pay Plan (MPP)
agreement for salaried doctors, the base salaries for
2011 ranged from $151,658 to $266,292 ° (salary
scale). Salaried doctors get benefitsin addition to
their base salary, and for some doctors, market

2 Medical Pay Plan— April 1, 2010. Note: there was a market adjustment for oncologists and pathologists which
increased their salary. There were approximately 75 oncol ogists and pathologistsin fiscal 2011.
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Contractsarenot filed in
the Department for all
salaried doctors.

The shadow-hilling
requirement is not met by
all salaried doctors.

adjustments for specific specialties need to be added
to the base salary figure in order to determine the total
contract maximum figure.

2.213 Salary payments to some doctors appear high when

compared to the salary scale; our observations from
Exhibit 2.18 include the following:

« One doctor received salary paymentsin excess of
$1 million.

e There were 11 doctors who each received salary
payments in excess of $500,000.

o Therewere 136 doctors who each received salary
payments in excess of $300,000.

2.214 We did an analysis and observed some sal aried

doctors appeared to be paid more than the salary
scale. We provided the Department with a sample of
these doctors. The Department provided supporting
documentation showing payments to the identified
doctors were reasonable. Reasons for the higher
amounts included: market adjustments for some
specialties, supervising pay, contracts for special
qualifications and retroactive pay.

2.215 Although salaried doctors are paid under the MPP

agreement, typically salaried doctors have a contract
with the RHA. Contracts are kept at the RHA, which
provides information to the Department.

2.216 The Department cannot fully audit paymentsto a

salaried doctor unless they have a copy of their
contract. At the time of our review, the Department
was in the process of obtaining copies of all salary
contracts. A memo was issued to the RHAs dated
January 2012 requesting copies of all doctors
contracts by the end of February. As of June 2012, six
months later, the Department had received
approximately 84% of the salaried doctor contracts
and was still in the process of obtaining others.

2.217 The New Brunswick Policy on Salaried Physicians

states, “ Salaried physicians must provide shadow
billing or history only billing as required by the
department.” Shadow billing (also commonly called
“history-only billing”) is the process used by salaried
doctors to submit information on services provided
during their salaried hours of work. Shadow claims
are similar to FFS claims except shadow claims do
not get paid.
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2.218 Shadow billing is important to the Medicare

program because it provides information used for
many purposes including the following:

maintaining historical measures of service provision
and tracking numbers and demographics of patients
and types of services rendered,;

maintaining complete and accurate patient histories;

epidemiology studies such as diabetes, mumps,
cancer;

public health initiatives such as immunizations;

resource planning, performance measurement and
accountability; and

monitoring and audit.

2.219 Shadow-billing information is needed in order to

properly monitor salaried doctors and audit payments
to them. For example, information regarding the
services provided during the salaried hours of a doctor
allows the Department to monitor compliance with
their contract. Shadow-billing information is also
needed to audit FFS claims submitted by salaried
doctors to ensure the doctor is not FFS billing for
services provided during their salaried hours.

2.220 While “shadow billing has always been a

n2l

requirement of salaried physician employment,
compliance has not been enforced by the Department.
Our observationsinclude the following:

e |n October 2006, the Department created a working
group with the Medical Society to address
doctors' resistance to shadow hilling and facilitate
compliance with the requirement. It was identified
that many doctors did not have the time or support
to shadow bill, so the Department transferred
funding to the RHAs for administrative resources
dedicated to shadow billing for doctors. Also a
staff member of the Department visited all
doctors’ officesto train the staff and identify and
track those complying.

2 | nformation provided by the Department — Memo to salaried physicians October 8, 2008.
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Monitoring of paymentsto
salaried doctorsislacking.

Summary

In 2008 the Department issued a memo to salaried
doctors reminding them of the shadow-hilling
requirement; stating while many salaried doctors
were shadow billing, the majority were not; and
reguesting they begin by March 2009.

In May 2011, the Department issued a memo to all
salaried doctors as a directive to shadow bill by
August 19, 2011 or the Department would “initiate
steps to ensure compliance.” And in October 2011,
the Department sent shadow-billing profile reports

to the doctors that had complied. Non-compliant
doctors received aletter of non-compliance.

The Department is now tracking compliance. In
January 2012, the Department did an analysis and
determined 80% of salaried doctors were shadow

billing. (The Department indicated some doctors do

not shadow bill because there are no fee codes for
their specialty work. These doctors were not
included in the analysis.)

2.221 While there are payment controls for salary,
sessional and FFS payments to most doctors, thereis

no monitoring of total remuneration to salaried
doctors. While the total payments for each type of

remuneration may appear reasonable when examined

individually, it isimportant to examine total

remuneration in order to identify risk of overpayment

to adoctor.

for 2011 and observed there were several salaried

doctors with high other remuneration payments (FFS

and / or sessional). For example, one doctor had
salary payments of $218,437, sessiona payments of
$216,799 and FFS payments of $9,654. Another
doctor had salary payments of $305,198, FFS
payments of $150,839 and sessiona payments of
$80,603. A third example had salary payments of
$287,056, sessional payments of $113,061 and FFS
payments of $58,071. Thisis alowed per Medicare
policies; however, the total payments should be
monitored.

2.223 We believe the Department should develop,

document, assign and implement proper monitoring
procedures for salaried doctors. Monitoring
procedures should include reviewing contracts
between the RHAs and the doctor to ensure

2.222 We reviewed the doctor cumulative earnings report

compliance with the MPP. In addition, we believe the
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Department should continue its efforts to monitor
compliance with the shadow-billing requirement and
take action with those doctors who do not comply.
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Appendix 12 — Detailed Findings: Sessional Amounts Paid to Some
Doctors Appear High when Compared to the Policy.

Sessional amountspaid ~ 2.224 We reviewed the doctor cumul ative earnings report

to some doctors appear for 2011 and observed there were several doctors with
high when compared to high sessional payments when compared to the policy.
the policy. We also noted that many doctors also received FFS and /

or salary payments. For example:

e Onedoctor had sessiona payments of $475,703 and
FFS payments of $825,253. We questioned the
Department about this general practitioner who had
received payments of over $1.3 million. The
Department indicated this doctor had a special
arrangement with the RHA. We examined a copy of
the agreement between the RHA and the doctor. The
agreement is dated May 2007, supports the sessiond
payments to the doctor, and provides for termination
by either party with six months written notice. Based
on discussions with Department staff, we believe the
agreement may not be in the best financial interest of
the Province.

e Another doctor had sessional payments of $342,198
and FFS payments of $461,913. The Department
informed us the sessional payments related to the
emergency department in a hospital and were
reasonable. In order to determine the appropriateness
of the FFS payments the audit unit would need to do
more work.

2.225 We provided alist of doctors with high sessional
earnings to the Department and asked for an explanation.
The Department provided us with the following
information:

e Severa of the doctors who received high sessional
payments worked in emergency. The Department’s
Policy on Sessional Arrangements states exclusionsto
the policy; emergency and intensive care departments
are two examples. Doctors working sessiona in
emergency are paid a higher hourly rate.

e Nineof 16 doctors who received sessiona payments
exceeding $400,000 were coded as sessional for
record-keeping purposes. However, these doctors had
Alternate Payment Plan arrangements with the
Department. We did not do further work relating to
these doctors.
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e Three doctors had special arrangements, which are

discussed next.
Thereisnon- 2.226 The Department’ s Policy on Sessional Arrangements
compliance with the states, “ Sessional payment arrangements are intended
Policy on Sessional for physicians who are retained on a part-time basis and
Arrangements. for services which do not lend themsel ves to the fee for

service remuneration. ... Sessional arrangements are
paid for clinical care up to the maximum salary of the
applicable classification.”

2.227 Our understanding is the policy isintended to alow
compensation to a doctor to be made in the most
economic manner. In facilities such as nursing homes
and jails, afull-time doctor is not required. Hence,
paying the doctor an hourly rate (sessional) makes
economic sense. The clause “ up to the maximum salary
of the applicable classification,” means that paying the
doctor with an hourly rate should not exceed the amount
the doctor would be paid under a salary agreement
(MPP).

2.228 We identified three doctors who had been paid more
than they would have been paid under the contracted
salary for their classification. The Department provided
us with the following explanations:

e Onedoctor “has an approved arrangement with the
RHA dating back to 2002. This was approved by the
Department...."

e Onedoctor “had a sessional arrangement since April
2003 for up to 45 hours a week, which is beyond the
policy. The physician retired in [fiscal] 2012.”

e Onedoctor had three sessional arrangements. The
Department said their interpretation of the Policy on
Sessional Arrangements was that the maximum salary
clause was per sessiona arrangement. Since none of
the three individual arrangements exceeded the salary
maximum, they felt this doctor was in compliance with
the policy. However, we believe thisis non-compliance
since the total of the doctor’s sessional payments
exceeds the amount the Department would pay under a
salary arrangement.

2.229 Medicare sessiona payments to doctors relate to
designated services paid for on an hourly basis, such as
doctors working in emergency rooms and those working
part-time in anursing home or ajail. Sessional-type
payments to doctors were approximately $60 million in

Summary
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2011, which represented 11% of total Medicare
expenditures. Approximately 250 doctors received
sessiona paymentsin 2011. We found cases of non-
compliance with the Policy on Sessional Arrangements
and believe the Department should review and monitor
the sessional arrangements with doctors to ensure
compliance with the policy.
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Appendix 13 — Detailed Findings: Public Reporting of Doctor

Remuneration isIncomplete and Mideading.

Thereisno public 2.230 Thereisno public reporting of FFS paymentsto
reporting of FFS payments individual doctors. FFS doctors and their
to individual doctors. remuneration is not reported in Public Accounts —

Supplementary Information.

Exhibit 2.19 - Medicare Fee for Service [FFS Expenditures for 3 Fiscal Years

2.19 Medicare Feefor Service [FFS] Expendituresfor 3 Fiscal Years

# of doctors

FFS payment distribution ~ (2010-11) 2010-11 2009-10 2008-09
Doctors (note 3) 1,490 $291,725,033 $284571,876 $271,812,348
Radiologists (note 4) 133 42,357,617 43,003,792 42,513,682
Other 17,426,061 19,480,185 19,403,350
Total FFS payments $351,508,711  $347,055,853  $333,729,380
Notes:

1. FFSpayment distribution identifies the dispersion of Medicare payments between radiologists and all

other doctors.

# of doctors (2010-11) includes any doctor that received a FFS payment during the period regardl ess of
amount, other forms of payment received, or specialty. Source: Fiscal 2011 - Consolidated Practitioners
Cumulative Earnings Report IR3542 (unaudited).

Doctorsinclude al speciaties with the exception of diagnostic radiology and nuclear medicine.

Radiologists include all doctors practicing in diagnostic radiology or nuclear medicine during fiscal
2011. In addition to full time radiologists, this figure would include short-term locums, retirees, out of
province practitioners, etc. Exhibit 2.16 provides additional information regarding radiologists.

Other refersto payments to dentists, CMPA, etc. that are not specifically linked to doctors and
radiologists in the data reviewed.

Source: Table created by the Office of the Auditor General with information provided by the Department
and Province of New Brunswick Oracle Financia Information System Account Analysis Report — Fiscal
2009, Fiscal 2010, Fiscal 2011

2.231 Exhibit 2.19 shows FFS expenditures for three
fiscal years: 2009, 2010 and 2011. It also shows the
number of doctors who received paymentsin 2011.
There are many salaried doctorsincluded in this
figure because they do on-call work, which ispaid as
FFS.

2.232 Tota FFS paymentsin 2011 were over $351
million, a significant amount. In order for the
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Public reporting for
salaried doctorsis
incomplete and misleading.

Thereisno public
reporting of sessional
payments to individual
doctors.

Summary

Department to demonstrate proper accountability, we
believe the distribution of these millions of dollars
should be publicly reported and subject to public
scrutiny.

2.233 We discussed public reporting of FFS doctor
remuneration with Department staff. We were told
under the Medical Services Payment Act (Subsection
8.1), the Department cannot legally publish fee-for-
service doctor remuneration. The Department
informed us they have alegal opinion as
substantiation. We requested the legal opinion and the
Department indicated they could not share it with us.

2.234 The Department did not disagree with our
suggestion that to demonstrate proper accountability
FFS doctor remuneration should be publicly reported.
They ssmply informed us it is non-compliance with
legislation to publicly report FFS remuneration and
section 8.1 of the Act would have to be amended to
allow for the publication of doctor billings.

2.235 Tota salary payments to doctorsin 2011 were
approximately $110 million. We reviewed the
Employee and Supplier Lists for 2011 and found only
some doctors were reported. For many of those listed,
only aportion of their remuneration was shown. The
Department indicated only some salaried doctors were
publicly reported and no FFS payments were included
in amounts shown.

2.236 Publicly reporting incomplete, inaccurate
information on doctors' remuneration is misleading.
As with FFS payments, we believe the distribution of
salary payments to doctors should be publicly
reported.

2.237 Tota sessional-type paymentsto doctorsin 2011
were approximately $60 million. Thereisno public
reporting of the distribution of these payments. Again,
in order for the Department to demonstrate proper
accountability, we believe the distribution of these
millions of dollars should be publicly reported.

2.238 In order for the Department to demonstrate proper
accountability for over half of abillion dollarsin
annual spending, we believe the distribution of this
spending should be publicly reported and subject to
public scrutiny. Even if changeto legislationis
required, the Department should publicly report total
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remuneration for each doctor, regardless of whether
the doctor ispaid viaFFS, salary, sessiona or
alternative payment arrangements. (This would be
similar to other government reporting of employee
compensation and vendor payments.) In addition, to
provide better accountability, the Department should
publicly report annually summary-level information
on doctor remuneration, such as: total payments for
each remuneration method (FFS, salary, sessional,
other), doctor remuneration by dollar range, doctor
remuneration by specialty, etc.
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Department of Health

EHealth -

Procurement and

Conflict of Interest

| ntroduction 3.1 Since 2005, the Department of Health (the

Department) has undertaken significant work to
advance the Electronic Health (EHealth) initiative and
a One Patient One Record vision. Key componentsin
that vision include: Electronic Health Records (EHR),
aClient Registry, a Provider Registry, a Diagnostic
Imaging Repository, and a Drug Information System.

3.2 EHedthisan integrated set of information and

communication technol ogies, together with related
health delivery process enhancements, intended to
enabl e the efficient and sustainable delivery of
healthcare services over the full continuum of care,
through the provision of integrated health information
systems, tools and processes.

3.3 A key partner is Canada Health Infoway (Infoway)

which provides funding for various EHealth projects.
Infoway is an independent not-for-profit corporation
created by Canada' s First Ministersin 2001 to foster
and accel erate the devel opment and adoption of
Electronic Health Record systems with compatible
standards and communications technol ogies.

3.4 Prior to December 2011, EHealth projects were

directly administered by the Innovation, E-Health and
Office of Sustainability branch of the Department of
Health. Operationa and maintenance/support activities
relating to all health technology systems were
administered by the Information Technology Services
branch. The Department merged these two branches
into a new branch called Health Business and
Technology Solutions in December 2011. The Branch
was created to facilitate the design, implementation

Report of the Auditor General — 2012

103




Department of Health — EHealth: Procurement and Conflict of Interest Chapter 3

and operations of technology initiatives within the New
Brunswick healthcare system.

3.5 EHedthin New Brunswick is delivered
collaboratively by the Department of Health, Facilicorp
NB, and the Regiona Healthcare Authorities (RHAS).

Why we audited the 3.6 During 2009, concerns were brought to the attention

EHealth initiative of the Office of the Comptroller (OoC) relating to the
EHealth devel opment projects and operational
activities administered by the Innovation, EHealth and
the Office of Sustainability branch. Specifically noted
were potential conflicts of interest, concerns around the
procurement process for professional services and
possible deficiencies in contract management practices.
OoC reviewed 15 of the 40 IT professional services
contracts that had been signed as of April 2009. Based
on itsreview, OoC concluded the concerns brought
forward were valid and made 10 recommendations to
the Department.

3.7 InMay 2011, the Department released, through a
Right to Information request, a redacted version of the
OoC internal audit report. The report focused on the
contract procurement process for a sample of EHealth
related contracts and found a series of problems
regarding how contracts were awarded and managed
within the Department. The Minister of Health
subsequently announced that the Department would
have areview conducted of all EHealth related
development and operational contracts from 2005
forward.

3.8 InAugust 2011, our Office was approached by the
Department of Health regarding an audit of the
EHealth projects and operational activities. We
considered two primary factors when deciding to take
on this engagement. First, the impact of the EHealth
program on New Brunswickersis significant. The
implementation EHealth systems will fundamentally
affect how health care transactions are recorded,
collected, stored, and accessed. It, in turn, will
significantly impact the quality of the whole health
care system. Secondly, the Auditor General of Canada
and the auditors general of six provinces (Alberta,
British Columbia, Nova Scotia, Ontario, Prince
Edward Island, and Saskatchewan) conducted
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concurrent performance audits of the development and
implementation of Electronic Health Records (EHRS)in
their respective jurisdictions during 2009 and 2010.
Significant findings were reported. It was agreed with
the Department that our office would test 100% of the
EHealth devel opment project and operational support
contracts.

Audit Objectivesand 39 The objectives of our audit were:

Scope e to determine if the Department of Health complied
with the Government procurement policy for
purchases of services related to the E-Health
initiative

e to determine if conflict of interest exists in the use
of consultants/contractors.

3.10 Our audit was performed in accordance with
standards for assurance engagements, encompassing
value for money and compliance, established by the
Canadian Institute of Chartered Accountants, and
accordingly included such tests and other procedures as
we considered necessary in the circumstances.

3.11 Our audit work included but was not limited to the
following:

e interviewswith staff of Department of Health and
Department of Supply and Services;

e interviewswith staff of the internal audit team of
OoC;

e interview with the Chief Information Officer of
Management Board;

e review of the Province s guidelines and legislation
with respect to purchase of services and conflict of
interest;

e review of related internal policies and procedures
of the Department; and

e examination and testing of contract related
documents held by the Department of Health and
the Department of Supply and Services.

Resultsin Brief 3.12 Weexamined al 289 EHealth development project
_ _ and operational support contracts (valued at $108.5
Compliance with million) signed from 2005 to 2011. During our testing,
gover nment we found 57 instances of noncompliance in the
procurement policy procurement of IT services, particularly:

e requirements for exemption from the competitive
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bidding process not met;
e proper contract approval process not followed; and
e proper contract amendment process not followed.

3.13 Weadso noted that the Department made frequent
amendmentsto original contracts. In fact, 59% (67 of
114) of the originally signed contracts were amended
on average 2.6 times.

3.14 Weredizethat it was the Department’ s normal
practice to divide complex or large IT development
projects into severa phases and the next phase was
always treated as an amendment to the previous one.
We a so understand amendments were not totally
avoidable, given the magnitude and complexity of
some projects. However, during our testing we found
24 amendments valued at $7.6 million for system
mai ntenance and operation contracts. We believe for
regular system maintenance and operation, as well as
routine IT development projects, the Department
should have been able to define the scope, deliverables,
timelines and the costs to compl ete the work before
entering into contracts. Changes to original contracts
creates arisk of project delays and cost overruns, and
should be avoided wherever possible.

3.15 It should be noted the Department had put
procedures in place to address the OoC
recommendations by the time of our audit.

Conflict of interest 3.16 During the period under audit with respect to
conflict of interest we found the Department relied on
consultants extensively for the EHealth initiative. The
following three situations appear to have placed
external service providersin aconflict of interest
position:

e The Department contracted consultants as project
managers who managed their own firms contracts
and/or could access competitor information.

e Consultants were part of project evauation
committees tasked with recommending which
consultants should be engaged for individual
projects.

e A consultant was a key member of the EHealth
Steering Committee, a position of influence over
governance and oversight of EHealth projects and
operations.
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3.17  Our findings were consistent with those of the
OoC. The OoC report included recommendations to
address all of these concerns.

3.18 Wefurther noted the Department has put
procedures in place to address the OoC
recommendations:

e The Department is still relying on externa
resources in some cases to staff project manager
positions, but with additional restrictions. For
example, external project managers cannot see
other firms' rates when they approve the timesheets
for other firms' personnel and project spending.

e A contractor’sfirmisnot allowed to respond to a
Request for Proposal if amember of their staff is
part of the project evaluation committee or acting
as a project manager for the project.

e Theexternal consultant who was a key member of
the EHealth Steering Committee is no longer with
the Department due to contract expiry. Currently
all members of the steering committee are internal
permanent employees of the Department of Health.

Compensation of 3.19 Project managers of the two largest multi-year

Consultants projects under the EHealth initiative are consultants.
The Department paid amost $1.5 millionto an IT firm
for one project manager from 2005 to 2011. It paid
another IT firm more than $700,000 for athree year
period from 2009 to 2012 for the other project
manager. It aso contracted athird consultant for
ongoing system operation and maintenance support
from 2006 to 2011 and paid more than $1.2 million.

3.20 Intotal, thisisover $3.4 million paid to three
consultants over six years, averaging more than
$200,000 per individual per year. In addition, to the
$3.4 million the Department provided office space and
equipment to contracted consultants.

3.21 Inthesethree cases, we believe the use of
consultants was significantly more costly to the
Province than had this work been completed by
departmental staff. (i.e. in-sourced)

3.22  Inour opinion there are savings that could be
realized by in-sourcing the performance of ongoing IT
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systems operation and maintenance work. Where the
expertise to handle this work does not currently exist
internally, the Department could contract consultantsin
the shorter term. Such contracts could provide both for
the compl etion of necessary operation and maintenance
work, and the transfer of knowledge to Departmental
staff. Thiswould allow responsibility for completion of
thiswork to be transferred to less costly interna
resources in the longer term.

Implicationsfor therest 3.23 Wewereinformed numerous times during our

of gover nment

Recommendations

work that practices with respect to theuse of 1T
consultants are similar el sewhere in government to
what we observed at the Department of Health. This
would imply many of the procurement and conflict of
interest issues our Office, and the OoC, identified in
connection with the EHealth initiative may exist in
other departments and Crown agencies.

3.24 Webdievethisisan areathat should be addressed

by government. From discussions with the recently
appointed Chief Information Officer (CIO) of
Management Board, we understand that the role of his
office will include setting government-wide policies
for the procurement of IT resources. It will also include
monitoring departmental activity to ensure that CIO
policies are being complied with.

3.25 Recommendations from our findings and the OoC

report are found in Exhibit 3.1.

108

Report of the Auditor General - 2012



Chapter 3

Department of Health — EHealth: Procurement and Conflict of Interest

Exhibit 3.1 — Summary of Recommendations

Source

Recommendations

Department’s Response

Target Date for
Implementation

Objective One: Compliance with gover nment procur ement policy

Office of the Comptroller

3.50 Thefindingsin the OoC’ s report are consistent with ours. Recommendations
regarding the procurement process from the OoC'’ s report are applicable to our
findings as well. The OoC’ s recommendations included:

e  Contract managers should ensure that the requirements of the Public
Purchasing Act are followed. Documentation should be maintained
supporting Minister’ s exemptions particularly when the exemption for
Specific Skills or Sole Source of supply is used.

e A purchase order should be obtained prior to the payment of any amounts
and the value of the purchase order should not be exceeded.

e A signed statement of work should always be obtained prior to the
commencement of the project.

e  When contracts are negotiated and signed with vendors, only contracts
drafted by PNB should be utilized. Vendor contracts should not be used.

Health is preparing a refresher communication for
managers with respect to the requirements of the
Public Purchasing Act. Documentation related to
any exemption request will be maintained by the
Corporate Support Services Branch.

The Department of Health currently establishes
commitment amounts upon receipt of a purchase
order and tracks payments against the commitment.
The Financial Services Branch along with the
Corporate Services Branch of the Department of
Health will review this process to ensure purchase
orders cannot be exceeded.

The Department of Health will amend its current
contract management process to include the
statement of work documentation with the contract’s
signing documentation. This documentation will be
signed prior to commencement of the work.

The Department of Health implemented a detailed
contract management process in 2007. This process
continues to be updated and now includes a series of
contract templates to ensure the Department’ s best
interests are protected. The Department’ s templates
are now used with few exceptions (exceptions
would only include examples such as Microsoft
software licensing agreements).
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Exhibit 3.1 — Summary of Recommendations (continued)

Target Date for

Source Recommendations Department’s Response I mplementation
Objective One: Compliance with gover nment procurement policy
3.51 In addition to the recommendations made by the OoC, we recommend: DOH [Department of Health] has a formal Project Implemented
e To avoid frequent contract amendments, the Department of Health Management Framework in place that specifies all
adequately plan and define the scope, deliverables, timelines and costs required steps in the planning and implementation
for each IT contract and complete all required documentation before of a project. This includes a formal process for
signing contracts or alowing work to commence; and procurement and contracting of external resources
when required. Statements of Work (SOW) are
® developed for all projects. The Contract Officer
g reviews all IT SOWs with the Director of
o Development and Delivery to ensure they are as
5 detailed and complete as possible before issue of
5 any SOW or RFP[Request for Proposal], and again
g prior to the completion of a contract.
(] .
= *  Intheevent contract amendments are required, the Department of Health Since the amalgamation of the E-health and ITS Implemented.
ko) properly prepare and approve change requests and amendments to - .
@ g [Information Technology Services] branches to
3 original contract agreements. ;
= form HBTS [Health Business and Technology
o) Solutions], Change Request policies, procedures

and forms have been standardized to eliminate any
problems with the approval of Change Requests and
the amendment of contracts. This includes the
review of all change requests by a committee to
ensure due diligence is followed and to recommend
an appropriate course of action.
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Exhibit 3.1 — Summary of Recommendations (continued)

Source Recommendations Department’s Response I-rn?;r)?grtng?tt:tgga
Objective Two: Conflict of Interest
3.69 In general, the findings in the OoC'’ s report were consistent with ours. The .
OoC'’ s recommendations related to conflict of interest are applicable to our ﬁ;gi;;&%ﬁ%g{?oﬁggaxgﬁ (t))r;;/:tnems
findingsin this area as well. The OoC’ s recommendations included: conflicts of interest .declared Thiswill be anyannual
¢ Employees and contractors should sign off as having read and understood rocess. The Executive M an ement Committee of
AD-2915 (Conflict of Interest) on an annual basis. For employees, this ﬂ ealth will incorporate this p?gctice into the annual
could be incorporated as part of their annual performance review. As erformance aopraisal process for the Department
stated in AD-2915 employees must advise the Senior Executive Officer P ap P € ’
of any conflict of interest situation in which they find themselves.
ke Documentation should be maintained. This has been completed within Information
2 e Managers and directors should familiarize themselves with the meaning Systems. It has generated considerable awareness
g— and definition of an "apparent conflict of interest . A suggested reading and discussion amongst and has increased
S could be the document on this topic published by the Treasury Board of awareness of the issue.
8 Canada Secretariat.
:E_ e  Contractors should not occupy management positions within the The two contracts where this applies expire before
° departm_ent_. Where the_ situation is unavoi dabl e the contractor should be | the summer of 2011. Both of these positions have
ke strictly limited to the financial information which they can access been identified for transition to Health employees.
5 particularly with respect to competitor’ s information.
In the event that the recruitment process does not
identify a candidate for full-time employment then
Health will consider its options. In the event that
either of these positions, or any other management
position, becomes occupied by a contractor, then all
of the actions recommended in this report will be
implemented. Any other actions relevant to the
specifics of the situation will also be implemented.
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Exhibit 3.1 — Summary of Recommendations (continued)

Source Recommendations Department’s Response e Datefor
Implementation
Objective Two: Conflict of Interest (continued)
e  Where contractors are members of project steering committees, they This has been implemented. Contractors will be
should not take part in any discussions surrounding the asked to leave the meeting and the minutes of the
E contracting/outsourcing of any work for the project. meeting will reflect that.
[=}
E’ e Contractors should be required to disclose business relationships with This will become a standard requirement in all
o] other contractors working in the department when a partnership or joint contracts within the Department of Health. The
g venture type relationship exists. requirement will not be restricted to information
= services.
"05) e If aProject Manager or member of a Steering Committeeis a contractor
g and glso apartner or princi pal of aconsulting firm, the department should | 115 will be a standard requirement in both the RFP
5 lroe;fforjegt from hiring other contractors from the same company on the and the resulting contract for this situation.
3.70 We recommend the Department of Health develop and implement a plan to HBTS has three staff Project Managers who are Implemented
S eliminate reliance on consultants serving as project managers and prohibit working to capacity with existing projects. If
§ consultants from serving as members of RFP evaluation committees or project projects are required which exceed existing staff
< ® | Steering committees. capacity consultants will be required to augment
2 % staff. However, the default is to use existing staff
5 3 whenever feasible.
Q
2 Consultants have not served as members of RFP
fe) evaluation committees or project steering
committees since the audit by OOC.
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Exhibit 3.1 — Summary of Recommendations (continued)

Source

Recommendations

Department’s Response

Target Date for
I mplementation

Office of the Auditor General

Other Findings— Compensation of Consultants

3.81 Werecommend the Department of Health develop and implement a plan
toin-source al IT operation and maintenance functions over the next two
years.

DOH has begun the insourcing of selected IT
operation and maintenance functions by insourcing
the team leads of the application teams. This
began in December of 2011 and all team leads
have been insourced since that date. DOH is also
transitioning relevant infrastructure services to
FacilicorpNB as feasible as well as selected
maintenance contracts. DOH is developing a
business case for submission to OHR [Office of
Human Resources] for the insourcing of selected
IT positions over the next two years. The capacity
to implement the insourcing will be dependent on
the ability of DOH to obtain positions, the
classifications required to recruit specialized talent
as well as efficient and effective recruitment
processes.

Began in
December 2011.
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Exhibit 3.1 — Summary of Recommendations (continued)

Target Date for

Source Recommendations Department’s Response I mplementation

Other Findings— Implicationsfor the Rest of Government Office of the Chief of Information Officer
3.85 Werecommend the Office of the Chief Information Officer develop and As we continue to establish the new Office of the Implement in
monitor compliance with a government-wide policy relating to the procurement, Chief Information Officer, we will develop an IM 2013-2014 Q1
contracting and management of 1T consultants. That policy should address and [Information Management] and ICT [Information
mitigate risks regarding procurement and conflict of interest of consultants, and and Communications Technology] service,
clearly state when the use of internal IT resourcesis more appropriate. As a procurement-related, policy and in doing so will

= minimum, the policy should require that: consider the risk findings raised in this audit.

5 . . L ) Once the policy is implemented, OCIO utilize a

= e theprimary role.of IT consultants be to .pr.o.w(.je specialized expertise to policy compliance process to monitor compliance.

0] government, typically for development initiatives;

5 e |T operations and maintenance work be in-sourced, with allowances

= made for knowledge transfer from private sector experts in the shorter

g term;

Q e acompetitive bidding process, in compliance with all pertinent

= government legislation, be followed for the selection of consultants;

§ e any exemption from the competitive bidding process be properly

= authorized and made for sound business reasons defensible to the public;

o o thereissufficient in house government expertise to effectively oversee

and manage the work of consultants before a project is started;

the opportunity for real or perceived conflict of interest on the part of
contracted consultants is mitigated, in part by requiring that project
managers, and members of key project committees be staffed exclusively
with in-house resources; and

provincial remuneration levelsfor IT staff not act asabarrier to the
ability of government to hire and retain needed internal 1T resources on a
permanent basis.
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Detailed 3.26  During 2009, concerns were brought to the

Observations
Background

attention of the OoC relating to the EHealth contracts
administered by the Department. Specifically noted
were potential conflicts of interest, concerns around the
procurement process for professional services and
possible deficiencies in contract management practices.
OoC reviewed 15 of the 40 IT professional services
contracts signed as of April 20009.

3.27 Based onitsreview, OoC concluded the concerns

brought forward were valid. OoC made ten
recommendations to the Department.

3.28 After theresults of the OoC report were made

public, we were approached by the Department to
examine all 289 IT services contracts from 2005 to
2011 to determineif additional problems existed.
These contracts were valued at $108.5 million and are
summarized in Exhibit 3.2.

Exhibit 3.2 - Summary of contract information

Number of -
Contract type contracts Amount (millions)
Original contract 114 $78.4
Amendments to origina contract 175 $30.1
Total 289 $108.5

3.29 Our work covered the six year period between

2005 and 2011. Departmental and government-wide
policies, procedures and requirements changed over
that time.

Audit Objective 1 3.30 Our first objective was:

to determine if the Department of Health
complied with the Government procurement
policy for purchases of services related to the E-
Health initiative.

3.31 Weused four criteriato assess this objective. They

arelisted in Appendix I.

3.32 ThePublic Purchasing Act and Regulation isthe

primary legislation covering all the procurement of IT
services. The thresholds for purchase of services and
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Exhibit 3.3 - Summary of non-compliance related to IT service procurement policy

associated processing procedures are documented in

Appendix II.

3.33 Thereare also someinternal policies and
procedures at the Department which outline how IT
service procurement should be processed. The details
are provided in Appendix I11.

3.34 During our testing, we found 57 instances of
noncompliance in the procurement of IT services.
They are summarized in Exhibit 3.3 below:

: Number Contract value
I nstances of non-compliance of ($ 0009)

Requirement for exemption from competitive

bidding process not met 15 $4,945
Sole source exemption requirements not met 12 2,840
Only one quote obtained for contract under 5 20
$10,000
Insufficient docgmentatl on to support 1 2,085
urgency exemption

Proper contract approval process not followed 12 11,133
Contracts started without valid purchase order 4 4,886
Evaluation process not documented properly 4 3,119
Contract approved after start of contract 2 371
Evaluation results not signed off by

: . 2 2,757

evaluation committee

Proper contract amendment process not followed 30 15,655
No properly prepared contract amendment 12 4,883
No change request form prepared 9 9,290
Reason for extension not on file 7 606
Purchase order not amended 2 876

Total issuesidentified 57 | $31,733

3.35

In addition, tendering files could not be located in

three cases by the Department of Supply and Services
which retains these files. All three files were from
2005 and past the seven year provincia retention

period.
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Requirement for 3.36 The Department submitted 19 sole source

exemption from
competitive bidding
process not met

exemption requests (total contract value: $3.8 million)
for approval by the Department of Supply and
Services. The Department of Supply and Services
approved six of these requests as specific skills
exemptions instead and only 13 as sole source
exemptions. We concluded in 12 of the 13 cases (total
contract value: $3.6 million) the sole source exemption
requirements defined under the government policy
were not met. Sole source exemption requests must be
accompanied by a quote (cost estimate) from the
supplier aswell as aletter from the supplier indicating
they are the only Canadian source of supply for the
particular good or service being purchased. This letter
was not present for 12 of the contracts deemed by the
Department to be sole source exempt. The Department
of Supply and Services (DSS) approved them as sole
source exemption mainly because DSS had previous
experience with the vendors and was confident that
awarding the contracts to the vendors was a reasonable
decision.

3.37 Thetypica rationale the Department documented

for sole source requests included the following
examples:

e the particular firms or individuals have supported
the department in past;

e use of same tools implemented as standards in the
department;

e ahility to shorten learning curve through prior
experience; and

e time restraints and contractor’ s knowledge of
history of projects.

3.38 Webedieve the above rationale would have

justified a specific skills exemption (see the description
in Appendix Il) rather than the sole source exemption.
In fact, the six specific skills exemption approved by
the Department of Supply and Services were
reasonable. However, the specific skills exemptionis
applicable only to contracts valued at less than
$100,000. Given most contracts were for amounts
greater than $100,000 sole source exemptions were
requested. In the absence of acompetitive
procurement process, it is difficult to demonstrate the
awarding of contracts to certain service providers was
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Proper contract
approval process not
followed

the most economical decision. Also, it introduces the
opportunity for favoritism in the selection of vendors.

3.39 The other two issues noted in Exhibit 3.3 (i.e. “only

one quote obtained for contract under $10,000” and
“insufficient documentation to support urgency
exemption”) appear to be isolated incidents.

3.40 Another significant issue in our findings noted in

Exhibit 3.3 was that the Department did not always
follow the documented procurement process. For
example, the Department allowed the consultants to
commence providing the contracted services without
the official purchase order issued by the Department of
Supply and Services. The issuance of a purchase order
represents the final approval from the Minister of
Supply & Services. We understand that an official
purchase order may be issued afew weeks later than
the signing of the contracts, due to the fact that the
Department of Supply and Services may need the
information from the final contract in order to prepare
the purchase order. In one case from 2005, the
purchase order was not issued until ten months after
the contractor started the project.

341 The other two issues noted in Exhibit 3.3 (i.e.

“evaluation process not documented properly” and
“evauation results not signed off by evaluation
committee”) appear to be isolated incidents.

3.42 Other examples where the Department did not

follow documented policies and procedures included:
changing the scope of work without preparing the
required change order, amending a contract without
preparing a contract amendment, and extending a
contract without providing documented rationale to
support the extension.

