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Introduction

Commentary on the 2022-2023 Financial Audits

1. This report provides a commentary based on the results of the
Auditor General of Canada’s financial audits” of federal organizations for
the fiscal years ended between 31 July 2022 and 30 April 2023 (referred
to here as the 2022-2023 financial audits). This commentary includes
the Auditor General's observations on significant findings identified as
part of our audit of the Government of Canada’s consolidated financial
statements. We also provide insights on environmental, social and
governance reporting done by federal organizations, where this relates
to our audit work.

2. The commentary contains information that will help readers see
behind the numbers to better understand how the government manages
its finances. Our financial audits support the accountability relationship
between Parliament and the government organizations that spend
taxpayer dollars to deliver programs and services. This accountability
helps to ensure that the spending of taxpayer dollars serves the best
interests of the public.

Results of our 2022-2023 financial audits

Audit opinions

Audited financial
statements were
credible and were
provided on time

3. This year, the Office of the Auditor General of Canada issued
unmodified audit opinions, which means that the financial statements
prepared by the 69 federal government organizations we audit were
credible and were reported on time. An unmodified audit opinion
confirms the credibility of the government’s financial reporting. Financial
reporting is one way the government demonstrates accountability to
elected officials and the public. The list of these federal organizations is
found on our website.

* Bolded terms are defined in the Glossary
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We again drew
attentionto a
significant uncertainty
about the continuing
operations of the Trans
Mountain Corporation

Commentary on the 2022-2023 Financial Audits

4, In particular, we provided the Government of Canada with
an unmodified audit opinion on its 2022-23 consolidated financial
statements. However, this year we noted weaknesses in 2 new areas:

+ the government’s adoption of a new accounting standard

+ the government’s information technology general controls

We provide more information on these matters in the Auditor General’s
observations section in this report.

5. For the second year, the Trans Mountain Corporation’s year-end
financial statements disclosed a significant uncertainty about the Crown
corporation’s ability to continue operating. We drew attention to this
disclosure in our independent auditors’ report that we issued jointly
with another independent auditor at the completion of our audit of the
corporation’s financial statements. The uncertainty was related to the
corporation’s ability to fund the remaining construction costs of the
Trans Mountain expansion project and to make the necessary payments
on its existing debt.

6. While this disclosure did not cause us to modify our audit
opinion on the Trans Mountain Corporation’s 31 December 2022 financial
statements, we assessed the uncertainty to be important enough to
mention it in our report. During our audit work, we also assessed that

the corporation appropriately described the matter in a note in its
financial statements.

7. In January 2023, the corporation revised its cost estimate for
the pipeline expansion project to $30.9 billion. The corporation had
previously reported costs of the project as of 31 December 2022 to

be $21.1 billion. In early 2023, the corporation proposed a borrowing
plan to finance the remaining construction costs. The Treasury

Board approved both the revised cost estimate and the borrowing

plan in April 2023 through the 2023-27 corporate plan of the Canada
Development Investment Corporation (the Trans Mountain Corporation’s
parent Crown corporation). This corporate plan also anticipates that
the revenue from the transport of crude oil in the expanded pipeline will
begin in the first quarter of 2024.
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8. In February 2022, the Government of Canada announced it
would spend no additional public money on the pipeline. Since then,
Trans Mountain Corporation has had to obtain external financing to fund
the remaining costs of the project. If the corporation cannot finance the
full remaining construction of the pipeline expansion, it will be unable to
put the expanded pipeline into service to generate revenue.

9. In July 2023, the corporation reported that the borrowing limit on
its existing credit facility with a group of Canadian financial institutions,
which is guaranteed by the Government of Canada, was increased

to $16 billion. Notably, as of 31 December 2022, the corporation had
already borrowed $7.2 billion from this credit facility. Given that it will
need additional funding to meet the remaining construction costs,

the corporation, in its unaudited financial statements for the second
quarter of 2023, continued to report a significant uncertainty over
continuing operations.

10. Our mandate includes bringing important matters like this

to Parliament’s attention. In our annual audits of the consolidated
financial statements, we will continue to assess the risks of Trans
Mountain Corporation’s ability to fund the remaining costs of the pipeline
expansion project and to keep operating.

