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Chapter 1

Déja Vu

In this introduction to my eighth Annual Report to
the Legislative Assembly, I wanted to provide an
overview of the work done by my Office over the
past year, and to comment on the significant evolu-
tion of the work of the Office over time. But I first
wanted to present a few thoughts about the chal-
lenges facing Ontario over the next decade:

e The challenges government faces today are
dramatically different from those it faced 10
years ago. It is reasonable to expect that the
challenges of the next decade will also be very
different, more complex, and more demand-
ing than those which face us today.

e In a world of accelerating change, the man-
agers of government cannot presume that the
objectives and means of attaining them, which
were perfectly valid in the past, will necessar-
ily be valid in the future. And, as patterns of
life change, government must be able to react
by applying its resources to solving press-
ing, current problems and not perpetuating
services and programs for which there may no
longer be a real need.

e The core of sound decision-making is good
information. In government, where decisions
have far-reaching implications, the means
of obtaining and effectively using informa-
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tion are of critical importance as tools for
management.
e Since most major revenue sources have now

been tapped, the emphasis must shift from
finding new sources to making the best uses of
existing ones.

I wish I could take credit for these pragmatic
observations. In fact, all four comments are taken
verbatim from reports issued by Ontario’s Commit-
tee on Government Productivity—four decades ago.
Good ideas, it would appear, never go out of style.

More recently, albeit still 15 years ago, we inter-
viewed some MPPs for a section of our 1995 Annual
Report dealing with the Estimates Review Process.
One of them told us:

Decision-making in the government is
more difficult today than ever. Funds are
lacking which are necessary to sustain
what was put in place 30 years ago.
Therefore, we are operating in an environ-
ment of lowering costs in the future.
Tough decisions will have to be made in
this environment.

Looking back at these observations, I was struck
by a sense of déja vu. With escalating deficits and
significant growth in the provincial debt, people
recognize that tough decisions lie ahead. But the
province has faced tough situations before. I am
confident that our elected members will, regard-
less of their political party, continue to meet



Ontario’s challenges head-on as they have in the
past—especially if an objective hearing is given to
all points of view. As one MPP noted in our 1995
Annual Report dealing with the possible benefits of
a less partisan approach to the Estimates Review
Process that was being considered in another
jurisdiction:

There is a lot of talent on all sides of the
House which this approach could tap into.
Also, the approach might take the parti-
sanship out of the current process and this
would be extremely positive.

Realistically speaking, it would probably be
about as easy to take the partisanship out of politics
as it would to turn lead into gold. It is nonetheless
interesting to note that the results produced by two
committees that I am familiar with—the Standing
Committee on Public Accounts over the years and
the recent Select Committee on Mental Health—
have worked in a largely non-partisan manner and
are good examples of effectively using the “talent
on all sides of the House” to benefit the people of
Ontario.

Expanding Our Reach

to Enhance Legislative
Oversight

With the Office’s 125th anniversary coming up in
March 2011, I thought it would be useful to give
readers some idea of how the work of the Office has
changed over time, and particularly over the last
few decades.

Up until about 40 years ago, the principal
responsibility of the Auditor’s Office was to pre-
approve all provincial expenditures before they
could be paid. Then the same Committee on Gov-
ernment Productivity mentioned in the previous
section made the following recommendation in the
early 1970s:
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[I]1t would be desirable to provide for
more effective post-auditing of the
accounts of the Province. We recommend
that consideration be given to ... allowing
the Provincial Auditor to post-audit the
accounts.

The Legislature accepted the recommendation
and amended the Audit Act in 1971 to transfer to
the various ministries the Office’s existing respon-
sibilities for pre-approving expenditures. The Office
would now check the accounts after the ministries
had spent the money. Essentially, the government’s
job would be to approve expenditures and keep the
books, and the Auditor’s job would be to determine
whether those accounts and financial statements
fairly presented the fiscal results for the year.

In the couple of years that followed, Bill Groom
was credited with transforming the Auditor’s
Report from a dry verification of accounts into an
examination of government spending practices
while he was Assistant Provincial Auditor and dur-
ing his very brief time as Provincial Auditor. Tragic-
ally, Mr. Groom and his wife were killed in a 1973
car accident less than six months after he became
Provincial Auditor.

