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Background

Scope

5.1 The Province of New Brunswick operates nearly 500 bank
accounts. Its annual cash receipts and disbursements exceed $4 billion, an
average of over $16 million each working day. It is essential that the cash
management function be well organized and effectively controlled.

5.2 Sound financial stewardship isthe foundation for reliablefinancial
decisions. Thisreview was designed to help our Office determine whether
existing systems and procedures can support sound decision making, and
whether these decisions are being monitored by senior personnel.

5.3 The study of cash management is not new to governmentsin
Canada. Many provinces have completed studies of the entire function.
These studies have been encouraged and in some cases initiated by
Legislative Audit Offices.

5.4 A complete audit of the cash management process for the
Province would be a very comprehensive project. Such a project would
have to cover a number of areas such as investing, borrowing, cash
receipts, cash disbursements, banking arrangements and the central cash
management structure. The project would involve extensive work
throughout the government.

5.5 Our review was not so wide ranging.

5.6 Following a preliminary examination we decided to focus on three
components of cash management as part of our current audit. They were
the central cash management function, the banking arrangements and the
administration of bank accounts. These components fall under the
authority of the Treasury and Debt Management division of the
Department of Finance.

5.7 Thisreview of cash management occurred at a time of change
within the division. A new Executive Director had just been appointed. He
indicated that areview of accounting systems and internal controls may be
undertaken in the coming months to coincide with the hiring of new staff
in the division.
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Resultsin brief

Central cash management
function

Poor documentation of roles,
responsibilities and
objectives

5.8 Thereislittle documentation of the roles and responsibilities
of the Province's central cash managers. Nor isthere adequate
documentation of the reporting relationships which currently exist
between the central cash managers and other departments and
Crown agencies.

5.9 The Department has not carried out an internal review of its
cash management function in recent memory.

5.10  The Department has not set standards against which it can
measur e the performance of the central cash managers.

5.11  The Department arranges banking servicesthrough informal,
poorly documented negotiations. The Department should consider
tendering for some or all of itsbanking services. The Department is
not ensuring compliance with the provisions of the negotiated
banking agreements.

5.12  Differences continueto exist between the banks' records of
provincial bank accounts and the records maintained by the
Department.

5.13  The objective of this portion of the audit was to determine
whether the role, responsibilities and objectives of the central cash
managers are thoroughly documented and communicated. We also wanted
to determine whether performance of the existing systems, and more
specifically, the central cash managers, is being properly monitored.

5.14  Thefocus of this review was on the short term investing and
financing activities of the Department of Finance. Our review consisted
chiefly of inquiry and discussion with staff of the Department. We also
distributed a questionnaire to other selected Legislative Audit Offices
which had completed studies of cash management during the last ten
years.

5.15 A key objective of the division isto “minimize short term
financing charges’ through its cash managers. This objective appears to
have been adequately documented by the Department in government
initiatives, internal planning documents and the Department’s Annual
Report.

5.16  The Department should also have documents which clearly
describe the regular duties and jurisdiction of the Province’s central cash
managers. |deally, these documents would include internal information
used for employee performance evaluation as well as documents which
would inform departmental and Crown agency staff about the role of the
Province's central cash managers. This could help decrease the
duplication of work within government and increase the possibility of
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Recommendation

Departmental response

voluntary collaboration between other parts of government and the
Treasury and Debt Management division.

5.17  The Director of Treasury Management is charged with providing
reliable cash forecasts for the Province, managing the provincial short
term cash position and supervising the ongoing treasury operations of the
Receiver of Revenue. Our review of documentation from the division
indicated that the Director’ s responsibilities are well defined by internal
documents used in the administration of the government’s Performance
Management System. These documents are not available to parties outside
of the division.

5.18  No formal documentation existed which specifically detailed the
contacts and sources who provide the information used by cash managers
on aregular basis to make short term investing and financing decisions.

5.19  The Department should record the cash managers' practices
and procedures. There should be clear documentation of the
reporting relationships which exist between the central cash
manager s and other parts of government. Clear documentation of the
sour ces of all information used in making the decisionsto either invest
or obtain financing in the short term should also be included.