Adoption of a new assurance standard for key audit matters

Our independent
auditor’s report on the
government’s financial
statements is required
to communicate key
audit matters

11. Under a new Canadian auditing standard, auditors of
financial statements of listed entities are required to report key audit
matters—that is, matters of most significance in the audit. These can
include areas

+ where the auditor has difficulty obtaining enough evidence to
determine whether the financial statements are fairly presented

+ where federal organizations had to make significant decisions about
what facts and figures to use in their accounting

+ where the matter affects the auditor’s overall strategy, allocation of
resources, and extent of efforts

+ where the auditor needs to involve senior personnel or an
outside expert
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12. The Canadian standard aligns with international audit standards,
which aim to give readers of financial statements more information that
comes out of the audit process. This standard came into effect for the
audit of the Government of Canada’s consolidated financial statements
for the year ended 31 March 2023. This standard does not apply to any
of the other audits we do on federal organizations.

13. The key audit matters in this year’s independent auditor’s report
of the government’s consolidated financial statements were related to
the following areas:

+ tax revenues

*+ personnel expenses

+ pension liabilities and other future benefits
+ contingent liabilities

+ asset retirement obligations

+ financial instruments

+ military inventory and asset pooled items (assets that are similar to
inventory)

14. We report on key audit matters in our independent auditor’s
report on the Government of Canada’s consolidated financial statements,
in Volume | of the 2022-23 Public Accounts of Canada. In that report,
we describe each matter and our audit response. These matters are not
findings or results of our audit work, and they do not modify our audit
opinion. They are intended to help readers of the financial statements,
such as parliamentarians, better understand the audit work we carried
out in support of the audit opinion.

COVID-19 benefits programs

The government
reported on the
overpayments and
ineligible payments
of COVID-19 benefits
it determined in the
fiscal year

15. In March 2020, the Government of Canada announced Canada’s
COVID-19 Economic Response Plan. To minimize the impact of the
coronavirus disease (COVID-19) pandemic on the health of Canada’s
population, businesses, and economy, the plan included emergency
income support programs for individuals and businesses in Canada.
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16. Our 2020-2021 and 2021-2022 commentaries on financial
audits summarized the effects of these support measures on

the government’s consolidated financial statements. Along with

annual financial audits, our audit work on these measures included
responding to an April 2020 motion from Parliament related to the
COVID-19 Emergency Response Act and doing 11 performance audits as
of 31 March 2023.

17. To expedite issuing payments, most of these support
measures relied on applicants’ attestations of eligibility and had limited
pre-payment controls, with the intention to verify eligibility later. In

our 2022 performance audit Report 10—Specific COVID-19 Benefits,
we estimated that at least $27.4 billion of payments to individuals

and businesses should be investigated further through post-payment
verification to confirm their eligibility. In that report, we recommended
that the Canada Revenue Agency and Employment and Social
Development Canada should update their post-payment verification
plans to identify payments to ineligible recipients of benefits, keeping in
mind the legislated time frames.

18. These organizations developed action plans in response

to our audit recommendations, which they provided to Parliament.
Employment and Social Development Canada’s action plan noted that
its post-payment verifications were ongoing. Canada Revenue Agency'’s
action plan noted that its post-payment verification work is expected to
continue until March 2025.

19. This year, through our audit work, we noted that the government
continued to carry out post-payment verifications of benefit payments
to confirm the eligibility of recipients. In cases where the government
determined overpayments or ineligible payments, it recorded the
amounts as accounts receivable (Exhibit 1). The government provided
information about these transactions in the notes to its consolidated
financial statements. For example, in note 5, the government stated that
it expects post-payment verification activities to continue for years and
that the cumulative value of overpayments has not been determined but
could be material.

20. The Canada Revenue Agency and Employment and Social
Development Canada only partially agreed with a key recommendation
from our 2022 performance audit Report 10 to increase the extent

of verifications to be performed for cases identified as being at risk

of being ineligible. As a result, despite the work carried out by the
government in the last 3 fiscal years, we remain concerned that it may
not be investigating significant amounts of payments made to ineligible
individuals or businesses, which it therefore may not identify or recover.

