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Preface

Thisdocument ispresented asasummary of the Report of the Auditor
General to the House of Assembly on Reviews of Departments and
Crown Agencies for the Year Ended 31 March 2004. That Report
contains approximately 600 pages of conclusions, commentary,
recommendations and auditees’ comments. Thisdocument contains
summary information on each item included in the Report. When
readers identify atopic of interest, we encourage them to read the
relevant sectioninthe Report.

Introduction

The Report of the Auditor General to the House of Assembly on
Reviews of Departments and Crown Agencies for the Year Ended
31 March 2004 was prepared in compliance with Section 12 of the
Auditor General Act. Section 12 requires that the Report outline
significant mattersnoted during the course of examining the accounts
of the Province, agencies of the Crown and other entities which, in
our opinion, should be brought to the attention of the House of
Assembly.

Commentson theaudit of thefinancia statementsof the Provinceare
contained in a separate report entitled Report of the Auditor General
to the House of Assembly on the Audit of the Financial Statements of
the Province for the Year Ended 31 March 2004 which was
submitted to the Speaker of the House of Assembly and released on
30 November 2004.

A report onthe operations of the Office of theAuditor General for the

year ended 31 March 2004 will be submitted to the Speaker on or
before 31 January 2005.
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Chapter 1
Reflectionsof the Auditor General

This Chapter provides an introduction to the Report and provides
asummary of certain issues identified by the Auditor General. The
issues highlighted in this Chapter deal with a number of specific
areas - accountability, education, environment, public health and
safety, and fiscal issues.

Chapter 2
Commentson AuditsandAdditional Examinations
2.1 Officeof theChild and Y outhAdvocate

The Office of the Child and Youth Advocate was established on
13 May 2002 under the authority of the Child and YouthAdvocate Act
(theAct).

The Child and Youth Advocate is an Officer of the House of
Assembly and reports to the Speaker of the House. In accordance
with its mission statement, the Advocate's Office“...ensuresthat the
voices and rights of children and youth are respected and valued and
their needs are met. The Advocate' s Office helps children and youth
expresstheir opinionsand views, or if they are unableto do so, speaks
ontheir behalf.”

My audit of the Office of the Child and Youth Advocate identified a
number of serious concerns relating to the operations of the Office.
These concerns relate to poor management practices at the Office,
operating an unauthorized bank account which was sometimes used
for inappropriate purposes, non-compliance with the Public Tender
Act, traveling without authorization, and questionable expenditures
relating to such things as travel, persona vehicle mileage claims,
entertainment, parking spacesfor employeesand cellular telephones.
There were instances where the Advocate did not comply with
direction provided by the Commission of Internal Economy.
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Accounting for the Advocate's Office is performed by the Office of
the Clerk of the House of Assembly. As a result of numerous
accounting errorsin the accounts of the Office of the Child and Youth
Advocate, the expenditure details in the Province' s Public Accounts
are not correct. One of the errors resulted in a contravention of the
Financial Administration Act which prohibits the issue of public
money for purposes other than those authorized by the Legidlature.
Furthermore, the Advocate’'s Office was not always provided with
sufficient information to enable the Office to monitor its
expenditures.

2.2 Officeof the Citizens' Representative

An Act respecting the appointment of a Citizens' Representative for
the Province, having the powers traditionally conferred on an
ombudsman, (the Citizens’ Representative Act) was assented to on 24
May 2001 and cameinto force on 7 December 2001.

The Citizens' Representative is an Officer of the House of Assembly
and reports to the Speaker of the House of Assembly. The Office of
the Citizens' Representative mission is“...to act as an investigating
body, ensuring decisions, acts or omissions by the Government of
Newfoundland and Labrador are investigated in an analytical,
impartial and timely manner for the citizens of Newfoundland and
Labrador, when all other avenues of administrative appeal have been
exhausted” .

My audit of the Office of the Citizens' Representative identified a
number of concerns relating to the operations of the Office. In
particular, claims for private vehicle usage appeared excessive,
private vehicle mileage was incorrectly claimed between the
Citizens Representative's permanent residence and the Office, there
were inconsistencies related to private vehicle usage claims and
traveling without authorization. Inaddition, there were management
practice issues relating to such matters as cellular telephones and
entertainment.  Furthermore, there was an instance of non-
compliance with the Citizens Representative Act and another
instance of non-compliancewiththePublic Tender Act.
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Accounting for the Citizens' Representative Office is performed by
the Office of the Clerk of the House of Assembly. As aresult of
numerous accounting errors in the accounts of the Office of the
Citizens Representative, the expenditure details in the Province's
Public Accounts are not correct. Furthermore, the Office of the
Citizens' Representative was not always provided with sufficient
informationto enablethe Officeto monitor itsexpenditures.

2.3 Creation of Crown Agencies and Bor rowing without
Authority

Crown agencies are generally created by the L egislature under some
form of legidation to be an instrument for carrying out public policy
on behalf of the Crown. Thislegislation generally providesauthority
and direction relating to the mandate, purpose, and responsibility of
eachentity.

On 16 December 2004, a Transparency and Accountability Act
received Royal Assent. Pursuant to section 24 of the Act, it will
come into force on a day to be proclaimed by the Lieutenant-
Governor in Council. This Act provides direction relating to the
creation of Crown agenciesand borrowing by such entities.

Creation of Crown Agencies

Of the 82 Crown agencies which existed at 31 March 2004, 15 were
created under the Cor porations Act rather than by legislation enacted
by the Legidature. If thereis to be appropriate legidlative control
over the creation and operation of Crown agencies and if they areto
be held accountable to the House of Assembly, then all Crown
agenciesshould be created under the authority of the Legislature. An
act of the Legidature would outline the mandate of a Crown agency
and al so stateitspurpose, authority and responsibility. Inthisway all
Membersof the House of Assembly would be aware of newly created
Crownagencies.

Although the Transparency and Accountability Act requiresthat the
Lieutenant-Governor in Council must provide approval for the
incorporation of a corporation (Crown agency) under the
Corporations Act, this does not provide legidlative control over the
creation and operation of these corporations.
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Borrowingwithout L egislativeAuthority

The most recent financial statements of the 15 Crown agencies
created under the Corporations Act disclosed that 5 of these entities
had a total of $174.7 million in outstanding debt due to entities
outside of thegovernment reporting entity. 1f theenablinglegislation
of an agency doesnot provide specific authority for it to borrow funds
or if it has been created under the Corporations Act, then the Crown
agency does not have the legidative authority to borrow. The
Financial Administration Act prohibits the raising of money by way
of loan without legislative authority. As a result, these entities
contravened the Financial Administration Act by borrowing money
without legidativeauthority.

The most recent financial statements of the 4 health and community
services boardswhich were created under the Health and Community
Services Act disclosed that 2 of these entities had atotal of $983,000
in outstanding long-term debt to entities outside of the government
reporting entity. The Health and Community Services Act, under
which these entitieswere created, does not provide specific authority
to borrow. The Financial Administration Act prohibitsthe raising of
money by way of loan without legislative authority. Asaresult, these
entities contravened the Financial Administration Act by borrowing
money without legislativeauthority.

Although the Transparency and Accountability Act requires that the
approval of the Minister of Finance be obtained before apublic body
(Crown agency) may borrow, this does not provide legidative
borrowing authority to Crown agencies created under the
Corporations Act or entities without borrowing powers in their
legidlation.

2.4 Framework of Accountability

In previous Reports to the House of Assembly, my Office has
expressed concern over the lack of performance information being
provided to the House of Assembly by Government departmentsand
Crown agencies. As a result, my Office recommended the
implementation of a legislated accountability framework for all
Government departments and Crown agencies which would include
therequirement to providean annual performancereport.
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Although | am pleased that a new Transparency and Accountability
Act hasreceived Royal Assent and will comeintoforceonaday to be
proclaimed by the Lieutenant-Governor in Council, | am concerned
that amendments were made to exclude the Memorial University of
Newfoundland from certain requirementsof the Act. TheUniversity
should be part of Government’s reporting entity and should be held
accountabletothe House of Assembly asany other Crown agency.

During 2004, all 19 Government departmentsand 67 of the 80 Crown
agencies at 31 March 2003 had some form of annual report tabled in
the House of Assembly relating to the 2003 fiscal year. Furthermore,
17 of the 19 Government departments and 27 of the 82 Crown
agencies at 31 March 2004 had some form of annual report tabled in
the House of Assembly relating to the 2004 fiscal year. However,
thesereports, in general, did not provide theinformation necessary to
hold each entity accountable for its performance in relation to its
approved plansusing established measurablecriteria.

The required improvements in accountability information should be
addressed by the requirements of the new Transparency and
Accountability Act after itisproclaimed.

2.5 Monitoring Agencies of the Crown

Section 14 of the Auditor General Act requires the auditor of an
agency of the Crown or a Crown controlled corporation to deliver to
the Auditor General, after completion of the audit, a copy of the
auditor’ s report, audited financial statements and recommendations
to management. Thesefinancial statements and management |etters
along with our Office's audits of Crown agencies provide the basis
for our monitoring of all Crown agencies.

Of the 84 entitiesrequired to prepare annual financial statements, 31
(2003 - 29) were audited by our Office while 51 (2003 - 51) were
audited by private sector auditors. Contrary to their governing
legidation, the remaining 2 entities, the Memorial University
Foundation and the Newfoundland and Labrador Occupational
Therapy Board have never submitted audited financial statements.
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Asof 5 January 2005, the required audited financial statements had
not been received from the private sector auditors for 1 of the 51
entities and the required management letters had not been received
for 4 of the51 entities. Furthermore, the majority of audited financial
statements and management letters that were received from the
private sector auditors were not received on a timely basis. On
average, audits are completed and the auditors' reports signed within
three monthsafter theyear end. However, in most casesthefinancial
statements and related management |etters are not received by our
Office until another four months after the audit report date, and often
only after follow-up by our Office.