5.20  The cash managers' practices and procedures are documented in
various forms. Contacts and sources of information are now documented.
Files have been created on the components that make up cash inflows and
outflows. As well, job descriptions and performance appraisal
mechanisms are being established which will result in improved
documentation of the cash managers’ procedures and practices and the
relationship that exists with other parts of the government.

5.21  The prime function of the cash manager is to meet the day to day
funding requirements of the Province. The elements making up the funding
requirements are forecasted on a macro level and adjusted daily at the
micro level. The daily cash requirements, expected cash requirements,
mar ket receptiveness, interest rate levels, etc. all impact on the final
decision-making process. Sources of information are documented within
the cash management function. Regular weekly meetings are held to
discuss issues facing the Division, including cash position, financing
needs and short term investing.

5.22 A Money Market Analyst position was filled at the Treasury and
Debt Management division during the latter portion of 1995-96. The
Money Market Analyst is supervised by the Director. The specific role and
responsibilities of this new position had not been formally defined at the
time of our review. This new position implies a potential change in the
responsibilities previously exclusive to the Director and indicates that any
previous documentation of that position may require adjustment as well.
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Recommendation

Departmental response

Communication with
departments and agencies
should be improved

Recommendation

Departmental response

Accountability and internal
control in central cash
management

5.23  The Department should formally definetherole and
responsibilities of the Money Market Analyst.

5.24  The Money Market Analyst position which was filled in March of
1996 utilized position documentation which is outdated by current
standards. The restructuring of the Treasury and Debt Management
Division, which was underway at the time of the audit, calls for an
updated job description to be put in place this year.

5.25  There are general directivesin the Province' s Administration
Manual related to the timely reporting of cash flows. However, thereis no
specific guidance on the role of individual personnel in departments and
Crowns agencies. Instead, the Director relies on an informal network of
contacts which has been established throughout government.

5.26  Informing departments and Crown agencies of the role and
responsibilities of the central cash managers could help them understand
the expertise available to them in the Department. It could also help
inform other parts of government about their role in cash management.

5.27  The Department should more clearly communicateto all
departments and Crown agenciestherole and responsibilities of the
Province's central cash managers.

5.28  The Department should evaluate the need for additional
instruction and direction to departments and Crown agencies
regarding special reporting and referral of cash flowsto the central
cash managers. Any measur esimplemented should specifically
address offices and districtsin outlying ar eas of the Province.

5.29  Currently central cash managers maintain contact with
department and agency representatives responsible for program delivery
in order that a consolidated cash flow forecast can be made. Contact is
mai ntained throughout the year to track variances frominitial
expectations. The larger revenue/expenditure areas are obviously of most
immediate interest to central cash managers and here contact is frequent.

5.30  Communications with departments could be broadened via the
Province' s Administration Manual. The Department in conjunction with
the Office of the Comptroller will review cash handling procedures
detailed in the Manual.

5.31  In order to ensure accountability for all short term investing and
financing decisions, there should be formal documentation of the
initiation and execution of transactions. Without formal documentation,
adequate monitoring and satisfactory internal controls, thereis an
increased risk that transactions could occur which would not be subject to
the current reporting and reconciling processes. There is also increased
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Recommendation

Departmental response

Performing an objective
review of the cash
management function

Recommendation

Departmental response

Monitoring and evaluating
the performance of the
central cash managers

risk that errors would not be detected or adequately examined on atimely
basis.

5.32 A reasonable approach would be to have the Executive Director
initial the cash management reports which he reviews on aweekly basis.
The weekly reports could be filed to retain evidence of the review.

5.33  The cash management reports do not explicitly indicate which
central cash manager (the Director or the Money Market Analyst) made
the investing or financing decisions and undertook the related
transactions.

5.34  Thedivision should consider the foregoing issues of
accountability and internal control when undertakingitsreview of the
accounting systemsrelated to the cash management function.

5.35  Asindicated in the Auditor General’s commentary respecting this
recommendation, cash position and transaction records are submitted and
reviewed by the Executive Director. As evidence of this examination a file
is maintained by the Executive Director. The Division is continuing to
review proceduresin this regard.

5.36  Given the dramatic changes in technology in recent years, our
Office would expect the Department to periodically review its practices,
procedures and information systems for efficiency and effectiveness.,
However, our discussions indicated the Department has not carried out an
internal review in recent memory.