21. Given the limited pre-payment controls when the payments
were issued, the post-payment verifications are important. We expect
the government, as the steward of public funds, to continue to verify
that the benefits it paid to recipients met the eligibility criteria set out
in legislation.
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Exhibit 1T—COVID-19 benefit overpayments or ineligible payments determined by the

government (in millions)

Amount in the

2020-21 fiscal year

Amount in the
2021-22 fiscal year

Amount in the
2022-23 fiscal year

Beginning balance of
accounts receivable of
COVID-19 benefits

$3,742 million

$5,119 million

Overpayments or
ineligible payments to
individuals determined
by the government

$4,832 million

$1,630 million

$3,730 million

Overpayments or
ineligible payments to
businesses determined
by the government

$435 million

$281 million

$330 million

Repayments made
by recipients

($1,525) million

($534) million

($2,217) million

Ending balance of
accounts receivable of
COVID-19 benefits

$3,742 million

$5,119 million

$6,962 million

Benefits to individuals include the Canada Emergency Response Benefit, Employment Insurance Emergency Response Benefit, Canada Recovery
Benefit, Canada Recovery Sickness Benefit, Canada Recovery Caregiving Benefit, Canada Worker Lockdown Benefit, and Canada Emergency
Student Benefit. Benefits to businesses include the Canada Emergency Wage Subsidy and Canada Emergency Rent Subsidy.

Source: Based on the Office of the Auditor General of Canada’s audit of the consolidated financial statements of the Government of Canada.

The government
estimated the collection
of repayments from
recipients of Canada
Emergency Business
Account loans

Report of the Auditor General of Canada to the Parliament of Canada

22. As part of its COVID-19 Economic Response Plan, the
government provided approximately $49 billion in interest-free loans

of up to $60,000 to small businesses and not-for-profit corporations
through the Canada Emergency Business Account program (Exhibit 2).
The application period for the program closed on 30 June 2021. The
government will forgive a portion of the loan, up to 33%, as an incentive
if the recipient repays the required portion of the loan by a set deadline.
At the time of our audit, the deadline was 31 December 2023.




Commentary on the 2022-2023 Financial Audits

23. In its 2020-21 consolidated financial statements, the
government estimated that it would need to grant $13.1 billion in

loan incentives to those recipients who repaid their loans by the set
deadline. It recorded this amount as an expense and as a reduction of
the amount of loans owed. As loans are repaid, the estimated amount
of remaining loan incentives decreases. After the deadline, the amount
of all loan incentives will become known with certainty. Beyond that
date, the government will be able to collect any remaining portion of
loan incentives.

24, In addition, because some of the loans are at risk of not being
repaid, the government annually estimates an allowance for anticipated
losses. This amount is recorded in note 19 to the consolidated financial
statements within the amount of the valuation allowance for the Canada
Emergency Business Account program.

Exhibit 2—Canada Emergency Business Account program (in millions)

Amount in the

2020-21 fiscal

Amount in the
2021-22 fiscal

Amount in the
2022-23 fiscal

year year year
Beginning balance of loans receivable - $44,881 million $44,666 million
Loans issued $45,282 million $3,767 million -
Loans repaid $(401) million $(3,160) million $(3,159) million
Loans written off - - $(5) million
Loan incentives realized - $(822) million $(1,349) million
Ending balance of loans receivable $44,881 million $44,666 million $40,153 million

Estimated remaining loan incentives

$(13,085) million

$(13,778) million

$(12,870) million

Source: Based on the Office of the Auditor General of Canada’s audit of the consolidated financial statements of the Government of Canada

Report of the Auditor General of Canada to the Parliament of Canada
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Auditor General’s observations on the
Government of Canada’s 2022-23 consolidated
financial statements

Asset retirement obligations

We noted weaknesses

in the government'’s
adoption of a new
accounting standard

25. The Government of Canada owns tangible capital assets, such
as buildings, equipment, and vehicles. These are managed by various
federal organizations across Canada. As of 31 March 2023, these assets
had a value of approximately $97 billion. When it comes time to retire or
demilitarize some of these tangible capital assets, the government will
legally have to take certain actions. For example, it may have to remove
asbestos from buildings or clean up and dismantle nuclear facilities.
The costs of this type of future legal obligation are known as asset
retirement obligations.

26. Developing an understanding of these obligations has several
benefits. It provides the government with information about the full life
cycle of its assets and helps determine the financial resources that it will
need to retire the assets. However, the accounting for asset retirement
obligations is complex. To estimate the cost of future transactions,
federal organizations have to analyze relevant information and make
certain assumptions. For example, they must consider factors such as

+ the legal obligations relating to the asset

+ how long the asset will continue to be useful

+ the rate of the asset’s potential deterioration

+ the rate to use in estimating the costs in today’s dollars

+ the timing, scope, and cost of future work

27. Starting in the 2022-23 fiscal year, federal organizations
analyzed and recorded liabilities for these asset retirement obligations
in their accounting records. They did this to meet the requirements of

a new Canadian public sector accounting standard. These estimates
were compiled and reported in the government’s 2022-23 consolidated
financial statements. Federal organizations will annually update

these estimates and consider whether new obligations exist until the
obligations are fulfilled.
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28. As of 31 March 2023, the government estimated that it has
asset retirement obligations of $12.9 billion. It disclosed information
about them in note 9 to its consolidated financial statements. Because
of the significant amounts of the government’s asset retirement
obligations and the complexity of reporting on them, we considered
the government’s adoption of this standard to be a key audit matter.
We described how we addressed the matter in our independent
auditor’s report.