3.43 Inal these examples, the Department indicated it

was under pressure to move the projects forward as
quickly as possible.
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Proper contract 3.44  According to the Department’sinternal policies, a
amendment process not change request must be prepared when an amendment
followed to the scope of work, dollar value, term and/or addition

of resourcesisrequired for a specific contract. The
change request outlines the reasons for an extension.
Therefore, it follows that contract amendments must be
prepared where the purchase order has been amended
through a change request.

345 Wefound 12 cases where the contracts were not
properly amended following purchase order
amendments. In such cases, the amended contract
scope and terms were not clearly documented. Al
contract amendments are supposed to be signed by
both the Department and the contractor. Therefore, in
such instances the Department does not have avalid
contract and is at risk in the event there is a dispute
with the contracted IT firm regarding the work
performed.

346 Weadso found nine cases where the change request
form was not prepared and seven cases where the
rational e to extend the contract was not documented
although the change request form was on file. Without
such documentation being available, we do not believe
the decision makersin the Department could have
made a reasonabl e assessment of whether to approve
the requested changes.

Frequent amendments  3.47  Often, contracts we examined were amended or

to original contracts extended after they were originally signed. As shown
in Exhibit 3.4, 175 of the 289 contracts examined were
amendments to original contracts. 67 out of the 114
original contracts (or 59%) had amending contracts.
Therefore, these 67 contracts were amended an average
of 2.6 times each after they were originally signed. In
particular, one contract was amended eight times.

Exhibit 3.4 - Summary of contract information

Contract type Number of Amount

contracts (millions)
Original contract 114 $78.4
Amendments to original contract 175 $30.1
Total 289 $108.5
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348 Weredlizethat it was the Department’ s normal
practice to divide complex or large IT development
projects into severa phases, and the next phase was
always treated as an amendment to the previous one.
We also understand amendments were not totally
avoidable, given the magnitude and complexity of
some projects. However, during our testing we found
24 amendments valued at $7.6 million for system
mai ntenance and operation contracts. We believe for
regular system maintenance and operation, as well as
routine IT development projects, the Department
should have been able to define the scope, deliverables,
timelines and the costs to complete the work before
entering into contracts. Changes to original contracts
create arisk of project delays and cost overruns, and
should be avoided wherever possible. We aso noted
that projected costs shown in original contracts are
relatively lower than final costs actually incurred. It is
our understanding that there is no competitive bidding
process associated with contract amendments.
Therefore arisk exists that contractors will understate
their original bids with the expectation of recovering
understated amounts in subsequent amendments where
there is no competition. Once the Department has
signed an original contract, it has essentialy
committed itself to a particular approach and is
therefore unlikely to reject proposed amendments or

extensions.
Conclusion on 3.49 Weidentified 57 instances among the 289 contracts
Objective 1 we examined where the Department of Health did not

comply with the Government procurement policy for
purchases of servicesrelated to the EHealth initiative.
In particular, 15 exemptions did not meet the
reguirements of the Public Purchasing Act and
Regulation. The Department did not properly follow
the procedures to amend contracts in 30 cases. It did
not comply with the government procurement policy
for new contractsin 12 cases. However, we noted, in
general, the processing and approval of contracts did
improve over the period from 2005 to 2011.

Recommendations 3.50 Thefindingsinthe OoC’sreport are consistent
with ours. Recommendations regarding the
procurement process from the OoC’ s report are
applicable to our findings as well. The OoC’s
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recommendations included:

e Contract managers should ensure that the
requirements of the Public Purchasing Act are
followed. Documentation should be maintained
supporting Minister’s exemptions particularly
when the exemption for Specific Skills or Sole
Source of supply isused.

e A purchase order should be obtained prior to the
payment of any amounts and the value of the
purchase order should not be exceeded.

e A signed statement of work should always be
obtained prior to the commencement of the
project.

¢ When contracts are negotiated and signed with
vendors, only contracts drafted by PNB [Province
of New Brunswick] should be utilized. Vendor
contracts should not be used.

3.51 In addition to therecommendations made by
the OoC, we recommend:

e Toavoid frequent contract amendments, the
Department of Health adequately plan and
define the scope, deliverables, timelinesand
costsfor each IT contract and complete all
required documentation before signing
contracts or allowing work to commence; and

e |ntheevent contract amendmentsarerequired,
the Department of Health properly prepare and
approve change requests and amendmentsto
original contract agr eements.

Update on the 3.52 The Department has put proceduresin place to
implementation status of address the recommendations in the OoC’ sreport. In
OoC recommendations 2011, the Department introduced new procedures to

address sole source requests by creating a sole source
checklist. The checklist isto be used with each sole
source request to ensure all appropriate documentation
ispresent in thefile. The checklist requiresthe Branch
Director, Assistant Deputy Minister, Deputy Minister
and Minister’ s review and signature beforeit is
forwarded to the Department of Supply and Services.
These new procedures will help the Department
standardize and streamline the sole source request
process.
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3.53 Asprevioudly discussed, we identified purchase
order related issuesin six cases during our testing. All
six issues occurred from 2005 to 2009. We did not find
similar issues after the OoC’ s report was released in
2010.

3.54 We noted other actions where the Department is
addressing the OoC’ s recommendations:

e the Department prepares an annual refresher
communication for managers with respect to the
reguirements of the Public Purchasing Act; and

e the Department now establishes commitment
amounts upon receipt of a purchase order and
tracks payments against the commitment.

Audit Objective 2 3.55 Our second objective was:

To determine if conflict of interest exists in the
use of consultants/contractors.

3.56 Weused four criteriato assess this objective. They
arelisted in Appendix I.

3.57 During the period under audit, the Department
relied on consultants extensively for the EHealth
initiative. The following three situations appear to have
placed those external service providersin a conflict of
interest position. Key findings are noted below with
additiona information presented in Exhibit 3.5:

e the Department contracted consultants as project
managers who were often managing their own
firm’s contracts and/or could access competitor
information;

e consultants were part of project evaluation
committees tasked with recommending which
consultants should be engaged for individual
projects; and

e aconsultant was, for an extended period of time, a
key member of the EHealth Steering Committee, a
position of influence over governance and
oversight of the overall EHealth initiative.
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Exhibit 3.5 — Summary of conflict of interest

Could the conflict of

Description of conflict of interest Timeframe ; )
interest still occur?
Department contracted IT consultants | Ongoing Y es, but additional
as project managers. restrictions have
significantly reduced the
IT consultants acted as project manager risk of conflict of interest.
for 126 contracts which represents 52%
of the 241 contracts for development
projects.
There were 11 contracts (for $2.4
million) where project managers
managed his/her own firm’s contracts.
There were 115 contracts (for $35
million) where project managers could
access information of competitors.
Six consultants were part of an 2005-2010 No, as the current policy
evaluation committee that prevents consultants from
recommended the preferred bidder serving on the evaluation
when tenders were called for specific committee.
projects.
The evaluation committee members had
access to the proposed technical
solutions and fees. This would appear
to lend an unfair advantagein
competing for future IT projects.
One consultant acted in a senior March 2009 to | No, asthisindividua’s
management role for the Department, July 2010 contract expired and was

astheindividual was, for an extended
period of time, an important member of
the EHealth Steering Committee (i.e.
the body governing the EHealth
initiative).

In thisrole, the individual had the
potential ability to benefit the
individua’s firm and affiliated firms
and have unfair advantage over other
firms.

not renewed. All current
steering committee
members are now
permanent employees of
the Department.
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Department contr acted

IT consultants as
project managers

Consultantswere part
of the evaluation
committee

3.58 A project manager plays avital rolein the
completion of an IT project. Departmental guidelines
indicate:

The Project Manager is responsible for the
overall management of the project on a daily
basis to ensure that the project is completed on
time, on budget and within scope. The Project
Manager is also responsible for ensuring that
the deliverables or product produced will meet
the needs of the business community.

3.59 Wefound the Department contracted IT experts as
project managers for 126 contracts which represents
52% of the 241 contracts for development type of IT
projects. These 126 contracts were worth $35.4
million. This created two distinct conflict of interest
scenarios:

e an external project manager managed a multi-
contract IT project where hisher own IT firm won
contracts under the same project; or

e an external project manager managed a multi-
contract I'T project where IT firms other than
his/her own firm worked on the project.

3.60 Inthefirst scenario, the project manager approved
timesheets and the work of their own firm on behalf of
the Department. In the second scenario, the project
manager could see the entire work of their firm's
competitors which were contracted by the Department
under the same project.

3.61 Weadso noted there were only three staff project
managers who were involved in the EHedlth initiative.

3.62 Wefound that six consultants were part of a project
evaluation committee which evaluated all proposals
from different IT firms and recommended the winning
proposal for the project. The evaluation committee
members had access to the proposed technical
solutions and fees. The concern is that the consultants
involved in the evaluation committee would, at least in
appearance, have an unfair advantage in competing for
future IT projects.
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A consultant wasakey  3.63 The primary function of the Steering Committee as

member of the EHealth
Steering Committee

per the Department “is to protect the investments being
made in the initiative. This involves taking
responsibility for the feasibility, business case and the
achievement of outcomes of the project. The Steering
Committee will monitor and review the project status,
as well as provide oversight of the project deliverable
rollout”.

3.64 The Steering Committee is the key body within the

governance structure of the EHealth initiative. Itis
responsible for critical business decisions associated
with theinitiative. Thisincludes approving budgetary
strategy, defining and realizing benefits, monitoring
risks, quality and timelines, making policy and
assigning resources, and assessing requests for changes
to the scope of the project.

3.65 One consultant, from March 2009 to July 2010,

was a key member of the EHealth Steering Committee.
The maor concern is that the consultant, the
consultant’ s firm, and affiliated firms could benefit
from thisindividua’s unique position and have an
unfair competitive advantage over other firms.

3.66 Inour view, to eliminate conflict of interest,

consultants should not perform management functions.
There should be clear delineation between the roles of
management and that of consultants. In implementing
the recommendations of the OoC, the Department has
made progress in this area. However, the Department
should remove any potential conflict opportunities and
avoid consultants being in a position of management
influence.

Conclusion on 3.67 Wefound there were many cases of conflict of

Objective 2

interest in the use of consultants for the period 2005 to
2011 in the Department.

3.68 The Department relied extensively on consultants

for senior and direct management roles including the
EHealth Steering Committee, project management and
in the evaluation process to engage further 1T
consultants. Thiswas largely due to the fact the overall
EHealth initiative was beyond the capacity of internal
resources.
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Recommendations 3.69 Ingenerd, the findingsin the OoC’ s report were
consistent with ours. The OoC’ s recommendations
related to conflict of interest are applicable to our
findingsin thisareaaswell. The OoC’s
recommendations included:

e Employees and contractors should sign off as
having read and understood AD-2915 (Conflict of
I nterest) on an annual basis. For employees, this
could beincorporated as part of their annual
performance review. As stated in AD-2915
employees must advise the Senior Executive
Officer of any conflict of interest situation in
which they find themselves. Documentation
should be maintained.

e Managersand directors should familiarize
themselves with the meaning and definition of an
" apparent conflict of interest " . A suggested
reading could be the document on thistopic
published by the Treasury Board of Canada
Secretariat.

e Contractors should not occupy management
positions within the department. Where the
situation is unavoidable, the contractor should be
strictly limited to the financial information which
they can access particularly with respect to
competitor’sinformation.

e Where contractors are members of project
steering committees, they should not take part in
any discussions surrounding the
contracting/outsourcing of any work for the
project.

e Contractors should be required to disclose
business relationships with other contractors
working in the department when a partnership or
joint venture type relationship exists.

e |f aProject Manager or member of a Steering
Committee is a contractor and also a partner or
principal of a consulting firm, the department
should refrain from hiring other contractors from
the same company on the project.

3.70 In addition to the recommendations made by
the OoC, we recommend the Department of Health
develop and implement a plan to eliminate reliance
on consultants serving as project manager s and
prohibit consultants from serving as member s of
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RFP [Request for Proposal] evaluation committees
or project steering committees.

3.71 We noted the Department has put procedures in
place to address the recommendationsin the OoC’s
report.

3.72 However, the Department is still relying on
external resources in some cases as project managers
but with additional restrictions. For example, external
project managers cannot see other firms' rates when
they approve the timesheets for other firms' personnel
and project spending.

3.73 Thecontractor’sfirmis not alowed to respond to a
Request for Proposal, if he/sheis part of the project
evaluation committee or acting as a project manager
for the project.

3.74 Additionaly, the individual who was akey
member of the EHealth Steering Committee is no
longer with the Department. Their contract expired on
28 February 2011. Currently all members of the
committee are internal permanent employees of the

Department.
Other Findings 3.75 Project managers of the two largest multi-year
Compensation of projects under the EHealth initiative are consultants.
consultants The Department paid almost $1.5 millionto an IT firm

for one project manager from 2005 to 2011. It paid
another IT firm more than $700,000 for athree year
period from 2009 to 2012 for the other project
manager. It also contracted athird consultant for
ongoing system operation and maintenance support
from 2006 to 2011 and paid more than $1.2 million.

3.76 Intotal, thisisover $3.4 million paid to three
consultants over six years, averaging more than
$200,000 per individual per year. In addition to the
$3.4 million the Department provided office space and
equipment to contracted consultants.

3.77 Inthesethree cases, we believe the use of
consultants was significantly more costly to the
Province than had this work been completed by
Departmental staff (i.e. in-sourced). Typical salary and
benefits for a senior project manager employed within
government would be approximately $120,000 per
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year. Therefore, there would be $80,000 potential
savings per year per full-time-equivalent employee
from insourcing.

3.78 Wewereinformed by Department officials there
have been attempts to in-source some positions.
However, those attempts were unsuccessful primarily
due to the relatively lower compensation the Province
offersin comparison with the private sector.

3.79  For systems development work, we believe
outsourcing is appropriate where specific IT expertise
is needed that does not exist within the civil service.
However, as previously mentioned, we do not feel itis
appropriate for consultants to serve as project
managers, or members of project evaluation or steering
committees.

3.80 Inour opinion though, there are savings that could
be realized by in-sourcing the performance of ongoing
systems operation and maintenance work. Where the
expertise to handle this work does not currently exist
internally, the Department could contract consultantsin
the shorter term. Such contracts could provide both for
the compl etion of necessary operation and maintenance
work, and the transfer of knowledge to Departmental
staff. Thiswould allow responsibility for completion of
thiswork to be transferred to less costly interna
resources in the longer term.

Recommendation 3.81 Werecommend the Department of Health
develop and implement a plan toin-sourceall IT
oper ation and maintenance functions over the next
two years.

Implicationsfor the 3.82 This chapter primarily involved the Department of

Rest of Government Health, with limited additional work completed at the
Department of Supply and Services. However, we were
informed numerous times during our work that
practices with respect to the use of IT consultants are
similar elsewhere in government. This would imply

! Includes $88,000 annual salary, 30% benefits, training and professional certificates
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many of the procurement and conflict of interest issues
our Office, and the OoC, identified in connection with
the EHedlth initiative may exist elsewherein
government.

3.83  Our Office may select other government

departments, Crowns and agencies for similar auditsin
the future.

3.84 However, thisis an areathat should be addressed

on an ongoing basis by government. From discussions
with the Chief Information Officer (CIO) of
Management Board, we understand that the role of his
office will include setting government-wide policies
for the procurement of IT resources. It will also include
monitoring departmental activity to ensure that those
policies are being complied with. Therefore, we have
addressed the following recommendation to the Office
of the CIO.

Recommendation 3.85 Werecommend the Office of the Chief

Information Officer develop and monitor
compliance with a government-wide policy relating
to the procurement, contracting and management
of IT consultants. That policy should address and
mitigate risksregarding procurement and conflict
of interest of consultants, and clearly state when the
useof internal I T resourcesis more appropriate. As
aminimum, the policy should requirethat:

e theprimaryroleof IT consultantsbeto provide
specialized expertise to gover nment, typically
for development initiatives;

e |T operationsand maintenance work bein-
sour ced, with allowances made for knowledge
transfer from private sector expertsin the
shorter term;

e acompetitive bidding process, in compliance
with all pertinent government legislation, be
followed for the selection of consultants;

e any exemption from the competitive bidding
process be properly authorized and made for
sound businessreasons defensible to the public;

e thereissufficient in house government expertise
to effectively over see and manage the work of
consultants before a project is started;

e theopportunity for real or perceived conflict of
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interest on the part of contracted consultantsis
mitigated, in part by requiring that project
manager s, and member s of key project
committees be staffed exclusively with in-house
resour ces; and

e provincial remuneration levelsfor IT staff not
act asabarrier to the ability of government to
hireand retain needed internal I T resourceson
a permanent basis.
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Appendix I: Audit Objectivesand Criteria

Objective 1 - to determineif the Department of Health complied with the
Government procurement policy for purchases of servicesrelated to the E-Health

initiative.

Criteria

Services are acquired in accordance with
government’ s legislation, policies and procedures.
Competitive selection processes are used, or the
reasons for not doing so are supportable and
properly documented.

Contract extensions and amendments comply with
government’ s policies and are adequately
supported.

Recommendations regarding procurement
processes in the report of the Office of the
Comptroller have been implemented.

Objective 2 - to determine if conflict of interest existsin the use of

consultants/contractors.

Criteria

Theroles of a consultant/contractor should be
clearly separated from the roles of management.
The processes of awarding, extending or amending
contracts comply with the Government Conflict of
Interest Policy.

Department staff and consultants/contractors
comply with the government’s Conflict of Interest
Policy.

Recommendations regarding conflict of interest in
the report of the Office of the Comptroller have
been implemented.
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Appendix I1: Summary of Relevant L egislation and General
Government-Wide Processes

Thresholds — Purchase of Services
Up to Departments buy directly from vendor.
$10p000*  Use good business practices (signed agreement/contract).
' » Obtain more than one quotation (should get 3 quotes whenever possible).
gl%véggg Public Tender — Departments submit requisitions to Central Purchasing
a'nd who will issue a Public Tender. Advertised on NBON [New Brunswick
$50,000* Opportunities Network] for at least 12 calendar days.
Public Tender — Departments submit requisitions to Central Purchasing
Over who will issue a Public Tender subject to the Atlantic Procurement
$50.000* Agreement. Must be advertised on NBON for at least 17 calendar days
' (typically 20 to 25 days). Complexity of the procurement determines
length of tender call.
When priceisthe only determining factor award will be made to the
lowest bidder that meets the specification. The Purchasing Officer will
recommend award to the Minister of Supply & Services.

A.I\_Neir dderOf When evaluation criteria other than price has been established award will
be made to the highest scoring proposal. An Evaluation Committee will
review the proposals and prepare a detailed evaluation. The results of this
evaluation will be forwarded to the Minister of Supply & Services for
approval.

Once approval isreceived from the Minister of Supply & Services an
official Purchase Order (PO) isissued to the successful bidder. The PO is

Purchase forwarded to the client department and the services can be delivered. A

Order | COPY of the contract must be provided to Central Purchasing for inclusion
in the official file.
Serviceisnot to commence until PO has been finalized.
Pavment It isthe responsibility of the receiver of the services to process payments
y within 30 days of receipt of the service.
*Taxes and incidental costs included

3.86 TheRegulation 94-157 under the Public
Purchasing Act sets out the criteriafor the procurement
of IT services which does not follow the normal
competitive bidding process.

3.87  Section 27.1 of the Regulation requires that
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reguests for Minister’s Exemptions must be made in
writing to Central Purchasing. The Minister of Supply
and Services may grant exemptions under the
following circumstances:

e Specific SKills - purchase of serviceswith a
total value of less than $100,000 where it can
be shown that for reasons of specific skills,
knowledge or experience, the choice of vendor
islimited to one or avery limited number of
individuals, provided that the exemption is not
used to unduly restrict competition.

e Emergency or Urgency - where the supplies or
services are required in the event of an
emergency or urgent situation.

e Sole Source of Supply - wherethereisan
absence of competition for technical reasons
and the supplies or services can be supplied
only by aparticular vendor and no aternative
or substitute exists.

3.88 According to the Procurement Coordinator’s

Manual issued by the Department of Supply and
Services, the procedure for Minister’s exemptions are
asfollows:

e sufficient documentation to support the exemption;
e arequest that indicates the section and paragraph of
Regulation 94-157 under the Public Purchasing

Act that allows that exemption;

e aproperly completed Supply Requisition

e written approval by the Department’ s Procurement
Coordinator;

e for asole source exemption aslisted in section 27.1
paragraph (f) in Regulation 94-157, the request
must be accompanied by a quote and aletter from
the supplier indicating that they are the only
Canadian source of supply for the particular good
or service being purchased; and

e apurchase order will beissued to the client
department to confirm the approval of the
exemption.
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Appendix I11: The Relevant Department of Health Internal Policies

and Procedures

General processfor
contract approval

Processfor a contract
change request

Approval of a contract
change request

Purchase order and
contract amendment

3.89 The Contract Coordinator prepares the contract

checklist. The Executive Director of E-health and the
Director of Information Technology Services (ITS)
signs al the contract checklists before they leave the
branch. Legal personnel signs off on the contract
checklist, following their review of thefile and
forwards the contract folder to Financial Servicesfor
their review. The Assistant Deputy Minister of
Corporate Services then reviews and approves thefile,
and moves the folder forward for approval and
signature by the Deputy Minister.

3.90 Whenthereisaneed to amend the scope of work,

dollar value, term and/or addition of resourcesis
identified in a project contract, the project manager
must prepare a change request. The change request
outlines the reasons for the request, the implications to
the project and the financial ramifications, including
whether or not thisis within the project budget. The
change request requires the signature of the Business
Owner of the project and the project manager or
Director.

3.91 Change requests require the approval of the

EHealth Steering Committee or another approving
body for ITS. All project related change requests need
to be forwarded to the Director one week in advance of
the EHealth Steering Committee meeting for
distribution and review by the committee members.
Once approved by the committee, the Executive
Director signs the change request to indicate this
approval.

3.92 Anapproved change request is required before the

branch can proceed with the purchase order and
contract amendment.

3.93 TheDirector of Contract Management and

Corporate Support Services reviews the request,
approves or denies the request, and forwards it to the
Department of Supply and Servicesto issue an
amended purchase order.
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General processfor 3.94 The Contract Coordinator prepares the contract

amendmentsto
contracts and purchase
orders

checklist. The Executive Director of E-health and the
Director of ITS signsall the contract checklists before
they leave the branch. Lega personnel signs off on the
contract checklist, following their review of thefile
and forwards the contract folder to Financial Services
for their review. The Assistant Deputy Minister of
Corporate Services then reviews and approves thefile,
and moves the folder forward for approva and
signature by the Deputy Minister.
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Department of Environment
and Local Government
Solid Waste Commissions

| ntroduction 4.1  Solid waste commissions provide aservice that is

. used by every taxpayer in New Brunswick and is critical
Environmental and to the environment of the Province. Improper disposa of
Other Impacts of Solid solid waste contributes to soil and water contamination,
Waste and the accumulation of greenhouse gasesin the

atmosphere. Proper treatment of solid waste, including
diversion of materials where appropriate, can minimize
these negative environmental impacts.

New Brunswick Solid Waste Commissions
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Solid Waste 4.2  When regionalization was implemented, six

Commissions regional solid waste commissions decided to open
sanitary landfills. Regional commissions were heavily
involved in deciding where landfills would be located
within their region. The Province was also involved in
determining the number and regional locations of these
landfills. COGERNO, Nepisiguit-Chaleur, Fredericton,
South-West, Fundy, and Westmorland-Albert all
operate landfills. The other six commissions entered
into agreementsto transfer solid waste from their
regions to landfills operated by adjacent commissions.
Five of the six other commissions established transfer
stations. (i.e. central collection facilities used to
facilitate the efficient transfer of solid waste to the
appropriate landfill.) The sixth, Northumberland, direct
shipsits solid waste to a landfill.

4.3  Operation of asolid waste commission typically
includes:

e oOperating alandfill or transfer station(s);

e collecting/sorting/diverting certain materials
including recyclables, reusable items, and
household hazardous wastes (e.g. paint, batteries,
etc.);

e conducting on-site composting, and/or facilitating
backyard composting by residents;

e Operating gas management systems; and

e educating the public about solid waste.

4.4  Appendix | provides more detail about individual
solid waste commissions, their operations, and the
communities they serve. Pertinent provincia
legislation and Department of Environment and Local
Government involvement with provincial solid waste
mattersis discussed in Appendix 1. Appendix I11
provides information about two key provincia solid
waste stakeholders, Recycle NB and the NB Solid
Waste Association.

Why We Completed this 4.5  In December 2009, our Office received aletter
Review from the Minister of Environment, Rick Miles, which
included the following request:

We understand you are currently reviewing the
Water and Wastewater Commissions. We feel an
undertaking of the Regional Solid Waste
Commissions (RSWC) would betimely. ... The
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4.6

Objective 4.7

Conclusion 4.8

Resultsin Brief 4.9
Governance

department would wel come recommendations
fromyour office.

We subsequently decided to proceed with areview
of regional solid waste commissions given:

e therequest by the Minister of Environment;

e theimportance of the services provided to New
Brunswick citizens by solid waste commissions,

e the potential impacts of solid waste on the
provincial environment;

e thesignificant findings we made as aresult of our
review of provincial water and wastewater
commissions, and in particular the Greater
Moncton Sewerage Commission, as included in our
2011 Report; and

e itwould serve asafollow up to the Solid Waste
Management Program section included in our 1994
Report.

The objective of our review was:

To assess the adequacy of the governance and
oversight structures and processes for New
Brunswick solid waste commissions.

We have concluded that at the time of our review,
in general, governance and oversight structures and
processes for New Brunswick solid waste commissions
were adequate, and functioning as documented in
provincial legidlation.

The Regional Service Delivery Act was passed on
13 June 2012. It will be administered by the
Department of Environment and Local Government
(the Department). Effective 1 January 2013, twelve
regiona service commissions will be created in the
Province under that legislation. Also, on that date
existing solid waste commission boards will be
dissolved and replaced by regiona service commission
boards. A replacement for the current Solid Waste
Commission Regulation will be developed in 2013.

410 Wearegenerally pleased with the quality of

governance that has been provided by the various
commission boards around the Province, and by
Department of Environment and Local Government
administrative oversight of regional solid waste
commissions.
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411 Section 3(3) of the current Solid Waste
Commission Regulation, under the Clean Environment
Act, gives aveto to large municipalities within a
particular region relating to certain board approvals.
This has caused difficulties for certain commissions
when electing executive members to their boards. It
also creates the risk of an impasse in approving an
annual budget or needed borrowing. Thisissue will
have to be addressed in drafting the new regulation
under the Regional Service Delivery Act.

412 Severa commissions and other stakeholders
indicated that the Department of Environment and
Loca Government has been very slow in filling vacant
board positions representing local service districts. Itis
our understanding that these appointments, where
possible, will be made by representatives of local
service districts rather than the Minister of
Environment and Local Government under the new
Regional Service Delivery Act. However, the Minister
may still be called upon to appoint some board
representatives in regions where there are not enough
local service district advisory committeesin place.

4.13 Weidentified anumber of good governance
practicesin our review of provincial solid waste
commissions. However, we did note that solid waste
commissions typically do not maintain the type of
governance documentation recommended by the
provincial Appointment Policy document. In addition, a
number of the solid waste commissions indicated that
they do not provide formal orientation sessions for new
board members

Commission Tipping Fees  4.14  Tipping fees (chargestypically dollars per ton, to
dump waste at alandfill transfer station) vary
significantly between the twelve regional solid waste
commissions. Thisis as aresult of different coststo
establish regional facilities, differencesin the extent of
diversion and waste treatment programs offered, the
level of commission borrowings, and other factors.
Those commissions with relatively lower fees may
have more flexibility to add additional programs or
enhance existing ones.
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Arrangements Between 415 Service and related financia arrangements between

Transfer Stations and
Landfill Commissions

transfer station and landfill commissions are governed
by signed service agreements. Landfill commissions
typically charge their full tipping fees to the transfer
station commissions that use their landfills. However,
regional tipping fees charged by landfill commissions
are intended to recover direct costs of operating their
landfill and associated administration costs, along with
the costs of regional diversion and education programs,
and other regional costs unrelated to landfill
operations. Many transfer station commissions operate
diversion and education programs within their own
regions. By paying full landfill commission tipping
fees, non-landfill commissions are contributing to the
diversion and education programs run by landfill
commissions and receiving no benefit. Given the
legislative requirement that provincia solid waste
commissions operate on a non-profit basis, we believe
it isinappropriate for landfill commissions to make a
profit through transfer agreements with other
provincial solid waste commissions.

4.16 Transfer Station Commissions do not aways

transfer their solid waste to the nearest landfill. This
may result in higher than necessary costs being
incurred by those commissions.

Commission Websites 4.17 The Internet now serves as a primary source of

information for many New Brunswick residents. For
that reason, we believe that it isimportant that all
commissions provide complete and up-to-date
accountability information on their websites. (i.e.
Annual reports, financia statements, lists of current
board members, comparison of actual diversion of
solid waste against plans, and other pertinent
information) However, we concluded from our review
that this accountability information is not presented on
most commission websites.

Observations on 4.18 Other observations we made during our review

Operations Reporting, and
Financial Management

included:

e All twelve commission budgets were balanced, as
required, for 2011;

e All twelve commissions appeared to be acting
within their legislative mandates;

e Financia and operational reporting provided by the
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twelve commissions appeared to be in compliance
with legislative requirements,

e Weidentified no unusua financial statement items
during our review of commission financial
statements;

e Post-closure reserves established by the six landfill
commissions were generally fully funded; and

e Other reserves established by individual
commissions (i.e. for Operations, Capital, and/or
Generation Facilities) appeared to be reasonable.

Other Findings 419 Weidentified anumber of areas related to solid
waste in which we believe the Department has an
important role to play in improving provincial
environmental performance. These areas include:

e Extended Producer Responsibility (EPR)
Programs,

e Diversion of Solid Waste;

e |llegal Dumping;

e Monitoring of Construction and Demoalition Debris
(C&D) disposal sites; and

e Public Education.

Extended Producer 4.20 Extended Producer Responsibility (EPR) programs

Responsibility Programs result in the diversion of specific types of solid waste
before it goes to solid waste commissions by requiring
original producers, or first importers, to accept it back
and cover costs associated with its recycling, reuse, or
disposal. Departmental representatives, commissions,
and stakeholders agree that EPR programs have the
most potential to reduce the amount of solid waste
going to landfills in the future.

4.21 RecycleNB, aprovincia agency, currently
administers two programs for the Province, the Tire
Stewardship Program and the Paint Stewardship
Program. The Paint Stewardship Program is the first
and only legislated EPR program in New Brunswick.

422 However, legislated EPR programs proposed by
the Department covering used ail, glycol, and e-waste
have not yet been approved by government or
implemented. The Department also indicated that
additional EPR programs, for example covering
packaging and printed material, could have alarge
impact in reducing the amount of solid waste going to
provincial landfills.
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Diversion of Solid Waste 4.23 There has not been aprovincial solid waste

diversion plan (a process to divert waste from landfills)
in place since the last one expired in 2005.

4.24  The Department has been working towards a

reduction of 50% of 1988 |landfill volumes. However,
Departmental figures show the Province has never
reached that level, and after reaching 43.7% diversion
in 2002 had fallen back to 36.0% by 2009. The overall
per capitadiversion ratein New Brunswick isthe
highest among Canadian provinces, but this appears to
result primarily from strong non-residential diversion
of organic waste. Residential recyclingisweak in
comparison with national averages. Canadians on
average recycle 131 kilograms of solid waste per
person each year, while New Brunswickers recycle
only 83 kilograms according to 2008 Statistics Canada
figures.

4.25 The Department hastypically allowed regional

solid waste commissions to make their own decisions
asto the diversion programs they will offer.
Commissions are expected to self-fund these programs.
The additional costs have a direct effect on regional
tipping fees, and ultimately municipal property tax
rates. Consequently, budgets including such programs
are unlikely to be approved by local municipalities,
unless there is strong public support for a particular
diversion program within aregion, or it is supported
through provincia standards and/or funding. Provincial
financial support for regional diversion programsis
currently limited to short-term funding available from
the Environmental Trust Fund.

Illegal Dumping 4.26 The Department, solid waste commissions, and

stakeholders all agree that illegal dumpingisa
significant problem in the Province. The New
Brunswick Solid Waste Association, throughitsillega
dumping hotline, recorded approximately 1,000
reported cases of illegal dumping between 2007 and
mid 2011. The Clean Environment Act does provide
for significant fines, and the Department has a
compliance and enforcement policy in place which
provides for escalating steps to be taken to enforce the
Act. The Department focuses on ensuring illegal
dumpsites are cleaned up, and has issued four recent
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Orders, involving threeillegal dumpsites, to
responsible parties and/or landowners to that end. Two
of these resulted in prosecutions, guilty pleas, and fines
being issued. Departmental representatives indicated
that it can be difficult to obtain sufficient evidence to
successfully prosecute illegal dumpers under the Clean
Environment Act. However, both prosecutions noted
above were of illegal dumpers, not landowners.

Monitoring of 4.27 The Department has permitted the establishment of
Construction and approximately ten private construction and demolition

Demolition Debris debris (C&D) disposa sites at various locations around
Disposal Sites the Province. Permitting such dumpsites appears to

contradict the original goal of regionalizing solid waste
treatment in the Province. However, the Department
indicated that it is done as a convenience to industry,
and particularly to reduce therisk that illegal dumping
of construction and demolition materials will occur.
These dump sites are not required to capture leachate
or greenhouse gases. Therefore any dumping of
unapproved materials (i.e. violation of their Certificate
of Approval to Operate) at those sites could have
negative environmental consequences (e.g. on nearby
groundwater).

Public Education 4.28 Both the Department and solid waste commissions
have recognized the value of educating the public
about the importance of effective solid waste
management, and related programs available in New
Brunswick. The Department has relied heavily on
individual commissions to educate the public in their
respective regions. Commissions appear to have taken
thisrole seriously, offering various educational
programs. However, the extent of education programs
offered by individual commissions will necessarily
relate to the willingness of their regional municipalities
and local service districts to continue to fund such
programs through tipping fees. There may aso be
some areas where it is more effective and/or efficient
to educate the public through province-wide initiatives.

Recommendations 4.29  Our recommendations are found in Exhibit 4.1.
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Exhibit 4.1 - Summary of Recommendations

Recommendations

Department’s Response

Target Date for
Implementation

4.49 Werecommend the Department of

are made within three months of a vacancy
occurring.

regions. In addition, this regulation allows for the election of a new LSD Board
member representative by the existing LSD Advisory Committee Chairpersonsin
cases where a current member is no longer able to servein this capacity. As
well, the Minister shall only become involved in the appointment processin
instances where there are not enough LSD Chairpersons available or interested
to serve on the Board. Ininstances where an LSD member is not able to fulfill
hisor her duties as a Board member, a previously selected alternate will be able
to replace himor her on atemporary basis.

Environment and L ocal Government include The Department has tak_en the position that_ thg Boards_ of the new R_egio_nal _ The Regiongl
a dispute resolution mechanism in the Service Commissions will have therasponsb_llllyfor dl_sputergsolutlon in their Service I;)ehvery
planned Solid Waste Commissions overall management mndate. The new Regional Service Delivery Actincludes | Act received .
Regulation under the Regional Service a double two-thirds majority (two-thirds of the Board members present who Royal Assent in
Ddlivery Act to addr ess situations where a represent at least two-thlr_d_s of the tota_J population represented by all the June 20_12 and
commission board has been unable to obtain membgrs_prmt) fo_r decisions reggrdl ng the approval of the anngal budget, the Reglonaj
the two-thir ds majority needed to approve Com_mlsson b(_)rrOW| ng and the setti ng of fees. The dqubletwo—thlrds _ Ser\/lcg _
an annual budget, commission borrowing, or requirement will not apply to the election of Board officers for the Regional Commissions
. ’ : ' Service Commission. will bein place

the election of board officers. as of January 1

It isimportant to note that in extreme circumstances, the new legislation does 2013

provide a means whereby the Lieutenant Governor in Council could appoint a

trustee if, in the opinion of the Minister of Environment and Local Government,

a Regional Service Commission Board [RSC] was not functioning effectively, the

RSC Board failed to fulfill its responsibilities under the Act and regulations or

where it was in the public interest.
?HselM\?:]?S:(;erC%Tg?\jﬁ ézﬁg?\gggi LE;JOUQh The Department agrees _that gppoi ntments to Regional Service (?omm.issi.on The .Local_ _
Government, ensur e futur e appointments of Boards should be madem atlr_nely manner. The new Local _Serwce Didtrict Service Dlst_rlct
local service’di strict representativesto the [LSIZ_)] Repr&ntatlon Regu!atlon spet_:lflesthat representatives of the Local Represe_ntatlon
new Regional Delivery Commission boar ds Service Districts on the Regional Service Commission Boards areto be selected | Regulation

by and from among the Chairpersons of the LSD Advisory Committees within the | (Regulation

2012-90) is now
in effect.
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Exhibit 4.1 - Summary of Recommendations (continued)

Recommendations

Department’s Response

Target Date for
Implementation

4.58 Werecommend each new Regional
Delivery Commission adopt the following
good gover nance practices.

e document therolesand
responsibilities of their board,
individual board members, and
board executive members;

e document and approve terms of
referencefor each of their board
committees;

e provideall new board memberswith
orientation sessions;

e document a code of conduct for
board, management and staff; and

e createagover nance committee of
the board to overseethe
development and implementation of
good gover nance practices.