The highlights from our review of audited financia statements and
management | ettersof Crown agenciesare presentedin Part 2.5 of the
Report of the Auditor General to the House of Assembly on Reviews of
Departmentsand Crown Agenciesfor the Year Ended 31 March 2004.

2.6 Monitoring Expenditures of the Consolidated Revenue
Fund

As part of our audit of the financial statements of the Consolidated
Revenue Fund (CRF), we perform tests and reviews of the
expendituresmade by thevariousdepartments.

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

Theresultsof our review are presented in Part 2.6 of the Report of the

Auditor General to the House of Assembly on Reviews of
Departmentsand Crown Agenciesfor the Year Ended 31 March 2004.
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2.7 Corner Brook/Deer Lake/S. Barbe School Board

District #3 - Corner Brook/Deer Lake/St.Barbe School Board hasthe
fifth largest student population of the 11 school boards in the
Province. For the 2002-03 school year the Board provided an
educational program to 7,511 students in 29 schools located
throughout thewestern half of the Provincefrom Gallantsinthe south
to Bellburnsonthe Northern Peninsulaand east to Hampden.

At 30 June 2003, the Board had an accumulated deficit of
$10.9 million, including $9.8 million in accrued severance pay. The
Board has incurred annual operating deficits in four of its six
complete fiscal years of operation since it was created in 1997,
however, it never requested prior approval of the Minister of
Education asrequired by the SchoolsAct, 1997. At 30 June 2003, the
Board had a bank indebtedness of $1.4 million - the highest of any
school board.

Contrary tothe SchoolsAct, 1997, theBoard ispaying three of itsfour
executive personnel atotal of $38,702 annually in excess of the pay
rates approved by Government. Furthermore, contrary to the
Schools Act, 1997, the Board has not requested approval of the
Minister of Education for the executive personnel employment
contracts. Asaresult, the Board is not complying with government
policy, not complying with the Schools Act, 1997 and is utilizing
funds that could be available for other purposes to top-up executive
salaries.

The Board has contravened the Schools Act, 1997 by entering into
financing arrangements to purchase photocopiers, computers and
telephones totalling $223,681 without the prior approval of the
Minister of Education.

Contrary to Government policy, for 2003 and 2002 the Board spent a
total of $16,400 for teacher and support staff retirement receptions
and retirement gifts.

The Board is contravening the Public Tender Act in that it does not
always call public tenders for purchases greater than $10,000 and it
does not always obtain either three quotes or establish a fair and
reasonablepricefor purchases$10,000 and | ess.
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A bussing employee of the Board isin aconflict of interest in that the
employee has been awarded bussing contracts totalling $85,544, for
the period September 2002 to June 2003, of which only $43,555 was
awarded through apublictender process.

The Board did not always do agood job monitoring payments under
tendered contracts. We identified 5 instances of overpayments
totalling $10,958. Inoneof theseinstancesthe Board paid $2,300 for
acomputer whichitdid notreceive. Weasoidentified 2 instances of
underpaymentstotalling $1,837.

The Board's 4 executive staff each receives a mileage allowance of
$252 (800 Kms @ 31.5 cents) per month without any supporting
documentation. Theallowanceisprovidedinlieu of claimsfor local
travel; however, this practice is not consistent with Government’s
travel policies. Three of the 4 individuals also receive a car
allowance of $85 per month and all 4 are reimbursed at 31.5 cents per
kilometre in accordance with Government policy for travel outside
the Corner Brook areaincluding Pasadenaand Benoit’ sCove.

Travel claimsdo not alwayshave compl ete documentation to support
theamountsclaimed. Weidentified 10instanceswheretravel claims
did not have all of the required documentation. We also identified 3
instances where one Board member and two teaching staff received
duplicate payments totalling $476 for travel claims - once by the
Board and again by another entity.

2.8 Lewisporte/Gander School Boar d

District #6 - Lewisporte/Gander School Board has the fourth largest
student population of the 11 school boardsin the Province. For the
2002-03 school year the Board provided an educational program to
7,756 studentsliving in 104 communitiesthrough 33 schoolslocated
in an area from Norris Arm in Notre Dame Bay to Charlottetown,
BonavistaBay.

At 30 June 2003, the Board had a total accumulated deficit of
$16.1 million. The Board has incurred annual operating deficits in
three of itssix complete fiscal years of operation sinceit was created
in 1997; however, it has never requested prior approva of the
Minister of Education asrequired by the SchoolsAct, 1997.
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The Board is paying its four executive personnel atotal of $37,381
annually in excess of the pay rates approved by Government.
Furthermore, although all employment contracts of Board executives
are required to have the written approval of the Minister of
Education, thefour contracts submitted to the Department were never
approved by the Minister. Asaresult, the Board is not in compliance
with the Schools Act, 1997 and is utilizing funds designated for other
purposestotop-up executivesalaries.

The Board entered into financing lease arrangements relating to
photocopierswithout the prior approval of the Minister of Education
asrequired by the SchoolsAct, 1997. Theselease paymentswill total
approximately $710,000 over afive year period. The Board also
violated the Schools Act, 1997 in that it did not obtain the prior
approval of the Minister of Education when it entered into an
agreement to share costs with the Roman Catholic Episcopal
Corporation for the demolition of a vacant school owned by the
Corporation. The Board proceeded contrary to the position of the
Department. TheBoard' sshareof thedemolition cost was $92,450.

The Board is contravening the Public Tender Act in that it does not
always call public tenders for purchases greater than $10,000 and it
does not always obtain either three quotes or establish a fair and
reasonable price for purchases $10,000 and less. Furthermore, the
Board is not complying with the Public Tender Act in that it does not
notify the Minister of Government Servicesand, therefore, theHouse
of Assembly of any public tender exceptions such as sole source or
emergency purchases.

Two of the Board's vehicles were available for the use of two
management staff on a 24 hour basis; however, no logs were being
maintai ned to determinethe extent of any personal use. Furthermore,
neither of these 2 vehicles have markingsto identify them as Board-
ownedvehicles.

2.9 Monitoring School Boards
In 1996 the school system in the Province was reorganized with the

dissolution of 27 church run school boards and the creation of 10 new
English language school boardsand 1 French language school board.
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The 27 school boards continued to exist and administer the schools
withintheir jurisdiction until their dissolution on 31 December 1996.
As at 31 December 1996, there were approximately 445 schoolsin
the Provincewith atotal enrolment of 110,450 students.

Effective 1 September 2004, 9 of the 11 school boardsweredissolved
and 3 new boards were created resulting in 5 school boards. For the
2003-04 school year there were approximately 305 schools in the
Provincewithatotal enrolment of 81,460 students.

Aspart of our work we continueto monitor thefinancial position and
annual operating resultsof the school boards.

As aresult of the reorganization, the boards were requested by the
Department of Education to prepare audited financial statementsfor
the 14 month period ending 31 August 2004 rather than the 12 month
period ending 30 June 2004. Therefore, asat 1 December 2004 the
required audited financial statementswereavailablefor only 1 of the
11 school boards. As a result we were unable to update our
monitoring of the financial position and operating results of the
school boardsfor theyear ended 30 June 2004.

In our 2005 Annua Report, we will again provide information
resulting from our monitoring of the Province’ sschool boards.

2.10 Newfoundland School for the Deaf

The Newfoundland School for the Deaf (the School) isaresidential
school operated by the Department of Education. The School
provides an educational program for deaf children. In 2004, the
School had 54 students, 23 teachers and 46 administration and
support staff.  Of the 54 students, 21 stay at the School’ sresidence.
For the year ended 31 March 2004, the School spent approximately
$3.8millionto deliver theeducational program.

There are significant management weaknesses at the School in areas
such as teacher allocation, human resources, residence operations,
food service and transportation contracts, purchasing and capital
assets.  Although the Department of Education has been aware of
many of these issues for quite some time, it has not taken sufficient
actionto ensurethat these weaknesseswere addressed.

Auditor General of Newfoundland and Labrador 11



Our review indicated thefollowing:

The School has been overallocated atotal of 23.3 teaching unitsat an
approximate cost of $1.5 million over the past five yearsto 2003-04.
Although the Department of Education was aware of this
overallocation since 2000-01, they continued to fund the
overallocationfor 2002, 2003, and 2004.

Officials have not addressed the decline in the number of students
staying in residence to determine whether cost savings could be
realized. During 2003-04 there were only 21 students in residence.
The School has a residence with 5 wings which can accommodate
84 students and also has 4 apartments which can accommodate
16 students, for atotal capacity of 100 students. Only 2 studentsstay
inresidenceonweekendsand are cared for by theequivalent of 3full-
time positions. Furthermore, the Department of Education has
proj ected further declinesin student enrolment.

The School’ sadministration of overtime and leaveis not adequatein
that required approvals are not always provided and overtime and
leave is not aways properly documented and recorded. Employees
are earning excessive amounts of overtime, e.g. 23 residential staff
earned 782 days of overtime during 2003-04 and used 751 days of
thisleave. Furthermore, these staff are using this overtime to cover
School break periods when they would normally not be needed,
i.e. Summer, Christmas, Easter and other School breaks.

The School is not adequately managing its food service contract
which for 2002-03 cost $159,432. The School has not been diligent
in requiring the contractor to provide the information required under
the food service contract and which would be necessary for the
School to properly managethisexpenditure.

The School has a transportation contract with a total annual cost of
$62,120, for the daily transportation of 46 students from the
St. John’s and surrounding area; however, when the contract was
entered into, student enrolment was only 37. Furthermore, School
officials were aware student enrolment would be declining even
further. No provision was included in this contract which would
allow the School to adjust costsfor changesin circumstances.
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The School contravened the Public Tender Act in that it did not
always obtain the required three quotes or provide documentation
that afair and reasonabl e pricewasestablished.