29. Our audit noted weaknesses in the government'’s process

for analyzing and determining the amount of its asset retirement
obligations. These weaknesses were primarily in obligations related to
dealing with asbestos and other hazardous material and demilitarizing

or disarming assets, which represent $4.2 billion of the total asset
retirement obligations. The following are examples of noted weaknesses:

+ The data some federal organizations used to estimate retirement
costs was of poor quality, which means their estimates may not be
accurate and need improvement.

+ Some federal organizations began financial analyses only recently
or waited until very late to complete them, despite having 5 years
since the accounting standard was first published. This led to
some weakness in their methods for estimating asset retirement
obligations. As a result, these federal organizations will need
to gather and analyze more information to change or refine
their methods.

+ Federal organizations lacked guidance from the Treasury Board
of Canada Secretariat. For example, there was no model or
approach for how to account for removing asbestos from federal
buildings. This resulted in duplicated efforts, inefficient use of
time and resources, and inconsistencies in how key measurement
assumptions were applied across organizations. The Treasury Board
of Canada Secretariat should improve the oversight, leadership,
and advice it offers to federal organizations that hold tangible
capital assets. This would increase the accuracy of the estimated
obligations the government reports.

30. As a result of the weaknesses noted above, we had to
significantly increase our efforts to audit the asset retirement obligations
and related transactions reported in the government'’s

2022-23 consolidated financial statements. We increased the scope

of our work and added more resources to our audit team. To assess
whether the asset retirement obligations were complete and accurate,
we did additional analysis and independently tested some key
assumptions. It is likely that next year's audit will continue to require a
higher audit effort unless the government improves the process.
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31 We did not modify our audit opinion as a result of our audit
findings in this area. Overall, the weaknesses described did not have a
significant effect on the consolidated financial statements. We were
still able to conclude that, in all material respects, the government
fairly presented the asset retirement obligations in its consolidated
financial statements.

Information technology general controls

Our audit noted
deficiencies in general
controls over key
government IT systems

32. The Government of Canada uses its information technology (IT)
systems to support the delivery of programs and services to Canadians
and to maintain necessary records. It also uses the data stored in these
systems to prepare financial reporting documents, such as the Public
Accounts of Canada. Every year as part of our audit, we examine certain
IT general controls to assess whether they are operating effectively to
ensure the integrity of the data the systems process.

33. IT general controls consist of restrictions to help manage
access to systems and data, changes to the system, and system
operations (Exhibit 3). If IT general controls are ineffectively designed
or poorly implemented, the data stored in the government’s databases
has an increased risk of being incomplete, inaccurate, or compromised.
The lack of IT controls in organizations can lead, for example, to the
disruption of operations, sabotage, or the transmission of unauthorized
data outside the organization.

34. This year, we found deficiencies in controls over access to key
systems that store and process data related to payments, receipts,

and accounting records. The data in these systems is essential to the
government'’s preparation of its consolidated financial statements.
Certain users had access to government systems and databases that
they did not need to fulfill their duties. Controls should have been in place
to deny this access or to detect it later. This access gave these users the
ability to make changes to the government'’s systems and data, which
increases the risk of fraud or other wrongdoing.

35. In our work, nothing came to our attention to indicate that there
had been inappropriate changes made to data or data breaches as a
result of the inappropriate access. Since our communication about

this deficiency, the government had started a project to remove access
where users did not require it and reconsider the access required

for different user responsibilities. Corrections were made starting in
May 2023 and additional reviews were ongoing.
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Exhibit 3—Information Technology (IT) general controls

Types of IT general controls Description

These controls prevent unauthorized users
from accessing systems and data. For
example, a username and password are
required to gain access to a database, or a
security badge is required to gain entry to a
secure room.

Manage access

These controls prevent inappropriate
changes to IT systems infrastructure. For

example, changes prepared by one person
Manage change must be approved by a separate person

before they are implemented.

These controls are routine tasks performed
to ensure systems operate as intended. For
i example, an error message occurs when
Manage IT operations transaction records are transferred between
@@ systems in a way that is incomplete or

inaccurate.