Under Norm Scott’s tenure as Provincial Auditor,
the Audit Act was amended in 1978 to include a
new concept called value-for-money auditing,
which gave the Office the authority to go beyond—
far beyond—mere verification of accounting
records. Instead, the Office could now assess how
economically and efficiently government programs
were being delivered, and whether ministries had
adequate procedures in place to measure program
effectiveness.

The task of going where few auditors had gone
before fell first to Mr. Scott, who took the first step
toward examining the operation of government
programs on a value-for-money basis. When Doug
Archer became Provincial Auditor in 1982, it was
clear that he saw the potential of value-for-money
auditing. Under his leadership, an increasing share
of Office resources was devoted to implementing



this new audit concept. The Standing Committee on
Public Accounts was also an early supporter; it saw
the benefits of the Auditor providing an objective
assessment of the operation of government pro-
grams rather than just an opinion on whether the
accounting debits and credits had been properly
tallied.

When Erik Peters succeeded Doug Archer in
1993, he introduced the concept of incorporat-
ing formal recommendations with management
responses into every value-for-money audit, a prac-
tice that continues today.

Over time, it became apparent that the 1978
value-for-money amendment overlooked one
important area: it excluded broader-public sector
organizations from the value-for-money process.
These provincially funded organizations—
hospitals, school boards, universities and colleges,
and social-service agencies such as Children’s Aid
Societies—account for about half of all government
expenditures. Thus, we viewed their exclusion from
scrutiny by the Legislature’s spending watchdog as
a significant limitation and expressed that concern
for a number of years.

In late 2003, the then Minister of Finance
informed me that the government was prepared to
support an expansion of our mandate to address
this issue. The Legislature subsequently unani-
mously supported passage of the Auditor General
Act, the most significant provision of which allowed
us to conduct value-for-money audits in broader-
public-sector organizations.

Since then, the Office has moved aggressively
into its expanded mandate. We have conducted
value-for-money work across the entire spectrum
of the broader public sector, including hospitals,
school boards, universities and colleges, Commun-
ity Care Access Centres, Children’s Aid Societies,
long-term-care homes, mental-health agencies,
and a variety of social-service organizations. We
have also ventured into corporate entities of the
Crown, including eHealth Ontario, Hydro One,
Ontario Power Generation, and the Ontario Clean
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Water Agency. It has been a challenge for staff

in our Office to examine such areas as electronic
health records, emergency rooms, operating-room
management, and special education—areas one
might suspect are outside the usual purview of
accountants. But in my admittedly less than totally
objective opinion, it was a challenge well met.

One pleasant surprise has come from the organ-
izations we have audited in the broader public
sector. Initially, and perhaps understandably, these
organizations were not exactly thrilled with our
new powers to look into their operations. However,
we have found them to be both co-operative and
helpful when we have come knocking. The progress
we have made would not have been possible with-
out the co-operation of staff at these organizations,
and their willingness to work with us as we focused
on addressing systemic problems and identifying
best practices in Ontario and elsewhere that should
be considered. We also benefited from the strong
support of the Standing Committee on Public
Accounts as we expanded our value-for-money
work into the broader public sector.

I suspect that the members of the Committee on
Government Productivity never expected 40 years
ago that their recommendations would help change
the work of the Legislature’s Auditor so fundamen-
tally. Had they been able to glimpse the future, I
like to think that they would have been pleased
with what they saw.

This Year’s Audit Work

FINANCIAL AUDITS

Our value-for-money audits tend to get the atten-
tion of the Legislature, the media, and the public.
However, the conduct of financial audits remains
one of our most critical legislative responsibilities.
The objective of these audits is to express opinions
on whether the financial statements of the province,
as well as those of such Crown agencies as the




LCBO, the Ontario Securities Commission, Legal Aid
Ontario, and others, have been presented fairly. Just
as corporate shareholders in the private sector want
independent assurance that a company’s financial
statements fairly reflect its operating results and its
balance sheet, the public wants the same assurances
about public-sector entities.