School officials were unable to explain a shortage of $157 that we
identified during acash count of the School’ s$2,000 petty cash float.

Contrary to the Department of Education’s policy, the School is
providing textbooksfor all studentswithout charge. Furthermore, up
t0 2002, the School provided suppliestoitsstudentswithout charge.

The School opened abank account without the required approval by
Treasury Board Secretariat to deposit receipts from the rental of the
School’ s theatre, gym and other facilities, as well as donations from
religious and other non-profit organizations. Amounts were spent
from this account to pay for conference costs, equipment rental,
residential supplies, bus transportation and miscellaneous expenses.
As a result of not having these expenditures processed through
Government’s financial management system, they were not subject
to approvals and controls applicable to all Government purchases.
Instead, thesefundsare spent at thediscretion of School officials.

The School is not adequately controlling its capital assetsin that the
inventory listing isincomplete and not maintained on acurrent basis,
not al assets have unique identification numbers affixed, and a
physical count has not been conducted in the past 10 years. Our
testing of capital assetsindicated instanceswhere assetson thelisting
could not be located and assets in various locations could not be
tracedtothelisting.

211 School Board Executive Compensation Practices

In contrast to the old Schools Act which allowed a board to set
remuneration for itsstaff, the School sAct, 1997 statesthat salariesfor
directors and assistant directors (executive) will be paid in
accordance with scales approved by the Lieutenant-Governor in
Council and that a board will not pay remuneration greater than the
approved scales.

Auditor General of Newfoundland and Labrador 13



Our review of school boards executive compensation practices
indicated thefollowing:

New Boards

The Department of Education has created inconsistencies in the
salary scales of the newly created boards similar to the
inconsistencies created in 1996 and which contributed to former
boards contravening legislation and Government policy. For
example:

° Effective 1 September 2004, the Province restructured the
school board system and reduced the number of boards from
11 to 5. Cabinet approved new salary scales for the three
newly established boards while the salary scales for the two
unchanged school boards remained the same. In addition, the
Department of Education did not adjust the salaries of all
executives of the former boards who were taking positionsin
the new boardsto account for salarieswhich werein excess of
that approved by Cabinet.

Contrary to Government’s policy, the Department of
Education placed 5 education officers (former associate
assistant directors) inthethree new boardsabove step 25 of the
Province’ smanagement employee (HL 28) scale.

Former Boards

As at 31 March 2004, 10 of the 11 school boards had approved
salaries for 38 of its 42 executive personnel totalling approximately
$322,000 in excess of salaries approved by Cabinet. From October
2002 to February 2004, the boards approved payment of
approximately $248,000 in retroactive pay to executives for
unapproved increases to step 33. As a result, the boards are not
complying with the Schools Act, 1997 or Government policy, and are
utilizing operating funds that could be used for other purposes. In
addition to the salary top-ups, executives will eventually be eigible
to receive higher pensions, severance, redundancy, and accrued paid
leave on retirement or termination of their position as aresult of the
top-ups.
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The Department of Education did not ensure that former boards
placed employees on the approved scale and step as directed by
Cabinet. In fact, the Department approved certain salaries paid to
executivesabovethose approved by Cabinet and Government policy.
In other instances, the former boardswere refused approval to top-up
salaries and, as a result, the Department contributed to
inconsistencieswithinthesystem. Thesesalary inconsistencieswere
amajor argument that the former boards gave when they disregarded
theCabinet directiveon executivesalaries.

In addition to regular salaries, some former boards contravened
Government policy in compensating executive staff in other areas.
For exampl e, oneformer board reimbursed each of itsfour executives
$252 per month or $12,096 annually for local travel in lieu of
submitting travel claims and other supporting documentation.
Another former board paid its Assistant Director of Finance
approximately $34,000 for leave and overtime in contravention of
executive compensation practices and is allowing this individua to
accrue annua leave and sick leave instead of paid leave as per
Government policy.

212 StudentTransportation

At 31 March 2003, there were approximately 84,000 students
enrolled in schools in the Province of Newfoundland and Labrador,
of which an estimated 57,000 were transported by school buses.
Thesestudentsaretransported over atotal of about 37,000 kilometers
each day. Under the School s Act, 1997, school boards are reguired to
arrange for the transportation of students to and from schools where
deemed necessary. Through budgetary, policy setting and monitoring
processes, the Department of Education has a shared responsihility
withtheschool boardsfor student transportationintheProvince.

Department of Education officials indicated that a number of years
ago a decision was made in certain school districts to have board-
owned buses. Thereason given at that timewasthat it wasbelieved to
be cheaper for the board to operate their own buses rather than
contract out student transportation to private contractors. This has
since been proven to not be the case. Furthermore, afinancial report
issued by Government in January 2004 indicated that approximately
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one third of board-owned buses (i.e. approximately 120 buses) will
have to be replaced over the next 3 years. Officials indicated that a
new bus costs approximately $80,000. This would equate to
approximately $9.6 million.

There are no standards specific to school bus drivers included in
legidlation under the Schools Act, 1997 in this Province and there is
no current policy direction from the Department of Education setting
out the employment and training requirementsfor school busdrivers.
Furthermore, the Department of Education does not require the
school boards to check for criminal records of all bus drivers. We
found that a bus driver in the Avalon East School District who had a
number of convictionsfor such matters as multiple impaired driving
charges, multiple break and enter charges and multiple theft charges,
washot prevented from driving aschool bus.

We identified a situation at the Avalon East School Board where
irregularities in the bus contract tendering process resulted in the
board paying $1.8 million more annually than in the previous years
contract. Department of Education officialsindicated that thisissue
was being reviewed, in consultation with Treasury Board Secretariat
andthe Department of Justice.

2.13 Solid Waste M anagement

The Province has a significant issue to deal with regarding waste
management. The problem resulted because historically, we have
not recycled, there was no strategy asto either the number of landfill
sites or their location, there was little control over accessto the sites
or what was being dumped, open burning and incinerators were
commonly used, and thelandfill siteswerenot lined.

In 1989, at a meeting of the Canadian Council of Ministers of the
Environment, Government set agoal to reduce the amount of waste
going for disposal by 50% by the year 2000. However, in 2002,
Newfoundland and Labrador had a waste diversion rate of only 9%,
the lowest rate of waste diversion of any province in Canada. The
other Atlantic Provinces in 2002 averaged a diversion rate of 27%
(three times the diversion rate in this Province) while the Canadian
average for that year was 22%, again significantly higher than the
diversionrateinthisProvince.
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This Province has a disproportionate number of waste disposal sites
compared to the other Atlantic Provinces. |n 2004, the Province had
201 waste disposal sites versus acombined total of 25 disposal sites
for theother three Atlantic Provinces.

A report prepared by Government’s Waste Management Advisory
Committee in October 2001 indicated that incinerators in our
Province produce more than one-third of the total volume of dioxins
and furans from municipal incineration in Canada. Open burning,
which was not measured and iscommon in morethan half of thesites
intheProvince, produceseven moredioxinsand furan emissions.

Although the Multi-Materials Stewardship Board (MMSB) has a
mandate to develop, implement and manage effective waste
management programs, it takesits direction from the Department of
Environment and Conservation. However, the Department has not
identified programs to adequately address all significant areas for
waste diversion (e.g. paper and organic which account for 67% of
waste). Furthermore, MM SB is not meeting its beverage recycling
program targets and there are issuesrelating to its used tire recycling
program.

In April 2002, a Provincial Waste Management Strategy was issued
indicating that a Province-wide modern waste management system
would beimplemented by 2010. However, theMinister of Municipal
and Provincial Affairs has publicly expressed concerns about the
amount and source of funding ($150 - $200 million) and timelines
relating to the 2010 target date and the Minister of Environment and
Conservation has publicly indicated that the Strategy is too
ambitious. Furthermore, there is no schedule in the Strategy to
indicate either when this funding will be required or the source of
funding, e.g. Federal, Provincial, and municipal. In addition, the
Strategy doesnot include annual targetsto measure progresstowards
the various initiatives such as diverting waste, closing unlined
landfill sitesand constructing new lined sites.

Currently, none of the 201 landfill sitesin the Province arelined. The
use of aliner controls the escape of leachate and provides for its
recovery and treatment to minimize potential environmental
consequences. While the Strategy did not indicate that all unlined
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sites would be remediated, it is likely that some sites will be
determined to have contaminates at such a level that the sites will
require remediation. As a result, there will likely be significant
expendituresfor siteremediation.

Government does not have complete and accurate information
available on its landfill sitesto determine the status of each site for
usein planning, implementation, and monitoring of these sites. For
example, although a number of the waste disposal sites are nearing
theend of their useful life, thereisno information readily availableto
identify whenthesesiteswill expireor what alternate course of action
will be taken when the sites expire. A consultant was engaged in
September 2004 to gather information and assess and classify
existing waste sites in the Province and a report is expected by
December 2004,

2.14 Used Tire Recycling Program

In April 2002, the Multi-Material Stewardship Board (MMSB), on
Government’s direction, implemented a Used Tire Recycling
Program which currently operates under the authority of the Waste
Management Regulations, 2003 of the Environment Protection Act.
Under these Regulations, used tires are no longer permitted to be
disposed of in landfills throughout the Province. The goa of the
Used Tire Recycling Program is to collect and process used tiresin
theProvince.

The Used Tire Recycling Program since its inception in April 2002
could not be considered a success as it has not met its goal of
collecting and processing used tires in the Province. For example,
collection sites were not established in all areas of the Province, not
all tireswere collected from retailers and other sites, not all collected
tires were processed, and not all processed tires were marketed and
sold.