36. As a result of the deficiencies noted, we performed additional
audit work to support our conclusion on the fair presentation, in all
material respects, of the balances, transactions, and disclosures in the
government’s consolidated financial statements. However, this additional
audit work does not in itself lessen the risk of fraud or privacy breaches.

37. Given the importance of the government’s IT systems, we expect
the government to take action to completely address the deficiencies
noted. We also encourage the government and all federal organizations
to review, monitor, and strengthen the IT general controls of their
systems and data.
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Continuing observations requiring further action

Pay administration

Our audit again
found weaknesses in
internal controls of
pay processes

Pay errors continued for
many employees

38. The following are observations on matters that we have reported
on for the past several years but that have not yet been resolved. While
we are encouraged by the actions the Government of Canada has taken
to address some weaknesses raised, further action is needed.

39. In 2016, the Government of Canada, through the Transformation
of Pay Administration Initiative, centralized the employee payroll

for 46 departments and agencies. Since then, weaknesses in internal
control of the HR-to-pay process prevented us from testing and

relying on those controls in our audit work. As a result, we did detailed
testing of a sample of federal employees’ pay transactions from

all 98 federal organizations reported in the government’s consolidated
financial statements.

40. We expect the government to have pay processes with internal
controls that ensure employees are paid accurately and on time. This
expectation remains regardless of whether the government keeps its
current pay system for some organizations or puts a new one in place.

41, In our audit work, we found that

+ 30% of employees we sampled had an error in their basic or acting
pay during the 2022-23 fiscal year, compared with 28% in the
prior year

+ 21% of employees we sampled still required corrections to their pay
as of 31 March 2023, an increase from the 17% reported in the prior
year (Exhibit 4)
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Exhibit 4—Percentage of employees in our sample with an error in basic or acting pay and who
were awaiting a correction at year-end

Employees

60%
50%
40%
30%
20%
10%

0%

M Errors in basic or acting pay

51%

I Corrections still required at
year-end

2018-19 2019-20 2020-21 2021-22 2022-23

Fiscal year

Source: Based on the Office of the Auditor General’s analysis of a sample of employees’ pay transactions used in the audit of the consolidated
financial statements of the Government of Canada for the 7 fiscal years ending March 31 from 2017 to 2023

42. We assessed that these errors were not due to problems with
the way the pay system performed calculations, but rather were due
mainly to inaccurate data being entered into the pay system and to
delays in processing pay. Of the 30% of employees in our sample that
had errors, roughly one third had errors because of inaccurate data and
roughly two thirds had errors because of delays in processing pay. The
delays varied from 2 months to nearly 3 years. The government has done
quality reviews to address the weaknesses we have noted in our audits
since 2016. However, it needs to take further action to strengthen internal
controls spanning the entire HR-to-pay process to make sure that data is
accurate and in this way to prevent or detect errors in pay.

43. We concluded that pay expenses were fairly presented in
the government’s 2022-23 consolidated financial statements. This
conclusion was partly because

+ overpayments and underpayments made to employees partially
offset each other

+ the government made year-end accounting adjustments to
improve the accuracy of how pay expenses were reported in the
financial statements
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The number of
outstanding pay action
requests has increased

Commentary on the 2022-2023 Financial Audits

44, The Public Service Pay Centre continued to address the
outstanding pay action requests during the year. The pay centre’s
objective is to process 95% of pay action requests within the service
standards for the type of request. The pay centre tracks its performance
in meeting this target on its website. However, as of 31 March 2023,
there were 405,000 outstanding pay action requests. This was an
increase from 310,500 reported as of 31 March 2022. Outstanding pay
action requests of previous years reached a peak level of 579,700 in
March 2018.

45. We analyzed how long pay action requests remained
unresolved. We found that as of 31 March 2023, 16% of pay action
requests, or approximately 65,000, were outstanding for more

than 3 years (Exhibit 5). This was similar to the 16%, or approximately
50,000 requests, a year ago. The situations where requests remained
unresolved for years varied. For example, some requests resulted from

+ situations where an employee was underpaid and may have been
granted a salary advance

+ situations where an employee was overpaid and the government
was in the process of recovering the overpayment

Exhibit 5—Percentage of pay action requests in the departments and agencies served by the Public
Service Pay Centre, by number of years outstanding

Pay action requests
60%

60% 55%

50%
40%
30%
20%
10%

0%

Less than
1 year

I As at 31 March 2022
B As at 31 March 2023

20%
16%

16%

Between Between More than
1 and 2 years 2 and 3 years 3 years

Years outstanding

Source: Based on the Office of the Auditor General of Canada’s analysis of data in Public Services and Procurement Canada’s Case