5.37  The Department should formally and objectively review the
cash management function, itsinformation requirements and its
related reporting systems.

5.38  Coincident with the reorganization of the Division, a review of
functions, information and reporting systems will be undertaken to ensure
continued efficiency and effectiveness in cash management operations.

5.39  Considerable autonomy is given the central cash managers. They
make short term investment or financing decisions based on available
information and professional judgment. In such an environment, the
Department should have away of evaluating the central cash managers’
activities.

5.40  This does not appear to be the case. The Department has not set
specific performance standards for the central cash managers. Therefore,
itisvery difficult for the Department to measure performance and monitor
the achievement of objectives. A strong performance appraisal process
could partly compensate for this weakness if it required that personal
goals be consistent with those of the Department. It would also require a
means of measuring the achievement of those goals. Clear and realistic
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Recommendation

Departmental response

Banking arrangements

Lack of written proposals

performance standards for the central cash managers were not in effect at
the time of our review. Means of measuring the achievement of goals had
not been determined.

5.41  The Department should ensure adequate performance
standards are established and implemented for the evaluation of the
central cash managers. These perfor mance standards should support
the achievement of the Department’s obj ectives.

5.42  Performance standards and benchmarks will be devel oped over
the course of the year. Thisinitiative is consistent with the overall
objective of enhanced performance in the public service.

5.43  The objective of this portion of the audit was to ensure that
banking arrangements are managed responsibly, documented clearly and
monitored regularly.

5.44  The Department of Financeis responsible for negotiating banking
arrangements with the major banks. These agreements commonly cover
periods ranging from two to five years. The Province currently deals with
six major chartered banks. As stated earlier, this involves approximately
500 separate bank accounts at various branches throughout the Province.

5.45  Banking services are not formally tendered. The arrangements
that are currently in place with each of the major banks were negotiated
separately in response to requirements at that time. These negotiations are
handled by the Director of Treasury Management. The Director analyzes
the banking proposal's and makes recommendations which are then subject
to final approval by the Executive Director of Financial Policy and Debt
Management.

5.46  We expected to find copies of each proposal supporting the
analysis upon which the current banking agreements are based. However,
we could only find one written proposal and it covered a four-year period
which expired in 1996. Therefore it was not possible to evaluate the
proposals or to assess the adequacy of the analysis supporting the
decisions taken.

5.47  Wereviewed the analysis of alternative proposals which was
prepared to support the decision regarding banking services made in 1994.
We found the analysis difficult to follow and unclear as to exactly how it
tied into the recommended action. Aswell, while we were informed of the
criteria upon which the decision was based, the analysis did not contain all
of the important elements.

5.48  Thelack of aperiodic formal review of the Province's banking
arrangements, including costs, on aregular basisis also a concern. A
formal review and tendering for banking services should be considered.
Tendering for banking services need not cover the whole range of service
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Recommendation

Departmental response

Compliance with banking
agreements

requirements. Tendering for certain portions of service requirementsisa
practice which some large organizations follow and one which the
Province could consider. Our concern is that the current practice of
dealing with several major banks may not be cost efficient due to service
and cost differences as well as the possible increased administrative costs
of maintaining so many accounts.

5.49  Wereviewed the Public Purchasing Act and regulations to assess
whether there are any legislated requirements surrounding the purchase of
financial services. Our review determined that the regulations under the
Public Purchasing Act exclude financial services from the provisions of
the legislation. This does not prevent the tendering of financial servicesif
the Department believes such a practice can reduce costs.

5.50  The Province's negotiated banking arrangementswith
financial institutions should be supported by written proposals
together with clearly documented analysesin support of the final
decision. The signed agr eements should be kept on filein the
Department.

5.51  The Department should consider an alter native to the current
procurement of banking arrangements, such astendering for banking
services. All decisionsregarding banking arrangements should be
based on a formal and thor ough cost-benefit analysis.

5.52  While banking services and fees were approved within the
Treasury and Debt Management Division of the Department, most
proposals were not retained. In the future, the Division will retain on file
all proposals and working papers for decisions made in regard to banking
arrangements as well as all signed agreements.