The Department agrees that good governance practices are essential for the new
Regional Service Commissions. Improved gover nance provisions enacted for
water and waste water commissions per the AG recommendations have been
mirrored in the Regional Service Delivery Act. Each Regional Service
Commission will be required, by legislation, to adopt a procedural by-law aimed
at establishing, from the outset, good governance and operational practices. To
this end, the Department has devel oped a template procedural by-law that the
Regional Service Commissions may use and adapt for their respective
organizations. The procedural by-lawswill address such matters as board
member responsibilities (and for Board Executive members), committee
structure and responsibilities, meeting protocols and rules of conduct and
various other mattersrelating to the operational and gover nance requirements
of the Regional Service Commissions.

In terms of orientations for new Board members, the Department will be working
with the Regional Service Commissions and their staffsto develop and provide
various training and information resources. Furthermore, the Department will
encourage the Commissions to ensure that new Board members are provided
with orientation materials and information to help them adjust to their new roles
and responsibilities.

As for the matter of establishing a governance committee of the Board to oversee
the development and implementation of good governance practices, it is our view
that this function is best handled at the Board level rather than it being
delegated to a particular Committee. Having said this, the Regional Service
Commissionswill have the flexibility to establish committees as they feel
appropriate for their circumstances. The Department will encourage the
Regional Service Commissions to actively work with one another in the sharing
of best practices, which could include the development of such resourcesasa
code of conduct, among others.

Interim Boards
arenow inthe
process of
establishing
procedural by-
laws and they
are expected to
bein effect in
January 2013.
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Exhibit 4.1 - Summary of Recommendations (continued)

Recommendations

Department’s Response

Target Date for
| mplementation

4.65 Werecommend all commissions
provide up-to-date accountability
information on their websitesincluding, asa
minimum, the following:

audited financial statements;

e annual reports;

e current commission tipping fees;
and

e thenamesof board members
indicating which local gover nment
they represent.

To ensure a high degree of accountability and transparency from the Regional

Service Commissions, the Department is proposing to require, via the General

Regulation, that the following be included in their Annual Reports:

= Audited financial statements

= Progresson all common services

= |dentification of and reporting on all voluntary services provided

= Reporting on any services provided outside of the regional service
commission boundary

= |dentifying all communities receiving land use planning services fromthe
commission

=  Total number of commission Board meetings held each year and Board
attendance

=  Performance measures that have been established by the Board and report

on progress in relation to those measures
= Board member expenses
= Board member per diems

The Department is also proposing that the General Regulation require the
Regional Service Commissions to post on their web sites their annual reports,
solid waste tipping fees, other fees and Board member names.

The Regional
Service Delivery
Act - General
Regulation is
expected to bein
place in January
2013.
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Exhibit 4.1 - Summary of Recommendations (continued)

Recommendations

Department’s Response

Target Date for
| mplementation

4,79 Werecommend commissions
negotiating solid waste transfer agr eements
in future consider:

e what direct and administrative costs
arebeingincurred by landfill
commissionsin providing serviceto
transfer station commissions; and

e how these costs may be most fairly
allocated in establishing landfill
tipping feesunder the agreement.

The Department agrees that all Regional Service Commissions should become
fully aware of all fees and costs when negotiating and signing contracts.

On-going

4.80 Werecommend Transfer Station
Commissionsinvestigate the potential for
cost savings by shipping their solid wasteto
alternative provincial landfills, prior to
renewing their existing transfer agreements.

The Department agrees that Regional Service Commissions should always
explore cost saving measures in their oversight for management of solid waste
in their respective regions.

On-going

4.99 Werecommend the Department
finalize and request gover nment approval
for additionsto the Designated Materials
Regulation covering used oil, glycol, and e
waste.

The Department agrees and wishes to report that as of October 31, 2012 the
Designated Materials Regulation has been amended to include used oil and
glycol. Departmental efforts are ongoing to include e-waste and tires,
including highway and off the road tires.

2012-13
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Exhibit 4.1 - Summary of Recommendations (continued)

Recommendations

Department’s Response

Target Date for
I mplementation

4.100 We also recommend the Department The Department agrees and is currently exploring additional products that On-going
design and implement additional extended may be able to be designated under the Designated Materials Regulation.
producer responsibility programsto further
reduce the volume of solid waste going to
New Brunswick landfills.
:nlsizr evgr?alr ?g&ﬂ%ﬁiﬁ%ﬂﬁ <t for The Department supports continuous im_provgment on waste (_jiversi on. The On-going
regional commissions, The Department D_epartment h_as r_ecewed 5 year waste _dlversz on _pI ans and will be w_orkl ng
<hould also monitor commission ywth and monitoring th_e Regional Service Commlssqns efforts to strive for
erformance and ensur e the dear ee of increased waste diversion. The Department agrees with the OAG
P N > degree recommendation that the commissions report their diversion performance on
success by individual commissionsin : .
S - ) : : their websites.
achieving their diversion goalsis publicly
reported. One option may be for
commissionsto report their diversion
performance on their websites.
;ﬁfor\{vtig(ﬁl?ﬁygp?nﬂézggegiggat The Department agrees to support the Regional Service Commissionsin their On-going
: . efforts to deliver programs that enhance waste diversion.
programs by regional solid waste
commissionsto help them meet their
diversion goals.
4.135 Given the environmental risksand The Department agrees and is currently examining approaches to a new 2013

financial costs associated with illegal
dumping, we recommend the Department
develop a standar dized compliance and
enforcement approach to better manage
illegal dumping in the Province.

enforcement and compliance standard regarding illegal dumping.
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Exhibit 4.1 - Summary of Recommendations (continued)

Target Date for

Recommendations Department’s Response | mplementation

4.139 Werecommend the Department
ensureall construction and demolition
debrisdisposal sitesin the Province are
physically inspected periodically to ensure
they are accepting only materials specified in
their Departmental certificate of approval to
operate and identify and address other
environmental concerns. Frequency of
inspections of individual sites should be
based upon a Departmental evaluation of the
risk of non-compliance at individual disposal
Sites.

The Department agrees. The Department has an established compliance On-going
inspection audit policy that identifies a percentage of approvals/operations
that are physically visited and inspected on an annual basis. Additionally, any
sitesthat are identified as an immediate potential concern are inspected
following the Department’ s Compliance and Enforcement Policy.

4.145 Werecommend the Department
develop and implement a plan, in agreement
with individual commissions, covering
ongoing gover nment involvement in
educating the public about solid waste
matters. That involvement should focuson
areas of province-wide concern.

The Department agrees and will continue to support the Regional Service On-going
Commissions and other stakeholders to educate the public with regards to
solid waste matters.
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History of New 4.30 In 1998, New Brunswick became the first Canadian

Brunswick solid waste
processing

province to have closed al of its old dumpsites and
moved to a system of regional sanitary landfills. The
website of the Fundy Region Solid Waste Commission
provides an excellent summary of this change. It also
indicates that the regional approach was primarily
introduced as a means of improving provincial
environmental performance. Excerpts from the website
follow:

During the late 1970's and early 1980’ s, many
solid waste dumping sites in New Brunswick
were reaching capacity. Over 300 dumps were
scattered across the province, operated by the
New Brunswick Department of Transportation,
municipal government, or private owners. ...
The search for new disposal sites was a lengthy
and tedious process. Residents of areas adjacent
to proposed sites attended public meetingsin
great numbersto express concerns ... Asa
result of the public outcry, the province became
committed to finding a new direction for solid
waste management in New Brunswick.

...A five-member task force ... conducted seven
public consultation programs throughout the
province ... three broader principles were
offered as overriding concerns, which were
intended to guide the future development of all
components within New Brunswick’s
comprehensive waste management program. ...

e Public safety and environmental protection
must be the primary considerations, at all
times, in the planning and operation of all
waste management programs.

e Effective public consultation and invol vement
in planning and implementation of new waste
management systems in the Province are
absolute prerequisites for success. To secure
confidence, the public must have an
opportunity to play a meaningful rolein
decision-making and overseeing the future
operation of the system to ensure that public
health and environment concerns receive
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4.31

maxi mum consider ation.

All governmental agenciesin the Province
must comply, and be seen to comply, with the
New Brunswick Government’s Environmental
Acts and Regulations. ...

The residents of New Brunswick expressed the
need to promote the establishment of
environmentally acceptable and cost effective
waste management systems, concentrating
available resourcesin several large-scale
regional projects rather than smaller sites.
Under the Province' s new approach, regional
commissions wer e established and given direct
responsibility for all aspects of solid waste
management in their respective areas.

... All Solid Waste Commissions include
representatives from each municipality,

unincor porated area, and Indian band within its
region. Each of the Commissionsis charged
with the responsibility of developing and
implementing a regional solid waste program.

...The user pay approach gave each of the
Commissions the financial means for both the
planning and operation of a solid waste
strategy.

Completion of our review included the following

procedures:

surveying all twelve solid waste commissionsin
the Province about their governance, financial
management, and operations;

interviewing general managers and board chairs
from a representative sample of six commissions
including the Fredericton Region Solid Waste
Commission, the Fundy Region Solid Waste
Commission, the Westmorland-Albert Solid Waste
Corporation, the Northumberland Solid Waste
Commission, the Valley Solid Waste Commission,
and the Nepisiguit Chaleur Solid Waste
Commission,

canvassing the communities served by these six
commissions to get their input/observations
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relating to the governance, accountability, and
financia management of their commission;

e reviewing and analyzing annual budgets, audited
financia statements, policies, and other documents
provided by the commissions;

e holding discussions with representatives of the
Department of Environment and Local
Government, and reviewing documents they
provided,;

¢ holding adiscussion with arepresentative of the
New Brunswick Solid Waste Association; and

e completing research relating to solid waste
processing in New Brunswick, the results of similar
reviews and audits conducted in other jurisdictions,
and various governance matters.

Upcoming Structural 4.32 A Government of New Brunswick news release
Changesto Regional dated May 30, 2012 indicated the following:
Service Delivery ...we have brought forward legisation to create

twelve regional service commissions... The
Regional Service Delivery Act...The Legislation
would:

e divide the province into twelve regions for service
delivery, including a range of required common
SEervices;

e establish a commission for each region, which
would be governed by a board of directors
comprised of; the mayor of every municipality and
rural community; and representatives of local
service districts; and allow for and encourage
communities to collaborate on additional,
voluntary services.

4.33 Included in these new Regional Service
Commissions will be the current solid waste
commissions, along with regional planning
commissions, and other public sector regional service
providers.

4.34 The Regional Service Delivery Act was passed on
13 June 2012. Effective 1 January 2013, twelve
regional service commissionswill be created in the
Province under that legislation. Also, on that date
existing solid waste commission boards will be
dissolved and replaced by regional service commission
boards. The current Regulation for Solid Waste
Commissions (96-11) will berepealed in 2013. At that
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time, solid waste management will be covered under
the new Act and an accompanying regulation that isto
be devel oped.

4.35 We became aware of this change while completing
our work, and have taken it into account in formulating
the recommendations included in this report.

Detailed Findings 436 Thereareatota of twelve solid waste commissions
General in the Province of New Brunswick. Provincial
oversight of the commissionsis provided by the
Department of Environment and Local Government
(the Department).

4.37 Aspart of our review, we canvassed regional
municipalities for six of the twelve solid waste
commissions to get their feedback on governance,
financial management, and operations of their regiond
solid waste commissions. Comments were generally
quite positive about governance and financial
management, although some concern was expressed
about the quality and extent of diversion programs
offered. However, overal municipal satisfaction
appeared to be quite high.

4.38 Exhibit 4.2 presents some genera and financial
information about the twelve provincia solid waste
commissions. General information is as provided by
the commissions during mid 2011. Financial
information was taken from 2010 audited financial
statements unless otherwise indicated.
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Exhibit 4.2 — Solid Waste Commission — General and Financial Information

Number of Reserve
Commission Date of Operation (es?titlf'Es Revenues Total Assets Fund(s)
Incorporation P as of.Spring (millions) (millions) (December 31)
2011) (millions)
Transfer
*
COGEDES 1995 Station 5 $3.0 $0.4 $0.1
COGERNO* 1995 Landfill 22 $3.6 $22.9 $1.4
Ef;ggf}"” 1985 Landil 41 $5.8 $24.6 $2.3
Fundy Region** 1995 Landfill 34 $8.7 $59.4 $1.7
Transfer
*%
Kent 1993 Station 1 $1.4 $0.4 $0.2
. Transfer
*
Kings 1994 Station 0.5 $0.3 $0.2 $0.0
nep gt 1987 Landfil 235 $4.2 $33.8 $1.2
Direct
*%
Northumberland 1995 Hauling 25 $1.8 $1.5 $0.5
. Transfer $0.3 $0.1
*
Restigouche 1995 Station 4.5 $0.5
South-West** 1996 Landfill 21 $3.3 $15.4 $2.3
Transfer
Lz
Valley 1995 Station 1 $1.9 $0.5 $0.2
X\l’g:gfo”a”d' 1992 Landfill 139 $12.2 $42.9 $2.9

FTE = Full time Employee
*  Data from 2009 audited financial statements
** Data from 2010 audited financial statements

Governance

4.39 Exhibit 4.3 presents general governance

information relating to the twelve provincia solid
waste commissions. Information was provided by the
twelve commissions as of mid 2011 unless otherwise

indicated.
Exhibit 4.3 — Governance Information
Appointment . Annual
Number of Appointment Date Bylaws
Commission board DateS(;fr\Il_izr;g est Date of Newest ﬁzg,ﬁ:’g Last
members Member Member Held? Updated

COGEDES 17 2002 2011 Yes 2004
COGERNO 18 2003 2011 Yes 1996
Fredericton Region 15 2001 2011 Yes 2007
Fundy Region 9 2002 2010 Yes 2010
Kent 10 2004 2009 Yes 2008
Kings 7 2010* 2011* Yes 2005
Nepisiguit Chaleur 10 2005* 2012* Yes 2009
Northumberland 10 2004 2010 Yes 2009
Restigouche 11 2009* 2011* Yes 1996
South-West 13 2002 2010 Yes 2006
Valley 13 2005 2010 Yes 2000
Westmorland- 18 2009+ 2012+ Yes 2002
Albert
* Information provided by commission as of September/October 2012.
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4.40 The Clean Environment Act provides the following
appointment process for provincia solid waste
commissions.

15.4(1) The membership of a regional solid waste
commission shall be as follows;

(a) one member for each participating municipality,
appointed by the municipality that the member
represents;

(a.1) one member for each participating rural
community, appointed by the rural community that
the member represents;

(b) not more than four members representing the
participating unincorporated areas, other than
participating Indian reserves, appointed by the
Minister; and

(c) not more than one member representing the
participating Indian reserves, appointed jointly by
the band councils of the reserves...

15.4(4) A member of aregional solid waste
commission may be reappointed, but no person shall
serve mor e than three consecutive three-year terms
asa member.

4.41 Based upon our review of lists of board members
provided by the commissions, we are comfortabl e that
this appointment processis being complied with. We
would note that the current process does result in
overly large boards in some cases due to the
representative nature of appointments. Size varies
based on the number of participating municipalities
within a particular region. Municipalities who
responded to our request for feedback were generally
pleased with the current governance model for solid
waste commissions. Thisincluded some of the same
municipalities who expressed concerns about the
governance system for water and wastewater
commissions, as included in our 2011 Report.

4.42 Commission boards typically meet on a monthly
basis, except during the summer months and hold
annual general meetings attended by various
commission stakeholders. All commissions have
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bylaws in place, although we would encourage those
commissions that have not revised them recently to
review their bylaws in the near future to ensure they
are up to date.

443 From our review, we identified afew concerns

relating to the governance of solid waste commissions.
They are covered in the sections that follow.

Board Approval of Annual 444  Simple mgjority rules voting applies to most

Budgets, Borrowing, and
Election of Executive

decisions made by solid waste commission boards.

Officers 4.45 However, Section 3(3) of the Solid Waste

Commission Regulation, under the Clean Environment
Act, provides for the following exception:

A motion made at a meeting of a regional solid
waste commission to approve an annual budget for
the commission, to approve the borrowing of money
or to elect an executive officer shall not pass unless
at least two-thirds of the members of the commission
present, who represent at least two-thirds of the
total population represented by all the members
present, vote in favour.

4.46 Thissection effectively gives aveto over these

decisions to large municipalities within aregion dueto
the requirement for two-thirds of population to be
represented by members voting to approve. Our
understanding is that this section was included in
recognition of the large proportion of funding provided
to particular commissions by single large
municipalities within their region.

4.47 Unfortunately, this section has resulted in

difficulties for some boards, particularly in electing
executive members of their boards. (e.g. Fundy
Regional Solid Waste Commission was unable to elect
aboard vice-chair on two occasions.) Thereisalso a
risk of an impasse in approving an annual budget or
needed borrowing. Consequently, some commissions
indicated they would like to see this section deleted
from the Regulation. However, aformer Minister of
Environment indicated, in response to aletter from one
of the commissions, that government had no plans to
make changes to the existing Regulation.
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4.48 Our concern isthat the existing Regulation does
not seem to provide a dispute resolution mechanism in
the case where an impasse is reached. Therefore, there
isarisk that a commission could become unable to
function, for example in a case where the board was
unable to reach a consensus on a proposed budget or
required borrowing. Given that a new regulatory
framework will be established over the next year,
pursuant to the new Regional Service Delivery Act, we
believe that the Department should address thisrisk in
developing that framework.

Recommendation 449 Werecommend the Department of
Environment and L ocal Government include a
dispute resolution mechanism in the planned Solid
Waste Commissions Regulation under the Regional
Service Délivery Act to address situationswhere a
commission board has been unable to obtain the
two-thirds majority needed to approve an annual
budget, commission borrowing, or the election of
board officers.

Appointment of Board 450 Severa commissions and other stakeholders

Members indicated that the Department has been very slow in
filling vacant board positions representing local service
districts. It is our understanding that these
appointments, where possible, will be made by
representatives of local service districts rather than the
Minister under the new Regional Service Delivery Act.
However, the Minister may still be called upon to
appoint some board representatives in regions where
there are not enough local service district advisory
committeesin place.

Recommendation 451 Werecommend the Province, through the
Minister of Environment and L ocal Gover nment,
ensur e future appointments of local servicedistrict
representatives to the new Regional Service
Commission boards are made within three months
of a vacancy occurring.

Governance Best Practices 4.52 The government document Changing the way
appointments are made — An Appointment Policy for
New Brunswick Agencies, Boards and Commissions, in
addition to detailing the new merit-based policy for
Crown agency board appointments, also includes

160 Report of the Auditor General - 2012



Chapter 4 Solid Waste Commissions

reference to a number of good governance practices.

453 Inparticular it covers areas such as.

1. Therolesand responsibilities of boards, individual
directors, and board chairs, and the need to
document those roles and responsibilities;

2. Theimportance of providing orientation sessions
for new board appointees. The Appointment Policy
document states,

to facilitate the transition, each new member of a
board of directors should be provided with some
form of orientation. At the very least, this should
include a general briefing on the ABC [ Agency,
Board or Commission] and its operations.
Ideally, it would also include the distribution of
mor e detailed material, such as mandate letters,
memor anda of under standing, terms of reference,
conflict of interest guidelines, and any other
information that could be useful in familiarizing
recent appointees with their new duties.; and

3. Theroles and responsibilities of board committees
and the need to document and approve themin
terms of reference documents. The Appointment
Policy document specifically identifies the need for
a governance committee that is generaly
responsible for,

reviewing the terms of reference for individual
committees, conducting performance evaluations
of the board, its committees, individual directors
and the board chair; developing board position
profiles and communicating their particular
requirements to the government; arranging
orientation for recent appointees and
encouraging professional development for
veteran directors; and providing oversight on
issues of ethics and conflicts of interest.

454 Wedid not complete acomprehensive review of
governance documentation prepared for the boards of
individual commissions. However, we did note some
good governance practices during our work.
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455 For example, the Northumberland Solid Waste

Commission has prepared a separate fourteen page
Board of Directors Policy dated July 2005 that includes
such important governance information as:

e rightsasaCommission Member;

e dutiesasa Commission Member (including board
member conduct);

e oObligation to the Minister of Environment & Local
Government;

e Conflict of Interest Restrictions;

e trave Policy; and

e other pertinent information.

456 The Westmorland-Albert Solid Waste Corporation

also provides good information about the roles and
responsibilities of its board members. Further, both
COGEDES and the Fundy Region Solid Waste
Commission have devel oped and documented terms of
reference for their board committees.

457 However we did note solid waste commissions

typically do not maintain the type of documentation
envisaged in the provincial Appointment Policy
document. In addition, a number of the solid waste
commissions indicated they do not provide formal
orientation sessions for new board members.

458 Werecommend each new Regional Delivery

Commission adopt the following good gover nance
practices:

e document therolesand responsibilities of their
board, individual board members, and board
executive members;

e document and approve terms of referencefor
each of their board committees,

e provideall new board memberswith orientation
sessions;

e document a code of conduct for board,
management and staff; and

e Create a governance committee of the board to
over see the development and implementation of
good gover nance practices.

459 Some of the best practices at individual provincial

solid waste commissions, as noted in this section, may
provide models for devel oping recommended
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documentation.

Accountability and 460 Regulation 96-11 under the Clean Environment Act

Reporting isthe Regional Solid Waste Commissions Regulation.
It provides the following requirements relating to
accountability of solid waste commissions to the
Province and other stakeholders.

7(1) Within three months after the end of the
fiscal year of a regional solid waste
commission, the commission shall ensure that
an annual audit, financial statements and the
related auditor’sreport are prepared ... and
shall transmit copies of the financial statements
and auditor’ sreport to the municipalities, rural
communities and Indian reserves represented on
the commission and to the Minister.

8 Within three months after the end of its
fiscal year or by such other date as the Minister
may direct, each regional solid waste
commission shall submit to the Minister an
annual report, in which is set out a description
of its activities during the previous fiscal year,
in the form and to the extent directed by the
Minister and otherwise in conformity with the
directions of the Minister.

4.61 Wenoted that all twelve solid waste commissions
had received unqualified audit opinions for the most
recent financial statements availableto us. We also
noted that all commissions prepare annual reports. This
information is forwarded, as required, to stakeholders
listed in the Regulation.

4.62 Inaddition, commissions are required to provide
regular reporting to the Department pursuant to their
Certificates of Approval to Operate. The Department
indicated that this operational reporting isreceived on
atimely basis.

4.63 Weadsoreviewed al twelve commission websites
to determineif information is presented online that
would allow regional residents to assess, and if desired,
provide feedback on the performance of solid waste
commissions. Unfortunately, we concluded from our
review that the accountability information presented on
commission websites needs enhancement. We noted:
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4.64

Only Fredericton Region Solid Waste Commission
provides both its audited financial statements and
annual report online. Fundy Region Solid Waste
Commission provides audited financial statements
only, and al other commissions provide neither;

Three commissions do not disclose their tipping
fees onling;

Three commissions do not disclose the names of
commission board members or the municipalities,
local service districts, or First Nation communities
they represent; and

Some of the information presented appears to be
out of date.

The Internet now serves as a primary source of

information for many New Brunswick residents. For
that reason, we believe that it isimportant that all
commissions provide complete and up-to-date
accountability information on their websites.

Recommendation 4.65

Werecommend all commissions provide up-to-

date accountability infor mation on their websites
including, as a minimum, the following:

Compliance With 4.66

audited financial statements;

annual reports;

current commission tipping fees; and

the names of board membersindicating which
local gover nment they represent.

Section 15.3(4) of the Clean Environment Act

L egidlated Mandate states:

A regional solid waste commission may

(a) construct, acquire, establish, enlarge,
control, manage, maintain and operate solid
waste collection and disposal facilities,

(b) provide a solid waste management service,
including the collection and disposal of solid
waste, to a person,

(c) make arrangements and enter into
agreements with a person with respect to the
management of solid waste, including the
collection and disposal of solid waste,

(d) operate solid waste collection and disposal
facilities on behalf of a person,
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(e) acquire, hold and dispose of real or personal
property,

(f) engage and pay personnel,

(g) subject to the provisions of this or any other
Act and to the provision of regulations made
under this or any other Act, finance any of its
undertakings,

(9.1) subject to the provisions of this or any
other Act and to the provisions of regulations
made under this or any other Act, construct,
own and operate a gener ation facility,

(h) assess, charge and collect fees for services,
(i) perform any function or duty fixed by or in
accordance with the regulations, and

(j) perform any function or duty, other than
those set out in this Act and those fixed by or in
accordance with the regulations, that is
approved by the Lieutenant-Governor in
Council.

4.67 Also, the Act states:

15.92(1) A regional solid waste commission
may construct, own and operate a generation
facility and may use the electricity for its own
purposes or sell it to a distribution electric
utility or another person, but shall not own or
operate a distribution system.

4.68 Based upon our review, we believe that all twelve
provincial solid waste commissions are acting within
their legislated mandates. We identified no areas of
concern in thisregard.

Financial Management  4.69 Tipping fees charged by solid waste commissions,

Tipping Fees and particularly the stability of those fees over time, is
akey factor that local government stakeholders use to
evaluate the performance of their solid waste
commission. Exhibit 4.4 shows the basic tipping fees
that were charged by the twelve solid waste
commissions during 2011.
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Exhibit 4.4 - Solid Waste Commission 2011 Tipping Fees

Tipping Fee
. . er metric ton) for
el s Cemmissien Rézidential Hous)ehold
Waste

Landfill Commissions
Nepisiguit Chaleur $42.75
Westmorland-Albert $56.00
COGERNO $57.00
Fredericton Region $74.00
South-West $74.00
Fundy Region $108.00
Transfer Station Commissions
Valley (Victoria County) $69.20
COGEDES $72.74
Kent $81.91
Restigouche $88.58
Kings $90.77
Valley (Carleton County) $107.69
Direct Ship Commission
Northumberland $65.75

4.70 Tipping feesvary asaresult of different coststo
establish a commission’ s facilities, differencesin the
extent of diversion and waste treatment programs
offered (e.g. only Fundy Region and Westmorland-
Albert do on-site composting), level of commission
borrowings, and other factors. Operations of each of the
regional commissions have evolved independently
since they were established in the 1980s and 1990s.
Those commissions with relatively lower fees may
have more flexibility to add additional programs or
enhance existing ones.

Tipping Fees Paid by 4.71 We noted that tipping fees charged by transfer
Transfer Station station commissions are typically higher than those
Commissions charged by the landfill commissions that process their

solid waste. Exhibit 4.5 shows the two major
components of tipping fees charged by non-landfill
commissions.
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Exhibit 4.5 - Transfer Station Commissions— 2011 Tipping Fees

Commission

County)

Expenses
Transfer Station Recipient Landfill Landfill (Transfer Total Tipping Fee
Commission Commission Tipping Fee Station,

Recycling and

Administration)
COGEDES Nepisiguit-Chaleur $42.75 $29.99 $72.74
Kent Westmorland-Albert $64.00 $17.91 $81.91
Kings Westmorland-Albert $64.00 $26.77 $90.77
Northumberland Nepisiguit-Chaleur $42.75 $23.00 $65.75
Restigouche Nepisiguit-Chaleur $42.75 $45.83 $88.58
Valley (Carleton South-West $61.02 (est.) $46.67 (est.) $107.69
County)
Valley (Victoria COGERNO $57.00 $12.20 $69.20

4.72 Thetipping fee charged to Valley by the South-
West Solid Waste Commission is lower than South-
West charges within its own region. Westmorland-
Albert charges Kent and Kings their commercial mixed
waste tipping fee which is $8 higher than their
residential municipal waste rate. Tipping fees charged
by other landfill commissions are the same as they
charge for residential solid waste within their own

regions.

4.73 Transfer station commissions provide significant
revenue to landfill commissions. In fact, revenue
provided by individual transfer station commissions to
the landfill commission they deal with usually exceeds
that provided by any of the individual municipalities
serviced by the landfill commission.

4.74 At present, service and related financial
arrangements between commissions, including landfill
tipping fees, are governed by signed service
agreements between involved commissions. We
question whether charging full tipping feesin this
situation is equitable. Regional tipping fees charged by
landfill commissions are intended to recover direct
costs of operating their landfill and associated
administration costs, along with the costs of regional
diversion and education programs, and other regional
costs unrelated to landfill operations.

4.75 Transfer station commissions operate diversion and
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Recommendations

Reserves

education programs within their own regions. By
paying full landfill commission tipping fees, non-
landfill commissions are contributing to the diversion
and education programs run by landfill commissions
and receiving no benefit.

4.76  Section 15.7(5) of the Clean Environment Act

states:

A regional solid waste commission shall make
provision for revenues so as to produce an
annually balanced budget.

4.77 Given thislegislative requirement that provincial

solid waste commissions operate on a non-profit basis,
we believe it isinappropriate for landfill commissions
to make a profit through transfer agreements with other
provincial solid waste commissions.

478 Pursuant to our review, we learned that Transfer

Station Commissions do not always transfer their solid
waste to the nearest sanitary landfill. For example, the
Valley Solid Waste Commissions Carleton County
transfer station is approximately one hour closer by
road to the Fredericton Region Solid Waste
Commission landfill than the South-West Solid Waste
Commission landfill it currently uses. There may be
potential savings (e.g. through lower trucking fees) if
Transfer Station Commissions switched to the closest
landfill options.

479 Werecommend commissions negotiating solid

waste transfer agreementsin future consider:

e what direct and administrative costsare being
incurred by landfill commissionsin providing
serviceto transfer station commissions; and

e how these costs may be most fairly allocated in
establishing landfill tipping feesunder the
agreement.

480 Werecommend Transfer Station Commissions

investigate the potential for cost savings by shipping
their solid wasteto alternative provincial landfills,
prior to renewing their existing transfer
agreements.

4.81 The solid waste commission Regulation 96-11
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under the Clean Environment Act requires:

4.82

6.5(1) Each regional solid waste commission shall,
by resolution, establish, manage and annually
contribute to a special account that is designated by
the commission for, and is used for no purpose other
than, the payment of post-closure expenses.

6.5(2) The amounts required for the post-closure
expenses and for the annual contribution to the
special account shall be determined in accordance
with the recommendations of the Public Sector
Accounting Board respecting “ solid waste landfill
closure and post-closure liability” , in the CICA
public sector accounting handbook published by The
Canadian Institute of Chartered Accountants.

6.7 Any money, including interest, within a special
account shall be invested or reinvested in
accordance with the Trustees Act.

In practice, reserves for post-closure expenses only

need to be established by landfill commissions. The
Regulation defines post-closure expenses as follows.

4.83

“ post-closure expenses’ means expenses incurred
by a regional solid waste commission for all
activities performed in relation to the monitoring
of a sanitary landfill site and the protection of the
environment after solid waste is no longer
deposited at the site, including the monitoring of
ground water and surface water, the monitoring
and treatment of leachate, the monitoring and
recovery of landfill gas, the construction and
ongoing maintenance of control systems, the
construction and maintenance of drainage systems,
any acquisition of additional land for buffer zones,
site security and final coverage.

Our review of the audited financia statements of

the six landfill commissions indicated five have fully
funded post-closure reserves required under CICA
standards. The sixth, Nepisiguit-Chaleur, showed a
shortfall in funding of $163,198 as of 31 December
2009. The shortfall does not appear to be amajor
concern, given that revenues for the commission
exceed $4 million per year.
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Paid to Remote
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4.84 Under Regulation 96-11, commissions are also

permitted (but not required) to establish additional
reserve funds including:

Genera Operating Reserve Funds,

Genera Capital Reserve Funds,

Generation Facility Operating Reserve Funds; and
Generation Facility Capital Reserve Funds.

4.85 Thebalance of General Operating Reserve Fundsis

limited to 5% of the previous years budgeted
expenditures. There are no funding limits on the other
three reserves. Total reserves set aside by individual
commissions are shown in Exhibit 4.2, and appear to
be reasonable in al cases. We also noted that South
West Solid Waste Commission, has documented and
approved an investment policy to govern the
management of reserve funds set aside for future use.
We believe other commissions should consider
developing similar investment policies.

4.86 Overdl travel and other board costs for the twelve

commissions seem reasonable. All commissions have
either atravel policy or approved board resolution in
place to cover this area. We did note during our review
that per diems, allowances, and other payments to
board members for attendance at meetings, travel out
of region, and meals vary widely from commission to
commission. For example, per meeting payments to
board members range from $0 up to $150, while
mileage rates paid for travel range from 39 to 50 cents
per kilometer. These variances are as aresult of the
Province allowing regional commissions to set their
rates in the absence of any provincia standards, but
would not have a significant impact on tipping fees.

4.87 Municipalities must bear the costs of trucking solid

waste to their regional landfill or transfer station.
Therefore, those that are farthest away bear a higher
trucking cost simply because of where their regional
landfill or transfer station was originally located. This
creates a cost inequity that is outside the control of
individual municipalities. Two solid waste
commissions, Westmorland-Albert and Restigouche,
recognized thisinequity in their 2011 budgets and
provided for transportation subsidies to remote
municipalities. In the case of Westmorland-Albert, the
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Observations

allocation of paymentsis based upon a“zone” system,
with municipalities further from the regiona landfill
receiving relatively larger allocations of available
funding. It is our understanding that the other ten
commissions provide no such payments.

4.88 Inone of theten regions not providing equalization

at present, we were informed that the cost of
transporting compostable waste to the regional landfill
led an outlying municipality to discontinue trucking
such waste to the regional landfill for composting. This
significantly reduced the municipal property tax rate.
This decision, while deemed necessary by the
municipality, was not in keeping with the solid waste
treatment approach of the involved commission to do
onsite composting.

4.89 From afairness perspective, we believe that the

approach adopted by Westmorland-Albert and
Restigouche is preferable. Other provincia solid waste
commissions should consider whether some form of
equalization would more fairly distribute solid waste
disposal costs within their regions.

490 The Clean Environment Act states:

15.7(1) The members of a regional solid waste
commission shall not vote on a budget for the
commission or to borrow money unless the
commission has given written notice of the vote
and a copy of the proposed budget or borrowing
to each participating municipality, to each
participating rural community, to the Minister
and to the band council of each participating
Indian reserve at least thirty days before the
vote.

491 The 2011 budgetsfor al twelve commissions were

balanced and forwarded to regional municipalities,
First Nation band councils, and the Department of
Local Government for approval, as required in
legislation.

4,92 From our review, we are able to make the

following additional observations.

e The Department of Environment and Local
Government indicated that they receive and review
commission financial statements and budgets
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Extended Producer
Responsibility Programs

annualy;

¢ Regiona solid waste commissions are covered by
the Public Purchasing Act (i.e. through their
inclusion in the listing of government-funded
bodies in Schedule B of that Act);

e All solid waste commissions carry liability
insurance; and

e Weidentified no items of concern pursuant to a
line by line comparison of expenditures between
comparable commissions.

4.93  In completing our work, we became aware of

certain issues associated with the environmental impact
of solid waste. The sections that follow address some
areas where we believe the Department has an
important role to play in improving provincial
environmental performance. These areas include:

Extended Producer Responsibility Programs,
Diversion of Solid Waste;

[llegal Dumping;

Construction and Demolition Debris disposal sites;
and

e Public Education.

4.94 Extended Producer Responsibility (EPR) programs

result in the diversion of specific types of solid waste
before it goes to solid waste commissions by requiring
original producers (or first importers) to accept it back
and cover costs associated with its recycling, reuse, or
disposal. As cost must be passed on to consumers it
gives producers the impetus to try to minimize these
end-of-life costs so they can keep their prices down.
Departmental representatives, the New Brunswick
Solid Waste Association, and other stakeholders all
agreed that EPR programs have the most potential to
reduce the amount of solid waste going to landfillsin
the future.

4,95 In October 2009, the Canadian Council of

Ministers of the Environment (CCME) released its
Canada-Wide Action Plan for Extended Producer
Responsibility. The CCME Plan identifies a number of
benefits accruing from EPR programs. These include:

¢ reduction of taxpayers costs associated with solid
waste disposal;
e environmental benefit of reduced volume of solid
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waste going to landfills;

e incentive for producersto consider redesigning
products to reduce associated end-of-life disposal
costs (e.g. by removing harmful substances that are
costly to deal with at the end of a product’s useful
life.); and

o fairer dlocation of costs by transferring entire
lifecycle cost of a product to the producer (and
ultimately the end consumer).