Asat 31 October 2004, there areapproximately 1.3 million passenger
tire equivalents stored in five locations throughout the Province
(including 461,965 in passenger tire equival ents stored and owned by
aformer MM SB contractor at the contractor’ ssitein Stephenville).
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This situation could result in considerable environmental damage if
the tires became ignited. While MM SB officials indicated that the
tires located at the Placentia storage yard are stored in accordance
with guidelines established by the Department of Environment and
Conservation and the Fire Commissioner’s Office, those stored at
Bull Armand at theformer contractor’ ssiteat Stephenvillearenot.

Asat 7 June 2004 when the MM SB assumed direct responsibility for
the Used Tire Recycling Program, there were approximately
1,015,000 passenger tire equivalents stored at Transportation and
Works depots, Municipal Waste Disposal Sites, contractor’s
collection sites, retailers, Bull Arm, and at the contractor’s site in
Stephenville (stored and owned by the contractor). MMSB has
indicated that the cost of tire recycling has increased as a result of
their assuming direct responsibility for the Program. Between 7 June
2004 and 31 October 2004, MM SB collected over 212,000 used tires
(551,000 passenger tire equivalents) from Transportation and Works
depots, Municipal Waste Disposal Sites, contractor’ scollection sites,
and retailers throughout the Province and stored these tires in
designated storageyards.

The cost of collecting and storing these approximately 212,000 used
tireswas $672,500 or $3.17 per tire consisting of $441,200 or $2.08
per tirein collection costs and $231,300 or $1.09 per tire for storage.
While the mix of tiresisnormally split 92% small tires and 8% large
tires, MM SB officials indicated that the 212,000 tires collected are
comprised of 60% small and 40% large. As a result, the fee that
would have been paid to the former contractor to collect these tires
would be $2.70 per tire. While MM SB’ s collection cost of $2.08 per
tire is less than the $2.70 that would have been paid to the former
contractor, the interim cost of $1.09 per tire to store the tires means
that theoverall cost of $3.17 per tireisgreater thanthe $2.70.

In addition to the 1.3 million passenger tire equivalents stored at
31 October 2004, an additional 220,000 (290,400 passenger tire
equivalents) in newly generated used tires are expected to be
collected from retailers and individuals from 1 November 2004 to
31 March 2005. Although the MM SB has not finalized how it will
address processing and disposing of all thesetires, it has announced
itsintentiontoissuea“call for proposals’.
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2.15 Water Quality Management

In May 2001, Government released areport entitled Source to Tap -
Water Supplies in Newfoundland and Labrador (Source to Tap
report). The report was prepared in response to drinking water
contamination tragediesin Canada and contained information on the
status of public water supplies, presented Government’s action plan
to enhance the protection of public water supplies, and outlined
initiativesto ensuredrinking water safety.

TheProvinceindicated in the Sourceto Tap report that it had adopted
a “multi-barrier approach” to ensure that public water supplies
provide clean and safe water. The main responsibilities for
Government under this approach are: source protection; water
quality monitoring; water quality reporting; regulatory inspection
and mitigation planning; and operator education and training. While
the Department of Environment and Conservation is the lead
department on water quality issues, other departments have
involvement aswell.

Our review indicated that while Government is making progress
toward itscommitmentsoutlined inits Sourceto Tap report, it hasnot
met all these commitments and is not aways complying with
Provincial standardsfor monitoring drinkingwater. Specificaly:

Source protection - While Government committed in the Source to
Tep report to continueits effortsto protect the remaining public water
supplies, as of October 2003, 256 of the 532 (48%) public water
supplieswere still not protected. Under the Water Resources Act, the
Department of Environment and Conservation may designate areas
around a public water source as protected, thereby prohibiting or
limiting activitieswithin the protected area that have the potential to
impair the quality of the water or diminish the amount of water
available.

Water quality monitoring - The Department of Environment and
Conservation is not conducting Trihalomethanes (THM) and other
chemical water quality testing in accordance with the commitment
contained inthe Sourceto Tap report or in accordancewith Provincial
standards. The number of communities and public water suppliesin
the Province known to have THM levels above the maximum
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acceptable concentration (and the number of people exposed) is
increasing. THMs are compounds formed in chlorinated drinking
water supplies. Their possible adverse health effects have received
extensivemediaattentionin recent years.

Of the 25 water supplies we reviewed for chemical water quality
testing, 4 were not tested with the required frequency. Furthermore,
of these 25 water supplies reviewed, 23 were chlorinated and
required testing for THMs. Of these 23, 7 were not tested with the
required frequency.

Aswell, the Department of Government Servicesis not conducting
microbiological water quality testing in accordance with the Source
to Tap report commitment or in accordance with Provincia
standards.  Such testing determines the total coliforms and
escherichiacoali (E.coli) inwater supplies. Of the 10 water supplies
we reviewed for microbiological water quality testing, 7 were not
tested with therequired frequency.

Water quality reporting - Government has met the commitments
madein the Sourceto Tap report regarding reporting of water quality
data. Thesecommitmentsinclude reporting annually to the House of
Assembly, providing drinking water quality data to the public, and
reporting annually to the operator of each public water supply system
intheProvince.

Regulatory inspection and mitigation planning - The Department of
Environment and Conservationisnot inspecting water systemsunder
the Water Resources Act in accordance with the commitment
contained in the Source to Tap report. While the commitment was to
conduct these inspections at least once each year, Department
officials indicated that inspections are conducted only when
operational problems are encountered, relating to a proposed
upgrade, or inresponsetoinfrastructurefunding need assessment.

Operator education and training - Progress is being made on the
commitments Government made in the Source to Tap report
regarding education and training of water system operators; however,
certification of water system operators is currently on a voluntary
basis with mandatory certification being an area which requires
further attention.
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2.16 Gasoline Tax

The Tax Administration Branch of the Department of Finance is
responsiblefor administering the Gasoline Tax program as stipul ated
in the Gasoline Tax Act. Taxes are charged and collected on all
gasoline at arate ranging from 0.7 to 16.5 cents per litre, depending
onthegradeof fuel used. IntheAct, gasolineisdefined asany and all
liquids capable of being used for the purpose of generating power in
aninternal combustion engine.

The Gasoline Tax program applies to wholesalers, retailers and
consumers. Therefore, the Department is required to identify,
monitor and audit each group to ensure that there is compliance with
the Gasoline TaxAct and Regulations. We found weaknessesin how
the Department performs its identification, monitoring and audit
activities.

Wholesalers

We found that the Department does not always review monthly
generic returns submitted by wholesalers and does not follow up on
issues on atimely basis.  Furthermore, the Department has only
conducted one audit on 2 of the 16 wholesalers over the last five
years.

Retailers

The Department does not do a good job in identifying unregistered
retailers, and monitoring and auditing retailers. In particular we
found:

° In 2001, the Department conducted its only review of
retailler registration and identified 197 unregistered
retailers. Before this, the Department had only identified
100 registered retailers. The Department has not conducted
a review of retailers and their registration since 2001 to
identify unregisteredretailers.

° The Department does not follow up on issues identified in
monthly exemptionreports.
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The Department does not regularly perform audits on
retailers as evidenced by the fact that only one audit on 9 of
the 212 retailers registered to sell marked diesel in the
Provincewasperformedinthepast fiveyears.

Consumers

Some consumers are using tax-exempt diesel fuel for purposes other
than provided for under the Act. The Department does not regularly
perform audits of consumers as evidenced by the fact that only 71
audits were performed in the last five years. Thirty-four of these
audits resulted in tax assessments ranging from $471 to $102,386,
with total tax assessed of $578,870. Therefore, the audits show that
consumers are using tax-exempt diesel fuel for purposes other than
provided for under the Act and significant tax recoveries are
available.

Reporting

The Department has not done agood job in documenting its program
objectives and performance indicators.  Furthermore, the
Department does not have an annual operational plan to focus its
identification, monitoring and audit activities towards meeting its
objectives.

217 Tax Expenditures

Programs offered by the Province are normally outlined in the
Estimatesand approved by the Membersof the House of Assembly as
part of the annual budgetary approval process. However, the
Province offersanumber of programswhich usevarioustax revenues
that are not part of this annual budgetary approval process. These
deductions and exclusions reduce tax revenue otherwise due the
Provinceand arecommonly referred to astax expenditures.

The Province offers a significant number of tax expenditure
programs;, however, details of the impact of the various tax
expenditure programs are not provided to Members of the House of
Assembly as part of the annua budget approval process. We
identified approximately $215.5 million of foregone revenue
resulting from these tax expenditure programs. Tax expenditures
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affect thefinancial position of the Provincein the sameway asdirect
expenditures under normal spending programs. Reporting tax
expenditures to the House of Assembly would provide information
that the Membersrequirein order to hold Government accountabl e.

Thereiscurrently no processin placetoformally set target objectives
for tax expenditure programs which would facilitate the
measurement and monitoring of the results of the programs against
desired objectives. As aresult, no information is provided to the
House of Assembly onthe effectivenessof these programs.

2.18 Aquaculture Program

The Provinceis not doing agood job supporting the devel opment of
the aguaculture industry and there has been no successful
development of the industry since 1999. In 2003, a Report of the
Federal Commissioner for Aquaculture Development indicated that
aquaculture benefits when “government guides the sustainable
devel opment of aquaculture” .

In March 2000, the Province, the Newfoundland Aquaculture
Industry Association (NAIA), the Federal Government and other
agencies produced a Strategic Plan. The Province had little
involvement in ensuring the Plan was implemented on an overall
basis.