I am pleased to report that for the 17th straight
year, the Office was able to provide assurance to
the Legislature and the public that the government-
prepared consolidated financial statements of
Ontario—the largest audited entity in the prov-
ince—are fairly presented in accordance with gen-
erally accepted accounting principles. The results of
this work are discussed in Chapter 2.

Similarly, I can report that we concluded that
the financial statements of all the Crown agencies
we audited this year were also fairly presented.

VALUE-FOR-MONEY AUDITS

This section provides a brief overview of this year’s
value-for-money audits, reported on both in this
Annual Report and in two Special Reports issued
earlier this year, followed by summaries that pro-
vide a brief overview of the results of each audit not
yet reported on during the year.

Health-Care Sector

We put a heavy emphasis this year on the health-
care sector for two reasons: expenditures in this
sector currently account for more than 40% of total
government spending, and concerns have persisted
for years about wait times in hospital emergency
rooms and for elective surgery and beds in long-
term-care homes. Accordingly, we conducted four
distinct health-related audits:
® Hospital Emergency Departments: Contrary to
the widespread public perception, our audit
found that long wait-times in hospital emer-
gency rooms have more to do with delays in
freeing up in-patient beds than with walk-in
patients who had minor ailments.

m 2010 Annual Report of the Office of the Auditor General of Ontario

e Discharge of Hospital Patients: In 2009, more
than 50,000 hospital patients who could
have been discharged endured longer-than-
necessary hospital stays due to delays in
arranging post-discharge care, and these
delays accounted for 16% of the total days all
patients stayed in Ontario hospitals.

e Home Care Services: Funding decisions for
home-care services tend to be made on histor-
ically based allocations rather than on assess-
ments of current client needs, which creates
the risk that people with similar needs may
not receive similar levels of care depending on
where in Ontario they live.

e Organ and Tissue Donation and Transplanta-
tion: Initiatives by the Trillium Gift of Life
Network, donor and transplantation hospitals,
and the Ministry of Health and Long-Term
Care have led to an increase in the number of
donors, but certain changes could be made to
reduce wait times for organs.

Ensuring and Enforcing Fairness

We conducted four audits of programs intended
to protect the rights of people and ensure that the
principle of fairness prevails:

e Family Responsibility Office: The Office must
take more aggressive enforcement action,
enhance its case-management process, and
improve its information technology and com-
munications systems if it is to be effective in
enforcing spousal and child support payments
resulting from marriage breakdowns.

® School Safety: While initiatives are being taken
to ensure children are safe from physical
and psychological threats in their learning
environment, insufficient information is avail-
able on the effectiveness of such initiatives.

e Municipal Property Assessment Corporation:
While municipalities are generally satisfied
with the assessment-roll information provided,
the assessed value of one in eight properties



sampled differed from the fair market value by
more than 20%.

e Casino Gaming Regulation: Casino and slot-
machine patrons can rely on the controls
and oversight mechanisms in place to ensure
gaming equipment and table games of
chance are operating fairly and honestly.

Protecting and Investing in the Province’s
Resources

We conducted three audits relating to the govern-
ment’s role in protecting public resources and
assets:

® Non-Hazardous Waste Disposal and Diversion:
The residential sector—but not the business
sector—is making headway in protecting our
environment by increasing the amount of non-
hazardous waste that can be diverted through
reducing, reusing, or recycling rather than
being dumped in landfills.

e Infrastructure Stimulus Spending: Although
efforts were made to establish appropriate
procedures to quickly distribute billions in
federal-provincial economic stimulus fund-
ing, improvements can be made to enhance
the effectiveness of any such future stimulus
programs.

e Infrastructure Asset Management at Colleges:
Ongoing funding for the maintenance of the
province’s multi-billion-dollar investment
in aging college infrastructure has not been
sufficient to reduce the backlog of required
maintenance needs.