496 Recycle NB isthe stewardship board tasked with

administering provincial EPR and stewardship
programs. It was established in May 2008, pursuant to
Section 3 of the new Designated M aterials Regulation
under the Clean Environment Act, as a continuation of
the New Brunswick Tire Stewardship Board. At
present it administers:

e The Tire Stewardship Program, under which tires
are collected and processed by Tire Recycling
Atlantic Canada Corporation (TRACC) which
shreds and crumbs the rubber in the tiresto
manufacture various new rubber products; and

e The Paint Stewardship Program (PSP) under which
paint brand owners are responsible for collecting
and managing left over unwanted paint from NB
consumers. Thisisthefirst and only EPR program
implemented in New Brunswick to date.

4.97 The 2010-11 Department of Environment annual

report included discussion of proposed additional EPR
programs covering used oil, glycol, and e-waste.
Proposed regulations for some of these were already
partialy or fully drafted when that report was
prepared. However, additions to the Designated
Materials Regulation have not been approved by
government. Therefore, EPR programs have not been
created for these three types of solid waste.

4.98 Departmental representatives also indicated that

additional EPR programs (e.g. for packaging and
printing material) could have a significant impact on
the quantity of solid waste generated in the Province.
Based upon our review, we believe that additional EPR
programs should be designed and implemented in the
near future.
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Recommendations 4.99 Werecommend the Department finalize and
request government approval for additionsto the
Designated M aterials Regulation covering used oil,
glycol, and e-waste.

4.100 We also recommend the Department design and
implement additional extended producer
responsibility programsto further reduce the
volume of solid waste going to New Brunswick
landfills.

Diversion of Solid Waste 4.101 In generd theleast costly approach to dealing with

solid wasteisto dispose of it in alandfill. However,
diverting materials, for example through recycling or
re-use, is abetter option for the environment.
Diversion of solid waste extends the life of landfills,
and reduces the amount of |eachate and greenhouse
gases produced by landfilled solid waste. It can aso
contribute revenue to a commission.

4.102 At thetime of our 1994 report, recommended
action #6 from the government’ s response to the Plan
for Action prepared by the Premier’s Round Table on
the Environment and the Economy stated:

In matters of waste reduction, the Round Table
supports the target of the Canadian Council of
Ministers of the Environment for a 50%
reduction in the amount of waste being disposed
of by the year 2000.

4.103 Our 1994 report also indicated:

[ Department of Environment] DOE is
committed to a 50% reduction target for New
Brunswick. Thiswill be accomplished through a
variety of initiatives focused on thethree“ R's”
of solid waste management — reduce, reuse and
recycle. DOE has several initiatives underway
including the Beverage Containers Act
program, encouraging an industry stewardship
model for dairy beverage containers, promoting
composting, and encouraging recycling of
newspapers and paper products.

4.104 Exhibit 4.6 shows how the actual provincid
diversion percentage has changed in the years since the
original 50% target was established.
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Exhibit 4.6 - New Brunswick Solid Waste Generation (Commission Disposal Volumes)

Year Solid Waste Di.sposal Diversion Percentage
Volume (metric ton) from 1988 base

1988 659,582 N/A

1998 402,345 39.0%

1999 399,494 39.4%

2000 388,648 41.1%

2001 386,585 41.4%

2002 371,489 43.7%

2003 393,232 40.4%

2004 415,999 36.9%

2005 416,878 36.8%

2006 415,327 37.0%

2007 413,873 37.3%

2008 450,989 31.6%

2009 422,113 36.0%
Note — these are provincial figures and do not include private sector
solid waste disposal so are lower than Statistics Canada figures
reported later in this section.

4.105 Provincia diversion rates generally improved from
1988 to 2002, primarily due to the shift from 300
unregulated provincial dumpsitesto six regional
landfills that took place during that period.
Regionalization resulted in an improved ability to
operate diversion programs. However, since the peak
of 43.7% reached during 2002, diversion rates have
trended downward as shown in Exhibit 4.6. More
provincial focusis needed on this area, along with
adding new EPR programs, if the initial progress
shown is to continue and the 50% reduction goal isto
eventually be achieved.

4.106 Wewould note that New Brunswick’s overal
performance relating to the diversion of solid waste
away from landfills has been relatively strong in
comparison with other Canadian jurisdictions, as
shown in Exhibit 4.7. While New Brunswick produced
the fourth highest per capita amount of solid wastein
2008, it was the Province with the highest per capita
diversion rate.
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Exhibit 4.7- New Brunswick Performance vs Canadian Average

Canada Canaqa . B New_ K Bru':llzvv\(/ick AL BRrunkswick
(metric tons) (Fl)flr @I ) runswic (per capitain anx "
ilograms) (metric tons) kilograms) (per capita)

To Landfill 25,871,310 777 479,461 642 6th
Diverted 8,473,257 254 267,467 358 1st
Total 34,344,567 1,031 746,928 1,000 4th
Source - 2008 Statistics Canada Report
*Highest to lowest ranking among eight provinces that reported both landfill and diversion figures in Statistics
Canada report, “Waste Management Industry survey: Business and Government Sectors 2008".

4.107
with Canadian averages, a much higher proportion of
solid waste that ends up in landfillsin New Brunswick
comes from residential sources (i.e. 49% for New
Brunswick versus only 33% for Canada as awhole).

Exhibit 4.8 - New Brunswick — Canada Comparison of Solid Waste Sources

Interestingly, as shown in Exhibit 4.8, compared

Comank Canada N SUmEE < New Brunswick
(metric tons) (metric tons)
Residential 8,536,891 33% 245,758 49%
Non-Residential 17,334,419 67% 233,703 51%
Total 25,871,310 100% 479,461 100%

4.108 Further, Exhibit 4.9 indicates that a very high
proportion of diverted materials are contributed by non-
residential sources, and the bulk of diversionin New
Brunswick is organic in nature. Since only two landfills
in the Province do onsite composting, we assume that
most diverted organic materials come from non-

residential sources.

Exhibit 4.9 — New Brunswick — Canada Comparison of Diversion by Source and Material Type

Canada New New Brunswick New
Canada (per capita Camaak Brunswick (per capital Brunswick (%
(metric : i (% of total - i SPALS
diversion in . . (metric diversion in of total
tonnes) : diversion) . . .
kilograms) tonnes) kilograms) diversion)
Diversion
Source
Residential 4,360,505 131 51% 62,076 83 23%
Non-Residential 4,112,752 123 49% 205,391 275 77%
Total 8,473,257 254 100% 267,467 358 100%
Diverted
Materials
Organic 2,439,223 73 29% 225,081 301 84%
Other 6,034,034 181 71% 42,386 57 16%
Total 8,473,257 254 100% 267,467 358 100%

4.109 Our concern isthat while the overal per capita
diversion of solid wastein New Brunswick compared
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favorably with national averages, residential sources
are significantly underperforming in terms of diversion.
As shown in Exhibit 4.9, provincial per capitadiversion
from residential sourcesis only 83 kilograms compared
with a 131 kilogram Canadian average. Even more
significantly, provincial per capitadiversion of non-
organic materialsis 57 kilograms compared with a 181
kilogram Canadian average.

4.110 Residentia diversion rates are primarily afunction

of two key factors:

e public knowledge and support of the importance of
diverting solid waste away from landfills; and

e how convenient diversion programs are to regional
residents (i.e. residents are more likely to recycleif
they have a curb side collection box system than if
they must drive 20 kilometres to a recycling depot).

4.111 The Department has typically adopted a hands-of f

approach and allowed regional solid waste
commissions to make their own decisions as to the
diversion programs they will offer. Commissions do
offer various levels of diversion programs to residential
customers. A few offer curbside recycling (i.e.
collection box programs), especially in urban areas of
their regions. Many have set up recycling depots at
various central locations throughout their regions. A
few offer only minimal servicesin thisarea.

4.112 Stakeholder feedback we received indicated that

thereisinterest in having diversion programs enhanced.
However, diversion programs typically result in
additional net cost to solid waste commissions. In fact,
the Ontario Office of the Auditor General, in 22010
report relating to Non-hazardous Waste Disposal and
Diversion, noted that, “ on average, [Ontario]
municipalities reported that the cost of diverting a
tonne of blue box recyclable materials was about 40%
higher than the cost of disposing a tonne of wastein a
landfill.”

4.113 Additional cost has a direct effect on regional

tipping fees, and ultimately municipal property tax
rates. Consequently, budgets including such programs
are unlikely to be approved by local municipalities,
unless there is strong public support for a particular
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diversion program within aregion.

4.114 Provincia financial support for regionally-run
diversion programsis limited. Application may be
made to the Environmental Trust Fund (ETF) by
commissions for diversion programs. However,
commissions must compete for ETF funding with other
applicants. Funding is provided on alump sum, single
year basis, and the Department indicated that such
funding is not intended for ongoing operations. As a
typical example, in 2012 Nepisiguit-Chaleur Solid
Waste Commission received a one-time grant of
$40,000 from the ETF to carry out a curbside recycling
pilot project.

4.115 Inafew regions commissions have received the
public support they need to improve diversion rates.
For example, Westmorland-Albert has adopted a
wet/dry sorting process that allows the commission to
maximize diversion. However, for many commissions
it has been a struggle to improve.

4.116 There has not been aprovincia diversion planin
place since the last one expired in 2005. The goal of
that plan was the same 50% reduction in solid waste
that was originally adopted by the CCME in 1989.
Recent Department attempts to coordinate the
development of aprovincial plan resulted in resistance
from the commissions, and a Departmental decision to
request commissions prepare individual five year waste
reduction and diversion plans for their regions. The
Department provided commissions with atemplate of
suggested inclusions for the plan.

4.117 However, several commissions we surveyed
indicated that they would like to have more direction
and support from the Province in relation to recycling.
One commission stated the Province should:

[ Trandlation] Have more precise objectivesin
terms of waste reduction in landfills. Implement
support programs to reach these objectives.

4.118 Another suggested that the Province,

[Trandation] Take a firmer position concerning
waste reduction and re-routing in this province.

4119 The Department of Environment and Local
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Government website indicates that one of the primary
functions of the Department is to:

Provide integrated stewardship through
planning and management of land use, zoning
devel opment and waste management iSsues.

4.120 Consequently, we believe the Department does
have an important leadership role to play in improving
overal provincia diversion rates by:

e developing and implementing extended producer
responsibility programs as previously discussed,

e helping to establish diversion goals to be worked
towards by regional commissions;

e monitoring, and ensuring the degree of success by
individual commissionsin achieving those goalsis
publicly reported;

e providing financial support for the enhanced
diversion programs needed to meet diversion goals
(commissions indicated that they would like to have
greater access to Environmental Trust Fund monies
for this purpose); and

e educating the public about the importance of
supporting diversion programs.

4121 Given the current diversion rates in the Province,
especialy in the area of residential solid waste, we
believe that the Department can no longer defer to the
regional commissionsin this area.

Recommendations 4.122 Werecommend the Department ensure
challenging diversion goals are set for regional
commissions. The Department should also monitor
commission performance and ensur e the degr ee of
success by individual commissionsin achieving their
diversion goalsis publicly reported. One option may
befor commissionsto report their diversion
performance on their websites.

4,123 We also recommend the Department support
the delivery of enhanced diversion programs by
regional solid waste commissionsto help them meet
their diversion goals.

[llegal Dumping 4.124 Not all non-diverted solid waste produced by New
Brunswick residents, business, and industry endsup in
approved landfills. Illegal dumping may vary from
pouring out a litre of motor oil in aroadside ditch, to

Report of the Auditor General — 2012 179



Solid Waste Commissions Chapter 4

disposing of several truckloads of solid wastein a
secluded wooded area. Whatever form it takes, the
Department, solid waste commissions, commission
stakeholders, and the New Brunswick Solid Waste
Association (NBSWA) all agreethat illegal dumpingis
common in the Province.

4.125 For three years up to 2010, the NBSWA operated
an ETF-funded provincial illegal dumping hotline. It
continues to operate the hotline on alimited basis. An
NBSWA representative indicated that they get daily
reports of illegal dumping, and had approximately
1,000 files covering separate illegal dumping incidents
as of mid-2011.

4.126 lllega dumping isunsightly. But more importantly
it may also cause:

e serious health problems associated with attraction
of disease infected rodents;

e environmenta problems (e.g. damage to public
water supplies) connected with the improper
disposal of hazardous waste (e.g. motor oil); and

e harmto local eco-systems (i.e. affecting people,
animals and plants).

4.127 1t can also result in significant clean up costs for
the owner of the land where theillegal dumping took
place (i.e. amunicipality, business-owner, resident, or
the Province of New Brunswick in the case of Crown
lands). It should be noted that clean up of illegal
dumpsitesis outside the mandate of provincia solid
waste commissions.

4.128 During our work, some interviewees discussed the
problem of illegal dumping in the Province. They
believe the key causes of illegal dumping include:

e lack of convenient access to an approved landfill or
C&D [Construction and Demolition Debris]
disposal site (due to distance, hours of opening,
etc.); and

e thedesireto save money (i.e. by avoiding tipping
fees, and associated transportation and |abour
costs); combined with

e ignorance or apathy about the environmental and
other impacts of illegal dumping; and

e aperceived lack of enforcement by the Department.
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4.129 The Department acknowledged that it hasarolein
thisarea, asillegal dumping isaviolation of the Clean
Environment Act. A Departmenta representative
indicated the Department is working with stakehol der
groups to develop consistent standards on how to
address reported cases of illegal dumping.

4.130 However, based upon our discussions with various
stakeholders, we are concerned that the Department’s
enforcement activities to date have not provided a
sufficient deterrent to would-beillegal dumpers. One
stakeholder commented they, “ would like more
cooperation from the Provincial Environment
Department in enforcement of illegal dumping and
litter laws to ensure waste is diverted to solid waste
commission for proper processing.” Another said that
they believe that illegal dumping is not a high priority
for government, and prosecution of offenders does not
happen. One commission representative went so far as
to say that the Department needs to make an example
of someone.

4.131 The Clean Environment Act does provide for
significant fines ranging from $500 to $50,000 for
individuals, and $1,000 to $1,000,000 for businesses.
Also, the Department has a compliance and
enforcement policy which is applied to achieve
compliance through escalating levels of enforcement.

4.132 The Department stated their first priority, when
responding to areported illegal dump site, isthe
protection and restoration of the environment through
clean up of the dumpsite. The Department indicated
that it follows up on reported illegal dumpsites and has
achieved areasonable level of compliance in having
them cleaned up without the need to pursue legal
action. The Department also noted that they have issued
four recent ministerial orders, involving threeillegal
dumpsites, to responsible parties and/or to landholders
who failed to comply with Departmental clean up
requests. Two of these resulted in prosecutions, guilty
pleas, and fines being issued.

4.133 Often anillegal dumper is not the owner of the land
used as an illegal dump site. Departmental
representatives indicated that it can be difficult to
obtain sufficient evidence to successfully prosecute
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Recommendation

Construction and
Demolition Debris
Disposal Sites

Recommendation

illegal dumpers under the Clean Environment Act.

4.134 We wereinformed the Department of Natural

Resources (DNR) has a well-devel oped enforcement
capability to deal with illegal dumping on Crown Land.
DNR has taken legal action against individuals for this
offence.

4.135 Given theenvironmental risks and financial

costs associated with illegal dumping, we
recommend the Department develop a standar dized
compliance and enfor cement approach to better
manage illegal dumping in the Province.

4.136 In addition to the six commission-operated regional

landfills, the Department has also permitted the
establishment of approximately ten private construction
and demoalition debris (C&D) disposal sites at various
locations around the Province. These disposal sites
must obtain a Certificate of Approval to Operate from
the Department, and are only allowed to accept
environmentally inert construction and demolition
waste. Such waste can include materials such as wood,
drywall, certain metals, cardboard, doors, windows, and
wiring.

4.137 Permitting such disposal sites appears to contradict

the original goal of regionalizing solid waste treatment
in the Province. However, the Department indicated
that it is done primarily as a convenience to industry,
and particularly to reduce the risk that illegal dumping
of construction and demolition materials will occur.

4.138 Thesedisposal sites are not required to capture

leachate or greenhouse gases. Therefore any dumping
of unapproved materias (i.e. non-compliance with their
Certificate of Approval to Operate) at those sites could
have negative environmental consegquences (e.g. on
nearby groundwater). Departmental representatives
indicated that some inspections of these sites are done
by the Department’ s regional offices to ensure
compliance with their Certificates of Approval to
Operate. We did not review the extent or timing of
those inspections as part of our work.

4.139 Werecommend the Department ensure all

construction and demolition debris disposal sitesin
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the Province are physically inspected periodically to
ensurethey are accepting only materials specified in
their Departmental certificate of approval to
operate and identify and address other
environmental concerns. Frequency of inspections
of individual sites should be based upon a
Departmental evaluation of therisk of non-
compliance at individual disposal sites.

Public Education 4.140 Both the Department and solid waste commissions

have recognized the value of educating the public about
the importance of effective solid waste management,
and the programs available in New Brunswick.

4141 In genera we believe that responsibilitiesin this

area should be assigned, with the agreement of the
commissions, as follows:

e The Department should be primarily responsible for
ensuring New Brunswickers are provided with
sufficient information about areas of province-wide
concern, (e.g. explaining the consequences of
illegal dumping); and

e Individual commissions— should be primarily
responsible for informing the public about regional
solid waste matters (e.g. describing solid waste
programs offered by their commission).

4.142 To date, the Department has relied heavily on

individual commissions to educate the public in all
these areas. We did note that in 2010 the Department
provided NBSWA with $30,000 in ETF fundsto put on
a public education campaign about the environmental
damage associated with illegal dumping, and how to
report it. However, that initiative is no longer active.

4.143 Based upon our review, individua commissions

have taken their role in educating the public seriously,
and deliver various educational programs. They also
provide important information about local

programming on their websites. One stakehol der
municipality commented, “Public Education/Public
Relationsis a very important and effective aspect of the
success of the [commission’s] operation and involves a
considerable amount of funding. It has been praised for
its effectiveness...”
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4.144 However, as was discussed in connection with
diversion programs, the extent of education programs
offered by individual commissions will necessarily
relate to the willingness of their regional municipalities
and local service districts to continue to fund such
programs through tipping fees.

Recommendation 4.145 Werecommend the Department develop and
implement a plan, in agreement with individual
commissions, covering ongoing gover nment
involvement in educating the public about solid
waste matters. That involvement should focus on
areas of province-wide concern.
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Appendix |: Solid Waste Commissions

4.146 Six commissions operate regional landfills. They
are shown below in order from largest to smallest in
terms of solid waste received:

4.147

The Westmorland-Albert Solid Waste Corporation
(Berry Mills landfill in Berry Mills), servicing the
Greater Moncton and Albert County areas, and
accepting solid waste transferred from the Kent
Solid Waste Commission, and the Kings Solid
Waste Commission;

The Nepisiguit-Chaleur Solid Waste Commission
(Red Pine landfill in Allardville), servicing
Bathurst and area, and accepting solid waste
transferred from the Restigouche Solid Waste
Commission, COGEDES, and solid waste directly
shipped by the Northumberland Solid Waste
Commission,

The Fundy Region Solid Waste Corporation (Crane
Mountain landfill in West Saint John), servicing
Saint John and area;

The Fredericton Region Solid Waste Commission
(Allison Boulevard landfill in Fredericton),
servicing Fredericton and area;

COGERNO (Montagne de-la-Croix landfill in
Riviere-Verte), servicing the North-West of the
Province, and accepting solid waste transferred
from the Valley Solid Waste Commission (Victoria
County only); and

The South-West Solid Waste Commission
(Hemlock Knoll landfill in Lawrence Station),
servicing the Charlotte County area, and accepting
solid waste from the Valley Solid Waste
Commission (Carleton County only).

Five commissions operate transfer stations. A

transfer station is alocation where local collection
vehicles transfer solid waste to larger vehicles
(typically transport trucks) to facilitate transporting the
solid waste to an out-of-region landfill. These
commissionsinclude (in order from largest to smallest
in terms of solid waste collected):
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e COGEDES, servicing the Acadian Peninsulg;

e TheValley Solid Waste Commission, servicing
Carleton and Victoria Counties,

¢ The Restigouche Solid Waste Commission,
servicing Campbellton and area;

e TheKent Solid Waste Commission, servicing the
Kent County area; and

e TheKings Solid Waste Commission, servicing
Sussex and area.

4.148 The Northumberland Solid Waste Commission,

servicing the Miramichi area, does not operate a
landfill or transfer station, and directly ships all of its
solid waste out of region. It typically collects more
solid waste than any of the listed transfer station
commissions, but less than any of the landfill
commissions.

4.149 Provincia solid waste commissions are not

permitted in legislation to accept certain types of
hazardous waste including liquid waste greater than 20
litres, sludge that is less than 15% solid, liquid oily
waste, commercial or industrial hazardous waste, and
biomedical waste, without the consent of the Minister
of Environment and Local Government. For example,
the Westmorland-Albert Solid Waste Corporation
recently needed ministerial approval in order to be able
to accept sludge from the Greater Shediac Sewerage
Commission’s lagoon.

4.150 The primary pollutant produced by landfillsis

leachate, a combination of sediments and chemicals
that results when water (e.g. rain or water included in
certain types of solid waste) |eaches down through
layers of solid waste. Traditional dump sites did not
deal with leachate. Sanitary landfills, however, are
required to collect and treat |eachate, along with
surface run off, before it is released into the
environment.

4.151 Greenhouse gases (e.g. methane) are another

pollutant produced by solid waste landfills. The
standard method of disposing of methaneisto collect it
and burn it off. However, certain landfill commissions,
including Fundy, and COGERNO now use methane to
produce electricity, which is either used on site or sold
to power utilities. Fredericton will begin to do the same
during late 2012. Other landfill commissions are
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planning to move in this direction in future.

4.152 Certain solid waste commissions have unique

aspectsto their operations not shared with other
commissions. Two do on-site composting (Fundy
Region and Westmorland-Albert), one operates a wet-
dry collection system with full dry sorting which
results in much higher labour costs but achieves a
much higher diversion rate (Westmorland-Albert); and
one (Fredericton Region) bales garbage prior to
placing it in the landfill to reduce the amount of
materials blown away from the landfill by the wind.
Three of the transfer stations are privately operated
(i.e. Kent, Kings, and Valley). And one
(Northumberland) has its recycling program fully
managed by a private operator.
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Appendix I1: New Brunswick L egislation and Gover nment
| nvolvement

4.153 There are anumber of pieces of provincia
legislation that impact upon the governance and
operations of New Brunswick solid waste commissions.
These include:

e The Clean Environment Act;

e TheRegiona Solid Waste Commissions Regulation
(96-11) under the Clean Environment Act;

e Designated Materiads Regulation (2008-54) under
the Clean Environment Act

e The Municipalities Act (and the Garbage Collection

Regulation);

The Control of Municipalities Act;

The Municipal Assistance Act;

The Municipal Capital Borrowing Act;

The New Brunswick Municipal Finance

Corporation Act; and

e The Trustees Act.

4.154 Thefirst two pieces of legislation set the
governance and accountability framework, and the
mandate for solid waste commissions. The Designated
Materials Regulation pertains to extended producer
responsibility programs that may be established by the
Province. The other legislation generally sets
parameters around specific aspects of solid waste
commission operations, financing, financial
management, and financia statement reporting.

4.155 The Department of Environment and Local
Government (the Department) is responsible for
administering and enforcing al of thislegislation with
the exception of the Trustees Act. That Act is
administered by the Department of Justice and Attorney
General.

4.156 Key responsibilities assigned to the Department at
present include:

e gppointing four members to each commission board
representing local service districts in the region;

e regulating the operations of solid waste
commissions by issuing three to five year
Certificates of Approval to Operate to solid waste
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4.157

commissions for each landfill and transfer station
they operate, and monitoring their operationsto
ensure they are complying with the terms of those
certificates;

regulating the operations of private construction
and demolition debris disposal sites and composting
facilities by issuing Certificates of Approval to
Operate, and monitoring to ensure compliance with
terms of those certificates;

providing funding to solid waste commissions for
eligible projects through the Environmental Trust
Fund;

designating materials to be subject to provincial
extended producer responsibility programs; and
periodically coordinating and/or promoting
provincial initiatives relating to diversion of solid
waste away from landfills, and illegal dumping.

Departmental representatives indicated, consistent

with the original regional planning approach adopted in
the 1980s, the Department has always allowed each
commission to have discretion in deciding the type and
extent of services to offer residents and businesses
within its own region. Commissions must also fund the
services they choose to offer from their own revenue
sources, primarily the tipping fees they charge users.

4.158 However, the Department recently asked each
commission to develop afive year waste reduction and
diversion plan to be submitted to the Minister of
Environment and Local Government.

4.159 A template was provided suggesting the plan should
include the current status and future plans for:

recycling and waste diversion programs;
educational and awareness programs,

waste diversion formula and current and projected
future diversion percentages calculated using that
formulg;

other commission led initiatives or information;
government led initiatives; and

planned reporting.
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Appendix I11: Key Stakeholders

Recycle NB

NB Solid Waste
Association

4.160 Aside from the municipalities, local service districts,

and First Nation Communities represented on the boards
of solid waste commissions, there are two other
stakeholder organizations involved with solid waste in
the Province. They are Recycle NB and the New
Brunswick Solid Waste Association.

4.161 Recycle NB was established in 2008, under the

Designated Materials Regulation of the Clean
Environment Act, as a successor to the New Brunswick
Tire Stewardship Board.

4.162 The Regulation enables the government to designate

materials that then become the responsibility of the
manufacturer, brand owner and/or the first importer of
the specified designated material. Manufacturers, brand
owners and/or first importers must establish and
administer a management program for each designated
material. The management program may include such
functions as storage, collection, transportation, recycling,
processing, disposal and other handling of each
designated material. Recycle NB (RNB), for its part, is
responsible for overseeing the material management
plans put forward by the manufacturers, brand owners
and/or first importers, and the program in general.

4.163 In addition to the tire program being overseen by

RNB, apaint stewardship Extended Producer
Responsibility (EPR) program is now being managed by
the paint industry. RNB also oversees this program on
behalf of New Brunswickers and reports on the
performance of both programs to the Minister of
Environment and Local Government.

4.164 According to the New Brunswick Solid Waste

Association (NBSWA) website, the association, “isa
non-profit group dedicated to promoting and furthering
the principles of solid waste management in New
Brunswick.” It was incorporated in 1998 pursuant to
significant interest from the twelve member commissions
in having such an organization in place.

4,165 Itswebsite also states:

Benefits of a provincial association have
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included:

e presenting a unified voice when dealing with
government legidlation;

e dealing with provincial issuesrelating to solid waste
management;

e public education and awareness on a provincial level
asit pertainsto all Commissions;

« building a communication network among partners
in the solid waste management field .

4.166 The NBSWA aso provides aforum through which
the twelve solid waste commissions may exchange
information, and operates an illegal dumping hotline on a
limited basis.

4.167 The Department indicated the NBSWA will be
dissolved when the new regional service commissions
are established in the Province in 2013,
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| ntroduction 51  New Brunswick isalargely rural province where
the roads and highways connect people to family,
work, education, recreation, healthcare, and
emergency services. They are vital to our communities
and serve as essentia transport corridors for industry.

5.2  Automobile usein New Brunswick accounts for
the largest component of total transportation demand.
Nearly 90% of all commuters travel to work by
automobile and New Brunswick residents spend
approximately 15% of their income on transportation”.
The condition of the highway network impacts all
New Brunswick residents.

5.3  The Department of Transportation and
Infrastructure (Department) utilizes an Asset
Management Business Framework to provide a more
integrated and strategic approach to the long-term,
sustainable investment planning and program
management of its transportation infrastructure. In
today’ s economic climate of tight fiscal control, the
ability to optimally focus limited funding on highway
infrastructure repairs that will best meet provincial
needs in the most cost-effective manner is critical to
taxpayers.

54  Inthischapter, the term “capital maintenance”
refersto repairs made to highway infrastructure to
extend the service life of an asset. The Department
uses the term “rehabilitation” to refer to these
activities.

55 A glossary of terms used in this chapter can be
found in Appendix I.

Why We Completed this 56  Wereviewed the results of asset management in
Review the Department for the following reasons:

e The condition of provincial roadsis asignificant
issue for al New Brunswick citizens.

! New Brunswick Department of Transportation, “New Brunswick at the Centre: A Provincial Multimodal
Transportation Strategy 2008-2018", (Province of New Brunswick), p.2.
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e Our recent Public-Private Partnership (P3) chapter
regarding school construction highlighted
significant areas of risk to the Province as aresult
of deferring required capital maintenance. We are
concerned the maintenance patterns we observed
in thiswork may exist in other areas of
government given the current fiscal environment.
We have observed in our prior work deferred
mai ntenance represents short-term expense relief
while increasing long-term cost.

e |n 2008, the then Department of Transportation
(DOT) implemented a new Asset Management
Business Framework to better manage the long-
term investment requirements of the Province's
aging highway infrastructure. We are interested in
the results of thisimplementation both in terms of
the impact on the highway infrastructure to date,
and the possible benefits of utilizing asset
management principles for other provincia
infrastructure.

Objective 5.7  Theobjective of our review was:

To determine whether capital road repairs,
identified as necessary by the Department of
Transportation and Infrastructure, are made on a
timely basis.

Conclusion 5.8  We have concluded that although the Department
has the appropriate tools in place to identify and
prioritize required capital highway maintenance
projects, current funding levels do not allow the
completion of optimal maintenance treatments on a
timely basis. Thiswill result in deferring required
maintenance to future periods at greater overall cost to
the Province.

M ain Points 59  The Department isresponsible for the maintenance
and repair of designated provincial highways.
Maintaining the New Brunswick highway network in
an acceptable condition requires a significant taxpayer
investment. In their 2008-2018 Multimodal
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Transportation Strategy, the Province states that
annual expenditures to maintain roadways and bridges
exceed $125 million.? Maintaining these assetsis a
challenge given the Province's current fiscal situation.

5.10 Dueto anincreasing proportion of mature or older
roads, the Department determined it needed to use a
radically different approach to manage the New
Brunswick highway network since their traditional
approach of “fix the worst first”* was considered
unsustainable. The Department choseto develop a
strategic framework based on the principles of asset

management.
The Asset Management 511 The Department utilizes an Asset Management
Methodology is Sound System (AMS) as part of a broader framework to meet

the following objectives’ (refer to Appendices Il and
[l for more information on asset management):

e tolook at assets over the long term with the goal
of minimizing investment costs over the life of an
asset (least life cycle cost);

e to predict how assets will change over time; and

e to select the treatment strategies that will minimize
the cost of maintaining the asset at an acceptable
standard.

The AMS s used to produce a 20-year strategic plan
of optimal project choices on which 4-year tactical
and annual operations plans are based.

5.12 Inthefirst three years after adopting the Asset
Management Business Framework with optimal
funding in place, the Department noted positive results

2 New Brunswick Department of Transportation, “New Brunswick at the Centre: A Provincial Multimodal
Transportation Strategy 2008-2018", (Province of New Brunswick), p.5.

% Feunekes, U., J. MacNaughton, A. Feunekes, J. Cunningham, S. Palmer, K. Mathiesen. “Taking the
Politics out of Paving, Achieving Transportation Asset Management Excellence through OR (Operations
Research)”, p.5-6.

* New Brunswick Department of Transportation, “Maintenance/Rehabilitation Requirements NBDOT
Infrastructure (presentation)”, October 27, 2011, Slide 33.
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including®:

e “Government’s funding commitment over the last
3 years has prevented over 1,200 kms of road
from deteriorating to a poor condition”[sic]® when
compared to the traditional method of project
selection; and

e Increased kilometers of capital maintenance on
highways compl eted from 2008-09 through 2010-
11 when compared to asimilar period under
traditional methods. The Department claims over
500 km more of asphalt surfaces and over 700 km
more of chip seal surfaces were treated using
asset management than were completed using the
traditional methodology over asimilar period.

Department projections of road condition for 2011-12
to 2014-15 though, based on reduced budgets from
government, indicate increasing highway network
deterioration.

Reduced Funding Leadsto 5.13 The AMSisused to model an optimal capital

Deferred Maintenance and maintenance plan over a 20 year strategic period. It
Deterioration of the uses cost data to project four year budget requirements
Highway Network in order to carry out the optimized strategy. When the

model was adopted in 2008, one of the Department’s
objectives was to stabilize the number of kilometers of
roads in poor condition.

5.14 Based on the information provided from the AMS,
four year budget projections beginning in 2011-12
will result in an increase in the number of kilometers
of poor roads from 1,730 kilometersin 2012 to 2,224
kilometers by 2015. As aresult, the Department will
not meet its objective of stabilizing the kilometers of
poor roads.

5.15 When maintenanceis not completed at key stages
of the asset’ s life cycle, the highway network
deteriorates and the cost of maintaining the highway

> New Brunswick Department of Transportation, “NBDOT Road Infrastructure Plan 2008-2011, Results
and Benefits January 2010”, (Province of New Brunswick), p.4-6.
6 .

Ibid., p.7.
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AsInfrastructure Debt
Grows, Sustainability of the
Highway Network is at Risk

Significant Assets are not
Included in the Asset
Management Optimization
Program

40% of the Capital
Maintenance Projects
Chosen for Completion are
not Recommended Through
the Asset Management
Capital Planning Process

network increases. This deteriorating condition leads
to ever increasing levels of infrastructure debt.
Infrastructure debt is the result of deferring required
maintenance to future years.

516 Weare concerned that as the infrastructure debt
grows, the Province will be in asituation where
sustainability of the highway network cannot be
maintained due to the higher cost of repairing greatly
deteriorated roads with limited annual funds. At that
point the Department may have to consider
decommissioning an increasing number of assetsif it
hopes to maintain the remainder of the highway
network in accordance with asset management
objectives (paragraph 5.11).

517 Webedlieveit isimperative the Department clearly
and accurately communicate the impact of the
growing infrastructure debt to government.

5.18 A key component of the AMS isthe asset data
stored in various system databases. This asset datais
used to generate information on current condition and
predict the future condition of the highway network.
We found though that some significant assets such as
ferries and large culverts are not modeled using the
AMS optimization program.

519 By excluding these assets, the Department is not
fully utilizing the system and may be making non-
optimal maintenance decisions by following the
traditional, more costly “fix the worst first” approach
to capital maintenance project selection for these
assets.

520 The AMS setsoptimal targets for minor
rehabilitation, major rehabilitation, and reconstruction
to achieve adesired level of service at least lifecycle
cost. It also produces acandidate list of potential
projects. Departmental staff from different branches
and the districts then complete a proposed project plan
(Capital Program) that considers a number of other
factors that are not included in the computer
model. The Department identifies this as the Asset
Management Capital Planning process. Departmental
staff indicated they believe the proposed Capital
Program meets the optimization criteria used within
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the AMS. This program is submitted to the
Department's Senior Management for approval.

5.21 In 2008, the Department set atarget for the final
approved Capital Program at 80 % based on the Asset
Management Capital Planning process and 20% from
other sources. Currently, the Department has
achieved an approximate 60/40 ratio, meaning that
40% of the final projects approved by Senior
Management for completion are not recommended
through the Asset Management Capital Planning
process.

5.22 Wereviewed the 2011-12 and 2012-13 proposed
project lists (resulting from the Asset Management
Capital Planning process) and found there were a
number of projects on the Capital Program that were
not on the AMS project lists.

5.23 We asked the Department if the final Capital
Program would have met the AMS optimization
criteriaand they indicated they do not verify that the
non-AMS selected proj ects would meet system
modeling criteria prior to completion.

5.24  Among the factors considered by the Department
and included in projects chosen for completion
(Capital Program) in the following construction
Season were:

e fraffic demand;
e accident levels;

e Member of the Legidative Assembly (MLA)
requests,

e district priorities; and
e administrative boundaries.

5.25 We believe there should be guidelines established
to govern theinclusion of factors not currently
modeled in the AMS but used for project selection,
such as those noted above, to ensure that thereisa
clear link between projects chosen using these factors
and the Department’ s overall goals and objectives.

5.26 Inaddition, since the purpose of using the AMSis
to identify optimal projects to minimize life cycle
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cost, we believe the Department should clearly
identify, document, and communicate to government
the implications of completing projects that do not
meet AM S optimization criteria. Such implicationsto
be communicated should include the increased cost of
capital maintenance when not selecting AM S optimal
treatments for completion.

New Road Construction can 5.27  New road construction, other than specific projects

Negatively  mpact
Sustainability of the
Highway Network

Public Reporting of
Performance Results and
Highway Network
Condition can be Improved

undertaken as Public-Private Partnerships, does not
typically take into account future maintenance costs
based on |east lifecycle cost analysis when the
decision to build the new road is made. Thisresultsin
alack of reserved or statutory funding to address
future costs. Since current maintenance activities are
experiencing a funding shortfall, new road
construction can only worsen the situation.