The Plan provided recommendations to deal with a number of
significant issues that needed to be addressed in order to strengthen
theindustry. For example, itidentified theissuesof debt |oad, lack of
capital, and the high cost of production. However, the Provincial
Government only carried out areview of debt load relating mainly to
mussel farmerswho had debtswith the Province. Littledebt funding
was provided to these farmers. The Department did not review the
debt load of al aquaculture farmersto determine whether assistance
would berequired. Furthermore, recommendationsto deal with the
lack of capital and the high cost of production were not fully
addressed.
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Total production levels have declined over the last five years. In
2003, production totalled 3,930 tonnes, an 8.2% decline from the
1999total production leve of 4,282 tonnes. Duringthisperiod, three
other provinces (PEI, NB and BC) reported an increase in their total
tonnagefrom 86,255t0 120,879, anincrease of 40%.

The Department is issuing new aquaculture licences without always
ensuring they have sufficient information to determine whether the
applicant has the financial capability to carry out aquaculture
operations.

Aquaculture sites are operating without valid licences because the
Department is not ensuring aquaculture licences are renewed in a
timely manner. The Department is renewing aguaculture licences
without always ensuring compliance with requirements of the
Aquaculture Act and Regulations. We found licences were being
renewed when no inspections were carried out and when it was not
clear whether aquaculturesiteswerebeing properly utilized.

The Department is not performing regular inspections to determine
whether aquaculture sites are complying with the Aquaculture Act
and Regulations. The Inspection Report being used by inspectorsis
not adequate to support the inspection activities for which the
inspector is responsible as the report does not address all of the key
areasthat the inspector isresponsiblefor assessing. The aquaculture
inspector does not sign the report attesting that all the required
procedures were carried out and whether there was compliance with
the terms and conditions of the licence, the Aquaculture Act and
AquaculturePolicy.

The Department is aware that there are four aguaculture sites with
improper shorefastened mooringswhich areapotential public safety
hazard. Two of these sites are till operating and two were ordered
closed by the Department in 2004. The two sites ordered closed in
2004 continued to operate without a licence despite being ordered
closed by the Department. At thetime of our review, the Department
had not checked the two sites which had been ordered closed to
determine whether the moorings had been removed. The
Department indicated that thereisno authority under the Aquaculture
Act for it to remove shore fastened moorings in cases of non-
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compliance. The Department has indicated that legidlative changes
arecurrently being drafted to addressthisissue.

2.19 Elevating Devicesand Other I nspections

The Department of Government Services is responsible for the
inspection of amusement rides, elevating devices, boilers and
pressure systems. The inspection of amusement rides and elevating
devices is conducted under the Amusement Rides and Elevating
Devices Regulations and the inspection of boilers and pressure
systems is conducted under the Boiler, Pressure \essel and
Compressed Gas Regulations. Both of these regulations areincluded
under the Public Safety Act, which was designed to provide for the
safety of thepublic.

Our review indicated that the Department of Government Services
did not conduct al of theinspection activities necessary to ensurethe
safe operation of elevating devices, amusement rides, boilers and
pressure vessels in the Province. Instances were noted where:
devices, rides, boilers and pressure vessels operated for a period
during 2003 without a certificate; certificates were issued with an
expiry date exceeding 12 months; no detailswere containedinfilesof
deficiencies noted during inspections; and no documentation was on
file to indicate whether deficiencies were corrected or that any
follow-up was performed.

The Department did not include sufficient consideration of risk when
scheduling inspectionsof el evating devices.

Thefieldinspection reportsfor el evating deviceswereinadequatefor
documenting compliance with the Regulations. Furthermore, there
wasno fieldinspection report designed specifically for theinspection
of amusement rides. Instead, the Department used the same
inspection report used for elevating devices which was inadequate
for documenting compliancewiththe Regulations.

Information in the databases used for amusement rides, elevating
devices, boilersand pressurevessel swasinaccurate.
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2.20 Liquor Licensingand Enforcement

The Liquor Control Act provides authority to the Board of Directors
of the Newfoundland and Labrador Liquor Corporation to: control
the possession, sale and delivery of liquor; appoint officialsto issue
licenses and permitsto sell or distribute liquor; appoint or authorize
inspectors; and enforce the Act and Liquor Licensing Regulations
through the cancellation or suspension of licences or through the
imposition of fines. The Regulations provide further direction
regarding the licensing of establishments and the manner in which
liquoristobesold.

In 1995, Government directed the Department of Government
Services through its Government Service Centres (GSC) to perform
the functions of licensing and inspection. This transfer was
completed in 1997 and a Memorandum of Understanding (MOU)
between the Corporation and the Department wassignedin 1998.

Although we planned to perform a review of the licensing and
enforcement functions at the Newfoundland and Labrador Liquor
Corporation, we were refused access to the information necessary to
complete the review. On 11 March 2004, | forwarded a Special
Report to the House of Assembly to explain the situation. Asaresult
of not having access to the Corporation’s officials and information,
wehad to rely oninformation that was available at the Department of
Government Services. In most instances, licensing and inspections
are initiated by the Department and therefore documentation
supporting these activities were available there. However, the final
disposition of certain licensing and inspection issues would only
havebeen availablefromthe Corporation.

The following conclusions, therefore, result from our review of the
liquor licensing and enforcement information which was available at
the Department:

Somelicenseswereissued even though thelicensing requirements of
theLiquor Control Actand Regulationswere not met.
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I nspection planning was inadequate. For example, thereisno formal
risk-based approach for inspections, no inspection frequency has
been established for thevariouslicencecategories, andinformationis
not maintained on all inspectionsperformed.

There were weaknesses in the performance of inspections. For
example, inspectors did not document all violations of the Act and
Regulations, inspectorsdid not alwayshave accessto liquor purchase
information necessary to detect contraband, and although
overcrowding is a life-safety matter, head counts were not always
performed.

Inspectors were not always advised of the final disposition of
violations of the Act and Regulationsreported tothe Corporationona
timely basisin order to close files and follow-up compliance during
subsequent inspections. For example, at the time of our review,
details of the action taken by the Corporation on some violations had
not been provided tothe GSC for up to 29 monthsafter being reported
tothe Corporation.

I nspectorshavenot received any inspection and enforcement training
since1997. Furthermore, healthinspectorsand policeforceofficers
who also may participatein inspection activity, have neither received
training on the requirements of the Act and Regulations nor havethey
been provided with guidance such as a checklist to ensure that
inspectionscover all therequired areas.

2.21 School Bus Safety Program

The Motor Registration Division (MRD) of the Department of
Government Services is responsible for administering all activities
and legidlation respecting vehicles and drivers including driver
licensing, vehicle registration, driver examination, and highway
safety. The school bus safety program administered by the MRD
provides for inspection and enforcement activities in relation to
school bussafety.

There were 1,044 licensed school buses in the Province at

30 September 2003. The average age of licensed school buses at that
timewas 11 years, with 739 or 70 % being 1993 model year or ol der.
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Therewere 205 Official Inspection Stations licensed in the Province
to inspect school buses. Of these, 43 were operated by school bus
contractors (including 5 school boards) who have acombined total of
612 school buses (including 335 operated by school boards) or 59%
of thetotal 1,044 licenced school busesat that time.

We are concerned about the high incidence of defects identified
during school businspections performed by MRD staff and thetypes
of defects being identified. All of these defects relate to brakes,
steering, mechanical and safety, and someresult in buses being taken
out of service. Of the 1,047 inspections performed by MRD during
2002-03, 1,130 defectswereidentified and 172 school buses (16% of
all buses inspected) were taken out of service. The significance of
thisfinding isincreased given that MRD does not routinely perform
surprise inspections on school buses. Instead, operators are given
advance notice of upcoming inspections. As aresult, operators are
given an opportunity to identify and correct school bus deficiencies
beforeit isinspected. Given the extent of school buses being taken
out of service, itislikely that, regardlessof MRD’ sinspection efforts,
there are school buses on the Province' s highways that do not meet
therequired safety standards. Wenotethat, although all school buses
areinspected by an Official Inspection Station twiceayear, the MRD
inspectionsstill identify asignificant number of seriousdefects.

There are weaknesses in the inspection and enforcement activities
administered at the MRD which could contribute to the presence of
unsafe school busesonthe Province' sroads. In particular: the school
bus inspection process is not adequately documented; although the
manufacturer of the brake meters used by the MRD to assess braking
efficiency on school buses strongly recommends that the meters be
recalibrated at least every two years, thisis not done; not all school
bus inspections were completed by an authorized inspection station
in that the Official Inspection Stations were not licensed at the time
the inspections were completed; the MRD did not perform the
required annual inspection for 8 of the43 Official Inspection Stations
operated by school bus contractors for the 2003 year; and the MRD
has not developed a policy and procedures manual to provide
guidance to Highway Enforcement Officers relating to school bus
safety.
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2.22 Special Permitsand In-Transit Permits

The Motor Registration Division (MRD) of the Department of
Government Services is responsible for licensing, registration and
operation of all vehicles and equipment operating on the Province's
roads. Standardsrelating to thelicensing, registration and operation
of vehicles are legisated under the Highway Traffic Act and the
\ehicle Regulations. These Regulations provide specific limits
relating to vehicle weight, dimensions, configurations and cargo
load.

Soecial Permits

In 2003, there were 165 Special Permits issued to permit mobile
cranes and construction equipment, which exceeded the defined
limitsfor weight and/or dimensions, totravel onthe Province' sroads.
However, these vehiclesare not required to have an annual inspection
performed by an Official Inspection Station. Asaresult, theissuance
of these Special Permits may contribute to the existence of unsafe
vehiclesontheProvince' sroads.

Although Highway Enforcement Officers at MRD, from time to
time, stop mobile cranes and construction equipment to ensure that
these vehicles have the required Special Permit and that they are
operating in accordance with the requirements of the permit (e.g.
route, lights, escorts, and signage), the vehicles are not subjected to
any mechanical inspection.