5.53  All arrangements for banking services have been made within the
terms of the Public Purchasing Act. The department satisfies its banking
requirements by using competitive methods to acquire specific services.
This approach recognizes that factors such as branch locations, credit
considerations, cost constraints, the quality of execution on transactions,
etc. play a role in the selection process. Under the current practice, the
Province chooses from the various banks those services which can, most
cost effectively, be delivered by that bank while ensuring a broad range of
banking services to the Province and its clients.

5.54  Decisions regarding banking arrangements have been made on
the basis of an assessment of the merits and costs of the respective
proposals. In the future this will be more completely documented in the
files.

5.55  Although we could not locate written agreements with each of the
major banks, the Department told us such agreements specify per unit
costs of various cash management activities as well as rates of interest to
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Recommendation

Departmental response

Administration of bank
accounts

Prior years
recommendations

be paid on daily cash balances. It is the combination of these and other
factors that largely determines with which bank the Province conducts its
business.

5.56  Several years ago, the Province made a change in banking
arrangements to take advantage of alower rate for processing cheques, an
increased line of credit and ahigher rate of interest on daily cash balances.
The analysis supporting the decision to change banks indicated dollar
savings as well as an increase in credit lines.

5.57  Wereviewed bank service charges and interest credits for a period
following the implementation of the new arrangement. Our review
indicated the Province was not receiving interest credits in accordance
with the provisions of the banking agreement. This was due to an error in
the calculation method of the bank. The total shortfall in interest received
over the period examined was approximately $14,000. The error was not
noticed by Treasury and Debt Management staff as at present only a
cursory check for reasonableness is made. Asadirect result of our review,
the error has been corrected and the Province has received payment of the
amount owing.

5.58  Thistype of problem could be avoided through an insistence on
written agreements and an organized approach to periodic monitoring of
the banks' compliance. This approach would not require alarge
investment in time and, as has been shown, could result in cost savings to
the Province.

5.59  TheProvince's negotiated banking arrangementswith
financial institutions should be monitored on aregular basisto ensure
compliance with the provisions of the agreements.

5.60  The Department monitors banking arrangements by checking
monthly charges and credits as to their reasonableness using current
volumes and rates. However in the future, the Department will monitor its
banking arrangements on a formal and regular basisto ensure
compliance with the provisions of the agreements.

5.61  Inthe 1987-88 year we conducted an audit to examine the bank
accounts of the Province. We found that although a number of
departments kept detailed listings of their bank accounts, there was no
central listing maintained by the Department of Finance.

5.62  Following this audit we made several recommendations to the
Department:

« the Department should prepare and maintain an ongoing record of all
bank accountsin use;

- thelist of bank accounts should be reconciled to the records of
departments on a periodic basis;
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Current year audit approach

Results of our work

the names of all provincial accounts should begin with “Province of
New Brunswick;” and
all accounts should be given an identification code.

5.63  The Department agreed with these recommendations.

5.64  Twice since theinitial work was completed, we conducted follow
up audit work. In 1992 we reported that the Department was making
progress both in preparing the master listing and in standardizing the
account names. In 1993 we compared the master list prepared by the
Department to the lists kept by the other departments. We found
differences between the two listings. We brought these differences to the
attention of the Department and made the following recommendations:

all accounts operating in the name of the Province should be identified
and controlled:;

the Department should initiate an annual reconciliation with the bank
accounts held by all departments; and

procedures should be established to ensure inactive, unused and
unauthorized accounts are identified and cancelled on atimely basis.

5.65  Again the Department agreed with these recommendations and
indicated it would take action to deal with the concerns expressed.

5.66  The objective of our audit work this year was to evaluate the
actions taken by the Department to implement our past recommendations.

5.67  We based our work on the assumption that the Province needs
central administration and control over the bank accountsit utilizes.

5.68  We obtained Province-wide bank account records from two major
financial institutions. We also obtained lists of the accounts maintained at
the Fredericton branches of four other banks. We compared these accounts
to the records maintained by the Department of Finance.

5.69  Thefocus on this audit was on the compl eteness of the master
listing and not the individual departmental records. Accordingly, we did
not examine the records maintained by other government departments.

5.70  Since our 1988 recommendations, the Department has made an
effort to reconcile the accounts on the master listing to the accounts on the
departmental listings. Each year, a copy of the master listing is sent to
individual departments. They are asked to inform the Department of any
out-of-date or missing information on the master list.