5.28 In order to mitigate the impact of new construction

on highway network sustainability, we believe the
Department should complete full life cycle costing on
all new highway infrastructure projects and request
long term funding through statutory appropriation to
ensure sustainability of these new assets. Thiswould
result in equitable funding treatment to that of Public-
Private Partnership road kilometers.

5.29 Withthe AMSin place, the Department has the

data needed to measure its performance in completing
projects and publicly report on the variances against
its plans. However, thisinformation is not presented in
the annual report.

5.30 A key measure of highway network usefulness and

sustainability used internally by the Department is
road condition. We did not find evidence that the
Department reports on the condition of the overall
highway network by condition category (i.e. very
good, good, fair, and poor).

531 Webelieve the Department should provide

updated highway network condition information as
part of their annual public reporting process. Annual
changes in condition categories noting related road
kilometers should be clearly communicated in the
Department’ s annual report. Thiswill provide greater
transparency regarding the Department’ s assessment
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of the status and sustainability of the highway

network.

Recommendations

Exhibit 5.1 — Summary of Recommendations

5.32  Our recommendations are found in Exhibit 5.1

Recommendation

Department’s Response

Target Date for
Implementation

578 Werecommend, in order to optimize | The Department will develop a September 2013
decisions and reduce long term costs from plan to incorporate other assets

asset management, the Department prioritize | into the Asset Management

the addition of all significant asset categories | System, prioritized based on

not currently modeled in the system with value and risk.

timelinesfor their inclusion.

583  Werecommend the Department The Department will assessthe | April 2013
report on roadsthat arein very poor value of using very poor roads

condition and develop optimization targets as a performance measure.

specific to that category of roadswithin the

Asset Management System.

589  Werecommend the Department The Department will include 2013-2015
further enhance the Asset Management these factors as part of its

System to incor por ate non-road condition continuous improvement

based factor s such astraffic counts, safety programin a phased approach.

indicator s, and environmental concernsthat

significantly impact project selection.

5114 Werecommend the Department The Department will carry out a | September 2013
establish guidelinesto govern projects process review to establish

selected outside the Asset M anagement guidelines as deemed necessary.

System and document therationale and

benefits of these projects against the Asset

Management System optimization criteria.

5115 Werecommend the Department, in The Department will review the | 2012-2013

itsannual report, communicate the
implications of selecting and completing
projectsthat do not meet Asset Management
System optimization criteria.

Annual Report and communicate
compliance with the asset
management obj ectives.

Annual Report
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Exhibit 5.1 — Summary of Recommendations (continued)

Recommendation

Department’s Response

Target Date for
Implementation

5118 Werecommend the Department The Department is pursuing April 2013
provide sufficient training for additional staff | training of additional staff.

to be competent in utilizing the Asset

Management System. Training should

include, but not be limited to, knowledge of

optimization processrules.

5126 Werecommend the Department The Department has completed | April 2013
completethe Road Surface policy (a policy the Road Surface Policy and will

that will guide decisions regar ding the most be presenting it to gover nment

appropriate and economical road surface for approval.

given particular circumstances (i.e. chip seal

ver sus asphalt)). Once complete, we

recommend the Department incorporatethe

road surface selection processinto the Asset

Management System optimization model.

5.130 In order to ensure sustainability of The Department is developing a | December 2013
the Province' s highway network at the most 15-year Strategic Infrastructure

economical cost, we recommend the Plan that will incorporate a

Department includetotal lifecyclecostsin all | framework for new

new road construction decisions. We also infrastructure project decisions

recommend the Department obtain statutory | that includes long-term

funding when the decision ismadeto add new | maintenance and rehabilitation

roads (similar to Public-Private Partnership lifecycle costs for future funding

highway pr oj ects). considerations.

5179 Werecommend the Department The Department has 2012-2013

develop effective program performance
measuresfor its stated goals and objectives
that include specific, relevant tar gets against
which performance can be measured.

incorporated performance
measures as part of our
balanced scorecard and is
committed to reviewing these
measures on an annual basis.

Annual Report
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Exhibit 5.1 — Summary of Recommendations (continued)

Target Date for

Recommendation Department’s Response Implementation

5.180 Werecommend the Department’s The Department will enhance 2012-2013
annual report clearly statethe overall the annual report to include a Annual Report
highway network condition by kilometer in comprehensive asset
each condition category the Department uses, | management overview.
(currently very good, good, fair, and poor),
with theintent of highlighting the short,
medium, and long term impacts of not
following Asset Management System
projected funding recommendations. We
further recommend the Department report
thelevel of infrastructure debt caused by
deferred capital maintenancein order to
present a complete pictur e of the highway
network status and therisk to safety and
sustainability.

Background 5.33 The Department is responsible for the
maintenance and repair of approximately 19,650
kilometers of designated provincial highways, 84% of
which are paved surfaces with either Asphalt Concrete
(Asphalt) (37%) or Aggregate Seal Coat (Chip Seal)
(47%). Maintaining the New Brunswick (NB)

highway network in an acceptable condition requires a
significant taxpayer investment. Thisis achallenge
given the Province’ s limited resources.

5.34 The NB highway network is divided into three
primary categories: arterials, collectors and locals.
The arteria highway system totals over 2,000
kilometers or 12% of al provincia highways but
handles 70% of the total vehicle-kilometers driven on
the system outside urban areas. Collectors feed traffic
from the local highways into the arterial highway

network.
Timely Maintenance 535 Timely maintenance maximizes the lifespan of
Maximizes the Lifespan of highways and is essential if the taxpayers investment
the Highway Network isto be optimized (i.e. maintenance is done at atime

when the dollars spent will have the greatest
restorative impact on road condition). The Provinceis
facing the challenge of maintaining both new and
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Capital Maintenance
Extends the Service Life of
Highway Assets

Example of | mpacts of Poor
Road Condition

The Department’s
Traditional Approach to
Repairing Roads was
Unsustainable

Asset Management

existing infrastructure while addressing the
replacement and rehabilitation requirements of its
aging infrastructure.

5.36 Maintenance activities carried out by the
Department can be categorized as ordinary and
capital. Both are important components of highway
preservation in New Brunswick.

5.37  Ordinary maintenance includes regular
mai ntenance activities such as brush cutting and
surface patching that is meant to maintain the road at
current condition. Investment in ordinary maintenance
can lower capital maintenance cost.

5.38 Capital maintenance includes larger scale
resurfacing, rehabilitation, and reconstruction
activities that are meant to significantly improve road
condition and extend the service life of the asset. The
Department generally defines thiswork as
rehabilitation.

5.39 Indoing preliminary research for this review, we
noted the following newspaper headline:

“$1M MRI unit damaged after truck hits pothole’
(CBC News, March 2012)

540 Road surface rutting and vehicle hydroplaning are
among the many indicators of road deterioration and
the damage to the MRI unit provides one example of
the importance of adequately maintaining our roads.

541 Dueto the damage sustained, the MRI unit in this
article did not function correctly and resulted in the
loss of servicesto people in the areas of Miramichi,
Bathurst and Campbellton.

5.42 Dueto anincreasing proportion of mature or older
pavement, the Department determined in 2002 that it
needed to use aradically different approach to manage
NB roads since their traditional approach of repairing
the worst roads first was unsustainable. The
Department chose to develop a strategic framework
based on the principles of asset management.

543 *“Asset management isacomprehensive business
strategy employing people, information and
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technology to effectively and efficiently allocate
available funds amongst valued and competing assets”

[ Transportation Association of Canada, 1999]

5.44 The Department’s Asset Management Business
Framework was started in 2005 and fully implemented
in 2008.

5.45 According to the Department’s 2010 Asset
Management Highway Infrastructure plan the purpose
was to:

“ provide a more strategic approach to long term,
sustainable investment planning and program
management. Thiswill enable better decision-making
by identifying the appropriate timing for the most
effective and economical treatment based on long
term, least life cycle costs taking into consideration
the transportation infrastructure network to achieve
optimal performance within annual budgets.” ’

5.46 Ina2011 presentation to government, the
Department indicated that the objectives of asset
management are:

e tolook at assets over the long term with the goal
of minimizing investment costs over thelife of an
asset (least life cycle cost);

e to predict how assets will change over time; and

o to select best treatment strategies to use to
minimize the cost of maintaining the asset at an
acceptable standard.

5.47 For more information on Asset Management refer
to Appendices Il and I11.

" New Brunswick Department of Transportation and Infrastructure, “Asset Management Highway
Infrastructure Plan 2010-2014", (Province of New Brunswick), October 2010, pagei.
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EXHIBIT 5.2 | THE PREMISE BEHIND ASSET MANAGEMENT
Steep condition drop
A
very T
Good e, 0 $1 Invested in minor rehabilitation
Y at this point...
E ""3'{‘—_;
5 N /
S Good N would cost $2-3 for major rehabilitation
o \ if delayed until this point...
o \
o o "}:\ and $6-6 for reconstruction
< ‘*\ if delayed until this point
Paor %:;&!
: >
Qyrs 11 yrs 17 yrs
Age
Source: Department of Transportation, “New Brunswick Road Infrastructure Plan (2008-2011)
“, p.4 (unaudited).

Thelncreasing Cost of
Deferred Capital
Maintenance

The Cost of Maintenance
Can Increase Significantly
Over a Short Timeframe

5.48 Exhibit 5.2 shows the relationship between the age
of atypical highway and its condition. It aso shows
the financial impact of deferring maintenance
activities past the optimal point of completion.

549 Asan asset ages the condition deteriorates at an
accelerated rate, resulting in higher costs. The longer
the delay in maintenance treatments, the higher the
total cost.

5.50 Inother words, as an asset ages there are key
points in time where an intervention can affect its
condition. The timing of the intervention affects the
cost of the treatment. The further atreatment is
delayed, the higher the cost to repair.

5,51 Treatmentsrefer to maintenance activities
completed on roads to address condition issues. The
difference in treatment cost can grow significantly
within a short time frame. As Exhibit 5.2 illustrates,
spending $1 at the right time to keep aroad in good
condition can prevent spending $5-$6 afew years later
to reconstruct it onceit has fallen into poor condition.
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5.52 Treatment costs vary considerably based on the
surface type and the maintenance activity required.
The Department estimates the cost of treatments to
chip seal highways ranging from $33,000 to $76,000
per kilometer.

5.53 Thetreatment cost for asphalt highwaysis highly
dependent upon the type of activity required. The
following are costs identified in a Technical
Memorandum prepared for the Department by a
consultant in 2007°:

e Minor rehabilitation isthe 1% level of treatment.
Costs range from approximately $50,000 to
$200,000 per kilometer treated.

e Major rehabilitation isthe 2™ level of treatment.
Costs range from approximately $300,000 to
$400,000 per kilometer treated.

e Reconstruction isthe 3 level of treatment. Costs
range from approximately $350,000 to $500,000
per kilometer treated.

554 For more information on maintenance treatment
categories see Appendix VI.

Exhibit 5.3 Examples of Road Categories

GOOD FAIR POOR
Source: Picture provided by the Department of Transportation and Infrastructure

8 Department of Transportation and Infrastructure, “ Asset Management Plan: Pavements”, (Province of
New Brunswick), April 2012, p.30.
9 .

Ibid
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The Condition of the NB 5.55 The Department uses four general categoriesto

Highway Network describe overall road condition: very good, good, fair,
and poor. Exhibit 5.3 shows examples of these
conditions. Each of these categories correspondsto a
range of values on three technical condition indices.
For more information on condition categories and
technical indices see Appendix V.

Scope & 5.56 Our work included areview of legislation, policy,
and guidelines governing the capital maintenance

Methodol ogy programs. We also reviewed project, technical, and
other Departmental documentation on capital
maintenance, asset management, and performance
reporting. We held discussions with Departmental
staff and attended a demonstration of the Asset
Management System. We performed other procedures
as we determined necessary.

5,57 We contracted an expert in the field of
infrastructure asset management to provide assurance
the Asset Management System was credible and based
on sound engineering science and modeling
methodol ogy.

5.58 Thischapter focuses on capital maintenance of the
New Brunswick highway network. Capital
maintenance is work completed with the intent to
extend the life of the highway network assets. Work
completed with the intent to maintain the current
condition of the asset is considered ordinary
maintenance and was not included in this review.

5.59 Our work encompassed designated highway
infrastructure that is part of the Asset Management
System inventory and optimal project selection
process. It did not include, for example, roads that are
part of Public-Private Partnership highway
agreements, provincially designated highways within
municipalities, or other significant provincial assets
such as bridges and buildings.

5.60 The Department has undergone a name change.
Documentation used in this review often references
the Department of Transportation. The current name
for the Department is Transportation and
Infrastructure.
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Detailed
Observations

Criterion 1: The
Department Should
I dentify Repair
Requirements

The use of Asset
Management Methodol ogy

5.61 Toreview thistopic area, we developed three
criteriato use as the basis for our work. We compared
the evidence we obtained against the criteriato
develop the observations, conclusions and
recommendations presented in this chapter. Our
criteriawere:

1. The Department should identify current and future
capital road repair requirements in accordance with its
vision of a safe, sustainable transportation network;

2. The Department should make capital road repairs
at the optimal time to minimize investment cost while
preserving the assets at an acceptable standard; and

3. The Department should measure and report the
effectiveness of itswork for capital road repairs.

The criteriawere reviewed with, and agreed upon by
the Department.

5.62 Inits2010-11 annual report, the Department
stated its vision is a* safe, sustainable transportation
network to support the economic and social goals of
the Province of New Brunswick.”

5.63 Theresponsibility for roads is shared among
governments. Outside municipal boundaries, the
Province has full authority over matters related to road
transportation. New Brunswick’s transportation
infrastructure is aging and, as a result, maintenance
costs areincreasing.

5.64 TheHighway Act provides the Minister of
Transportation and Infrastructure the authority to
construct and maintain the designated highway
infrastructure in New Brunswick.

5.65 The Asset Management Business Framework isa
broad framework to guide the Department’ s decision
making processes at various levels. The Asset
Management System (AMYS) is the technical
foundation of this framework. It iscomprised of the
systems and software used to manage and model the
road condition data that identifies optimal
mai ntenance project selections.
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The Asset Management
System (AMS) is a Good
Strategic Tooal.

The Asset Management
System is Reliable for
Predictive Modeling

Concerns Regarding the
Department’ s use of the
Asset Management System

5.66 The principles underlying the Department’'s AMS
appear sound. They are based on solid mathematical
and engineering principles, using advanced modeling
tools to achieve the optimization of investments. The
system was designed for the Department by
Information Technology expertsin the field and
contains the necessary components to meet its
intended objectives.

5.67 The AMS hasflexibility in that it is adaptable to
new circumstances. Assets can be added to the
databases as required, variables used to determine the
optimal project candidate list can be changed, and cost
data used for projections can be updated. Thisallows
the Department to adjust to a changing operational
environment and expand the system by building in
parameters such as traffic counts, environmental
factors, and safety indicators.

5.68 The AMS provides atechnology driven
framework to optimize highway investments. The
Department uses this system to prepare strategic (20
year), tactical (4 year) and operational (annual) plans
for capital maintenance to roads.

5.69 The AMS optimization model completes an
objective comparison of different investment
decisions that can have different service lives,
performance, and associated costs. By understanding
apavement’slife cycle, the Department can perform
the right treatment, at the right place, and at the right
time.

570 Weare satisfied from the work performed by the
consultant that the predictive modeling capability of
the system is reliable given the scope and context of
thisreview. For asummary of the consultant’s
conclusions please refer to Appendix 1V.

571 Whilewe believe the AMS to be areasonably
accurate and reliable predictive modeling tool to
identify optimal capital maintenance projects at the
lowest cogt, in the following paragraphs we have
highlighted areas of concern that the Department
should address to ensure that asset management is
utilized at maximum potential. Below is a summarized
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Significant Assets Are Not
Included in the Asset
Management Optimization
Program

list of our concerns:
e significant assets are not included in the system;
e the AMS does not report on “very poor” roads;,

e other factorsin addition to road condition should
beincluded in the AMS model;

e 40% of the projects selected for completion in the
following construction season are not
recommended through the Asset Management
Capital Planning process,

e limited personnel have knowledge of AMS
modeling in the Department;

e choice of road surface type (gravel, chip sedl,
asphalt) is not part of the AMS optimization
model; and

e new road construction can negatively impact
sustainability of the highway network.

5.72 A key component of the AMS is the asset data.
The asset datais used to generate information on
current condition and, through statistical analysis,
predict the future condition of the highway network.
However, not al assets are part of the optimization
model.

5.73 Currently, the AMS models asphalt and chip sed
surface designated highways only, and excludes
provincially designated highways within
municipalities as well as the highways built under
Public-Private Partnership agreements.

5.74 The Department indicated that Public-Private
Partnership constructed highways already have asset
management strategies in place as these were required
in the original construction contracts. These included
future maintenance costs as part of their contracts with
private sectors proponents.

5.75 The Department is not responsible for
maintenance of roads within municipal boundaries
with the exception of designated highways within
municipalities. These are not currently included in the
AMS due to additional infrastructure components such
as curb and drainage systems that the AM S is not
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Recommendation

The AMS does not Report
on “Very Poor” Roads

programmed to model.

5.76 Inaddition to the provincially designated
highways within municipalities, we noted the
Department has not yet included other significant
assets such as ferries and large culvertsinto the
optimization process.

5.77 By not including and modeling assets of
significant value in the AMS, the Department is not
fully utilizing the system and may be making non-
optimal and more costly “fix the worst first”
mai ntenance decisions on these assets.

5.78 Werecommend, in order to optimize decisions
and reduce long term costs from asset
management, the Department prioritizethe
addition of all significant asset categories not
currently modeled in the system with timelines for
their inclusion.

5.79 Leve of service represents the Departmental
targets for the condition of the overall highway
network. Inthe AMSthelevel of serviceislinked to
road condition only and thisis expressed in terms of
general condition levels as very good, good, fair, and
poor.

5.80 Reporting road condition by general categoriesis
consistent with other jurisdictions. Each of these four
categories is defined against accepted technical
indices such as the international roughness index.
Please refer to Appendix V for more information.

581 The AMS has, within the “poor” roads
classification a sub-category called “very poor” roads.
This category of roadsis not reported separately and is
not well defined. Although an original goa of the
AMS was to reduce the “very poor” roads across the
highway network, the system was modeled to
maintain, as a minimum, the status quo for “poor”
roads.

5.82 Wewereinformed by the Department that along-
term goal of the asset management plan was to
eliminate all roads in very poor condition over a 12-
year period but this timeline has shifted since 2008.
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Recommendation

Other Factorsin Addition
to Road Condition Should
be Includedin the AMS
Model

Recommendation

This goa is not properly described in the technical or
policy documentation reviewed.

5.83 Werecommend the Department report on
roadsthat arein very poor condition and develop
optimization tar gets specific to that category of
roadswithin the Asset Management System.

5.84 Inthe AMS, thelevel of servicetarget is based on
road condition and is set to “non-declining”, meaning
that the system will model to maintain the status quo.
In particular, the target level of service set inthe AMS
for paved roads in 2008 was to halt any increasein the
percentage of roads in poor condition across the
highway network.

5.85 The Department explained thisisthe minimum
acceptable result set within the AMS optimal program
and, although the target is set to maintain the
kilometers of roads in poor condition, the intent isto
gradually increase the overall condition of the entire
highway network in the long term.

5.86 Itisour understanding that prioritization criteria
other than road condition are considered during the
final project approval process that determines the
Capital Program (capital maintenance plan) for the
upcoming construction season. For example, highway
safety, traffic volumes, economic development, and
environmental concerns are all considered before the
fina capital maintenance plan is complete.

5.87 The Department confirmed that the AMS has the
capacity to model on many of these other factors but
at this time does not do so. The Department has
identified these system enhancements as a continuous
improvement project, but has set no target date for its
completion.

5.88 To further refine the AMS modeling capability, we
believe the Department needs to incorporate factors
such as those noted above that impact project selection
into the optimization program.

5,89 Werecommend the Department further
enhance the Asset Management System to
incor por ate non-road condition based factors such
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astraffic counts, safety indicators, and
environmental concernsthat significantly impact
project selection.

Processfor Development of 5.90 Asnoted above, the desired level of service based
the Project Candidate List on road condition is the primary factor considered in

the selection of maintenance projects by the AMS.

591 Atthestrategic level, the system determines the
required maintenance treatment for a section of
highway and when it should be applied. It considers
highway condition factors such as age and
deterioration to identify a specific window of time that
any treatment must be applied beforeit will require a
more costly treatment (as highlighted previously in
Exhibit 5.2). The AMS uses industry standard rules
for defining what interventions are best within these
windows of opportunity to optimize investments.

Exhibit 5.4 — Windows of Opportunity for Timely Capital Maintenance

EXHIBIT 5.4

WINDOWS OF OPPORTUNITY FOR TIMELY CAPITAL
MAINTENANCE

PSDI

Preservation

(e.g. cracksealing)

Minor Rehab

(e.g. mill & surface)

Major Rehab

(e.g. mill, base
& surface)
Reconstruction

(e.g. grading, base &
surface)

Surface Age

Notes

PSDI isthe percentile measure of the Surface Distress Index (see Appendix V for more information on
Surface Distress Index)
Rehab means rehabilitation

Source: New Brunswick Department of Transportation, “Maintenance/Rehabilitation Requirements
NBDOT Infrastructure (presentation)”, October 27, 2011, Slide 33 (unaudited).

5.92 Exhibit 5.4 illustrates the concept of opportunity
windows. As an asset ages and deteriorates, the
mai ntenance required to return the asset to a specified
quality level will increase, as will the cost of the
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40% of the Maintenance
Projects Chosen for
Completion are not
Recommended Through the
Asset Management Capital
Planning Process

treatment. As Exhibit 5.4 shows, as an asset ages it
slides down the condition curve and into more costly
mai ntenance windows.

593 The AMS selects projects for maintenance
treatments at a specific point within the opportunity
window to minimize the total cost. To that end, it
creates a candidate list of possible capital maintenance
projects that are optimal for cost minimization over a
20-year period.

5.94 The Department indicated that the list generated
by the AM'S does not include all possible candidate
projects that meet the optimization criteria. The
program stops once its quota of optimal candidate
projectsis reached but it could produce significantly
more. The Department told us that they cannot address
the projects currently produced due to resource
constraints so producing alonger list has little value.

5.95 Sincethislist of candidatesis used for selecting
projects, it is possible some projects will be missed.

5.96 Once the modeling program has identified the
optimal projects, alist of these candidates is generated
from the system. This candidate list is used as the
foundation for the development of the four year plan
and the annual Capital Program (capital maintenance
projects to be completed).

5.97 Department staff from district offices and the
Construction, Planning, and Design branches assess
the list of candidate projects while considering other
factorsthat are not part of the AMS modeling
program. The result of this annual Asset Management
Capital Planning processis a proposed Capital
Program for the upcoming construction season.

5.98 Among the factors considered in the devel opment
and approval of the Capital Program:

e traffic demand,

e condition rating;

e COStS;

e accidents;

e district priorities;

e administrative boundaries,
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e oOperationa logistics;
e investment targets; and

e Member of the Legidative Assembly (MLA)
requests

5.99 Upon completion of the Asset Management
Capital Planning process the proposed Capital
Program is forwarded to the Design branch for
executive review and approval. The result of that
review determines the final Capital Program to be
carried out on roads and highways in the Province.
Thisfinal approval process may be further influenced
by some or all of the same factors considered in the
development of the proposed program.

5.100 In 2008, the Department set atarget for the final
approved Capital Program at 80 % based on the Asset
Management Capital Planning process
recommendations and 20% from other sources.
Currently, the Department has achieved an
approximate 60/40 ratio, meaning that 40% of the
final projects approved by Senior Management for
completion are not recommended through the Asset
Management Capital Planning process.

5.101 Although most of the factors highlighted above
relate to budgetary, technical, or safety concerns and
require attention, we believe that during the final
approval phase of the Capital Program thereisarisk
that non-optimal considerations may influence the
choice of capital maintenance projects as well.

5.102 When considering such factors as district priorities
and MLA requests the Department may be influenced
by non-condition related variables such as economic
and socia development, industry considerations, and
political activism. While economic, social, and
industry considerations could be expected to impact
project choice, the Department clearly believed that
asset management would “take the politics out of
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paving” *°.

5.103 A 2010 paper co-authored by key Departmental
staff involved in the AM S implementation stated,
“Because the consequences of deviating from the
optimized path can be easily quantified and
communicated to stakeholders, politics has largely
been removed from the decision-making process.” **

5.104 However, weweretold it isalong standing
practice for Members of the Legidlative Assembly to
make requests to the Department for capital
maintenance and repair projects.

5.105 We asked for and received from the Department a
document of government priorities that impacted
project selection in 2011-12 and will likely influence
project selection in 2012-13. The document contained
48 MLA requests for work on asphalt roads and 31
MLA requests for work on chip seal roads.

5.106 Although we could not specifically identify which
of the MLA requests have been completed, we
confirmed with the Department that at |east some of
these had been included in the 2011-12 Capital
Program. Some are also on the 2012-13 proposed
project list.

5.107 Wereviewed the final project plans for both 2011-
12 and 2012-13 with Department staff for two
programs:

¢ Permanent Highways, and
e Rura Road Initiative.

When these lists were compared with the
recommendations from the Asset Management Capital
Planning process we identified a number of projects
on the approved project plan that were not on the
project recommendation lists.

19 Op. cit., Feunekes, p. 23
2 bid., p. 23
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5.108 For these two programs we found that 18 of 27
(66%) projects approved in 2011-12 were based on
recommendations from the Asset Management Capital
Planning process, while 9 of 27 (33%) were not.

5.109 When we reviewed alist of proposed projects for
2012-13 in the same programs, we found that 24 of 39
(62%) were in agreement with the recommended
project list while 15 of the 39 (38%) were not.

5.110 In speaking with the Department we learned that
the original goal of selecting 80% of all projectsfrom
the list of projects recommended through the Asset
Management Capital Planning process has now
slipped to actua results of approximately 60%.

5.111 We asked the Department if the projects selected
outside of the AM S optimal project candidate list
would have met the AM S optimization criteria and
they indicated that they do not verify that the non-
system selected projects are optimal prior to
completion.

5.112 We believe there should be guidelines established
to govern the inclusion of non-road condition based
factors, such as those noted above, to ensurethereisa
clear link between these projects and the Department’s
overall goals and objectives.

5.113 In addition, since the purpose of using the AMSis
to identify optimal projectsto minimize life cycle
cost, we believe the Department should clearly
identify, document, and communicate to government
the implications of completing projects that do not
meet AM S optimization criteria.

5.114 Werecommend the Department establish
guidelinesto govern projects selected outside the
Asset Management System and document the
rationale and benefits of these projects against the
Asset Management System optimization criteria.

5.115 Werecommend the Department, in itsannual
report, communicate the implications of selecting
and completing projectsthat do not meet Asset
Management System optimization criteria.
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Limited Personnel Have
Knowledge of AMS
Modeling in the
Department

Recommendation

Choice of Road Surface
Type (gravel, chip seal,
asphalt) is not Part of the
AMS Optimization Model

5.116 The AMS system is complex. The linear
programming model is updated on athree year cycle
but the system is used regularly in the project planning
processes and for budgeting purposes.

5.117 A singleindividual within the Department is most
knowledgeable about the AMS. We believe this
presents a high risk to the Department since the |oss of
that person would create avoid difficult to fill in the
short and possibly medium terms.

5.118 Werecommend the Department provide
sufficient training for additional staff to be
competent in utilizing the Asset M anagement
System. Training should include, but not be
limited to, knowledge of optimization processrules.

5.119 Thelevel of service selected aims to maintain the
physical condition of categories of roadsin the
highway network at certain levels of quality. We
understand there are sometimes pressures to change
the type of roadway surface, for example from
unpaved (gravel) to surface treated or from surface
treated to asphalt pavement.

5.120 Consultants contracted by the Department
completed atechnical report in June of 2011 to
support the Department’ s development of a“road
resurfacing policy” that would guide the Department
in road surfacing decisions.

5.121 Thereport looked at the processes used in other
jurisdictions for deciding what surface is optimal for a
roadway in order to develop the screening criteriathe
Department would use in their policy.

5.122 Some significant findings from the consultant’s
report included™:

e Thegreatest potential cost savings of the proposed
road surfacing policy are most likely to result from

12 Department of Transportation and I nfrastructure, “New Brunswick Road Surfacing Policy — Background

Technical Document”, June 30, 2011

, p-36.
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Recommendation

New Road Construction can
Negatively | mpact
Sustainability of the
Highway Network

the conversion of existing asphalt roadsto a
treated (i.e. chipseal) surface.

e The proposed policy would reduce NBDoT's
[New Brunswick Department of Transportation’s]
pavement rehabilitation costs by an estimated $92
million over the next 20 years, or $4.6 million
annually (undiscounted 2011 dollars).

5.123 The Department has a draft policy that reflects the
process outlined in the consultant’ s report.

5.124 We believeif the Department intends to finalize
this policy for decision-making on project work, it
should be incorporated into the AMS model.

5.125 Changing the road surface from one type to
another and calculating the associated costs and
benefitsis not afunction currently included in the
AMS optimal modeling program. This would require
the inclusion of non-road condition based criteria such
as traffic counts, operation and maintenance costs, and
economic impacts.

5.126 Werecommend the Department complete the
Road Surface policy (a policy that will guide
decisionsregarding the most appropriate and
economical road surface given particular
circumstances (i.e. chip seal versus asphalt)). Once
complete, we recommend the Department
incor por ate the road surface selection processinto
the Asset Management System optimization model.

5.127 The Asset Management Business Framework isa
strategy that focuses on the Department’s goal of
maintaining a sustainable NB highway network. We
believe this goal is negatively impacted by new
highway infrastructure development that does not take
into account the future costs of capital maintenance
through the application of the least lifecycle costing
methodol ogy.

5.128 New road construction, other than specific projects
undertaken as Public-Private Partnerships, does not
typically take into account future capital maintenance
costs based on least lifecycle cost analysis when
funding is appropriated. Thisresultsin alack of
reserved or statutory funding to address future costs.
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Recommendation

Criterion 2: The
Department Should
Optimizethe Timing of
Capital Road Repairs

Factors Affecting Highway
Condition

Since current maintenance activities are experiencing
afunding shortfal, new road construction can only
worsen the situation.

5.129 In order to mitigate the impact of new road
development on highway network sustainability, we
believe the Department should complete full life cycle
costing on new infrastructure projects and request
funding at appropriate levels to ensure sustainability
of these new assets.

5.130 In order to ensure sustainability of the
Province' s highway network at the most
economical cost, we recommend the Department
includetotal lifecycle costsin all new road
construction decisions. We also recommend the
Department obtain statutory funding when the
decision ismadeto add new roads (similar to
Public-Private Partnership highway projects).

5.131 Thegoa of asset management isthe timely
completion of capital maintenance and repairsin order
to minimize cost while preserving assets at an
acceptable level of service.

5.132 Under the pre:AMS “fix the worst first”
methodology the highway network condition was
rapidly deteriorating.

5.133 The AMSisdesigned to providealist of capital
mai ntenance projects to be addressed over a 20 year
span per the least life cycle cost methodology.
Although this appears to be a sound process, unless
the Department can compl ete the capital maintenance
as prescribed by the AM'S, optimal results cannot be
achieved.

5.134 Completing required capital maintenanceis
essential to preserve the condition of the highway
network, minimize safety risk to users, and protect the
public investment.

5.135 Age, weather, moisture, traffic volume, and
vehicle weight are among the factors that affect the
deterioration rate of roadways. These factors,
combined with poorly timed maintenance activities,
ultimately lead to more expensive maintenance
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treatments such as rehabilitation and reconstruction.

5.136 New assets have arelatively slow rate of
deterioration but without proper preventative
maintenance the deterioration rate accelerates. As
shown in Exhibit 5.2, as an asset deteriorates the cost
of treatments to rehabilitate increase significantly, to
the point where the only option is reconstruction.

5.137 The Department decided that the best way to
address these risks was to invest in asset management.
This decision led to aninitial three year request for a
substantial funding increase in 2008.

Thelnitial Investment in 5.138 Aninitia long-term objective of the Department

Asset Management met the in 2008, through the use of the AMS optimal model,

Department’ s Objective was to reduce the number of “very poor” roadsin the
highway network. The AMS 20-year strategic plan
created the list of optimal projects that would
accomplish this and the projected funding required.

Exhibit 5.5— DTl Program Funding (Actual and Budgeted - $ Millions)

EXHIBIT 5.5 | DTI PROGRAM FUNDING (ACTUAL AND BUDGETED - $MILLIONS)
Actual Expenditures Budget

Program 2005-06 | 2006-07 | 2007-08 | 2008-09 | 2009-10 | 2010-11 | 2011-12 | 2012-13

Permanent

Highways 57.2 61.6 56.9 134.2 143.4 142.2 62.0 66.4

Rural Road

Initiative 40.1 40.1 25.7 4.7 49.2 51.9 41.0 38.0

Totals 97.3 101.7 82.6 178.9 192.6 194.1 103.0 104.4

Sources:

Actual Expenditures are from Government of New Brunswick Public Accounts.

Budget represents forecasted budget supplied by the Department of Transportation and Infrastructure (DTI)

(unaudited).

5.139 Asillustrated in Exhibit 5.5, the actua
expenditures for 2008-09 through 2010-11 were
significantly higher than those of previous years. This
was possible due to increased funding during those
years approved by government. The Permanent
Highways and Rural Road Initiative programs provide
the magjority of the funding for capital maintenance of
assets treated under asset management.

5.140 The Department received this increased three year
budget commitment from government based on the
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required budget projected by the AMS to meet the
Asset Management plan for 2008-09, 2009-10, and
2010-11. The 2008-09 Permanent Highways program
funding level represented an approximate 155%
increase over the 2007-08 budget for capital
maintenance. The Rural Road Initiative funding
increased by approximately 120% over that same
period.

5.141 By receiving this funding increase, the Department
had an opportunity to demonstrate the value of using
the AMS for optimal project selection. By comparing
the highway network condition after 2010-11with the
highway network condition in 2008-09, they were able
to highlight the strengths of the AMS.

Exhibit 5.6 — Poor Roads — Original (2008) AMS Optimal Plan Versus Traditional Approach

POOR ROADS—-ORIGINAL (2008) AMSOPTIMAL PLAN VERSUS

Sl TRADITIONAL APPROACH

7000

—=— Traditional approach

6000 1| —e— Optimized - actuals

—+— Optimized - projected
5000 /-/
4000 /./-/

3000

Kilometers

2000

1000 ————

2006 2007 2008 2009 2010 2011 2012 2013 2014 2015
Year

Source: Information provided by the Department of Transportation and Infrastructure from Feunekes et al.,
“Taking the Politics out of Paving, Achieving Transportation Asset Management Excellence through OR
(Operations Research)”, p. 21 (unaudited).

5.142 The graph in Exhibit 5.6 highlights the success of
following the asset management recommendations
from 2008 to 2010. The graph compares the number
of kilometers of poor roads in each year under the
AMS optimal approach and the traditional approach.
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The actual results using AM S optimal
recommendations with the increased funding are
shown on the lower line between 2008 and 2010.

5.143 Thelower, downward sloping line (from 2010 to
2015) represented the projected kilometers of poor
roads using the original 2008 asset management
recommendations with optimal funding levels
maintained. These projections have changed since
2008 but the overal trend when compared to the
traditional methodology highlights the potential
benefit of using asset management at optimal funding
levels. The upward sloping line represents the
projected kilometers of poor roads under the
traditional approach.

Exhibit 5.7 — Kilometers of poor roads declined over three year period

EXHIBIT 5.7 | KILOMETERS OF POOR ROADSDECLINED OVER THREE YEAR PERIOD

Kilometers of Poor Roads (Difference - Traditional ($50 M) versus Asset M anagement Business Framework Funding)

3,000
B Difference
B Poor
2,500
1218
2,000 550
o 230
Q
g
8 1,500
Z
1,000
500
0 T T T T
2006 2007 2008 2009 2010
Year

Source: New Brunswick Department of Transportation, “NBDOT Road Infrastructure Plan 2008-2011 — Results
and Benefits’, January 2010, p.7 (unaudited).

5.144 Exhibit 5.7 shows the kilometers of poor roads
that would have been added to the highway network
(the numbered sections) in 2008, 2009, and 2010 had
the Department followed the “fix the worst first”
methodology of previous years and not been provided
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with additional funding. The Department indicated
that more than 1,200 km of roads were prevented from
falling into the poor category by using asset
management in contrast to the “fix the worst first”
approach.

Exhibit 5.8 — Increase in KM of Asphalt Roads Treated Under AMS

EXHIBIT 5.8 INCREASE IN KM OF ASPHAL T ROADS TREATED UNDER AMS
PreAMS Asset Management .
Ageofroad (years) | 500506 _2007/08) | (2008/09 — 2010/11) Net Difference
9_16 (Good to Fair) 154 502 + 438
17— 24 (Fair to Poor) 178 206 +28
25+ (Very Poor) 93 158 + 65
Total 425 956 +530

Source: New Brunswick Department of Transportation, “NBDOT Road Infrastructure Plan 2008-2011 —
Results and Benefits’, January 2010, p.6 (unaudited).