In-Transit Permits

In 2003, there were 2,817 In-Transit Permits issued for unlicensed
and/or unregistered vehicles. However, these vehicles are not
required to be inspected; instead, applicants are informed that the
vehicle operation is subject to restrictions of the Highway Traffic Act
(i.e. the vehicle must be safe). Not requiring an inspection is
significant in that one of the reasons for which an In-Transit Permit
could beissued is to drive the vehicle from one place to another for
repairs. Therefore, the type and/or extent of repairs may have safety
implications. Asaresult, theissuance of these permitsmay contribute
to theexistenceof unsafevehiclesontheProvince' sroads.
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Certain mobile crane operators may be obtaining In-Transit Permits
because the cumulative cost of these permits is cheaper than the
annual licensing fee. Of the 138 Special Permits issued to mobile
cranesin 2003, 73 also required an In-Transit Permit because they
weren't licensed.

2.23 Gambling Rehabilitation Services

In 2004 the Province received $108 million from the Atlantic L ottery
Corporation (ALC), an increase of $38.8 million or 56% from the
$69.2 million received in 1995. Of this amount, $76 million was
from Video Lottery Terminals (VLT), an increase of $44 million or
137%fromthe$32millionreceivedin 1995.

A Statistics Canada report issued in December 2003 indicated that
one in four gamblers, whose playing includes VLTS, are at risk to
becomeor areaready problem gamblers. Thereport went onto state
that “...VLTs are the ‘crack cocaine’ of gambling.” Furthermore,
correspondence from five of the six health boards providing
addiction servicesin the Province indicated that the vast mgjority of
individuals being treated for problem gambling were addicted to
VLTs.

There are a number of significant issues relating to Government’s
involvement with the identification and treatment of gambling
addiction. Forexample:

° Newfoundland and L abrador isthe only Provincein Canada
that has not conducted its own prevalence study to
determinetheextent of thegambling problem.

° Thefour health and community servicesboardsand thetwo
integrated boards charged with administering the gambling
addiction program are unable to provide complete or
comparable statistics on the numbers of clients with
gambling addictions who were referred, treated and
waitlisted. Furthermore, the boards do not have systemsin
place to capture information on the costs of providing each
of the various addiction programs and the amount of time
spent by staff on each program.
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Boardsindicated that they did not have sufficient resources
to meet the demand for gambling addiction rehabilitation
and asaresult several boardshad waitlists.

° Thereisno centralized resource at the Department of Health
and Community Services to assist the regional boards in
developing standard programs for gambling rehabilitation
including a strategy for the delivery of a Provincial
education and awarenessprogram.

Although Government is required to match a 1% VLT fee
received from retailers, officias at the Department of
Health and Community Services were not aware of this
requirement.

2.24 Grenfell Regional Health Services Board

The Grenfell Regional Health Services Board was incorporated on
1 April 1981. In November 1994, as a result of the restructuring of
health boards in the Province, health services formerly under the
Board in Happy Valley-Goose Bay, Churchill Falls and coastal
Labrador north of Black Tickle were transferred to the newly
congtituted Health Labrador Corporation. Also, the Board assumed
responsibility for the St. Anthony I nterfaith Home.

TheBoard hasincurred an annual operating deficit in four of the past
five years and at 31 March 2003 had an accumulated deficit of
$12.1 million. Contrary to the requirements of the HospitalsAct, the
Board did not obtain the approval of the Minister of Health and
Community Servicestoincur any of theannual deficits. At 31 March
2003, the Board had total liabilities of $23.5 million including net
bank indebtednessof $1.1 million.

Although the Board has incurred annual deficits and has bank

indebtedness, it has either spent money contrary to Government
policy, itsowninternal policy or hasnot collected amountsowedtoit.
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The Board is contravening the Public Tender Act in that it does not
always call public tenders for purchases greater than $10,000 and it
does not always obtain either three quotes or establish a fair and
reasonable price for purchases $10,000 and less. We also found
instances where purchases to the same supplier and on the same day
were split in an apparent attempt to avoid the requirement to call a
public tender. Inaddition, requestsfor proposals did not receive the
prior approval of the Lieutenant-Governor in Council. Furthermore,
the Minister of Government Services and therefore the House of
Assembly were not alwaysinformed of Public Tender Act exceptions
asrequired.

2.25 Monitoring Health and Community Services Boards

Therearefour health and community servicesboardsin the Province
comprised of St. John's, Eastern, Central and Western Regions. Each
of these boardshaslocal officesthroughout the Province. Healthand
community services in Northern Newfoundland and Labrador are
administered as separate componentsof the Grenfell Regional Health
ServicesBoard and the Health L abrador Corporation, respectively.

Effective 1 April 2005, the four health and community services
boards will combine with the eight hospital boards to establish four
regional health authoritiesthroughout the Province.

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

The combined financial position of the four health and community
service boards at 31 March 2004 shows total unfunded liabilities of
$31.1 million, a 57% increase from the $19.8 million reported in
2000-01. These net unfunded liabilities will eventually have to be
funded by Government.

The St. John's Health and Community Services Board had total
unfunded liabilities of $13.1 million and accounts for 42% of the
$31.1 million total reported for 2003-04. The St. John’s Health and
Community Services Board' s unfunded liabilities have increased by
68% from $7.8 million in 2000-01 to $13.1 millionin 2003-04. The
unfunded liabilities of the other three boards also increased during
theyear.
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Provincial funding has increased from $165.3 million in 2000-01 to
$209.0 million in 2003-04, an increase of $43.7 million (26%).
During this period, program costs increased from $160.2 million to
$197.4million, anincrease of $37.2 million (23%). Therefore, annual
operating deficits have decreased from $11.6 million in 2000-01 to
$7.5millionin 2003-04. For 2003-04, al boards reported an annual
operating deficit higher thanthepreviousyear.

At 31 March 2004, two of the health and community services boards
werein contravention of the Financial Administration Actinthat they
had long-term debt totalling approximately $983,000 to entities
outside of the government reporting entity without legidative
authority. The $983,000 was comprised of $915,000 in long-term
debt for the St. John's Regional Health and Community Services
Board and $68,000 in long-term debt for the Eastern Health and
Community ServicesBoard.

2.26 Monitoring Hospital Boards

From 1 November 1994 to 1 January 1996 the Government of
Newfoundland and Labrador established eight regiona health care
institutions boards to administer health care facilities in
Newfoundland and Labrador. These boards took over the facilities
previously administered by many small local boards.

Effective 1 April 2005, the eight hospital boards will combine with
the four health and community services boards to establish four
regiona health authoritiesthroughout the Province.

As a part of our audit work, we continue to monitor the financial
positionand annual operating resultsof theeight hospital boards.

The combined financia position of the eight hospital boards at 31
March 2004 showstotal unfunded liabilities of $442.7 million, a21%
increase from the $366.1 million reported in 2000-01. These net
unfunded liabilities will eventually have to be funded by
Government.
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Seven out of the eight hospital boards reported increases in the total
unfunded liabilities for 2003-04. In particular, the total unfunded
liabilities for the Health Care Corporation of St. John's was $239.7
million and accounts for 54% of the $442.7 million total reported by
all eight boards for 2003-04. The total unfunded liabilities of the
Health Care Corporation of St. John's have increased by 13% from
$211.6 millionin2000-01 to $239.7 millionin2003-04.

Provincial funding has increased from $692.7 million in 2000-01 to
$885.8 million in 2003-04, an increase of $193.1 million (28%).
During this period, program costs increased from $579.5 million to
$714.3 million, an increase of $134.8 million (23%). Therefore,
annual operating deficits have decreased from $60.1 million in 2000-
01 to $24.5 million in 2003-04. All boards reported an annual
operating deficit during theyear. Only two boards had deficitswhich
were less than those reported in 2002-03 (Central East and Central
West).

2.27 IncomeSupport/CaseM anagement I nfor mation System

The Department of Human Resources, Labour and Employment is
responsiblefor providing arange of programsand servicesdirected to
low-income individuals and families to help meet their financial
needs. One of its main activities is providing income support to
eligibleindividualsand families.

Since 1988, the Department has made two attempts to complete the
development of a comprehensive management information system
for itsincome support program and case management. However, at
the time of our review in November 2003, no such system was in
place.

The latest attempt to develop a new system commenced in October
1999 and was estimated to cost $4.3 million and befully functional in
October 2002. As at November 2003, thirteen months after the
original estimated completion date, only one of the expected seven
moduleswas fully functional acrossthe Province. Furthermore, asa
result of achangein the project scope and expenditures not included
intheorigina estimate, in November 2003 the Department indicated
that the project development cost was expected to be $7.9 million;
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however, officials indicated that additional costs associated with the
implementation of the system and thefinal date of completion had not
been determined.

Asat November 2003, the estimated additional annual cost to operate
the new system would be $1.15 million. When the project was
initially approved, it was estimated that the additional annual coststo
operate the system would be $700,000. This represents an annual
increase in operating costs of $450,000 or 64% over the origina
estimate.

The Department contravened the Public Tender Act when it
purchased software licences costing approximately $105,000
without calling a public tender. The Department also contravened
the Public Tender Act by not informing the Minister of Government
Servicesof theexception. Therefore, the House of Assembly wasnot
informed of thisexception.

Government announced a departmental reorganization in February
2004; however, Departmental officialsindicated that there would be
no delays in system implementation resulting from this
reorganization.

2.28 EDGE Program

The Economic Diversification and Growth Enterprises Act became
effective on 1 January 1995. The creation of this Act was to
encourage new businesses to start or expand in Newfoundland and
Labrador. The Actisadministered by the Department of Innovation,
Trade and Rural Development, with tax incentives administered in
conjunctionwiththe Department of Finance.

The Department of Innovation, Trade and Rural Development’s
objective for the EDGE program is to encourage hew businesses to
start or expand in Newfoundland and Labrador. However, sincethe
Department has not established specific targets for the program, it
cannot determine whether the program objective is being met or
whether the EDGE program is a success. Our review indicated the
following:
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° As of June 2004, 53 (43%) of the 122 EDGE corporations
which were approved under the EDGE program since it
began in 1995 had their EDGE status revoked by Cabinet
for failing to meet the requirements of the program. The
remaining 69 approved EDGE corporations reported
employment and capital investment for 2004 far below the
total amountsprojected.