Management Tool
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The next generation
system remains in

the research and
experimentation phase

Commentary on the 2022-2023 Financial Audits

46. When the government does not take action or resolve cases
involving overpayments over many years, the options to recover the
amounts owed decrease over time. This could result in the government
writing off the amounts. The risk of such losses persists. As of

31 March 2023, on the basis of data in the pay system, Public Services
and Procurement Canada estimated that

+ outstanding pay action requests involved a total of more than
$500 million in overpayments that it was working to collect from
more than 100,000 employees

+ approximately one third of these requests had been outstanding for
more than 5 years

47. Although the pay centre has taken action to resolve requests
and has recovered a portion of these overpayments, clearly more work is
to be done.

48. For several years, we have reported on the total number of
outstanding pay action requests in the departments and agencies served
by the pay centre. Since our 2021-22 commentary, the government

has made additional investments, such as funding in Budget 2023 for
the pay centre to hire more compensation advisors, who process pay
transactions and follow up on pay action requests. Given this, we expect
the government in the coming years to improve in resolving outstanding
requests and to meet the service standards it established.

49, As part of our annual financial audit work, we stay aware of
the government'’s plans for developing new information systems that
could affect financial reporting. In 2018, the government announced
its intention to eventually replace the current pay system with the Next
Generation Human Resources and Pay (NextGen) system—a large,
multi-year, multi-phase initiative.

50. After several years, the NextGen system is still in its research
and experimentation phase. The government is preparing a report on
the results of its testing and pilot projects completed in June 2023. The
report will provide information on a strategy for an integrated human
resources and pay system. Once the government progresses to later
phases of the initiative, we will assess our next potential involvement as
their external auditor.
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National Defence inventory and asset pooled items

The department is
experiencing further
delays in completing
its 10-year action plan

51. For 2 decades, we have raised concerns about National
Defence’s ability to properly account for the quantities and values of

its inventory. We have also reported on the department’s asset pooled
items, which are tangible capital assets that are managed like inventory.
The department manages a significant portion of the Government

of Canada’s inventory and all of its asset pooled items. Overall, as

of 31 March 2023, these assets amounted to $8.4 billion. This year in our
audit, we estimated a combined understatement of inventory and asset
pooled items of $42 million, as compared with $232 million a year earlier.

52. In our work, we tested the quantities, values, and classification
of inventory and asset pooled items. This year, we found errors in at
least 1 of these characteristics in approximately 17% of the items we
sampled, as compared with 15% in our 2021-22 testing. In our view,
these errors indicate continued weaknesses in internal controls that the
department needs to address.

53. In 2016, National Defence established an inventory management
action plan to better record, calculate the value of, and manage its
inventory. As previously reported in the Auditor General’s observations
on this matter, the department has not yet met its long-term commitment
in its action plan to implement a modern scanning and barcoding
system. The department has fallen further behind its original schedule

to implement the system as it continues to refine its requirements. The
department now projects the system will be fully operational in 2028-29.

54, Managing and reporting on inventory and asset pooled items
requires a significant level of effort. It is important for the department to

+ maintain adequate records and strong controls over these assets to
efficiently and cost-effectively manage its operations

+ address the root causes of discrepancies and strengthen
internal controls to improve data quality, which can also provide
opportunities to improve decision making

55. By taking these actions, the department would improve its
potential to benefit from future investments in technology, such as
its scanning and barcoding system and its planned upgrade to a new
system for enterprise resource planning.
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Environmental, social, and governance reporting

We reviewed
sustainability reporting
by federal organizations
in their annual reports

56. As we noted in our Commentary on the 2021-2022 Financial
Audits, federal organizations have increased their reporting on
sustainability (also referred to as environmental, social, and governance
reporting). This is in response to requirements in legislation, government
policies and pronouncements (such as federal budgets), and increased
public interest.

57. More specifically, the following are developments that federal
organizations will need to consider when reporting on sustainability
matters, and particularly on climate-related financial risks:

+ As requested by Budget 2021, Crown corporations holding more
than $1 billion of assets began reporting on financial risks related
to climate change for their fiscal years beginning in 2022. The
remainder of Crown corporations will begin such reporting for fiscal
years beginning in 2024.