SPECIAL AUDITS

The Auditor General Act allows us to undertake
audit work requested by the Legislative Assembly,
the Standing Committee on Public Accounts, or
a Minister of the Crown. This year, we issued two
such special audits:
® OLG’s Employee Expense Practices: After infor-
mation about employee expense reports of
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senior executives of the Ontario Lottery and
Gaming Corporation (OLG) obtained through
a freedom-of-information request led to the
dismissal of the OLG’s chief executive officer
and the resignation of the entire board of
directors, the Minister of Finance requested an
audit of OLG employee expenses. The report
was tabled in the Legislature on June 1, 2010.
e Consultant Use in Selected Health Organiza-
tions: This audit, requested in a unanimous
motion of the all-party Standing Committee
on Public Accounts, was a major assignment
that included work at 16 hospitals, three Local
Health Integration Networks, and the Ministry
of Health and Long-Term Care. The report was
tabled in the Legislature on October 20, 2010.
Both special reports can be found on the Office’s
website at www.auditor.on.ca.

RESPONSIBILITIES UNDER THE
GOVERNMENT ADVERTISING ACT

The Government Advertising Act, 2004 requires
our Office to review most proposed government
advertising in advance of their being broadcast,
published, or displayed. We are responsible for
ensuring that such advertisements meet certain
prescribed standards and do not promote the
governing party’s partisan political interests by fos-
tering a positive impression of the government or a
negative impression of any person or group critical
of the government.

In the 2009/10 fiscal year, we reviewed 600
advertisements. A full discussion of our work in this
area can be found in Chapter 5.




3.01 CASINO GAMING REGULATION

Under the Criminal Code of Canada, provinces have
responsibility for regulating, licensing, and operat-
ing legal forms of gaming. In Ontario, two Crown
agencies, with different responsibilities and an
arm’s-length relationship, oversee casino gaming.
The Alcohol and Gaming Commission of Ontario
(Commission), as the “regulator,” has a mandate to
regulate, license, and inspect gaming facilities, and
to enforce gaming legislation. The Ontario Lottery
and Gaming Corporation (OLG), as the “operator,”
builds, manages, and operates, either directly or
with private-sector operators, Ontario’s 27 casinos
and slot-machine facilities at horse racetracks.

OLG directly operates 22 casino gaming facili-
ties, including 17 “slot facilities” at racetracks that
only have slot machines and five casinos with both
table games and slot machines. It contracts private-
sector operators to run day-to-day operations of one
smaller casino and its four large “resort casinos.”
These offer more gaming options, higher wagering
limits, and amenities such as hotels, entertainment
venues, and meeting and convention areas.

Casino and slot facility customers expect that
slot machines actually pay out the regulated
minimum payout amount. Casino patrons who par-
ticipate in table games, such as blackjack or craps,
want assurance that casino employees are honest,
effectively overseen, and that the games are fairly
run. The general public also expects casinos and
slot facilities to be run fairly and honestly.

In our audit of the Commission, we concluded
that it had adequate systems, policies, and pro-
cedures to achieve this. The Commission’s gaming
equipment testing lab and gaming enforcement
procedures were sufficient to ensure the fair oper-
ation of gaming equipment, and this was confirmed
by an independent accredited gaming testing lab we
hired. Our research of other jurisdictions and advice
from external experts also indicated that Ontario’s
regulatory framework for casinos offers one of the
strongest oversight mechanisms in North America.
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However, we noted areas where the Commis-
sion’s oversight procedures and gaming transpar-
ency could be enhanced including:

e Slot machine patrons are very interested in
the actual payout ratio and whether these
payout percentages vary depending on the
machine type. Some U.S. jurisdictions provide
this information, yet Ontario does not.

e We noted that patrons would find it difficult
to locate information on the maximum prize
payout on certain slot machines—an import-
ant disclosure should the machine malfunc-
tion and award an erroneous multi-million
dollar jackpot, as has occurred twice in the
last two years. In addition, the Commission
does not require casinos to post the odds of
winning a jackpot on slot machines.

e The Commission sets no minimum training
standards for key gaming employees, such as
table dealers and surveillance staff, to ensure
that they are aware of the rules and proced-
ures they must follow and for identifying
criminal activities and problem gamblers.

e In 2008/09, commission inspectors at three
of four gaming facilities could not fulfill their
goal of annually inspecting all slot machines,
and gaming audit and compliance inspectors
were behind schedule in verifying gaming
facilities complied with approval require-
ments and their internal control manuals.

e In determining registration eligibility for
suppliers, the Commission had no policy for
dealing with conflict-of-interest situations
involving related employees working in the
same casino. It relied on casino and slot facil-
ity operators to deal with these situations.