While employment and capital investment by EDGE
corporations are two of the main EDGE program
performance indicators, these indicators have shown a
significant decrease between 2001 and 2004. Theestimated
employment declined from a projection of 3,850 jobs in
2001 to aprojection of 2,777 in 2004, with actual reported
employment for 2004 of only 1,473. The estimated amount
of capital investment declined from a projection of
$1.12 hillion in 2001 to a projection of $187.9 million in
2004, with actual reported investment for 2004 of only
$70.3million.

The Department of Innovation, Trade and Rural Development is not
adequately monitoring program activity. As a result, neither the
Department nor the House of Assembly can determine whether the
program has been successful in meeting itsobjective.

EDGE applications are not always approved on atimely basisand in
accordance with the Economic Diversification and Growth
Enterprises Act. The average time delay between the receipt of the
application and the approval by Cabinet was 7 months. One
application was not approved until 11 months after the application
was received. These delays are in large part due to infrequent
meetings of the EDGE Board and the fact that Cabinet is not
providing itsdecisionwithinthe 30 day timeframe set out inthe Act.

Corporations that qualify for EDGE status are provided certain tax
incentives and prior to 2003 were provided with wage grants. Our
review indicated that incentives provided to some EDGE
corporationswere not adequately supported.
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2.29 MiningCompany | nvestment

The Department of Innovation, Trade and Rural Development (the
Department) providesfunding and assi stanceto busi nesses operating
inthe Provinceinits effortsto strengthen and diversify the economy
onaProvincial andregiona basis.

In June 2003, the sharehol ders of amining company approached the
Department, requesting agrant or |oan guarantee from the Provincial
Government to addressitsworking capital deficiency.

Contrary to the conclusion of the Department and the
recommendation of Treasury Board Secretariat, the Department was
directed by the Premier’ s Officeto provide an investment in amining
company. |n September 2003, aletter of offer for a$400,000 equity
investment was issued to the company. Details of issues relating to
thisinvestment areasfollows:

° The Department’s review was not as thorough as is
normally performed on funding requests. The Department
did, however, have an independent credit risk analysis
which suggested that the new mining company had a high
credit risk with a high probability of severe delinquency in
meeting itsfinancial obligations.

° In 2000, the Province wrote off a$2.8 million investment in
a previous mining company owned by the same major
sharehol der who created the new mining company.

° On 7 August 2003, Treasury Board Secretariat
recommended that the proposal be rejected and forwarded
the matter to Treasury Board which deferred the matter to
Cabinet for consideration. Officials could not find any
record of aCabinet decision onthismatter.

Although the original request from the company in June
2003 indicated that the funding was required on an urgent
basisto fund operationsfrom June 2003 to December 2003,
the funding was not made available in trust to the company
until 31 March 2004, with the last amount not being drawn
downuntil November 2004.
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2.30 Xwave Contracts

Our review of the Amended and Restated Service Level Agreement
and the Amended and Restated Industrial Benefits Agreement
between Government and xwave Solutions Inc. identified a number
of issuesasfollows:

Although xwave did not meet its obligation to contract out
$2,000,000 in work to local IT businesses for 2002,
Government did not charge any liquidated damages as
alowedinthe Agreement.

xwave did not meet its obligation to create 55 new jobs by
31 March 2004, and has indicated that it will not meet its
overall employment commitmentsby 2007.

Although thereis aremedy under the Agreement to charge
15% of the dollar value of the shortfall injobsin each year,
which would represent $209,522 for 2003 and $204,649 for
2004, Government did not impose these liquidated
damages. Instead, Government has negotiated a settlement
for a single lump sum payment of $2.4 million which
represents the liquidated damages resulting from xwave's
employment shortfalls and discharges xwave from it's
employment creation commitments.

Government is hot monitoring the IT sector to determine
progress towards its original goal of stimulating growth in
innovative technologies and information industries in the
Province by privatizing NLCS in 1994. In March 2002,
Operation ONLINE ceased operation and therefore, no new
work has been done to identify performance indicators or
monitor growthinthel T sector.
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2.31 Board of Commissionersof Public Utilities

The Commissioners of the Public Utilities Board, the Directors of
Newfoundland and Labrador Hydro and consumer advocates are all
appointed by Cabinet and are accountable to Government. The
appearance, therefore, is that Cabinet could be seen as being in a
position to influence all parties in matters relating to Hydro rate
regulation. While it is not suggested that the Board carries out its
duties and responsibilities with anything but the utmost good faith,
the perception of impartiaity is paramount and necessitates a strong
system of accountability to ensurepublic confidence.

Asthe administrative body that regul ates such mattersas utility rates
and service, matters which directly impact the daily lives of
consumers in Newfoundland and Labrador, it is important that the
Board be, and be perceived as, independent from the executive
branch of Government in itsfunctioning. In order to strengthen and
enhancethe public perception of independenceand impartiality of the
Board, we recommend the accountability to the House of Assembly
should be strengthened. In particular, there should be a legidative
provisionwhich requiresthat the Board must prepare an annual report
and provide it directly to the Speaker of House of Assembly for
tabling. The legidative provision should also clearly outline the
information required by Members of the House of Assembly to hold
the Board accountable for its activities and should provide for a
reasonablereview of the Board' sperformance.

The consumer advocatesdo not prepare any form of annual report for
the House of Assembly outlining details of their expenses and the
work performed for the expenses incurred. These costs, which
totalled approximately $500,000 per year in each of the last three
years, areultimately passed ontothe peopleof the Province.

The Board has not updated the Strategic Plan it developed in 1998 to
reflect changes since that time. Furthermore, the Board does not
prepare an annual operational plan to focus its activities towards
achievingitsstrategic goal sand objectives.

The Board's assessment revenues are exceeding its expenses

resulting in a significant accumulated surplus of $1.2 million as at
31 March 2004. Although the Act has a provision which allows the
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Board to reduce future assessments and eliminate any surpluses, the
Board has decided not to take this action. Asaresult, consumersin
the Province have paid for thissurplusthroughtheratestheutility and
insurance companiescharge.

The Board has contravened the Public Tender Act and the Public
Utilities Act, and its travel and entertainment expenditures are not
consistent with Government’ spolicies.

2.32 FinesReceivable

Collection efforts at the Department of Justice relating to fines
receivable require improvement. The fines receivable balance has
increased in each of thelast five yearsand at 31 March 2004 totalled
$23.4 million, an increase of $5.3 million (32%) since 2000. The
Department has determined that only $4.6 million (19.6%) is
expected to be collected while $18.8 million (80.4%) was considered
uncollectible.

Of the $23.4 million in fines receivable, $21.9 millionisrecorded in
the Department’s Ticket Management System (TMS) while the
majority of the balance of $1.5 millionisstill inthe Provincia Court.
Many of the accounts comprising the $21.9 million in fines
receivable recorded in the TMS are quite old - 80,134 accounts
totalling $18.9 million (86.4%) of the receivables had been
outstanding for more than one year with 38,599 accounts totalling
$11.2 million (51.4%) outstanding for morethan fiveyears. Some of
theaccountshad significant balances.

Although the Office of the High Sheriff has a Judgement
Enforcement Registry, the Department is currently registering
accounts with balances greater than $1,200; therefore, 83,870
accountswith balanceslessthan $1,200 and totalling $9.4 million are
not registered. Furthermore, at 31 March 2004, although there were
3,434 accounts greater than $1,200 registered, action to collect the
amount due had beeninitiated against only 117 accounts.
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2.33 Newfoundland and Labrador Legal Aid Commission

The Newfoundland and Labrador Legal Aid Commission provides
legal representation to financially eligible persons, wherelegal merit
exists, in criminal (both adult and young offender), civil, family and
immigration matters.

Our review of legal aid applications indicated that the decision to
providelegal aid wasnot alwayssupported. Inparticular:

° Individuals who indicated that they were in receipt of
income support received legal aid even though therewasno
documentation to indicate that they were in receipt of
incomesupport.

° Individuals not in receipt of income support received legal
aid even though they did not provide al information on
income and expenses required to assess whether they were
eligible. Furthermore, there was no documentation
supporting whether the Commission obtained information
onliquid assets(cash, etc.) asrequired by the Regulations.

The Commission is not consistent in applying basic living
and transportation alowance rates to applications for
individuals in similar circumstances and who have not
provided any documentation to support increases in these
allowances.

L egal merit assessmentsare not typically documented.

The accounts receivable balance from clients for the year ended
31 March 2004 totalled $369,082 (2003 - $394,575) with an
allowance for doubtful accounts of $202,373 (2003 - $207,273).
These receivables represent situations where a client is able to
contribute to the cost of legal aid provided to them. Many of these
accounts have been outstanding in excess of ten years and have had
littlecollectionactivity.

The Commission doesnot have asystem in placeto monitor the costs
of providinglegal aid servicestovariouslegal aidclients.
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2.34 Royal Newfoundland Constabulary FirearmsReview

The Royal Newfoundland Constabulary is responsible for policing
three regions of the Province - the Northeast Avalon, Corner Brook
and L abrador West. The popul ation of these regionsis approximately
201,000 (2001 census). In providing these services, the RNC
currently employs 308 policemembersand 84 civilian staff.

In 1998, members of the Royal Newfoundland Constabulary were
permitted to wear firearms as part of their regular uniform. The
Select Committee of the House of Assembly which recommended the
new arming policy aso recommended that a firearms audit be
performed annually and submitted to the House of Assembly. Asa
result, thisisour sixthannual firearmsaudit.