+ New International Financial Reporting Standards were issued
in June 2023 providing a framework to disclose information on
sustainability and exposure to risks and opportunities related to
climate change. The standards were developed primarily for capital
markets and become effective 1 January 2024 if required by a
given jurisdiction. Although federal organizations are not required
to report under these standards, the standards provide valuable
guidance about sustainability reporting.

+ Other standard setters, such as the International Auditing and
Assurance Standards Board and the International Public Sector
Accounting Standards Board, also have relevant sustainability
projects underway.

+ As part of the federal government’s Greening Government
Strategy, in 2022 departments and agencies began doing periodic
assessments and taking action to reduce climate risks to assets,
services, and operations. As the government gathers more
information about climate risks over time, this could affect the
information disclosed in the government’s consolidated financial
statements or other government reports.

+ Under the Canadian Net-Zero Emissions Accountability Act,
the Minister of Finance will annually publish a report outlining
key measures that the federal public administration has taken
to manage the financial risks and opportunities related to
climate change.
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+ The Office of the Superintendent of Financial Institution’s guideline
on climate risk management will come into effect for certain banks
and insurance companies in 2024 and for other federally regulated
financial institutions in 2025. The guideline does not apply to
the federal organizations we audit. However, Canada Mortgage
and Housing Corporation plans to adopt it, consistent with other
mortgage insurers that are subject to federal regulations.

58. Some federal organizations also include sustainability
reporting in their annual reports. Canadian auditing standards require
that we review annual reports to check that they are consistent with
financial statements. Note that even though we review information

in annual reports, our auditor’s opinion applies only to the audited
financial statements.

59. Our review of the annual reports of the federal organizations
we audit included those of Crown corporations that hold assets of
more than $1 billion. These began reporting on financial risks related
to climate change as requested in Budget 2021 or continued to do so
if they had already reported on such risks before. We found that the
Crown corporations tailored their disclosures to their own mandate
and operations. For example, Crown corporations added elements of
sustainability reporting in their reporting on strategic priorities and
related targets, corporate risks, key activities and investments, and
environmental, social, and governance matters.

60. In our review, we did not note any material inconsistencies
between the information in their reporting and the audited
financial statements.

Our audit work
supports the United
Nations’ Sustainable
Development Goals

61. The Commissioner of the Environment and Sustainable
Development, a senior official in our office, reports to Parliament on
behalf of the Auditor General of Canada on the environmental and
sustainable development commitments and activities of federal
organizations, as set out in the Auditor General Act. The Commissioner
has additional responsibilities set out in various other federal legislation.
This work can be found on our website.
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PEACE ST 62. In addition, our office carries out audit work that supports
16 AND STRONG several of the United Nations’ Sustainable Development Goals, including
i sustainable development target 16.6: “Develop effective, accountable

and transparent institutions at all levels.” We do this by, among other

things, providing Parliament with objective, fact-based information and
expert advice on government programs and activities gathered through

Access to justice for all audits. Examples of this audit work include the following:

and building effective,

accountable institutions at .
all levels.

Source: United Nations

v,

financial audits of 69 federal organizations, including the
Government of Canada, which are required by legislation to be
performed annually

+ special examinations of more than 40 federal Crown corporations,
as required by legislation every 10 years

+ between 10 and 15 performance audits each year reporting on the
efficiency and effectiveness of government programs or activities

+ audits of Export Development Canada’s Environmental and Social
Review Directive, as required by legislation every 5 years

+ audits of the Government of Canada’s schedule to allocate the
proceeds of green bonds to eligible green projects, as required by
Canada’s Green Bond Framework

63. As federal organizations increase their sustainability reporting,
we will continue to engage with relevant stakeholders to plan and carry
out any required audit work under our mandate.
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Glossary

Accountability relationship—The obligation of government to inform
elected officials and the public on how it spent taxpayer dollars to deliver
programs and services. (Obligation de reddition de comptes)

Accounts receivable—Financial claims arising from amounts owed to the
Government of Canada: for example, for the use of its assets or from the
proceeds for provision of services. (Créances)

Annual report—A document prepared annually that informs the public of
an organization’s operations, financial results, and financial position as
set out in its financial statements. (Rapport annuel)

Asset retirement obligations—A legal obligation associated with the
retirement of a tangible capital asset. (Obligations liées a la mise hors
service d'immobilisations)

Audit opinion—An opinion expressed by an auditor as to whether
the financial statements gave a fair presentation of the underlying
transactions and events according to accounting requirements.
(Opinion d'audit)

Budget—A document prepared by the Department of Finance Canada
that sets out the Government of Canada’s annual economic agenda for
Canada. (Budget)