5.71  All of the bank accounts on the Department’s master listing are
named “ Province of New Brunswick”, “Minister of Finance” or both. The
names on the banks' listings were not always referred to in such a
consistent manner.
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Departmental response

Exhibit 5.1

A aounts appearing only on the bank
reaords

5.72  All bank accounts on the master listing are identified with a
unique coding assigned by the Department. This coding is used in
communication between the Department and other government
departments. The banks do not use this coding in their own account
identification process.

5.73  According to arecent copy of the Department’s master list of the
Province' s bank accounts, there were 488 bank accounts in the name of
the Province. These accounts are distributed among the branches of seven
different banks. In comparing the Department’s master listing to the
banks' listings, we found numerous differences.

5.74 A number of possible reasons for these differences were
anticipated. These include timing differences, unclear account
identification and differences in the definition of which accounts are to be
included in the listings. However, we were surprised at the number of
differences.

5.75  Wegavethe Department alist of accounts for which the records of
the bank and the Province did not agree. We asked them to examine the
differences and report to us on the reasons for the disagreement.

5.76  Upon examination of the reason for discrepancies between the
listings it was found that improper designation as Province of NB
accounts and timing differences for the opening and closing of accounts
accounted for the majority of the variance.

5.77  The Department’s response provided further information. A
review of thisinformation together with the Department’ s supporting
documentation on all banks can be summarized as follows:

Reason for difference Number of accounts
did not belong to the Province 34
recently opened or closed accounts (timing difference) 11
accounts used only by the bank 14
incorrect account number on Department records 5
left off Department records in error 8
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Exhibit 5.2

A aounts appearing only on the
Department records

Recommendation

Departmental response

Reason for difference Number of accounts
recently opened or closed accounts (timing differences) 24
incorrect account number on Department records 5

(same accounts as above)

bank listing was assumed to be incomplete 41

5.78 There are several conclusions that can be drawn from the results
of this work.

«  There are still some existing bank accounts that the Department of
Finance did not have in their records. We found eight in our sample.

- Bank account listings supplied to us by the banks did not include all
Province of New Brunswick accounts operating at those institutions.
The Department of Finance indicated the accounts were presumably
omitted from the list because of limitations or constraintsin the
banks' systems.

« There are asignificant number of accounts that the banks believed to
be Province of New Brunswick accounts that are not. The definition
established by the Department of Finance says inclusions are limited
to government departments and do not include Crown agencies. The
banks included municipal and Crown agency accounts.

5.79  The Department should request that the banks adopt uniform
core names and classifications for Province of New Brunswick bank
accounts. Thiswill improve control over theaccountsfrom the banks'
per spective and facilitate identification and reporting when dealing
with the Province.

5.80  Thisconcernis primarily a bank issue and not a departmental
one. The Province has no direct control over the banks' internal
accounting systems. However, the Department has and will continue to
use uniform core names and classifications for Province of New
Brunswick bank accounts whenever accounts are updated and through all
external communications.

5.81  Weagreethisis abank responsibility. However, encouraging the
use of standard account names for the Province’s accounts will facilitate
communication and control. As evidenced by the results of the
comparison of accounts, the banks are not certain which accounts are
those of the Province of New Brunswick and that is likely the result of
inaccurate naming.
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Recommendation

Departmental response

5.82 Finally, we would like to note that our audit results do not cover
all banking operations in the Province. For audit purposes, we selected a
sampl e of the banksfor review. Additional differencesarelikely to existin
areas not covered by thisreview.

5.83  The Department should ensure that reconciliations of the
gover nment recordsto the bank records be completed for all banks.
Differences should beresolved.

5.84  Treasury and Debt Management authorizes the opening of new
accounts to ensure consistency in banking arrangements and to be aware
of cash flow implications which may be significant to the Province.
However, the day to day operation of the accounts (for example, accounts
opened in remote areas to handle DNR license revenues, Justice fees, etc.)
is the responsibility of the respective department. Treasury and Debt
Management does confirm annually the status of accounts with
departments.

5.85  Itisthe Department’s opinion that central administration and
control over bank accounts is most effectively accomplished through the
departments. However, the Division will discuss the recommendations for
account reconciliation with the Comptroller’s Office.
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