5.145 Exhibit 5.8 shows that the kilometers of asphalt
surfaced roads treated from 2008-09 through 2010-11
was 530 kilometers greater than those completed in
the three years prior to asset management.

Exhibit 5.9 — Increase in KM of Chip Seal Roads Treated Under AMS

EXHIBIT 5.9 INCREASE IN KM OF CHIP SEAL ROADS TREATED UNDER AMS
PreAMS Asset Management

Treatment (2005/06 — 2007/08) (2008/09 — 2010/11) Net Difference

Resesal 1490 2020 + 530

Double seal 150 380 + 230

Total 1640 2400 + 760

Source: New Brunswick Department of Transportation, “NBDOT Road Infrastructure Plan 2008-2011 —

Results and Benefits’, January 2010, p.6 (unaudited).

5.146 Exhibit 5.9 shows the total kilometers of chip sed
roads treated was 760 kilometers greater under asset
management than the preceding three years. Chip seal
roads that require the more expensive double seal
treatment are deteriorated to a greater degree than
those that are resealed at less cost.

5.147 The Department indicated that employing asset
management principles with optimal funding resulted
in more kilometers of roads being treated than would
have occurred under the traditional approach. The
Department model ed these projects in the AM S under
the traditional “fix the worst first”, non-optimal
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Current Funding does not
Support the AM S Objectives

methodology to substantiate this conclusion.

5.148 The Department presented their capital budget
reguirements to government for approval based on
AMS projections for afour-year period, 2011-12
through 2014-15. The commitment from government
was significantly less than what the Department
requested.

5.149 Significant reductionsin current funding threaten
to reverse the Department’ s achievements under the
Asset Management Business Framework. As shown in
Exhibit 5.10, Departmental projectionsindicate
increasing deterioration of the highway network
should funding remain at this level.

Exhibit 5.10 — Forecasted Capital Maintenance Budget Over Four Years (millions)

FORECASTED CAPITAL MAINTENANCE BUDGET

ST OVER FOUR YEARS (MILLIONYS)
2011-12 2012-13 2013-14 2014-15

Paving Arterials $ 100 $ 90 $ 81 $ 98
Paving Collectors 6.0 9.0 8.0 8.0
Chip Sed 26.0 23.0 25.0 27.0
Surface Rehab Locals 10.0 10.0 10.0 10.0
Totals $ 520 $ 510 $ 511 $ 548
Source: Table created by Office of the Auditor General of New Brunswick with budget information
provided by the Department of Transportation and Infrastructure (unaudited).

5.150 Exhibit 5.10 highlights the 2011-12 budget and the
Department’ s budget forecast over the entire four-year
period under applicable sections of the Permanent
Highways and Rural Road Initiative programs. These
funding levels are similar to those that existed prior to
asset management, a period during which the
condition of provincial roads was progressively
deteriorating.

5.151 Thisreduction will make it difficult for the
Department to continue implementing asset
management recommendations and will result in
significantly worsened highway conditions and future
long-term increased costs.
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Exhibit 5.11 — Condition of the Highway Network (2011)

EXHIBIT 511 | CONDITION OF THE HIGHWAY NETWORK (2011)

All Highway Classes 2011

Roads in Poor Roads in Very Good
Condition Condition
1516km, 1211km,

10% of the highway 8% of the highway

network network

Roads in Good
Condition
6602 km,

45% of the highway
network

Source: Graphics, information, and data provided by Transportation & Infrastructure (created
September 2012 using the Department’s Asset Management System) (unaudited).

5.152 Exhibit 5.11 highlights the condition of the
highway network as projected by the AMS after the
three years of increased funding. The estimated
number of kilometers of roads in poor condition as
projected by the AM S had decreased to approximately
1,516 km or 10% of the overall highway network.

5.153 Exhibit 5.12 below shows the 2015 AMS
projected condition of the highway network after the
AMS optimal maintenance treatments have been
applied under the forecasted funding highlighted in
Exhibit 5.10.
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Exhibit 5.12 — Projected Condition of the Highway Network (2015)

EXHIBIT 5.12 | PROJECTED CONDITION OF THE HIGHWAY NETWORK (2015)

All Highway Classes 2015

Roads in Poor
Condition, 2224km,
15% of the highway

network

Roads in Very Good
Condition, 978km,
7% of the highway

Roads in Good
Condition, 7058km,
48% of the highway
network

network

Four Year Forecasted Capital Budget Period Net Four Year Change
Condition 2011-12 2012-13 2013-14 2014-15 | kilometer %
Very Good | 1,005km 947 km 909 km 978 km -26 -3%
Good 6,747km | 6,986km | 7,127km | 7,058 km 311 5%
Fair 5240km | 4,684km | 4458km | 4,461 km -779 -15%
Poor 1,730 km | 2,103km | 2,228km | 2,224km 495 29%
Tota 14,721 km | 14,721 km | 14,721 km | 14,721 km

Source: Graphics, information, and data provided by the Department of Transportation & Infrastructure
(created September 2012 using the Department’ s Asset Management System) (unaudited).

Projected Highway Network 5.154 Exhibit 5.12 predicts over the four year period

Condition Will Deteriorate

by 2015

(2012 through 2015) poor roads in the Province will
increase by approximately 495 kilometers or 29%.
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Exhibit 5.13 — Paving and Chip Seal Budgets (Actual & Projected $ 000)

EXHIBIT 5.13 | PAVING AND CHIP SEAL BUDGETS (ACTUAL & PROJECTED $ 000)

$160,000

$140,000 ’ \\
$120,000 /
$100,000 lt /

$80,000 \ /

$60,000 \ /

—o—o—*
540,000
$20,000
s T T : : : :
R

Source: Graph created by the Office of the Auditor General of New Brunswick with data and information
provided by the Department of Transportation and Infrastructure (unaudited).

5.155 Exhibit 5.13 graphically represents the initial
expenditures under the AM S (2008-09 through 2010-
11), the budget for 2011-12, and the estimated budgets
for 2012-13 through 2014-15. The years following
2014-15 presume that the budget will returnto AMS
optimal levels.

5.156 Exhibit 5.13 shows that to recover from the
funding shortfall (2011-12 through 2014-15), an
increase of 68% ($37.2 million) will be needed in
2015-16 with an additional increase of 60% ($55
million) in 2016-17. The budget would remain at this
level until 2020-21 and then stabilize at $130 million
for the remainder of the forecast timeline. At thistime,
there is no commitment from the Province to provide
this level of funding from 2015-16 onwards.

5.157 Based on the information provided from the AMS,
current budget projections will result in an increasein
the number of kilometers of poor roads from 1,730
kilometersin 2012 to 2,224 kilometers by 2015. This
amounts to a projected increase in poor road
kilometers across the highway network of
approximately 47% over 2010-11 levels (Exhibit
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5.11). Asaresult, the Department will not meet its
objective of non-declining condition and road safety

may suffer.
Reduced Funding Will 5.158 Asthe condition of the highway network
Result in an Increasing deteriorates, the cost of maintaining the roads
I nfrastructure Debt increases. The impact of this decreasing road

condition isinfrastructure debt. Infrastructure debt is
the result of deferring required maintenance to future
years.

5.159 The Department uses afour year planning period
to allow government to pursue atarget despite single
year setbacks due to unexpected budget shortfalls.

Exhibit 5.14 — Four Year Infrastructure Debt Forecast (millions)

EXHIBIT 5.14 | FOUR YEAR INFRASTRUCTURE DEBT FORECAST (MILLIONYS)

2011-12 2012-13 2013-14 2014-15
Annual Funding Actual Budget Budget Budget Totals
AMS requirement’ $ 102.0 $ 102.0 $ 102.0 $ 102.0 $ 408.0
Forecasted budgets’ 52.0 51.0 51.1 54.8 208.9
Infrastructure
Debt $ 500 $ 510 $ 50.9 $ 472 $ 199.1
Notes:

1. AMSrequirement isthe projected optimal funding required to meet the target level of service (“non-
declining” kilometers of poor roads).

2. Forecasted budgets are the expected budgetary funding from Department information (unaudited) with
the exception of 2011-12 where the funding level was known.

Source: Table created by Office of the Auditor General with information and data provided by the
Department of Transportation and Infrastructure (unaudited).

5.160 The Department estimates that in just four years
infrastructure debt for roads currently modeled in the
AMS will climb to $199 million. Exhibit 5.14 illustrates
how the projected funding shortfall will result in this
accumulated infrastructure debt.

5.161 Asnoted earlier, there are significant assets currently
not included in the AM S optimization process. This
means that the Department does not model these assets
and the projected infrastructure debt is actually greater
than currently projected by the AMS.

5.162 We are concerned if the infrastructure debt continues
to grow, the Province will be in a situation where
sustainability of the highway network will be at risk. At
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that point the Department may have to consider
decommissioning assetsif it hopes to maintain the
remainder of the highway network at acceptable
standards.

5.163 We believe regardless of the method used by the

Department, it isimperative the Department clearly and
accurately communicate to government the impact of the
growing infrastructure debt.

Criterion 3: Reporting 5.164 Effective public reporting of performanceis an

Performance

important component of good governance and
accountability. It provides a measure of government
accountability to the public, allows government to
monitor programs and services effectively, and promotes
better decision making.

The Department’s 5.165 The Department produces an annual report as a

Annual Report has
Performance Measures

primary mechanism of communicating performance
achievements publicly. We reviewed the Department’s
2010 -11 annual report to determine how the
Department reports publicly on the effectiveness of its
mai ntenance programs,

5.166 The Department identifies the following four goals

as measures of success in one of its core business areas —
“Safe, sustainable highway network”. They are:

1. toimprove highway safety;

2. to maintain long-term sustainability of the highway
network;

3. to develop strategic highway corridors; and
4. to beenvironmentally responsible.

We only considered the first two directly applicable for
the purposes of our review.

5.167 For each goal the Department reported objectives,

performance measures, targets (if any), and results.

5.168 Some of the performance measures relevant to our

review included:

e to decrease casualty rates per 10,000 motor vehicles.
(sefety);

e highway and bridge maintenance and repair
activitieswill be carried out on a prioritized basis
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The Department does not
Have Targetsfor all
Performance Measures

Reporting on Capital
Maintenance Project
Resultsis Limited

Annual Reporting of the
Highway Network
Condition is Poor

(sustainability);
e various grading, paving and structures projects will
be undertake on a prioritized basis (sustainability);

e various chipseal, county projects and local collector
paving projects will be undertaken on a prioritized
basis (sustainability); and

e progress towards implementation of Asset
Management Business Framework (sustainability).

5.169 With reference to the goalsin paragraph 5.166

above, there were:
e Three performance measures for goal #1; and
e Eight performance measures for goal #2.

Of the eleven performance measures noted in the annual
report, only six had associated targets identified.

5.170 Performance measures require preset targets against

which actual results can be compared. The absence of
targets for performance measures in the Department’ s
annual report means readers cannot determine how
successful the Department was in reaching its stated
godls.

5.171 When we reviewed the annual report, we noted only

summary results of kilometers of completed
maintenance were provided.

5.172 With the AMS in place, the Department has the data

needed to measure its performance in completing the
projects and report on the variances against its plans.
Thisinformation is not provided in its annual report.

5.173 The benefits of asset management and the

optimization process appear to be readily measured and
documented internally. By reporting the results of the
optimal program publicly on an annual basis the
Department can highlight to government areas of risk
such as deteriorating highway condition. Government
can then develop plans to mitigate the impact of these
risks.

5.174 In order to communicate the value of following the

AMS program, the Department needs to effectively
communicate the risks and associated impacts of
completing non-optimal capital maintenance projectsto
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government.

5.175 Wedid not find evidence the Department publicly
reports on the condition of the overall highway network
by condition category (i.e. very good, good, fair, and
poor). However, it is akey measure used for internd
purposes.

5.176 For example, the “% of kilometers’ assessed as
poor, a common measure of highway condition used
internally in the Department was not reported in the
annual report.

5.177 In order to clearly communicate the impact of
government funding decisions, we believe the
Department should provide updated highway network
condition information as part of their annual public
reporting process.

5.178 The Department is currently implementing a
balanced scorecard approach to performance reporting
internally. It may provide abasis for improved public
reporting in the future.

Recommendations 5.179 Werecommend the Department develop effective
program performance measuresfor itsstated goals
and objectivesthat include specific, relevant tar gets
against which performance can be measured.

5.180 Werecommend the Department’s annual report
clearly state the overall highway network condition
by kilometer in each condition category the
Department uses, (currently very good, good, fair,
and poor), with theintent of highlighting the short,
medium, and long term impacts of not following
Asset Management System projected funding
recommendations. We further recommend the
Department report the level of infrastructure debt
caused by deferred capital maintenancein order to
present a complete picture of the highway network
status and therisk to safety and sustainability.
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APPENDIX I: Glossary of Terms

Arterial Highways

Major paved, high volume highway in New Brunswick for long distance intra and inter
provincial travel — Route numbers 1 to 99

Asphalt

Refers to Asphalt Concrete, a primary road surfacing material comprised of pre-mixed asphalt
binder and aggregate. It is the surface material for arterials and most collectors.

Asset M anagement

“ The combination of management, financial, economic, engineering and other practices
applied to physical assets with the objective of providing the required level of servicein the
most cost effective manner.”

Department of Transportation Asset Management Plan (2008)

Asset M anagement
Business
Framework

“ A Department initiative to provide a more strategic approach to the long term, sustainable
investment planning and program management of its transportation infrastructure.”

Department of Transportation Asset Management Plan (2008)

Asset M anagement
System

“ A combination of processes, data and software applied to provide the essential outputs for
effective asset management.”

Department of Transportation Asset Management Plan (2008)

Capital Capital Maintenance refers to maintenance and repair activities undertaken to extend the
Maintenance service life of an asset. (see rehabilitation)
Chip Seal A road surface comprised of asphalt and fine aggregate applied separately to the roadway bed

and rolled (compressed) to form the final surface. Chip Seal roads are typically low volume.

Collector (road)

Moderate to low volume roads that connect local and rural New Brunswick roads to major
surfaced routes (primarily intra provincial travel) — Route number 100 to 199.

Deterioration “The reduction in an asset’ s utility and / or useful life resulting from impairment in physical
condition that can be caused by factors such as age, wear and tear, defects, climatic
conditions, etc.”

Department of Transportation Asset Management Plan (2008)
Infrastructure Infrastructure debt is the result (expressed in dollars) of ongoing road deterioration caused by
Debt deferring required maintenance activities to future periods. Deferring maintenance to the

future resultsin increased costs of repair as the road condition requires more work to be
returned to a satisfactory condition state.

Least Life Cycle

“ A technique of economic evaluation that sums over a given study period all costs over the

Cost Analysis useful life of an asset, usually discounted to present value. Components of the life cycle costs
include, without limitation: initial costs, rehabilitation costs, maintenance costs, and salvage
value.”

Department of Transportation Asset Management Plan (2008)

Level of Service

“ Levels of Service describe the quality of services to be provided by the pavement
infrastructure for the benefit of road users. They are underpinned by performance indicators
that are measured and evaluated according to physical condition, management and demand
criteria.”

Cunningham, J, J. MacNaughton, S. Landers, “Managing the Risk of Aging Pavement
Infrastructure in New Brunswick Through Innovative Decision Making”, p.5

Local (road)

Low volume roads comprised of Local nhumbered routes (Route numbers 200 and up) and
Local unnumbered routes.

Ordinary Ordinary Maintenance refers to maintenance activities carried out to maintain the current
Maintenance condition of aroad.
Provincial “ A highway that the Minister of Transportation [and Infrastructure] intends to maintain
designated through the expenditure of ordinary and/or capital funds....per section 15 of the Highway
highway Act.”
Department of Transportation Asset Management Plan (2008)
Rehabilitation The Department of Transportation and I nfrastructure defines rehabilitation as lifecycle
altering treatments. (See Appendix VI for specific examples).
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APPENDIX Il : Asset Management Model

Exhibit 5.15 — Asset Management Hierarchical Planning Process

EXHIBIT 5.15: ASSET MANAGEMENT HIERARCHICAL PLANNING PROCESS

Performance Measures
Curves

Operational Windows Year Plan
Rehabilitation Cost Data STRATEGIC

Km treated by
strategy/themes

Candidate Sections
by Strategy

Budget

Project Level Data
Socio-economics,
Safety,Capacity,
Priorities etc..

. Tenders
Annual Programs ; Contracts

OPERATIONAL District Works

Source: Department of Transportation and I nfrastructure, “ Asset Management Highway | nfrastructure Plan
(2010-2014)", p.2.

e Between 2004 and 2009 the Department directed $2 million toward consulting,
software development, and software purchases to devel op an Asset Management
System (AMS). This system is akey component of the Asset Management
Business Framework.

e Ashighlighted in Exhibit 5.15 above, the AMS utilizes a hierarchical approach to
planning. Government and Departmental goals and objectives are used to create
strategic, tactical and operational plans.

e The Exhibit 5.15 symbolizes the flow of inputs on the | eft to produce the capital
maintenance 20-year strategic investment plan (upper triangle), the four-year
tactical plan (middle section), and the annual operating plan (bottom section),
resulting in the outputs on the right.

e Levelsof service (such as the targeted condition for aroad), deterioration curves
based on age and other factors, and treatment options (possi ble maintenance
activities) are determined for Departmental infrastructure assets that have been
entered into the Department’ s databases. At the strategic level of the model these
variables are used to mathematically determine an optimal selection of projects
called a candidate list.

e Decision making within the AMS is based upon least lifecycle cost analysis
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(LLCA) methodology, whereby feasible alternatives strategies are compared and
the one with the lowest cost over time is selected.

e LLCA comparesthetotal discounted cost of alternative maintenance treatments
to determine the optimal projects for completion with given resources and
constraints. In this manner the total cost to maintain the asset is minimized over
itslifecycle.

e LLCA provides an objective comparison of different treatments as investment
decisions that can have different service lives, performance and associated costs.
In other words, by understanding an asset’s life cycle, optimal rehabilitation can
be achieved by doing the right treatment, at the right place and at the right time.

e Therequired investment (in dollars) is determined by the level of service desired
from the asset. For example, the current desired level of service for New
Brunswick roads is defined as: kilometers of poor roads are “non-increasing” or
in other words “ status quo”. This means that the Department’ starget isto
maintain the kilometers of poor roads at current levels.

e Thetactica planning period is set to achieve the desired level of service by using
a4-year target rather than more volatile annual targets. This provides some
flexibility for any single year budgetary or operational situations that result from
unforeseen circumstances. It iscritical that these targets are reached in terms of
dollars invested to ensure that the projects are completed within the overall
strategic timeframe.

e Accurate costs of interventions (e.g., repairs, rehabilitation or reconstruction) are
needed to generate budgets or evaluate impacts. The Department uses the
following steps to establish costs:

1. identify treatments which are acceptable to the design branch and
characterized by their cost and intensity;

group treatments into families;

examine past expenditures on similar contracts;

comparison to the current asphalt prices;

apply appropriate discount and inflation factors;

update the model;

apply specific adjustments at the project level.

NS ko

e The cost data within the AMS is updated as conditions change. The datais used
to create the four-year tactical plan and the associated capital maintenance
funding requirements.

Source:

1. Department of Transportation and Infrastructure, “ Asset Management Highway Infrastructure
Plan (2010-2014)”

2. Interviews with Department staff
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APPENDIX 111 : Key Aspects of Asset Management

In general, asset management asks the following questions (2012 — Executive Brief,
Advancing a Transportation Asset Management Approach, US Federal Highway
Administration)

1. What is the state of my assets?

a. What do | own?

b. Whereisit?

c. What condition isit in?

d. What isits remaining useful life?

e. What isits remaining economic value?

2. What ismy required level of service?

a. What is the demand for services by stakeholders?
b. Are there regulatory requirements | must meet?
c. What is my actual performance?

3. Which assets are critical to sustained performance?

a. How can it fail? How doesit fail?

b. What is the likelihood of failure?

c. What does it cost to repair?

d. What are the consequences of failure?
e. How can | mitigate these failures?

4. What are my best “ Operations and Maintenance” and “ Capital | mprovement”
investment strategies?

a. What aternative management options exist?
b. Which are the most feasible for my organization?

5. What is my best long-term funding strategy?

a. What revenues will | have?
b. What is my investment gap or surplus to meet asset condition goals?
c. What is my revenue gap to keep my asset within my risk tolerance level ?
d. What would be my optimum mix of:
i. Preservation and Preventive Maintenance
Ii. Reactive Maintenance
iii. Rehabilitation
iv. Replacement
e. If I cannot afford my optimum mix, what is the best mix of fixes| can afford?

Answering these questions require data. The context (legal framework, government
objectives, public health and safety, sustainability, etc.) playsacritical rolein the
decision making process.
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APPENDI X 1V: Summarized Conclusionsfrom Consultant’s

Report

The following are excer pts from the consultant’ s report and summarizes his response to
our Office regarding the reliability of the Department’ s Asset Management System.

Assessment of the Asset Management System

1)

2)

Completeness and accuracy of the current condition of the road kilometresin
the New Brunswick Asset Management System

The AMS and associated processes in place provide a completely and reasonably
accurate state of the current condition of the road network (paved and surface treated)
that areincluded in the system (see notes below) and that are under the jurisdiction
of the DTI.

Notes:

The AMS does not include Public-Private Partner ship (P3) roads. These roads will
be incorporated into the DTI AMSat the time they are transferred to the Province.

Thereis a different process used for choosing priorities and funding provincially
owned roads in municipalities. The Department has the desire to include those roads
into the AMS and to develop five-year priority plans for them.

Accuracy of short and long term projections of capital funding requirementsto
maintain the current condition given the Department’s goals over a twenty year
planning horizon.

The AMS and associated processes in place provide reasonably accur ate projections
of funding requirements to maintain the Department’ s paved and surface treated roads
in the condition defined by the levels of service established.

Notes:
The levels of service adopted by the Department in 2008 refer to the physical
condition of the roads. Other non-condition based levels of service are used outside

the AMS process at the project selection stage.

Improvements to the road network in the AMS projections are defined in terms of a
reduction of the number of kilometresin the “ poor” category. Theinitial 2008
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3)

4)

projections of funding needs and resulting three-year budget did achieve the goal of
improving the road network, i.e., reducing the percentage of roads in poor condition.

Economy of the application of capital budget dollars by the AM Sto achievethe
least cost life cycle approach (LCLCA).

The Department has set agoal of achieving 80% of the projects selected will meet the
AMS LCLCA and levels of service criteria. Thistarget has not been reached.

It can be concluded that the capital budget dollarsinvested in projectsthat are
recommended by or meet the criteria set by the AM S are applied in the most
economical way to achieve the least cost life-cycle approach and meet the established
levels of service.

It was not possible to assess, based on the information at hand, if the other projects
selected contribute to achieving the least cost life-cycle objectives or the levels of
service targets.

Accuracy and reliability of the AM Sto project the deterioration of overall
physical condition of road kilometresfor valuing therelated infrastructure
deficit

Anin-depth analysis of the formulation and rulesin the AM system was beyond the
scope of this evaluation. However, the documentation reviewed and adetailed
presentation by DT1 Asset Management staff points to areliable and reasonably
accurate forecast of current and future road network conditions.

Valuing the “infrastructure deficit” requires the following parameters: the current (or
future) condition of the road; the actual/expected service life of the road; and the level
of service.

Based on the AM Sroad condition assessment, asset service lives and adopted
levels of service, the “infrastructure deficit” that is calculated is reliable and
reasonably accurate. A key recommendation stemming from this assessment,
however, isto revise the levels of service to include other non-condition parameters
which in fact may change the value of the “deficit” (up or down).
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5) Evaluation of the AMS

a)

b)

Asa decision-making tool;

Overdl, based on the historical records of road conditions and cost avoidances,
the AMS has enabl ed better decision-making. Asit evolves, maturesand is
refined, the AMS will prove to be an even more val uable decision-making support
tool.

To predict the most cost effective and economical timing and treatment of
infrastructure;

The AMS, based on the level of service criteria currently in place predicts the
most cost effective and economical timing and treatment of the road infrastructure
considered.

To accurately assess future dollar impact of deferring capital repairs.

The AMS, based on the current level of service criteria, is reasonably accuratein
assessing future dollar impacts of deferring capital repairs.

Since the AM S generates medium to long term scenarios, the prediction of the
impacts of deferring capital repairsis highly dependent on the estimate of future
budget allocations. Overly optimistic budget allocations beyond the current 3-year
budget plans do not present an accurate portrait of the impacts of these budget
reductions.
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APPENDIX V: Condition Category Description

This table, taken from the Department’ s 2012 Asset Management Plan, provides a
general description of the different condition categories used by the Department. It also
references technical condition measures (IRI, SDI, and VIR) commonly used by the
Department to show where the different condition categories would fall within the
technical scales.

Condition Description Asphalt Surfaces Chipseal
Surfaces
Class IRI SDI Class VIR
Very Assetisvery closeto | Arterial 0-15 | 10-85 | Loca 10-9
Good new condition with Collector 0-15 Roads
very little deterioration | Local 0-15
Good Asset hassome minor | Arterial 15-18| g5-7 |Locd | <g.6
deterioration but is Collector 15-27 Roads
il functioningata | Loca 15-27

very high level of
performance — some
preservation activities
can be considered

Fair Asset has deteriorated | Arterial 19-27| 7.5 |Locd | <g-3
to the point where Collector 2.7-35 Roads
rehabilitation or Local 27-35
replacement would be
considered —
functiona
performance is still
acceptable

Poor Asset has deteriorated | Arterial >2.8 5.0 | Local <3
to the point where Collector >35 Roads
either amajor Local >35
rehabilitation is
required or complete
replacement —
functiona
performance is below
acceptable levels

IRI (International Roughness Index) is a standard scale for Asphalt surface roughness of asingle
wheel track measured in meters/ kilometer of suspension travel. The lower values represent the
smoothest surfaces.

SDI (Surface Distress | ndex) is a mathematical model that incorporates severity and density
ratings for seven surface distress typesinto a single score from 10 to 0 with 10 being least
distressed.

VIR (Visual Inspection Rating) measures the coarseness of chip seal surface condition on a scale
of 10-0, with a score of 10 representing the highest rating.
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APPENDIX VI: Capital Maintenance Treatment Life spans

This table, taken from the Department’ s 2012 Asset Management Plan, provides
information on the types of treatmentsin different treatment categories by road surface
type and the associated average service life of those treatments.

Strategic .
S$rfa§e Rehabilitation Example Treatments Avelfﬁgee(sre'rs)vlce
yp Category y
Preservation Micro-surfacing 5-8
. A Mill-Seal
Minor Rehabilitation Spot Pad- Seal 8_12
Mill-Base-Sed
Major Rehabilitation | Spot Pad-Base-Seal 12-15
Asphalt Full Pad-Base-Sed
Pulverize-Base-Seal
Expanded
Reconstruction Asphalt-Sed 15-20
Expanded Asphalt-
Base-Seal
Minor Rehabilitation | >"dieSed-Minimal | g,
. Leveling
Chipseal
Major Rehabilitation | Pulverize-Double Seal | 8-12
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Chapter 6 Follow-up on Recommendations from Prior Years' Value for Money Chapters

Follow-up on Recommendations from
Prior Years Value for Money
Chapters

Background 6.1  Thisfollow-up chapter promotes accountability by
giving the Legidative Assembly, and the genera
public, information about how responsive government
has been to our value for money recommendations. We
think it isimportant that both MLAs and taxpayers be
provided with sufficient information to assess the
progress government is making in implementing these
recommendations.

6.2  Notethat recommendations made to departments
and Crown agencies pursuant to our financial audit
work are followed up annually as part of our financial
audit process, and are not discussed in this chapter.
For acomplete list of our audits over the last ten years,
please see Appendix A.

6.3  We continue to have a strategic goal that
departments and agencies accept and implement our
value for money recommendations. Consequently, in
this chapter we report on the progress updates as
provided to us by departments and Crown agencies for
value for money recommendations made in our 2008,
2009, and 2010 chapters. Even though we did not have
the resources to review the accuracy of all responses,
we reviewed all responses received related to our 2008
recommendations for accuracy and gathered the
information for 2009 and 2010. (See Appendix B for
detailed status report of recommendations since 2008).

Summary 6.4  Our overall results show departments and agencies
report they had implemented about 65% (90 of 139) of
our value for money recommendations from the 2008,
2009 and 2010 Reports of the Auditor General. We
anticipate this percentage will increase for 2009 and
2010 recommendations as we continue to track them.
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6.5 Weare somewhat encouraged that the percentage
of value for money recommendations implemented
from 2008 was 57%, given it is the highest such four-
year percentage since 2002. It also appears, based on
self-reporting by the Departments responsible for
responding to recommendations in our 2009 and 2010
reports, that four-year percentages may be even higher
in the next two years.

6.6  However, not apparent in these numbersis the fact
that certain projects have very high overall
implementation rates (e.g. Post Secondary Education
Training and Labour — Adult Literacy 2008 — 93%)
while others are very low (e.g. Environment and L ocal
Government — Environmental Impact Assessments
2008 — 0%). Also, an implementation rate of 57% for
2008 means that many of our value for money
recommendations had not been fully implemented,
even after four years.

6.7  Our Officeis committed to continuing to work with
departments and agencies to devel op sound, practical
recommendationsin al our reports. Further, we will
continue to use our follow-up process as a means of
providing encouragement and support for departments
to fully implement our value for money
recommendations.

6.8  Weare pleased to report that a number of the
members of the Public Accounts Committee and the
Crown Corporations Committee have questioned
departments and agencies appearing before them on
how successful they have been in implementing our
value for money recommendations. We see this as an
important part of government accountability. The
appendices to this chapter contain detailed listings of
past reports and recommendations. Thisisintended to
facilitate the work of the two committees.

6.9  Further, in thefall of 2012 we were informed that
the Department of Finance — Minister’s Office, wasin
the process of developing aformal government
response document covering al of our recent value for
money recommendations. Our understanding is that
this document will be prepared on an annual basis.
This additional attention to our recommendations may
further encourage departments and agencies to adopt
our value for money recommendations on atimely
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basis.

Scope and 6.10 Our practiceisto track the status of our value for
Obj ectives money recommendations for four years after they first

appear in the Report of the Auditor General, starting in
the second year after the original Report. In other
words, in this Report for the year ended 31 March
2012, we are tracking progress on value for money
recommendations from 2008, 2009 and 2010. Our
objective isto determine the degree of progress
departments and agencies have made in implementing
our recommendations. We have assessed their progress
as fully implemented, not implemented, disagreed
with, or no longer applicable.

6.11 To preparethis chapter, we request written updates
on progress from the respective departments and
Crown agencies. They are asked to provide their
assessment of the status of each value for money
recommendation. In addition, departments and
agencies also add any explanatory comments they
believe necessary to explain the rationale for their
assessment.

6.12 Wereceived all the updates requested.

6.13 Inthe past year we followed up on all value for
money recommendations made in our 2008 Report.
Aresas covered included:

e New Brunswick Investment Management
Corporation;

Superintendent of Credit Unions,
Environmental Impact Assessment;
Timber Royalties;

Adult Literacy Services, and
Departmental Annual Reports.

Detailed Findings 6.14 Thissection provides details on how well
departments and Crown agencies have donein
implementing value for money recommendations we
made in the years 2008, 2009 and 2010. Exhibit 6.1
gives an overview of the status of recommendations by
department and agency. Exhibit 6.2 shows the results
summarized by year.

6.15 Exhibit 6.2 shows departments and agencies
reported to us that they had implemented 64 of 93
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(about 69%) of our value for money recommendations
from 2009 and 2010 Reports of the Auditor General.
For 2008, based upon departmenta and agency
reporting, and our own review of their assessments, we
have concluded that 26 of 46 (i.e. 57%) of our
recommendations have been implemented. Of the
remaining 20 recommendations, 13 have been agreed
with but not yet implemented, and seven have been
disagreed with. Two additional recommendations made
in 2008 are no longer applicable. Consistent with our
established process, thisisthe last year that our 2008
value for money recommendations will be subject to
our formal follow up process.
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Exhibit 6.1 - Status of Value for Money Recommendations as Reported by Departments/Agencies

Department /

Value for Money Recommendations

%

Audit area Year . Agreed/Not |No longer
Agency Total [Disagreed|implemented T Bt ol e Implemented
Financial
IAssistance to 2010 7 2 2 3 0 29
Economic Industry
Development New Brunswick
Innovation 2009 9 0 3 6 0 33
Foundation
Tourism, Heritage [New Brunswick Art 2010 7 0 4 3 0 57
and Culture Bank
Education and Provincial Testing
Early Childhood |of Students 2009| 16 0 14 2 0 88
Development IAnglophone Sector
Environmental 2009 8 0 8 0 0 100
. Trust Fund
Environment and
Local Government |[Environmental
Impact 2008 8 3 0 5 0 0
IAssessments
Review of
Executive Council [Departmental 2008 1 0 0 1 0 0
IAnnual Reports
Finance / New
Brunswick Investment
Investment Performance and |2008 9 1 5 3 0 55
Management Cost Analysis
Corporation
La Caisse
populaire de 2009 6 0 5 1 0 83
Justice and the  [Shippagan
Attorney General S .
uperintendent of 1,445 1 0 7 3 0 70
Credit Unions
Natural Resources|Timber Royalties [2008| 4 3 1 0 0 25
’C‘.e"" Brunswick |5 sency Stores  |2010| 10 0 10 0 0 100
iquor Corporation
Immigration with
Post Secondary [the Provincial 2010 20 0 12 8 0 60
Education, Nominee Program
Training and .
Labour gd“'F Literacy 2008| 16 0 13 1 2 93
ervices
Infastructure and. e of Nursing
. Home Contract with| 2009 10 0 6 4 0 60
Social
Shannex Inc
Development
Totals 141 9 90 40 2 65
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Exhibit 6.2 - Summary Status of Recommendations by Year as Reported by Departments/Agency

Recommendations
Year No longer Agreed/Not | .. %
ol applicable Implememedimplemented DrsEEE Implemented

2010 44 0 28 14 2 64

2009 49 0 36 13 0 73

2008 48 2 26 13 7 57

Total | 141 2 90 40 9 65
Commentson 6.16 Exhibit 6.3 provides afull listing of our 2008 value
recommendations from for money recommendations that are still not
2008 implemented.

6.17 Our 2008 value for money recommendations have
reached the end of the four year follow-up cycle. They
arein the areas of:

e New Brunswick Investment Management
Corporation (NBIMC);

e Superintendent of Credit Unions,

e Environmental Impact A ssessments;

e Timber Royalties,

e Adult Literacy Services; and

e Departmental Annual Reports.

6.18 Immediately following Exhibit 6.3, we provide
some additional commentary on some of the value for
money recommendations from these six 2008 projects.

6.19 We encourage Members of the Legislative
Assembly to look at the 2008 value for money
recommendations which the government has not
implemented. Upcoming meetings of the Public
Accounts Committee and the Crown Corporations
Committee provide an opportunity for Membersto
pursue the status of these recommendations with the
involved Departments and Crown agencies.
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Exhibit 6.3 - Summary Satus of 2008 Value for Money Recommendations Not | mplemented

2 0]
= b= 0
DEPErTmETY ey 8 E g | © Recommendation Status
Agency Name > ] - o
> (@)
(2) We recommended NBIMC disclose the actua
= 2008 2 2 48 | performance of theindividual unit trust fundsin Disagreed
zZ A% the Corporation's annual report.
>
z We recommended the Minister of Finance re-
fots examine the Province's approach to the
8 2008 5 5 108 investment management of its large funds and Not
et identify opportunities where NBIMC could I mplemented
© & provide advice, investment management and
2 8 trustee services.
S 5 — _
iT £ We recommended the Minister of Finance
2 document aformal pension plan funding policy Not
E 2008 2 2 120 | for the Public Service Superannuation Plan, I molemented
5 Teachers Pension Plan and the Provincial Court P
% Judges' Pension Plan.
3 g E We recommended the Minister of Finance and
oe NBIMC agree on aformulato establish the total Not
= ag
% = 2008 2 2 219 amount of incentive pay that NBIMC may Implemented
z® distribute each year.
e &
T O
T C
§ 2 " 2008 > 3 63 We recommended the Superintendent of Credit Not
% S 5 Unions inspect the stabilization boards annually. Implemented
25 c
)
@ G =
g We recommended the Department of Justice [and
% - 5 Attorney General] comply with the requirements
R = of the annual report policy with respect to the Not
O gz 5 2008 2 3 101 .
5L g S content concerning the work of the Implemented
= Z 3 é Superintendent of Credit Unionsin its annual
” = report.
g g 5
% s £ A We recommended the Department examine the Not
2e< 2008 2 3 105 | conflicting roles of the Superintendent and make
D ; Implemented
@ changes where appropriate.
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Exhibit 6.3 - Summary Satus of 2008 Value for Money Recommendations Not I mplemented (continued)

Department/
Agency

Chapter
Name

Y ear

Volume

Chapter

Par.