Although the RNC has adequate systems in place to record, monitor
and secure its firearms, each year we identify instances of non-
compliance with policy. Given the serious repercussions that could
result from the use of firearms, it is critical that the RNC continue
efforts to improve compliance with established policies and
procedures.

Our review identified anumber of issueswhich should be addressed.
For example:

° The firearms and ammunition inventory system is not

accurate because not al required adjustments, including
additions, dispositions or internal re-assignments of
firearms and ammunition, are made on atimely basis. We
found 9 firearms which were in a location other than that
recorded in the system and for 3 types of ammunition, the
physical count did not agree to what was recorded in the
inventory system. In particular 23,484 rounds of 38 calibre
training ammunition could not beaccountedfor.

Members are not always complying with the Firearms
Policy. Information identified during our review and
information obtained from inspections performed by the
RNC indicated a total of 46 infractions during 2003-04.
Furthermore, we found that not al infractions are being
referred to the RNC's Professional Standards Bureau for
investigation asrequired.
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° The required monthly inspections of firearms storage
lockers are not always performed. No monthly inspections
were performedin St. John’ sin 2004 for the months of July,
August, and September.

The RNC is not complying with its policy for use of force
training as 185 members have not re-qualified in the use of
firearms (module 1) in the required one year time frame
(7 of the 185 have not received thistraining since 2002) and
7 members have dtill not completed module 4 training
which was required to have been provided in 2003.
Furthermore, it is unlikely, based on the prior year's
performance, that all of the 123 members still requiring
module 2 training will receivethistraining by 31 December
2004 asrequired.

Information in the training database is neither complete nor
accurate. Of particular concernisthat, asthe systemisused
to determine what use of force training has aready been
provided and what training is left to be provided,
inaccuracies may result in asituation where amember may
not receiveall of thenecessary use of forcetraining.

° Although the Use of Force Review Board is required to
review al instances of use of force, the Board has not met
since October 2002. Furthermore, athough all Board
members used to receive copies of the use of force reports,
this practice was discontinued after May 2002. |nstead,
only one member of the Board, the Firearms and Use of
Forcelnstructor, receivesthereports. Therewere 743 use of
force incidents reported between 1 September 2003 and
30 September 2004. Of these 743 incidents, 52 related to
firearms, 43 of which involved drawing and/or pointing a
firearm at a person while the remaining 9 involved the
dischargeof afirearmregarding animals.
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On 2 December 1997, a Select Committee of the House of Assembly
was appointed to enquire into the arming policy of the RNC. The
Committee tabled its report to the House of Assembly on 31 March
1998 and included the recommendation that the arming policy be
reviewed at theend of fiveyears, i.e. March 2003.

Asat November 2004, no Select Committee had been established to
review thearming policy of theRNC.

2.35 FireCommissioner 'sOffice

The Fire Commissioner’ s Office needsto do morein inspecting and
evauating the firefighting capabilities of the 297 fire departments
throughout the Province and in providing training to the
approximately 6,100firefighters. Inparticular:

Over the last five years, only 5 of the 297 fire departments
had been formally inspected. The Office does not have a
schedule to ensure all fire departments are inspected over
any particular period of time. Officids at the Fire
Commissioner's Office indicated that inspections
performed at 5 fire departments were considered to be
representative of many fire departmentsin the Province and
had serious deficiencies relating to breathing apparatuses,
vehicles, number of firefightersresponding, and training.

Since 1991, only 700 firefighters have received training to
the level of Firefighter 1. The Office does not keep
information asto how many of thecurrent 6,100 firefighters
aretrained and how many of the 700 trained firefightersare
till inthesystem.

TheOffice sdatabasewasnotY 2K compliant and therefore, dataand
information could not be captured. Asaresult, no annual report has
been prepared since 1999 and the Commissioner does not have all of
the information necessary to monitor firesin the Province including
an assessment of thefirefighting capabilitiesof firedepartments.
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2.36 Municipal Inspections

The Municipalities Act includes provisions for the monitoring of
municipal activities, including the requirement to submit annual
balanced budgets and audited financial statements, and requiring
prior approval of long-term borrowing by the Minister of Municipal
and Provincial Affairs.

Our review of municipal inspections by the Department of Municipal

and Provincial Affairsindicated that the Department does not always
receive budgetsand financial statements of municipalitieswithinthe
deadlines established under the Municipalities Act. Furthermore, the
Department was not performing the annual municipal inspectionsin
accordance with the Act. Although the Department implemented a
new computerized Municipa Information Management System in
2002, not all information required for monitoring municipalities has
beeninputintothesystem.

2.37 Inland Fish and GameL icences

The Wildlife Division of the Department of Environment and
Conservation is responsible for the administration of inland fish and
game licences in the Province. While the Division has overal
responsibility for licensing, the Government Service Centres of the
Department of Government Services, through an arrangement with
the Division, distribute licences to vendors, receive payments from
vendors for licences sold, and collect unsold licences from vendors
for forwardingtotheDivision.

Over the eight years covered by our review, weaknesses in control
haveexisted over theadministration of inland fish and gamelicences.
Aswell, licence fees due to the Province during that time have not
been properly accounted for and amounts due from vendors have not
been collected on atimely basis. While the Division has recently
made some progressin dealing with theseissues, | am concerned they
had not been dealt with for such a significant period of time. | note
that over thiseight year period, both my Office and the Office of the
Comptroller General have recommended several timesthat action be
taken to address issues such as the increasing receivable balance,
weaknesses in controls over receivables, and the absence of reliable
information.
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Our current review indicated that: documented policies and
procedures were not in place and those informal policieswhich were
in place were not always followed; licences were not issued in
accordance with existing Departmental policy; responsibilities and
accountabilities for the Government Service Centres were not
documented; weaknesses in controls over recording accounts
receivable from vendors have resulted in the Department being
unable to determine accurate receivable balances for collection
purposes; information on vendors and the details of the number and
type of licences sold from year to year has not been maintained; and
collection activity hasbeenminimal. InJune 2003, duein part tothe
lack of information supporting accounts receivable balances, the
Department wrote off $130,000inreceivables.

Effective 1 April 2004, Government implemented a prepayment
system for issuing licences and directed the Department of
Environment and Conservation to report back on the results of this
change.

2.38 Government Owned Buildingsand Properties

Government owned buildings are in need of significant repairs. In
January 2004, the Department of Transportation and Worksprojected
that it needed $261 million over 20 years in order to keep
Government’s buildings maintained and to extend their useful life.
Furthermore, the Department indicated that it needs $173 million of
the$261 millionwithinthenextfiveyears.

Officialsat the Department have expressed concern about the lack of
funding provided to maintain Government’s buildings. These
concerns date back asfar as April 1998 when a Departmental review
indicated that “...the current dilemma is that there is insufficient
money in the present budgets to perform the normal level of
maintenance and improvements required, particularly on the
exterior envelopesof buildings.” Thereview concludedthat “...40%
of the buildings will encounter premature failure of major
components or the building itself and will require replacement at an
earlier timethanthenormal predicted economiclife.”
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Over the past five years the Department has requested a total of
$25.3 million for maintenance funding and it has received
$23.4 million. Also over this period the Department has requested a
total of $55.0 million for capital alterations and improvements and
has received only $21.9 million. Asaresult, the required work is not
being performed and therefore the condition of the Government
buildingsisdeteriorating.

The Department’ s database of buildings is not complete in that the
age of the building is not aways indicated. As a result, it is not
possibleto calculatethe overall average age of thebuildings.

The Department does not use a risk based system to identify and
prioritize its maintenance work. Instead, each of the four Regional
Directors sets the priorities for the alocation of the maintenance
funding within their Region. As aresult, there is no Province-wide
risk or priority basis for what work is performed with the funding
provided.

Although the Department has started to assess the condition of
Government buildings, the processisfar from complete. Asaresult,
the Department does not have the information necessary for a
comprehensive plan to address the nature, amount and timing of
future capital expenditures.

Government hasanumber of significant vacant buildings, e.g. theold
Janeway, the Grace General, and the Miller Centre. The Department
does not have a plan to devolve Government of its vacant buildings.
Government’s vacant buildings have a total area of 66,500 square
metresand an estimated replacement cost of $149 million.

2.39 Hull 100

The Department of Transportation and Works is responsible for the
Province's ferry operations. For the year ended 31 March 2004, the
Province spent $48.7 million on ferry operations and collected
$24.9 million in revenues.  In previous years we have reported on
expenditures related to the refit of Hull 100. For the year ended
31 March 2004 therefit of Hull 100 represented 8% (2003 - 5%) of the
Department’ sferry operationsexpenditures.
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In May 1999, the Ahelaid (subsequently named the Hull 100 and
currently named the Nonia) was purchased and delivered for
$1.2million. The Department estimated thetotal cost after refittobe
$2.9 million and that the vessel would be available for service in
2001. However, after five years and $11 million (three years and
$8million or 276% over the origina estimate), officia sindicate that
thevessel isnow ready for service.

Chapter 3
Update on Prior Years Report Items

Thisyear we continued a process whereby our recommendations are
monitored and the results reported within two years of the original
report date. This Chapter provides the results of this monitoring
processrelating to the recommendati ons contained in 2002 and prior
Reports of the Auditor General to the House of Assembly on Reviews
of Departmentsand Crown Agencies.

Chapter 4
Special Reports
Newfoundland and Labrador Liquor Corporation

Section 12(1) of the Auditor General Actrequiresthat wereport tothe
House of Assembly on whether, in carrying out the work of the
Office, we received al the information including reports and
explanationsthe Auditor General required.

On 11 March 2004, we reported to the Speaker of the House of
Assembly relating to the refusal of the Newfoundland and Labrador
Liguor Corporation to provide information necessary for us to
complete our review of the Liquor Licensing and Enforcement
Program. For additional information, seeitem 2.20.
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