Capital markets—Financial markets where buyers and sellers trade
stocks, bonds, currencies, and other financial assets. (Marchés
de capitaux)

Contingent liabilities—Potential debt that may become an
actual financial obligation if certain events occur or fail to occur.
(Passifs éventuels)

Coronavirus disease (COVID-19)—The disease caused by severe
acute respiratory syndrome coronavirus 2 (SARS CoV 2). (Maladie a
coronavirus [COVID-19])

Credit facility—A type of loan made in a business or corporate finance
context that allows the borrower to take out money over an extended
period of time rather than reapplying for a loan each time it needs
money. (Facilité de crédit)

Demilitarization—The process of removing the functional capabilities
and military design features from military assets. (Démilitarisation)

Environmental, social, and governance reporting—The use of
quantifiable and measurable factors that represent sustainable practices
to assess an organization on its performance related to environmental,
social, or governance matters. (Présentation de I'information sur les
questions environnementales, sociales et de gouvernance)
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Fairly presented—The characteristic of information in financial
statements that faithfully represents the underlying transactions and
events. (Image fidéle)

Financial audit—An examination as to whether the numbers presented
in financial statements, or other financial information, are reasonably
accurate. It is not designed to examine each dollar received or spent,
to identify instances of fraud or wrongdoing, or to assess the merits of
government policy decisions. (Audit financier)

Financial instruments—Contracts that give rise to financial assets on the
part of one organization and financial liabilities or equity instruments on
the part of another organization. (Instruments financiers)

Financial statements—A representation of a government organization’s
financial position and financial performance. Financial statements
include the notes and schedules (such as tables) supporting

the statements. (Etats financiers)

Government of Canada’s consolidated financial statements—A
presentation of the financial statements of the Government of Canada
and all organizations it controls. These statements are in Volume |

of the Public Accounts of Canada. (Etats financiers consolidés du
gouvernement du Canada)

Green bonds—A debt security that is issued to raise capital specifically
to support projects that are related to the climate or the environment.
(Obligations vertes)

HR-to-pay process—The process from hiring an employee and entering
the employee’s pay data into the human resource system up to and
including issuing payment and recording the employee’s pay expense in
the financial statements. (Processus des RH a la paye)

Independent auditor’s report—A report attached to the front of an
organization’s financial statements to show that they have been
scrutinized by an independent auditor. It contains, among other things,
the written opinion of the auditor of whether the statements meet
accepted accounting principles. The report is written in a standard
format as mandated by generally accepted auditing standards. (Rapport
de l'auditeur indépendant)

Information technology general controls—The policies and procedures
that govern how an organization’s information technology systems
operate. These controls ensure that data is secure, confidential, reliable,
and available. (Controles généraux informatiques)

Internal control—An activity designed to mitigate risks and provide
reasonable assurance that an organization’s objectives, including
compliance with applicable laws, regulations, and policies, will be
achieved. (Contrdle interne)
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Listed entities—Entities whose shares, stock, or debt are quoted or listed
on a recognized stock exchange or are marketed under the regulations of
a recognized stock exchange or other equivalent body. (Entités cotées)

Material—The characteristic of information in financial statements that
could reasonably be expected to influence the economic decisions of
users of those financial statements. (Significatif)

Pension liability—The amounts a pension fund must account for to
meet its obligations for future pension payments. (Passif découlant des
régimes de retraite)

Performance audit—An audit that seeks to determine whether
government programs are being managed with due regard for economy,
efficiency, and environmental impact and whether measures are in place
to determine their effectiveness. (Audit de performance)

Post-payment verification—Confirmation of eligibility and accuracy after
a benefit has been paid. (Vérification aprés paiement)

Public Accounts of Canada—The government’s annual report,

in 3 volumes, that includes the audited consolidated financial statements
of the Government of Canada and other unaudited financial information,
such as the financial statements discussion and analysis and supporting
tables. (Comptes publics du Canada)

Special examination—A type of performance audit of Crown
corporations that assesses a corporation’s systems and practices and
helps strengthen corporate accountability. (Examen spécial)

Tangible capital assets—Non-financial assets with physical substance
that are acquired, constructed, or developed and are intended to be
used on a continuing basis. Their useful life typically extends beyond an
accounting period. (Immobilisations corporelles)

Unmodified audit opinion—An opinion expressed by an auditor
when the auditor concludes that the financial statements gave a fair
presentation of the underlying transactions and events according to
accounting requirements. (Opinion d’audit non modifiée)
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