Recommendation

Status

Department of Environment and Local Government

Environmental Impact Assessments

2008

67

We recommended Appendix C of the Registration
guide be amended to require public meetings to be
held during the determination review phase for
every registered project unless the proponent is
able to provide evidence to the branch that such a
meeting would not add value to the public
consultation process.

Disagreed

2008

69

We further recommended a representative of the
branch should attend each public meeting held
during the determination review phase of a
proposed project.

Not
Implemented

2008

102

We recommended the DENV [Department of
Environment] website provide, on a project by
project basis, arationale for certificates of
determination and EIA [Environmental | mpact
Assessments] approvals issued and explanations as
to how major concerns raised by the proponent
and/or stakeholders during the review process
have been addressed.

Disagreed

2008

142

We recommended DENV should develop,
implement, and maintain aformal monitoring
process that allows it to adequately monitor
proponent compliance with conditions of
Certificates of Determination and EIA approvals
and commitments made in registration and other
documents. Such a process should include the
requirement for the Project Assessment and
Approvals branch to verify proponent assertions
about their compliance with those conditions.

Not
Implemented

2008

144

We also recommended DENV should present
sufficient information on its website to keep the
public up to date about the compliance status of
projects for which Certificates of Determination or
EIA approvals have been issued.

Disagreed

2008

161

We recommended the Project Assessment and
Approvals Branch develop and implement an
effectiveness reporting system for the EIA
program.

Not
I mplemented

2008

177

We recommended DENV complete its review of
the EIA Regulation and make necessary
modifications to the Regulation to bring it up to
date.

Not
I mplemented
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Exhibit 6.3 - Summary Satus of 2008 Value for Money Recommendations Not I mplemented (continued)

Department/
Agency

Chapter
Name

Y ear

Volume

Chapter

Par.

Recommendation

Status

Department of
Environment and
Loca Government

Environmental
Impact Assessments

2008

178

Further, we recommended Schedule A to the
Regulation be reviewed to ensure that all types of
projects that could potentially have a significant
negative impact on the environment are listed for
registration, thereby making the list
comprehensive and establishing branch
responsibility for the coordination of all EIAs.

Not
I mplemented

Department of Natural Resources

Timber Royalties

2008

We recommended the Department implement a
new system to determine fair market value.

Disagreed

2008

88

We recommended the new system establish
royalty rates on aregional basis.

Disagreed

2008

92

We recommended the Department implement a
new timber royalty system that allows the royalties
charged to reflect changes in market indiceson a
frequent basis, which would be at least quarterly.

Disagreed

Post-Secondary
Education,
Training and
Labour

Adult Literacy

Services

2008

221

To obtain the most value from its monitoring, the
Department should ensure that monitoring
information is used in the program’s planning.

Not
I mplemented

Executive Council

Review of
Departmental Annual
Reports

2008

32

Therefore, we recommended the Executive
Council develop legidation for an enhanced
performance reporting regime in New Brunswick.
The legidation should reflect the principles of the
Canadian Institute of Chartered Accountants’
Statement of Recommended Practice on Public
Performance Reporting.

Not
I mplemented
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Department of Finance/ New Brunswick | nvestment M anagement
Corporation (NBIMC)

Five of nine 6.20 In 2008, we looked at some indicators of NBIMC's
recommendations have investment performance, and provided an analysis of
been fully implemented the costs of the organization. This was afollow-up

study to Chapter 3 of Volume 2 of our 2006 Report, in
which we reported on our assessment of the
governance structures and processes in place at
NBIMC.

6.21  Of our nine original recommendations, five have
been fully implemented, three have not been fully
implemented and NBIM C disagreed with one.

6.22  Stepstaken to implement our recommendations
included:

e A Minister of Finance letter of expectations, with
NBIMC performance targets, is now drafted
annually;

e The Department of Finance has had an independent
consultant conduct areview of NBIMC's
investment performance and processes; and

e NBIMC enhanced the performance information
provided in their annual reports.

6.23 However, NBIMC disagreed with our
recommendation that they disclose the actual
performance of the individual unit trust fundsin the
Corporation’s annual report. In discussing the changes
they had made to their annual report, and our
recommendation, NBIMC commented:

We believe that our stakeholdersfind this level
of reporting useful and easier to under stand
rather than the additional complexity that would
arise from presenting at the more detailed
individual unit trust funds level.

6.24 We continue to believe that the recommendation is
valid. Aswe stated in our 2008 report, “ The financial
statements discl ose the specific mandate, benchmark
and return objective for each unit trust fund. ... What is
missing from the annual report is the actual
performance of the 17 unit trust funds.”

6.25 We aso recommended the Minister of Finance
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reexamine the Province' s approach to the investment
management of itslarge funds and identify
opportunities where NBIMC could provide advice,
investment management and trustee services. The
independent consultant referred to in this section made
asimilar recommendation to the Department of
Finance. However, at the time of our follow up work
the Department of Finance was waiting for the task
force on public sector pensions to report before making
a decision whether to implement this recommendation.

6.26 A further recommendation was that the Minister of
Finance document aformal pension plan funding
policy for the Public Service Superannuation Plan,
Teachers' Pension Plan and the Provincial Court
Judges Pension Plan. Again, the Department is
waiting for areport from the task force before
addressing this recommendation.

6.27 Finally, we recommended the Minister of Finance
and NBIMC agree on aformulato establish the tota
amount of incentive pay that NBIMC may distribute
each year. No such jointly agreed upon formula has
been established as yet. However, we were informed
that compensation policies were looked at by the
independent consultant referred to previously in this
section, and this areawill be addressed by the NBIMC
board of directors in conjunction with the consultant’s
recommendations.
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Department of Environment and L ocal Gover nment
Environmental | mpact Assessments

6.28 In thisassignment, we wanted to determine
whether the Department was carrying out its key roles
and responsibilities under the NB Environmental
Impact Assessments (EIA) Regulation (87-83) — Clean
Environment Act and related departmental guidelines
with due regards for economy, efficiency and
effectiveness. We also wanted to identify key risks
associated with the provincial EIA process and
determine the extent to which those risks were being

managed.
None of our eight 6.29 Inour 2008 Report, we concluded the Department
recommendations have was carrying out most of its key roles and
been implemented responsibilities with due regard for economy,

efficiency and effectiveness. We also concluded that
most risks associated with environmental impact
assessments were being adequately managed by the
Department.

6.30 However, we did identify areas that needed
improvement including:

e ongoing departmental monitoring of approval
conditions and other commitments made by
proponents during the EIA process;

e Departmenta processes for getting public input as
part the EIA process; and

e thetransparency of decisionstaken as aresult of
the EIA process.

6.31 Therefore, we made eight recommendations to the
Department that we believed would improve these
areas. Unfortunately, from our 2012 review work we
have concluded that none of the recommendations
have been implemented. Based on Departmental
comments it appears that they disagree with three of
the recommendations, and agree with, but have not yet
implemented the other five.

6.32 The Department disagreed with our
recommendations that:

¢ the Registration guide be amended to require public
meetings to be held during the determination review
phase for every registered project unless the
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proponent is able to provide evidence to the branch
that such a meeting would not add value to the public
consultation process;

e the Departmental website provide, on a project by
project basis, arationale for certificates of
determination and EIA approvalsissued and
explanations as to how major concerns raised by the
proponent and/or stakeholders during the review
process had been addressed; and

e the Departmental website present sufficient
information to keep the public up to date about the
compliance status of projects for which Certificates
of Determination or EIA approvals have been issued.

6.33 The Department hasindicated that it considersits
current public consultation processes sufficient. It has
also commented:

The Department considers the current compliance and
enforcement process is satisfactory. The Department
considers the information available to the public
relating to EIA projects on the website to be
satisfactory at thistime. The conditions that are
currently posted on the website essentially do
summarize the rationale for certificates of
determination and EIA approvals. ... Additional
information beyond that which is provided on the
website can currently be obtained under provisions of
the Right to Information Act. Furthermore, if the
Department were required to fulfill this
recommendation, additional resourceswould be
needed.

6.34 However, we continue to believe that
implementation of these three recommendationsis
necessary to address public input and transparency
concerns identified during our 2008 review.

6.35 We made five other recommendations;

e arepresentative of the branch should attend each
public meeting held during the determination
review phase of a proposed project;

¢ the Department should develop, implement, and
maintain aformal monitoring process that allowsit
to adequately monitor proponent compliance with
conditions of Certificates of Determination and
EIA approvals and commitments madein
registration and other documents. Such a process
should include the requirement for the Project
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Assessment and Approvals Branch to verify
proponent assertions about their compliance with
those conditions;

e the Project Assessment and Approvals Branch
develop and implement an effectiveness reporting
system for the EIA program;

e the Department complete its review of the EIA
Regulation and make necessary modificationsto
the Regulation to bring it up to date; and

e Schedule A to the Regulation be reviewed to
ensure that al types of projects that could
potentially have a significant negative impact on
the environment are listed for registration, thereby
making the list comprehensive and establishing
branch responsibility for the coordination of all
ElAs.

6.36 The Department continues to indicate its agreement
with these recommendations, but reported no
substantive progress in implementing them as of our
2012 review.
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Department of Natural Resour ces
Timber Royalties

Only one of four 6.37 Thethree objectives of this review were to:

recommendations have e obtain abetter knowledge of timber royalties and
been fully implemented the processes and requirements surrounding them;
e determineif the Department was complying with
its legislated requirements; and
e determineif there were any financial or value-for-
money issues the Department should address.

6.38 We concluded that while the Department was
meeting its legal requirement to annually review and
establish royalty rates, and used market information in
this process, some royalties did not reflect fair market
value. We also concluded that the Department should
record the gross value of its royalty revenue and record
an expenditure for the amount it pays to licensees for
their management of Crown lands.

6.39 We made four recommendations, of which the
Department has only implemented one relating to the
grossing up of royalty revenue.

6.40 The Department disagreed with the other three
recommendations:

e the Department implement a new system to
determine fair market value;

¢ the new system establish royalty rates on aregional
basis; and

e the Department implement a new timber royalty
system that allows the royalties charged to reflect
changes in market indices on a frequent basis,
which would be at least quarterly.

6.41 The Department indicated that it does not intend to
develop anew system to establish fair market value,
although it has made adjustments to the way fair
market value is calculated under the current system. It
also indicated that it does not agree with adopting
regional royalty rates, as it believes the current system
resultsin the calculation of accurate rates. Further the
Department, for a number of reasons, does not agree
with adjusting royalties on a quarterly basis. However,
it has amended the Crown Lands and Forest Act to
allow more frequent adjustments if needed.
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6.42 Based upon the findings reported in our 2008
Report, we continue to believe our recommendations
arevalid, and that the Department should reconsider
their decisions not to implement them.

Department of Post Secondary Education, Training, and L abour
Adult Literacy Services

Wearevery pleasedto  6.43 Thefour objectives of this project wereto

notethat thirteen of our determine whether the Department:
recommendations have e had appropriate strategic direction for its adult
been fU”y |mplemented literacy support;
e had appropriate control procedures for its adult
literacy support;

e had appropriate procedures to measure the results
of its adult literacy support; and

e had appropriate performance reporting on its adult
literacy support.

6.44 We concluded in 2008 that while the Department
did have appropriate strategic direction for its adult
literacy support, there were significant deficienciesin
its control procedures, results measurement
procedures, and performance reporting for the
program. We made sixteen recommendations to
address those deficiencies.

6.45 We arevery pleased to note that as of our 2012
review, thirteen of the recommendations have been
fully implemented, and another two were no longer
applicable due to changes in the way the program is
administered.

6.46  The only outstanding recommendation that has not
yet been fully implemented was, “the Department
should ensure that monitoring information isused in
the progranm' s planning.” The Department has
developed a quality framework for the program that
includes a monitoring component. However, as that
framework has only been implemented on a pilot basis
to date, formal monitoring activities would not yet be
providing sufficient data for use by the Department in
program planning.
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Department of Justice and Attorney General
Superintendent of Credit Unions

Wearepleased tonote  6.47  Our objective for this assignment was to determine

that seven of our ten if the Superintendent of Credit Unionsisfulfilling his

recommendations have duties and responsibilities to oversee the financial

been fully implemented stability and solvency of credit unions and caisses
populaires for the protection of New Brunswick
depositors.

6.48 We found weaknessesin a number of areasthat are
the responsibility of the Superintendent of Credit
Unionsincluding:

e monitoring the financial condition of all credit
unions and caisses popul aires,

e monitoring of the financial condition of
stabilization boards;

e monitoring whether credit unions, caisses
populaires and stabilization boards comply with the
Credit Unions Act; and

e reporting publicly on performance.

6.49 We made ten recommendations, and are pleased to
note that seven of them had been fully implemented by
the time of our 2012 review. The status of the three that
have not yet been fully implemented is discussed in the
paragraphs that follow.

6.50 Werecommended the Superintendent of Credit
Unions inspect the stabilization boards annually.
There are two such boards including the Risk
Management Agency (RMA) and I’ Office de
stabilisation de la Fédération des caisses populaires
acadiennes (I’ Office). Based on our late 2011 review,
we concluded that the RMA is now inspected
annually. However, that is not the case for I’ Office,
which was last inspected in 2009.

6.51 Wearevery concerned with the lack of annual
inspections, especially given the serious problems that
occurred at La Caisse populaire de Shippagan (refer
to our 2009 Report — Volume 1). We believe the
failure to inspect stabilization boards on an annual
basis creates the risk that a similar situation could
arise. We again strongly recommend that the
stabilization boards be inspected annually by the
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Superintendent of Credit Unions.

6.52 Werecommended the Department of Justice [and
Attorney General] comply with the requirements of the
annual report policy with respect to disclosure related
to the work of the Superintendent of Credit Unionsin
its annual report. Based on our review, the Department
does report its performance in terms of activities.
However it does not compare that performance with
any pre-established objectives or plan, as envisaged by
the provincia annual report policy.

6.53 Werecommended the Department examine the
conflicting roles of the Superintendent and make
changes where appropriate. In our 2008 Report we
stated, “ The framework of the credit union system
places many hats on the Superintendent’ s head. Not
only is he the Superintendent of Credit Unions, but he
is also a board member of the RMA board, I’ Office
board and the NBCUDIC [ New Brunswick Credit
Union Deposit Insurance Corporation] board. In
addition, heis also Director of the Credit Unions
branch. Having one individual with so many roles
could lead to conflicts.”

6.54 There have been some legislative changes made to
the role of the Superintendent that have partially
addressed this recommendation. For example, the
Superintendent was the chair of NBCUDIC; but is now
only amember. Further, the Superintendent is still on
the RMA and I’ Office boards, but only as a non-voting
member. However, we believe other conflicts
identified in 2008 remain and should be addressed.
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Executive Council Office
Review of Departmental Annual Reports

6.55 In 2008, we reviewed a number of departmental
annual reports. The primary objective of our work
was to determine the degree to which departmental
annual reports and our government’ s reporting on
performance could be improved by applying the
principles of the Canadian Institute of Chartered
Accountants (CICA) 2006 Statement of
Recommended Practice — Public Performance
Reporting. We also wanted to determine what
enhancements might be recommended for the
Province s Annual Report Policy (AD-1605), an
important policy that has remained essentially
unchanged for over 20 years.

6.56 We made one recommendation to Executive
Council Office, that it develop legislation for an
enhanced performance reporting regime in New
Brunswick. The legislation should reflect the
principles of the Canadian Institute of Chartered
Accountants' Statement of Recommended Practice —
Public Performance Reporting.

6.57 To date, that recommendation has not been
implemented. We believe that rigorous performance
reporting through the annual reporting processis a
key component of an effective accountability
relationship between government, the Legislative
Assembly, and provincia taxpayers. Consequently,
we continue to encourage government to implement
this recommendation in the near future.
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General Comments

on the

| mplementation of

our

Recommendations

6.58 Asnoted earlier, we encourage the Public Accounts

and Crown Corporations Committees to use this
chapter to hold government accountable for
implementing our value for money recommendations.
Exhibit 6.4 reports government’ s progress, in
implementing our value for money recommendations
since 1999.

Exhibit 6.4 - Implementation of Value for Money Recommendations

v Number of Recommendations I mplemented Within
ear .
Recommendations | Twoyears | Threeyears | Four years

1999 99 35% 42% 42%
2000 90 26% 41% 49%
2001 187 53% 64% 72%
2002 147 39% 58% 63%
2003 124 31% 36% 42%
2004 110 31% 38% 49%
2005 89 27% 38% 49%
2006 65 22% 38% N/A*
2007 47 19% N/A* 45%**
2008 48 N/A* 609%0* * 57%0** **
2009 49 73%** 73%*** -
2010 44 64%0*** - -

* No follow-up performed in 2010

**  As self-reported by departments and agencies with confirmation by our

Office in the Department of Justice and Consumer Affairs
***  As sdlf-reported by departments and agencies
**** As self-reported by departments and agencies and reviewed for accuracy by
our Office.

6.59 We are encouraged that the percentage of value for

money recommendations implemented from 2008 was
57%, the highest such four-year percentage since 2002.
It also appears, based on self-reporting by the
departments and agencies responsible for responding to
recommendations in our 2009 and 2010 reports, that
four-year percentages may be even higher in the next
two years.

6.60 However, not apparent in the 2008 percentageis

that certain projects have very high overall
implementation rates (e.g. Post-Secondary Education,
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Training and Labour — Adult Literacy — 93%) while
others are very low (e.g. Environment and Local
Government — Environmental Impact Assessment —
0%).

6.61 We are committed to continuing to work with

departments and Crown agencies to develop sound,
practical recommendationsin al our value for money
reports. Also, we will continue to use our follow-up
process as a means of providing encouragement and
support for departments and Crown agenciesto fully
implement as many of our value for money
recommendations as possiblein future.
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Summary of Significant Projects Conducted in Departments and
Appendix A Crown Agencies over the Past Ten Years

Appendix A
Summary of Significant Projects
Conducted in Departments and
Crown Agencies over the
Past Ten Years

Thefollowingisalist of value-for-money projects reported in a separate chapter of our annual
Reports over the last ten years, organized by department and agency. The year of reporting isin
brackets following the subject of the projects. Thelist is organized using the current name of the
department or agency, even though in some cases the project was conducted prior to government
reorganization.

Department of Agriculture, Aquaculture and Fisheries
Salmon Aquaculture (2004)

This chapter assesses whether Province of New Brunswick programs ensure that New Brunswick
salmon cage culture operations are economically, environmentally, and socially sustainable.

Department of Economic Development
Financial Assistanceto Industry (2010)

This chapter assesses whether the Department has adequate procedures in place to measure and
report on the effectiveness of the financial assistance it provides to industry.

New Brunswick Innovation Foundation (2009)

This chapter examines whether governance structures and practices established by the
Department in connection with the delivery of innovation funding through the New Brunswick
Innovation Foundation ensure accountability and protection of the public interest.

Department of Education and Early Childhood Development

Provincial Testing of Students— Anglophone Sector (2009)

This chapter assesses the Department’ s strategic direction for its provincial testing of studentsin
the Anglophone sector. It also assesses the Department’ s process of administering its provincial
testing of students in the Anglophone sector.
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Facilities M aintenance (2005)

This chapter examines whether the Department has adequate systems and practicesin placeto
ensure that school facilities are appropriately maintained.

Department of Environment and L ocal Gover nment
Solid Waste Commissions (2012)

This chapter examines the governance, accountability and financial management of the twelve
provincial solid waste commissions. It also addresses the Province' sinvolvement in reducing the
impacts of solid waste on the environment.

Wastewater Commissions (2011)

This chapter examines the governance, accountability and financial practices of the three largest
wastewater commissions: the Greater Moncton Sewerage Commission, the Greater Shediac
Sewerage Commission and the Fredericton Area Pollution Control Commission. The report
addresses concerns with respect to board governance, accountability and questionabl e financial
practices of the Greater Moncton Sewerage Commission.

Environmental Trust Fund (2009)

This chapter examines whether the purpose of the Environmental Trust Fund is clearly
established, and whether the Fund is measuring and reporting the achievement of its goas and
objectives. It also examines whether the Fund is operating as intended with respect to grants.

Environmental Impact Assessment (2008)

This chapter examines whether the Department is carrying out its key roles and responsibilities
under the NB Environmental Impact Assessment (EIA) Regulation and related Departmental
guidelines with due regard for economy, efficiency and effectiveness. It also identifies key risks
associated with the provincial EIA process and determines the extent to which those risks are
being managed.

Bever age Containers Program (2004)

This chapter examines whether the Department has established satisfactory procedures to
measure and report on whether the Beverage Containers Program is achieving its intended results.
It also reports on the progress the Department has made in i mplementing the recommendations
and responding to the findings of our 1994 report on the Beverage Containers Program.
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Executive Council Office

Constituency Office Costsfor Membersof the L egidative Assembly and Executive Council
(2011)

This chapter reports observations, findings and recommendations regarding Members
constituency office costs with respect to the authority and management by both the Office of the
Clerk of the Legislative Assembly and departments. It identifies positive features, aswell as
issues that need improvement to ensure proper stewardship and accountability.

Department of Finance

Tax Expenditures (2003)

This chapter examines and assesses the processes of approving, monitoring, evaluating and
reporting provincial tax expenditure programs.

Department of Health

M edicare - Paymentsto Doctor s (2012)

This chapter examines whether the Department of Health is maximizing its recovery of incorrect
Medicare payments to doctors, through the practitioner audit function. It also highlights unusual
items that warrant further investigation by the Department.

EHealth — Procurement and Conflict of Interest (2012)

This chapter examines the government procurement policy for purchases of services related to the
E-Health initiative. It also examines whether a conflict of interest existsin the use of consultants.

Program Evaluation (2007)

This chapter examines whether adequate systems and practices have been established to regularly
evaluate programs funded by the Department of Health.

Health L evy (2006)

This chapter explains what the health levy isfor, and summarizes the issues we identified related
to the health levy process.

Prescription Drug Program (2005)

This chapter examines whether the Department has adequate procedures in place to manage the
performance of the Prescription Drug Program, and whether there is adequate reporting on the
Prescription Drug Program’ s performance. It also examines whether the Department has adequate
procedures in place to ensure that the drug assessment process for formulary listing and the
amount paid for drugs and pharmacy services are managed with due regard for cost effectiveness.
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Accountability of Psychiatric Hospitals and Psychiatric Units (2003)

This chapter assesses whether the Department has appropriate accountability processesin place
for the operations of the psychiatric hospitals and psychiatric units under the direction of the
Regional Health Authorities.

Department of Human Resour ces

Absenteeism M anagement (2003)

This chapter examines whether government has systems and practices in place to effectively
manage employee absenteeism in the Civil Service.

L egidative Assembly
Constituency Office Costsfor Members of the Legidative Assembly and Executive Council
(2011)

This chapter reports observations, findings and recommendations regarding Members
constituency office costs with respect to the authority and management by both the Office of the
Clerk of the Legiglative Assembly and departments. It identifies positive features, aswell as
issues that need improvement to ensure proper stewardship and accountability.

Department of Justice and Attorney General

Superintendent of Credit Unions (2008)

This chapter examines whether the Superintendent of Credit Unionsis fulfilling his duties and
responsibilitiesto oversee the financial stability and solvency of credit unions and caisses
populaires for the protection of New Brunswick depositors.

New Brunswick Credit Union Deposit I nsurance Cor por ation (2007)

This chapter examines whether the New Brunswick Credit Union Deposit Insurance Corporation
has adequate structures, processes and proceduresin place to fulfill its obligation to protect the
deposits of members of credit unions and caisses populairesin New Brunswick.

Pension Benefits Act (2006)

This chapter examines the protections offered by the Pension Benefits Act to active and former
pension plan members, and the nature of the operations of the Office of the Superintendent of
Pensions.

Health Levy (2006)

This chapter explains what the health levy is for, and summarizes the issues we identified related
to the health levy process.
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Department of Natural Resour ces

Timber Royalties (2008)

This chapter describes timber royalties and the processes and requirements surrounding them. It
al so examines whether the Department is complying with its legislated requirements.

Wildlife Trust Fund (2007)

This chapter reports the results of an audit of a sample of grants issued by the fund and our testing
of the conservation revenue fee.

Tracking System for Wood Har vested from Private Woodlots (2006)

This chapter examines whether the Department maintai ns appropriate processes to ensure the
tracking system for primary forest products harvested from private woodlots is operating as
required by the Transportation of Primary Forest Products Act. It also examines whether the
Department uses the information provided by the wood tracking system in assessing and
reporting publicly on the sustainability of the private wood supply in New Brunswick.

Department of Post-Secondary Education, Training and L abour

Immigration with the Provincial Nominee Program (2010)

This chapter examines whether the Popul ation Growth Secretariat has identified and documented
significant planning measures for New Brunswick’s Provincial Nominee Program. It also
examines whether the Secretariat has adequate processes and controls for delivering the
Provincial Nominee Program in New Brunswick, and if it supports the programin achieving its
objective “to increase the economic benefits of immigration to New Brunswick.” Findly, it
examines whether the Secretariat measures performance for the Provincial Nominee Program and
if it publicly reports the program’s performance.

Adult Literacy Services (2008)

This chapter examines the Department’ s strategic direction, control procedures, and performance
measurement and reporting for its adult literacy support.

Private Occupational Training Act (2007)

This chapter examines whether the Department, and the New Brunswick Private Occupational
Training Corporation, are fulfilling their mandate to provide effective consumer protection to
students of private occupational training organizationsin New Brunswick.

Department of Social Development

CMHC Social Housing Agreement (2011)

This chapter examines the future of the financial impact to the Province due to the decline of
funding under the CMHC Socia Housing Agreement; and assesses whether the Department
managed and administered the programs in accordance with four key agreement requirements.
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Review of Nursing Home Contract with Shannex Inc. (2009)

This chapter examines various questions surrounding the contract with Shannex Inc. to supply
nursing home beds.

Special Care Homes and Community Residences (2005)

This chapter examines whether the Department has appropriate practices to ensure compliance
with the Province' s legidation and standards for special care homes and community residences.

Nursing Home Services (2004)

This chapter examines whether the Department has appropriate practices to ensure that licensed
nursing homes are complying with the Province' s legislation for nursing homes, and that the
Province' slegidation and departmental policies for nursing homes are reviewed and amended on
aregular basis.

Child Day Care Facilities (2003)

This chapter examines whether the Department has appropriate policies and practices to ensure
compliance with the Province' s legidation and standards for child day care facilities.

Department of Transportation and Infrastructure
Capital Maintenance of Highways (2012)

This chapter examines whether capital road repairs, identified as necessary by the Department,
are made on atimely basis.

Public-Private Partnership: Eleanor W. Graham Middle School and the Moncton North
School (2011)

This chapter examines the process for identifying the two school project as potential P3
agreements and eval uates the value for money assessment on which the Department’ s decision to
recommend the P3 approach for the two school project was based.

Review of Nursing Home Contract with Shannex Inc. (2009)

This chapter examines various questions surrounding the contract with Shannex Inc. to supply
nursing home beds.

M anagement of I nsurable Risksto Public Works Buildings (2003)

This chapter examines how the Department manages significant insurabl e risks for the public
works buildingsit is responsible for.
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Department of Tourism, Heritage and Culture
New Brunswick Art Bank (2010)

Our objective for this project wasto ensure that all art works acquired for the provincial Art Bank
can be accounted for and are being adequately protected, maintained and conserved.

Government-wide projects

Review of Departmental Annual Reports (2008)

Our primary objective for this project was to determine the degree to which departmental annual
reports and our government’ s reporting on performance could be improved by applying state-of-
the-art principles. Our secondary objective was to determine what enhancements might be
recommended for the Province' s annual report policy.

Program Evaluation in Government Departments (2004)

Our objective for this project was to determine the approach to program evaluation employed by
provincial departments.

Crown agency projects

Crown Agency Gover nance (2003)

This chapter summarizes the results of our governance reviews over the past five years, reviews
practicesin other jurisdictions, and makes major overall recommendations on steps the Province
can take to improve Crown agency governance.

New Brunswick Investment Management Cor poration

Investment Performance and Cost Analysis (2008)

This chapter looks at some indicators of the New Brunswick Investment Management
Corporation’sinvestment performance, and provides an analysis of the costs of the organization.
New Brunswick Investment Management Cor poration

Gover nance (2006)

This chapter examines whether current governance structures and processes established for the
New Brunswick Investment Management Corporation set a framework for effective governance.
New Brunswick Liquor Corporation

Agency stores (2010)

This chapter examines whether the New Brunswick Liquor Corporation has appropriate control
procedures for its agency store program.
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NB Power
Governance (2005)

This chapter examines whether the current governance structures and processes established for
NB Power set aframework for effective governance.

Regional Development Cor poration
Provincially Funded Programs and Projects (2004)

This chapter examines whether the Regiona Development Corporation has satisfactory
procedures in place to measure and report on the effectiveness of the provincially funded
programs and projectsit administers.

Service New Brunswick
Property Assessment for Taxation Purposes (2005)

This chapter examines whether Service New Brunswick complies with the Assessment Act by
assessing real property at “real and true value”.
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E|Z| .
Chapter Name SRR § = g E Recommendation Status
Agency > o o
> 8]
Investment i
Performance We recommended NBIMC disclose the actual
and Cost NBIMC 2008 | 2 2 48 |performance of the individual unit trust funds in the Disagreed
Analysis Corporation’s annual report.
F:gr\;fr?;lte We recommended the Minister of Finance provide
and Cost Finance 2008 | 2 2 56 |NBIMC with clearly defined performance expectations Implemented
Analysis including targets.
Investment We recommended the Minister of Finance commission
Performance Finance 2008| 2 > | 106 an |ndepende te(;hnlcal jcxss%sment of NBIM.C.S Implemented
and Cost investment policy inclouding the asset mix decision for
Analysis each of the three pension funds.
We recommended the Minister of Finance re-examine
Investment . ;
Performance the Province's approach to the investment management
and Cost Finance 2008 | 2 2 | 108 |of itslarge funds and identify opportunities where Not Implemented
. NBIMC could provide advice, investment management
Analysis .
and trustee services.
Investment We recommended the Minister of Finance document a
Performance ) formal pension plan funding policy for the Public Service
and Cost Finance 2008 2 2 | 120 Superannuation Plan, Teachers' Pension Plan and the Not Implemented
Analysis Provincial Court Judges' Pension Plan.
Investment We recommended, as part of its performance
Performance ) expectations, the Minister of Finance establish value-
and Cost Finance 2008 2 2 | 20 added targets for NBIMC's function of actively Implemented
Analysis managing investments.
Investment
Performance We recommended NBIMC include, in its annual report,
and Cost NBIMC 2008 2 2 |22 information about its incentive program. Implemented
Analysis
Investment
Performance NBIMC 2008| 2 2 | 216 We recqmmgnfied NBIMC include more performance Implemented
and Cost information in its annual report.
Analysis
Flgr\;?nTaenTe We recommended the Minister of Finance and NBIMC
NBIMC & Finance | 2008 | 2 2 | 219 |agree on aformulato establish the total amount of Not Implemented
and Cost . . N
Analysis incentive pay that NBIMC may distribute each year.
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Chapter Name DRI § = g E Recommendation Status
Agency > = 5
As part of the inspection process, we recommended the
Superintendent | Superintendent of Superintendent of Credit lUnlons_ assess the wgtems that
of Credit Unions|  Credit Unions 2008 | 2 3 33 |collect and produce data in the financial analysis from Implemented
the stabilization boards, in order to determine whether he
can rely on the information.
Superintendent | Superintendent of We r_ecommended the ‘Superlntendent. find arggqlqr and
of Credit Unions|  Credit Unions 2008 | 2 3 41 |consistent way of monitoring the quality and liquidity of Implemented
the stabilization fund of RMA.
We recommended the Superintendent establish a process
. . to satisfy himself as to whether the identified weaknesses
Superintendent | Superintendent of . B . S .
) ) ’ ) 2008 | 2 3 53 |in the inspection process are significant, and if so, Implemented
of Credit Unions|  Credit Unions - .
perform compensating procedures in order to address
those weaknesses.
We recommended the Superintendent ensure that
Superintendent | Superintendent of appropriate safeguards are in place to eliminate or reduce
of Credit Unions|  Credit Unions 2008 2 8 9 potential threats to the independence of the auditors of mplemented
credit unions.
Superintendent | Superintendent of We recommended the Superintendent of Credit Unions
of Credit Unions|  Credit Unions 2008| 2 3 63 inspect the stabilization boards annually. Not Implemented
. . We recommended more frequent monitoring information
;ugreer&?tteggie;n;s Sugzclj?ttegg;nrfsm 2008 | 2 3 67 |be provided to the Superintendent to monitor the quality Implemented
and liquidity of RMA's stabilization fund.
. Superintendent of We' r.ecommgﬁ'ded. the Department pursue changes to the
Superintendent Credit Unions & | 2008 | 2 3 73 position classifications to alow the branch to attract Imolemented
of Credit Unions| Justice qualified, experienced professionals, enabling it to fill the P
vacant positions necessary to fulfill its duties.
We recommended the Superintendent monitor the
Superintendent | Superintendent of compliance of credit unions and stabilization boards with
of Credit Unions|  Credit Unions 2008] 2 s 87 the Credit Unions Act with regard to business Implemented
operations.
We recommended the [Department of Justice and
Superintendent Superintendent of Attorney General] comply with the requirements of the
of Cr:Jr edit Unions Credit Unions& | 2008 | 2 3 | 101 [annual report policy with respect to the content Not Implemented
Justice concerning the work of the Superintendent of Credit
Unions in its annual report.
Superintendent Superintendent of We recommended the Department examine the
P ) ) Credit Unions& | 2008 | 2 3 | 105 |conflicting roles of the Superintendent and make changes| Not Implemented
of Credit Unions| . :
Justice where appropriate.
We recommended Appendix C of the Registration guide
Environmental . be amendeq tq reqwrg public meetings to be held during
Environment and the determination review phase for every registered .
Impact 2008 | 2 4 67 . . A ) Disagreed
Assessment Loca Government project unless the proponent is able to provide evidence
to the branch that such a meeting would not add value to
the public consultation process.
Environmental . We further recommended a representative of the branch
Environment and . - .
Impact 2008 | 2 4 69 |should attend each public meeting held during the Not Implemented
Loca Government _ . ’
Assessment determination review phase of a proposed project.
We recommended the DENV website provide, on a
. project by project basis, a rationale for certificates of
Environmental . 7 ) )
Environment and determination and EIA approvals issued and explanations .
Impact 2008 | 2 4 | 102 ] ! Disagreed
Loca Government as to how major concerns raised by the proponent
Assessment . :
and/or stakeholders during the review process have been
addressed.
We recommended DENV should develop, implement,
and maintain a formal monitoring process that allows it
to adequately monitor proponent compliance with
Environmental . conditions of Certificates of Determination and EIA
Environment and . . .
Impact Local Government 2008 | 2 4 | 142 |approvals and commitments made in registration and Not Implemented
Assessment other documents. Such a process should include the

requirement for the Project Assessment and Approvals
ranch to verify proponent assertions about their
compliance with those conditions.
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Chapter Name PR 8| 5|8 3 Recommendation Status
Ay | > |85
We also recommended DENV should present sufficient
Environmental . information on its website to keep the public up to date
Environment and . ) ) )
Impact Local Government 2008 | 2 4 | 144 |about the compliance status of projects for which Disagreed
Assessment Certificates of Determination or EIA approvals have
been issued.
Environmental Environment and We recommended the Project Assessment and
Impact Local Government 2008 | 2 4 | 161 |Approvals Branch develop and implement an Not Implemented
Assessment effectiveness reporting system for the EIA program.
Environmental . We recommended DENV complete its review of the EIA
Environment and . .
Impact 2008 | 2 4 | 177 |Regulation and make necessary modifications to the Not Implemented
Loca Government . L
Assessment Regulation to bring it up to date.
Further, we recommended Schedule A to the Regulation
. be reviewed to ensure that all types of projects that
Environmental Environment and could potentially have a significant negative impact on
Impact 2008| 2 | 4 | 178 potentially have a sgniticant neg P Not Implemented
A ent Loca Government the environment are listed for registration, thereby
making the list comprehensive and establishing branch
responsibility for the coordination of al EIAs.
We recommended the Department of Natural Resources
Timber record timber royalty revenue on a gross basis and
Rovatties Natural Resources | 2008 | 2 5 76 |record an expenditure for the amount deducted from Implemented
4 royalty payments by licensees to cover the costs incurred
in the management of Crown lands.
Timber We recommended the Department implement a new .
Royalties Natural Resources | 2008 | 2 5 84 system to determine fair market value. Disagreed
Tlmbgr Natural Resources | 2008 | 2 5 88 We recqmmmdgd the new system establish royalty rates Disagreed
Royalties on aregional basis.
We recommended the Department implement a new
Timber timber royalty system that allows the royalties charged to .
Royalties Natural Resources | 2008 | 2 5 92 reflect changes in market indices on a frequent basis, Disagreed
which would be at least quarterly.
Adult Liter Post-Secondary The Department should determine the relevance of its
Iteracy Education, Training| 2008 | 2 6 | p.205|current strategic approach (“ Policy Qaterment on Adult Implemented
Services . . .
and Labour and Lifelong Learning”) and update it as necessary.
To enhance the strategic direction for its adult literacy
Adult Liter Post-Secondary support, the Department should develop strategies to
Iteracy Education, Training| 2008 | 2 6 | p.205|increase public awareness of New Brunswick’s literacy Implemented
Services L )
and Labour situation and the programs available, and to promote
improvement in literacy skills.
Ly | ey e e e
"eraCY | Education, Training| 2008 | 2 | 6 |[p.205|PPOrL the Dep _ € Implemented
Services documents identify target groups and their needs for
and Labour .
adult literacy programs.
Adult Liter Post-Secondary To facilitate the implementation of its strategic plan for
lteracy Education, Training| 2008 | 2 6 |p.205|adult literacy support, the Department should ensure that |  Implemented
Services L - ) :
and L abour each action is specific and accompanied by atime frame.
it Ly | 2y e e vt
tteracy Education, Training| 2008 | 2 6 |p.211 er's advisory group, . ping Implemented
Services strategic direction, and make changes to its documented
and L abour
terms of reference as necessary.
Adult Liter Post-Secondary The Department should ensure that the representation in No lon
Servic&sacy Education, Training| 2008 | 2 6 |p.211|the Minister's advisory group and the frequency of its i cabg(la;
and Labour meetings allow the advisory group to serve its purpose. ap
Adult Liter Post-Secondary To enhance the accountability for its adult literacy
. ay Education, Training| 2008 | 2 6 | p.214|support, the Department should ensure an agreement is Implemented
Services . . -
and Labour signed with each grant recipient.
Adult Liter Post-Secondary To ensure the terms of an agreement are followed, the
Servic&sacy Education, Training| 2008 | 2 6 | p.214|Department should assign the responsibility for Implemented
and L abour monitoring agreements with grant recipients.
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Chapter Name

Department/
Agency

Year

Volume

Chapter

Par.

Recommendation

Status

Adult Literacy
Services

Post-Secondary
Education, Training
and L abour

2008

p.218

The Department should review the purpose of its
relationship with Literacy New Brunswick Inc. and
continue the relationship only if Literacy New Brunswick
Inc. becomes an active vital organization (with full board
representation, regular meetings, a strategic plan, an
operating plan and compliance with its by-laws.)

Implemented

Adult Literacy
Services

Post-Secondary
Education, Training
and L abour

2008

p.218

The Department’s “Community Adult Learning Program
- Procedures Manual” (May 2006) provides the
Department’ s expectations of a Regional Literacy
Committee. The manual indicates a committee needs an
organizational structure, a strategic plan, an operational
plan and should meet at least four times ayear. The
Department should have the same, if not greater,
expectations of sound organizational practices from
Literacy New Brunswick Inc. as it has from the Regional
Literacy Committees.

No longer
applicable

Adult Literacy
Services

Post-Secondary
Education, Training
and Labour

2008

p.221

To obtain consistent assurance of “relative uniformity in
the effective delivery of literacy programs in the
Province,” ' the Department should develop documented
monitoring and reporting procedures. The procedures
could address each of the monitoring responsibilities
assigned to the Regional Literacy Coordinators. Among
others, they could include: monitoring Regional Literacy
Committees to ensure they are operating within their
Terms of Reference; monitoring visits to literacy classes
(frequency and timing); documenting visits; following-up
on identified issues; and reporting the monitoring results
to central office to be used for improving the program.

Implemented

Adult Literacy
Services

Post-Secondary
Education, Training
and Labour

2008

p.221

To provide central office with relevant and useful
information and to aid the Regional Literacy
Coordinators in conducting consistent and efficient
monitoring visits, the Department should develop a
common form for documenting the monitoring visit. The
form could have a list of items to verify at the literacy
class. It could alow the Regional Literacy Coordinator to
identify areas of non-compliance with the CALP
guidelines and comment on specific needs of the literacy
class. And, the form could allow follow-up comments to
indicate that issues and needs are later resolved.

Implemented

Adult Literacy
Services

Post-Secondary
Education, Training
and L abour

2008

p.221

To obtain the most value from its monitoring, the
Department should ensure that monitoring information is
used in the program’s planning.

Not Implemented

Adult Literacy
Services

Post-Secondary
Education, Training
and Labour

2008

p.224

To measure the effectiveness of its support to adult
literacy, the Department should complete its efforts to:

- establish measurable performance indicators;

- set attainable targets; and

- monitor and assess performance of its support to adult
literacy.

Additional performance indicators should be developed.

Implemented

Adult Literacy
Services

Post-Secondary
Education, Training
and L abour

2008

p.224

For continuous improvement to its support to adult
literacy, the Department should use its performance
results to revise its strategic direction and control
procedures.

Implemented

Adult Literacy
Services

Post-Secondary
Education, Training
and Labour

2008

p.226

To provide better accountability to the Legisiative
Assembly and the public, the Department should report
on the performance of its support to adult literacy in its
annual report.

Implemented

Review of
Departmental
Annual Reports

Executive Council

2008

32

Therefore, we recommend the Executive Council
develop legislation for an enhanced performance
reporting regime in New Brunswick. The legislation
should reflect the principles of the Canadian Institute of
Chartered Accountants Statement of Recommended
Practice on Public Performance Reporting.

Not Implemented

1 Community Adult Learning Program — Procedures Manual, May 2006, Page 1.
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We recommend the [Department of Justice and Attorney
General] ensure that the current requirements of
Sections 242 and 242.1 of the Credit Unions Act are
La Caisse Justice and Attorney sufficient to ensure that a credit union can only transfer
populaire de General 2009 | 1 1 | 219 |from one federation and the stabilization board Implemented
Shippagan established in relation to that federation to the other
federation and the stabilization board established in
relation to that federation if the underlying circumstances
warrant the transfer.
We recommend the [Department of Justice and Attorney
La Caisse Justice and Attorney General] ensure that the Credit Unions Act places both
populaire de General 2009 | 1 1 | 220 |the power to inspect a credit union and the power to put Implemented
Shippagan a credit union under supervision in the same
organization.
We recommend the [Department of Justice and Attorney
La Caisse Justice and Attorney General] ensure that Section 246(3) of the Crediit
populaire de 2009 | 1 1 | 221 |Unions Act is sufficient to ensure that a credit union that|  Implemented
A Genera L
Shippagan has been placed under supervision isin fact under
supervision during any appeal process.
We recommend the [Department of Justice and Attorney
La Caisse . Genergl] ensure that thg Cre.d/'t Un/'qnts‘Act gives the
populaire de Justice and Attorney 2009 | 1 1 | 22 Superintendent of Credlt Uplons sufflqgnt poyver to Implemented
Shippagen General ensur_e that only_ auditors with the requ!ste sk|||s_,
experience and independence are appointed auditors of
credit unions.
La Caisse . We recommend the Superintendent of Qredit Unions be
populaire de Justice and Attorney 2009 | 1 1| 223 independent of the [Department of Justice and Attorney Not Implemented
Shippagan Genera Genergi], and havg thg resources needed to properly
supervise the credit union system.
We recommend Executive Council ensure that term
limits exist for al members of the governing bodies of
. provincia Crown corporations, agencies, boards and
La Caisse . o - ) :
} Justice and Attorney commissions. If existing members of governing bodies
populaire de 2009 | 1 1| 224 . . . Implemented
Shippagan Genera have beenl in place for along period of time, there should
be atransition plan to replace them. The length of the
transitional period should be inversely proportional to the
length of time the board member has served.
Provincial The Department should ensure the Minister’ s advisory
Testingof  [Education and Early committee actively operates in compliance with
Students Childhood 2009 | 3 2 33 |legidlation. The representation on the Minister's advisory |  Implemented
Anglophone Development committee and the frequency of its meetings should
Sector alow the advisory committee to serve its purpose.
Provincia
Testingof  |Education and Early The Department should document clearly the
Students Childhood 2009 | 3 2 34 |committee’s terms of reference, which should includeits |  Implemented
Anglophone Development role and responsibilities.
Sector
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Provincia
Testingof  |Education and Early . .
Students Childhood 2009 | 3 2 35 The Departmerjt should develop an orientation program Implemented
for new committee members.
Anglophone Development
Sector
Provincial
Testingof  |Education and Early With the assistance of the Minister’s advisory
Students Childhood 2009 | 3 2 42 |committee, the Department should complete its strategic Implemented
Anglophone Development framework for provincial testing of students.
Sector
Provincial
Testingof  |Education and Early With the assistance of the Minister’s advisory
Students Childhood 2009 | 3 2 48 |committee, the Department should determine and Implemented
Anglophone Development document its purpose for provincial testing.
Sector
. In consultation with its stakeholders, the Department
Provincial should challenge its current provincial testing schedule,
Testingof  |Education and Early e pr ; 9 '
! explore alternatives for obtaining the information
Students Childhood 2009 | 3 2 69 A - . ° . Implemented
required to serve its purpose with the least disruption to
Anglophone Development ; S - L
Sector the students’ learning time, and revise its provincial
testing schedule as needed.
Provincia
Testingof  |Education and Early . .
Students Childhood | 2000| 3 | 2 | 73 | e Department should monitor all testing done by Implemented
schools and districts that is similar to provincial testing.
Anglophone Development
Sector
Provincia : ,
Teirgol o w0 i i
Students Childhood  |2000| 3 | 2 | 74 "ng time ¢ preparing for 9 | Implemented
provincial testing and al other similar testing done by the
Anglophone Development - . .
Sector districts and schools to ensure that it is not excessive.
Provincial
Testingof  [Education and Early The Department should develop practices to ensure that
Students Childhood 2009 | 3 2 75 |different testing of students complements one another Not Implemented
Anglophone Development and there is no duplication of efforts.
Sector
The Department should strengthen the process for
Provincial providing accommodations for students with special
Testingof  |Education and Early needs to ensure that:
Students Childhood 2009 | 3 2 83 |« al eligible students receive accommodations and in the Implemented
Anglophone Development form to which they are entitled; and
Sector « only eligible students receive accommodations and only
in the form to which they are entitled.
Provincia
Testingof  [Education and Early . .
Students Childhood 2009 | 3 2 91 .Th? pepartment st1ou|d document a ppllcy onreporting Not Implemented
individual students’ results on provincia tests.
Anglophone Development
Sector
Provincial
Testingof  |Education and Early The Department should assess its information system
Students Childhood 2009 | 3 2 92 |needs with regards to reporting the results of provincial Implemented
Anglophone Development testing and ensure that its needs are met.
Sector
Provincial
Testingof  |Education and Early
Students Childhood | 2000| 3 | 2 | g3 |TheDepartment should ensure that the resiits of Implemented
provincia testing are easily identified on its web site.
Anglophone Development
Sector
Provincia
Testingof  |Education and Early .
Students Childhood | 2009| 3 | 2 | 102 Z:(f D;S;ﬁ?:};"?ﬁ;d ?g/’ﬁgmgnme"iedr‘ﬂc'es Implemented
Anglophone Development P P 9 program.
Sector
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Provincia The Department should provide training, as necessary,
Testingof  |Education and Early to help ensure the policies and procedures are
Students Childhood 2009 | 3 2 | 103 |understood and followed. This should include training Implemented
Anglophone Development teachers on the administrative guidelines and the use of
Sector provincial testing results.
Provincia
Testingof  |Education and Early The Department should develop and implement quality
Students Childhood 2009 | 3 2 | 104 |control practices to ensure the policies and procedures Implemented
Anglophone Development are followed and updated as needed.
Sector
Environmental | Environment and We therefore recommended the Department establish
Trust Fund L ocal Government 2009 3 3 43 clearer objectives for the Environmental Trust Fund. Implemented
Environmental | Environment and We recommended the Department annually make public
2009 | 3 3 46 |its priorities for the types of projects that it wantsto fund|  Implemented
Trust Fund Local Government )
from the Environmental Trust Fund.
Because we found the flowchart useful, we
recommended the Department enhance the one page
Environmental | Environment and 2009 | 3 3 58 flowchart Qf the Enwrgnmental. T .rust Fund qppllcatlon Implemented
Trust Fund Loca Government process to include a brief description of certain steps and
should post the flow chart on the Environmental Trust
Fund web site.
Environmental | Environment and 2009 | 3 3 66 We recommgnded the DepanmenF provide pgter}tlal Implemented
Trust Fund L ocal Government applicants with the program guidelines and criteria.
. . We recommended the program eligibility and assessment
Environmental | Environment and - S :
2009 | 3 3 69 |criteria should indicate how other sources of funding are Implemented
Trust Fund Loca Government
to be assessed.
Environmental | Environment and We recommended the Department ensures that it follows
Trust Fund Loca Government 2009 3 s 81 the written protocol for in-year ETF applications. Implemented
Environmental | Environment and We recommended the Department document the criteria
2009 | 3 3 95 |it uses to determine which projects will be inspected Implemented
Trust Fund Local Government o
through onsite visits.
Environmental | Environment and We recommer_1ded the‘Department s annual report
2009 | 3 3 | 105 |include more information about the performance of the Implemented
Trust Fund Loca Government :
Environmental Trust Fund.
. We recommend the Province should provide future
New Brunswick | & om funding to NBIF on a year-by-year basis due to th
Innovation conomic 2009| 3 | 4 | 21 |MUncingfo NBIF onayear-by-year bass due to the Not Implemented
. Development significant financing costs associated with providing
Foundation . )
multiple year funding.
We recommend the Province explicitly assign
New Brunswick _ respons@llt)_/ to [Economic Development] for _
: Economic communicating government performance expectations to
Innovation 2009 | 3 4 22 e . , Implemented
. Development NBIF, and monitoring and reporting on NBIF's
Foundation )
performance in order to ensure that adequate
accountability exists for the arrangement.
. We recommend [Economic Development] should ensure
New Brunswick Economic that regular reconciliations are performed verifying that
Innovation 2009 | 3 4 23 e per . ying .| Not Implemented
Foundation Development money drawn from the Trust agrees with that reported in
NBIF's financial statements.
We recommend, in order to simplify and potentially
New Brunswick reduce the cost of the funding process, the Province
) Economic should terminate the Trust as allowed under the Deed of
Innovation 2009 | 3 4 24 A Not Implemented
Foundation Development Settlement and Trust, and have [Economic
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New Brunswick
Innovation
Foundation

Economic
Devel opment

2009

25

Further to that, we recommend [Economic
Development] should require NBIF to sign a letter
of agreement before transferring additional funds
to the Trust. That letter of agreement should
clearly document:

« The amount and timing of funding to flow from
[Economic Development] to NBIF, the period
covered, and any significant details relating to the
process for NBIF accessing those funds.

« [Economic Development] performance
expectations for NBIF relating to its delivery of
innovation funding. Those performance
expectations should include:

» Expected program outcomes to be achieved by
NBIF;

« A requirement for NBIF to be covered by and
compliant with the provincial Auditor General
Act, giving our Office thelegal right to conduct
compliance and performance audits at NBIF and
report the results of those audits to the Legidlative
Assembly;

« A requirement for periodic independent
evaluations of the delivery of innovation funding
through NBIF using recognized evaluation
standards; and

« A requirement for NBIF to apply public sector
values in delivering innovation funding for the
Province. This should include a

requirement for NBIF to adopt a code of conduct,
including conflict-of-interest guidelines, that is
signed by all board members and staff. It should
aso include arequirement that NBIF be as
publicly open as possible regarding access to
information on the agreements, objectives,
activities, and achievements with appropriate
provisions being made for legitimate concerns of
personal privacy, commercia confidence, and
intergovernmental negotiations.

Reporting required by [Economic Development]
from NBIF. Required reporting should facilitate
[Economic Devel opment] monitoring and
effectiveness reporting related to all aspects of
NBIF s performance.

« A requirement for both parties to comply with
terms of the operational memorandum of
understanding signed by [Economic Development]
and NBIF.

« Specific remedies available to [Economic
Development] should NBIF fail to meet
government performance expectations or reporting
requirements associated with the arrangement. In
such cases, [Economic Development] should have
the right to withdraw funding, roll-over funding to
future years, or take other specific actions as
determined appropriate in the circumstances.

» Therole of government representatives on the
board of NBIF.

* Other terms and conditions as considered
necessary in the circumstances.

Not Implemented
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We recommend, in order for [Economic Development]
to effectively monitor NBIF and provide a basis for
public performance reporting on the arrangement,
[Economic Development] should ensure that:
« Government performance expectations are
communicated to NBIF annually,
New Brunswick Economic » Appropriate, sufficient reporting is being provided to
Innovation Development 2009 | 3 4 26 |[Economic Development] by NBIF to allow the Implemented
Foundation P department to evaluate the degree to which NBIF has
met government performance expectations,
* Regular report review processes have been
implemented within [Economic Development], and
* Processes have been developed and implemented
covering action to be taken by [Economic Development]
when NBIF performance is not as expected.
. We recommend [Economic Development] should
New Brunswick ) ) - ; )
) Economic publicly report information on the extent to which the
Innovation 2009 | 3 4 27 h . . L Implemented
) Development arrangement with NBIF has accomplished its provincial
Foundation . o L
policy objectives, and at what cost, in its annual report.
We recommend [Economic Development] should table
New Brunswick Economic evaluation reports related to the arrangement in the
Innovation 2009| 3 4 28 |Legidlative Assembly because of the value of those Not Implemented
) Development . : ; . :
Foundation reports as inputs to public policy decisions associated
with the delivery of innovation funding.
We recommend [Economic Development] should
carefully consider the ramifications of the potential
conflict for government representatives on the NBIF
board between their fiduciary duties as board members
New Brunswick Economic and their assigned roles as protectors of the provincial
Innovation Development 2009 | 3 4 29 |interest relating to innovation funding delivered through | Not Implemented
Foundation P NBIF. Action should be taken to mitigate any identified
risks. The simplest option would be to eliminate the
requirement that provincial representatives sit on the
board of NBIF, or as a minimum remove their voting
rights as board members.
NE:\::eWHg;e Social Development We recommended the Province expand the
g Hor and Transportation | 2009 | 3 5 9 [Ombudsman’s legislation to provide him with jurisdiction| Not Implemented
Contract with .
and Infrastructure over Nursing Homes.
Shannex
NE?::GNHE;G Social Development We recommended the [Department of Transportation
g Hor and Transportation | 2009 | 3 5 35 |and Infrastructure] formally document the definition of Implemented
Contract with M RS
and Infrastructure urgent situation.
Shannex
. We recommended the [Department of Transportation
Review of . .
Nursing Home Social Development and Infrastructure] put in place a process to ensure that
Contragct with and Transportation | 2009 | 3 5 36 |the reason for exemption entered into the purchasing Implemented
and Infrastructure system is consistent with the signed purchase order
Shannex
approval.
. We recommended the [Department of Transportation
Review of . .
Nursing Home Social Development and Infrastructure] implement a process to ensure that
Contre?ct with and Transportation | 2009 | 3 5 37 |departments are adequately documenting and Implemented
Shannex and Infrastructure maintaining on file the justification for exemptions for

emergency or urgent situations.
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Re_wew of Social Development We recommendeq the Department of Soc@
Nursing Home . Development put in place a formal mechanism to assess
. and Transportation | 2009 | 3 5 48 . . . Implemented
Contract with the success of the pilot project they have entered into
and Infrastructure .
Shannex with Shannex.
NLI::g:GNHc?:ne Social Development We recommended the Department of Social
Contra?ct with and Transportation | 2009 | 3 5 54 | Development document its due diligence activities when Implemented
and Infrastructure assessing significant contracts.
Shannex
Re_vlew of Social Development We recommended the Department of S(_Jmal
Nursing Home . Development prepare and document a risk assessment of
. and Transportation | 2009 | 3 5 62 o o - Not Implemented
Contract with and Infrastructure the Shannex contract and identify any mitigating actions
Shannex that should be put in place.
Review of . .
Nursing Home Social Development We recommended the Department of Social
9 mof and Transportation | 2009 | 3 5 72 |Development start planning a replacement tender in year | Not Implemented
Contract with
and Infrastructure three of the current contract.
Shannex
Re_vlew of Social Development We recommendeq the Department of Somall
Nursing Home and Transoortation | 2009 | 3 5 75 Development put in place a plan for how residents would Not Implemented
Contract with and Infrass‘t)ru ciure be accommodated through any future move that could P
Shannex be required at the expiration of the contract term.
Re_vlew of Social Development We recommended the [Department of Transportat!on
Nursing Home . and Infrastructure] ensure that al purchase orders issued
. and Transportation | 2009 | 3 5 77 . Implemented
Contract with properly reflect the value of the services purchased, and
and Infrastructure ;
Shannex in the correct currency.
Financial Economic We recommended the Department establish additional
Assistance to 2010| 2 2 31 |measurable targets for FAIP to alow it to evaluate FAIP | Not implemented
Development ) -
Industry from different perspectives.
) . We recommended the Department investigate why
Financia Economic required documents are not being submitted on a timel
Assistance to 2010| 2 2 43 |1 ) 9 o Y Implemented
Industry Development basis and seek aternative ways to obtain timely
information from its clients.
Financial Economic We recommended the Department establish policies and
Assistance to Development 2010| 2 2 53 |procedures with respect to verifying clients' financial Not Implemented
Industry P information other than their audited financial statements.
Financial Economic We recommended the Department establish policies and
Assistance to 2010| 2 2 62 |procedures on how to verify information provided by Implemented
Development ) ) . -
Industry assistance clients prior to forgiving loans.
We recommended [Economic Development] establish
Financial Economic policies and procedures regarding which types of
Assistance to 2010| 2 2 75 |financial analysis should be performed to identify risk of Disagree
Development B . N
Industry potential loss and which types of mitigation steps should
be taken based on the risks identified.
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Financial Economic We recommended the Department report to the
Assistance to 2010 | 2 2 94 |Legidative Assembly on the success of FAIP in Not implemented
Development - \
Industry achieving the Department's targets.
We recommended [Economic Development] put in place
amonitoring process that directly assesses each
Financial Economic forgivable loan recipient's progress compared to the
Assistance to 2010| 2 2 | 105 |original payback calculation. This assessment should Disagree
Development L
Industry look at each of the three components of the original
payback calculation; the risk factor, the estimated
amount of incremental payroll and the income tax rate.
Im@gaﬂon The Secretariat should make information concerning
with the Post-Secondary immigration representatives widely available, includin
Provincia Education, Training| 2010 | 2 3 45 d lep _y . ' 9 Implemented
. what an gpplicant should expect in their arrangements
Nominee and Labour . R .
with an immigration representative.
Program
Immlgatlon The Secretariat should consider providing their website
with the Post-Secondary . . o ; :
L . - information on the Provincial Nominee Program in the
Provincial Education, Training| 2010 | 2 3 46 lanau of the countries of the progran's target Implemented
Nominee and L abour QL8GES progr
markets.
Program
Immigration
with the Post-Secondary The Secretariat should develop and implement
Provincia Education, Training| 2010 | 2 3 67 |appropriate monitoring procedures for the Provincial Not implemented
Nominee and L abour Nominee Program.
Program
A The Secretariat should ensure that the revised business
Immigration . . . -
. applicant category is supported with documented policies
with the Post-Secondary .
. . - and procedures, forms and records relating to the
Provincial Education, Training| 2010 | 2 3 68 i . Implemented
. $75,000 conditionally refundable deposit, and
Nominee and Labour . : .
appropriate controls over the receipt and disbursement of
Program .
the deposits.
Immigration Roles and responsibilities for monitoring the landed
with the Post-Secondary nominees' business activities should be clearly assigned
Provincia Education, Training| 2010 | 2 3 69 [to staff members. Staff members involved with the new | Not implemented
Nominee and Labour conditionally refundable deposits (receiving, recording,
Program monitoring, refunding, etc.) should be properly trained.
Immigration The Secretariat should ensure the $75,000 conditionally
with the Post-Secondary refundable deposits, which are required from business
Provincial Education, Training| 2010 | 2 3 70 [nominees, are properly recorded in a separate account Implemented
Nominee and Labour and reconciled on aregular basis to the status of the
Program program's business nominees.
Immigration
with the Post-Secondary The Secretariat should obtain additional resources
Provincia Education, Training| 2010 | 2 3 71 [needed to adequately monitor the business activities of | Not implemented
Nominee and Labour landed nominees.
Program
Immlgat|on The Secretariat should ensure all staff members are fully
with the Post-Secondary . . .
Lo . 2 aware of the policy on conflict of interest and have a
Provincia Education, Training| 2010 | 2 3 77 ) . . . Implemented
. clear understanding of how it applies to their work and
Nominee and Labour L .
the Provincial Nominee Program.
Program
Immigration
with the Post-Secondary The Secretariat should ensure the Provincial Nominee
Provincial Education, Training| 2010 | 2 3 78 |Program is adequately supported with documented Implemented
Nominee and Labour policies and procedures.
Program
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Immigration
with the Post-Secondary The Secretariat should ensure that a pilot project is
Provincial Education, Training| 2010 | 2 3 84 |properly planned and documented before it is Implemented
Nominee and Labour implemented.
Program
Immigration The Secretariat should obtain written agreements with
with the Post-Secondary parties involved in delivering pilot projects, which clearly
Provincial Education, Training| 2010 | 2 3 85 |state their responsibilities and provides a reporting Implemented
Nominee and Labour framework or communication plan for proper
Program accountablity.
Immigration
with the Post-Secondary ) ) S
Provincial | Education, Training| 2010 | 2 | 3 | ge | N¢ Secretariat should ensure each pilot project is Implemented
; evaluated.
Nominee and Labour
Program
Immigration The Secretariat should examine its organizational
with the Post-Secondary structure and consider re-positioning the settlement and
Provincial Education, Training| 2010 | 2 3 90 |multiculturalism branch so that it operates under the Implemented
Nominee and Labour same direction as the PNP, within the immigration
Program division.
Immigration
with the Post-Secondary The Secretariat should ensure the Provincial Nominee
Provincial Education, Training| 2010 | 2 3 | 104 |Program operates in compliance with the Canada-New | Not implemented
Nominee and Labour Brunswick Agreemernt.
Program
The Secretariat should develop and implement an
Immigration evaluation plan which alows it to measure performance
with the Post-Secondary of the Provincial Nominee Program and determine if the
Provincial Education, Training| 2010 | 2 3 | 105 |program meets its objective "to increase the economic Not implemented
Nominee and Labour benefits of immigration to New Brunswick". Corrective
Program action should be taken to address deficiencies identified
by the evaluation.
Imm|gat|on The Secretariat should establish program goals,
with the Post-Secondary formance indicators and monitoring procedures for
Provincial Education, Training| 2010 | 2 3 | 108 pertorm ngp . Not implemented
. evaluating performance of the Provincial Nominee
Nominee and Labour
Program.
Program
Immigration The Secretariat should develop and implement an
with the Post-Secondary approach to regularly measure performance of the
Provincia Education, Training| 2010 | 2 3 | 111 |Provincial Nominee Program and compare performance | Not implemented
Nominee and Labour to the objectives and targets stated in the " Population
Program Growth Srategy”.
Immgaﬂon The Secretariat should review the objectives and targets
with the Post-Secondary . R )
L . i relating to immigration stated in the Strategy and )
Provincial Education, Training| 2010 | 2 3 | 118 . o . L : Not implemented
. establish a specific action plan for achieving their
Nominee and Labour -
objectives and targets.
Program
Immlganon The Secretariat should develop annual operational plans
with the Post-Secondary to be used in day-to-day work, which would result in the
Provincial Education, Training| 2010 | 2 3 | 119 ! Y Y ' . Implemented
. achievement of the annual targets shown in the
Nominee and Labour Population Growth Srat
Program » .
Immigration To provide better accountability to the Legislative
with the Post-Secondary Assembly and the public, the Secretariat should report
Provincial Education, Training| 2010 | 2 3 | 123 |on the performance of the Provincial Nominee Program Implemented
Nominee and L abour both on its website and in the Department's Annual
Program Report.
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New Brunswick| Tourism, Heritage We recommended risks associated with the security of
Art Bank and Culture 2010 2 4 37 the Art Bank database be addressed. Implemented
We recommended [T ourism, Heritage and Culture] take
steps to eliminate the risk associated with the lack of
New Brunswick | Tourism, Heritage division of duties identified above. One option might be
Art Bank and Culture 2010 2 4 8 for someone other than the Art Bank Coordinator to be Implemented
given responsibility for entering information into the Art
Bank database.
. . ) We recommended Art Bank staff provide regular
New Brunswick | Tourism, Heritage 2010 | 2 4 39 |reporting on the status of the Art Bank collection to Not implemented
Art Bank and Culture . . .
[Tourism, Heritage and Culture] senior management.
New Brunswick | Tourism. Herit We recommended Art Bank staff ensure that storage
' A€ | 2010 2 4 49 |space at Kings Landing is adequate and that al artworks | Not Implemented
Art Bank and Culture ) L
are appropriately protected while in storage there.
We reommended the Department determine if the
current program objective of accumulating and
maintaining a permanent collection of the work of New
Brunswick visual artists continues to be an achievable
New Brunswick| Tourism, Heritage godl, or whether it should be altered in recognition of the
Art Bank and culture 2010 2 4 63 limited resources available to the Art Bank. If the goal is Not Implemented
still considered appropriate, [Tourism, Heritage and
Culture] should allocate adequate funding to the Art
Bank to alow all artworks to be maintained in good
condition on an ongoing basis.
, ) . We recommended Art Bank staff consider and, where
New Brunswick| Tourism, Heritage . . - . .
2010 2 4 75 |feasible, implement other options for increasing the Implemented
Art Bank and culture ) .
public exposure of the collection.
New Brunswick| Tourism, Heritage We recommended [T.ourlsm, Herltage and Culturel .
2010 | 2 4 79 |present performance information for the Art Bank in its Implemented
Art Bank and culture
annual report.
We recommended future reviews of ANBL's retail
New Brunswick network include an assessment of all service delivery
Agency Stores Liquor Corporation 20101 2 5 3% methods, and not be limited to the current retail network Implemented
structure.
We recommended ANBL document any full store
Agency Stores lNew Brunsrvpk 2010| 2 5 4o |reviews it f:onductsl. This process should <.:onta|n the Implemented
Liquor Corporation necessary information to support any retail network
decisions.
New Brunswick We recommended ANBL establish terms of reference
Agency Stores Liguor Corporation 2010 2 5 51 for the Agency Stores Committee. Implemented
New Brunswick ANBL should ensure that a criminal record check is
Agency Stores Liguor Corporation 2010| 2 5 55 performed before awarding an agency store. Implemented
We recommended any changes made to the
New Brunswick recommendation report by the Agency Stores Committee,
Agency Stores Liquor Corporation 20101 2 5 8 be approved and recorded in the minutes of the Implemented
committee.
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We recommended the Applicant Visit Checklist be
New Brunswick completed, in every case. If a section of the checklist is
Agency Stores Ligquor Corporation 2010 2 5 61 not applicable for an applicant, it should be so noted with Implemented
an explanation of the reason.
We recommended ANBL comply with their Disposal of
New Brunswick Assets Palicy. In particular ANBL should determine and
Agency Stores Ligquor Corporation 2010 2 5 & document the value of all assets involved in the potential Implemented
purchase of an existing store property.
ANBL should make changes to the Agency Store
New Brunswick Program to requiring ANBL to provide a detailed list of
A . . 201 2 7 ! L R . Impl
gency Stores Ligquor Corporation 010 5 s assets to be disposed in circumstances involving the mplemented
purchase of an existing liquor store property.
ANBL should revise the Agency Store Program to
New Brunswick require potential applicants to specifically list the assets
Agency Stores Liquor Corporation 20101 2 5 v their offer covers when the offer contains a commitment Implemented
to purchase the existing liquor store property.
We recommended ANBL review their approach to
New Brunswick monitoring agency store compliance to ensure the
Agency Stores Liauor Corporation 2010| 2 5 | 108 |methods and procedures used are cost effective and Implemented
d P efficient taking into consideration the risk areas of
concern to ANBL.
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Centre communautaire Sainte-Anne | Volume 1 Chapter 4 105, 123-130
College communautaire du Nouveau- Volume 1 Chapter 4 105, 108-112
Brunswick

Chapter 2 33
61, 72-73, 82-
Department of Economic Volume 1 Chapter 3 83
Development Chapter 4 105
251, 271, 288-
Volume 2 Chapter 6 200292
Chapter 2 33-34
Department of Education and Early Volume 1 Chapter 3 61, 74-75, 91-
Childhood Development ggl 571979
Volume 2 Chapter 6 286.288
Energy Efficiency and Conservation |\, a1 | Chapter 4 105, 113-114
Agency of New Brunswick
Chapter 4 139-191
Department of Environment and 251 253-255
Volume 2 ' ’
L ocal Gover nment Chapter 6 258-260, 272,
283-284
Environmental Trust Fund Volume 2 Chapter 6 251
251-252, 255,
Executive Council Office Volume 2 Chapter 6 265, 273, 277,
285
Executive Council Office — Office of
the Chief Information Officer Volume 1 Chapter 3 61,73
- Chapter 3 67
FacilicorpNB Volume 1
Chapter 4 105
Department of Finance Volumel | Chapter 3 %gg , 69-71,
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251-253, 256-

Volume 2 Chapter 6 257, 273, 282
. Chapter 2 40
Department of Government Services | Volume 1
Chapter 3 75
Chapter 2 33-35
Volume 1 Chapter 3 61, 66-67, 75
b . t of Health Chapter 4 105
artment o
® Chapter 2 9-100
Volume 2 Chapter 3 103-135
Chapter 6 273-274
Department of Human Resour ces Volume 2 Chapter 6 274
Invest New Brunswick Volume 1 Chapter 4 105, 115-116
Chapter 3 75
Volume 1
Department of Justice and Attorney Chapter 4 105, 145-146
General 251-253, 263-
Volume 2 Chapter 6 264, 274, 283,
286
Kings Landing Corporation Volume 1 Chapter 4 105, 117-122
L egidlative Assembly Volume 2 Chapter 6 274
Volume 1 Chapter 3 75
Department of Natural Resources 251, 255, 261-
Volume 2 Chapter 6 262, 275, 284
New Brunswick Agr'lcultural Volume 1 Chapter 4 105, 131
I nsurance Commission
New Brunswick Community College | Volume 1 Chapter 4 105, 132-135
New Brunsmck Electric Finance Volume 1 Chapter 2 28-33, 43-51
Corporation
New Brunswick Highway Corporation | Volume 1 Chapter 4 105, 136-137
New Brunswick Immigrant I nvestor
Fund (2009) L td Volume 1 Chapter 4 105, 138
New B ick Internal Servi Chapter 3 ot 13, 76,84
Ae\gg runswick rntern VICeS Volume 1 90, 94-95
gency Chapter 4 105, 139-140
New Brunswick I nvestment Volume 1 Chapter 2 22&52653 556
Management Cor poration it
g p Volume 2 Chapter 6 057 277 282
New Brunswick Legal Aid Services | y;1ime1 | Chapter 4 105, 141
Commission
New Brunswick Liquor Corporation | Volume 2 Chapter 6 ggé 217, 294-
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New Brunswick Municipal Finance

. Volume 1 Chapter 4 105, 142-143
Corporation
New Brunswick Research &
Productivity Council Volume 1 Chapter 4 105, 144
Volume 1 Chapter 2 28-33, 43-51
NB Power
Volume 2 Chapter 6 278
, Chapter 3 61, 62-68, 73
Office of the Comptroller Volume 1
Chapter 4 105
Volume 1 Chapter 4 105, 152-156
Department of Post-Secondary 251-252, 255,
Education, Training and L abour Volume 2 Chapter 6 262, 275, 284-
285, 292-293
Premier’s Council on the Status of
Disabled Persons Volume 1 Chapter 4 147
Public Trustee— Trusts Administered | Volume 1 Chapter 4 105, 145-146
] ] Volume 1 Chapter 4 105, 148-151
Regional Development Cor poration
Volume 2 Chapter 6 278
) ) Volume 1 Chapter 3 81
Service New Brunswick
Volume 2 Chapter 6 278
Volume 1 Chapter 3 75, 96-100
Department of Social Development 251, 275-276,
Volume 2 Chapter 6 290.291
Department of Tourism, Heritage& | Volumel | Chapter 3 75
Culture Volume 2 Chapter 6 251, 277, 294
Chapter 3 75
Volume 1 Chapt 4 157
Department of Transportation and P
Infrastructure Chapter 5 195-244
Volume 2 -
Chapter 6 ggi 276, 290
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