On a somewhat related issue, Ontario residents
currently spend an estimated $400 million annu-
ally on foreign-based Internet gaming websites.
These foreign gaming operators do not provide the
province with a share of these revenues and, unlike
certain other international jurisdictions, the Com-
mission does not have a mandate to regulate such
Internet gaming.



3.02 DISCHARGE OF HOSPITAL
PATIENTS

During the last five years, over 1 million patients
were discharged annually from Ontario hospitals.
More than 20% required support and care after
they were discharged. Such support can include
home care (for example, nursing and personal-care
services such as bathing); services provided by
rehabilitation and palliative-care facilities; and
ongoing care provided in long-term-care homes or
complex continuing care facilities. Community Care
Access Centres (CCACs) are responsible for assess-
ing eligibility and arranging for both home care and
access to a long-term-care home.

Remaining in hospital longer than medically
necessary can be detrimental to patients’ health
and prevent other patients from accessing the
hospital bed, and it is more expensive than com-
munity services. As a result, the Ministry of Health
and Long-Term Care, hospitals, and CCACs have
introduced a number of initiatives to facilitate the
discharge of patients from hospital.

The three hospitals we visited were managing
their discharge processes well in some areas and
were changing other processes to improve patient
flow. Yet all the hospitals had other areas where
practices could be improved. Further, in 2009, over
50,000 patients ready to be discharged waited in
hospital due to delays in arranging post-discharge
care (also known as waiting for an alternate level
of care, or ALC). The total days ALC patients were
hospitalized has increased by 75% over the last
five years and now represents 16% of the total days
patients were hospitalized in Ontario. However, no
one, such as the Local Health Integration Networks,
the CCACs, or the hospitals, was ensuring that
community-based services, including home care
and long-term care, were available when patients
were ready to be discharged from hospital.

Other significant observations included:

e Although quick multidisciplinary team

meetings on discharge planning activities
were held at the three hospitals, physicians
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attended these meetings at only one hospital,
and CCAC representatives attended most
meetings at only one other hospital.

A ministry expert panel recommended that
hospital physicians prepare a discharge sum-
mary to communicate patient information,
such as follow-up appointments, pending test
results, and medication changes, to subse-
quent health-care providers. Although dis-
charge summaries were generally prepared,
one hospital’s were done significantly late.
At all three hospitals, a recommended recon-
ciliation of medications on admission versus
discharge was often not prepared, increasing
the risk of subsequent medication errors.

e At the hospitals we visited, less than 10% of

total discharges to long-term-care, complex
continuing care, and rehabilitation facilities
occurred on weekends because many of these
facilities would not accept patients then.

Wait times in hospital for ALC patients varied
significantly across the province. For example,
for hospitals in the North West LHIN, 90% of
discharged ALC patients were placed within
27 days of being designated ALC versus 97
days in the North East LHIN.

There were minimal guidelines on how long
it should take from hospital referral to patient
placement in a long-term-care home. Of ALC
patients waiting province-wide, 90% were
placed in long-term-care homes within 128
days, with 50% placed within 30 days.

e Long-term-care homes rejected between 25%

and 33% of applications because patients
required too much care or had behavioural
problems. Accepted applicants were often
just added to a lengthy wait-list. On the other
hand, patients often did not want to go to
homes with short or no wait-lists because
they were often older facilities or were far
away from family.




3.03 FAMILY RESPONSIBILITY OFFICE

All court orders for child and spousal support are
automatically filed with the Family Responsibility
Office (Office), whose job it is to enforce family-
support obligations—aggressively if necessary—
and remit support payments to their intended
recipients on a timely basis.

The Office’s clients are among society’s most
vulnerable; nearly 20,000 people who have their
support orders enforced by the Office also collect
social assistance, often because their former part-
ners failed to pay spousal or child support.

Enforcing court orders for spousal and child
support can be difficult, and the most problematic
cases generally end up with the Office. While
acknowledging this, our 2003 audit concluded that
the Office was in danger of failing to meet its man-
dated responsibilities. The Office agreed with our
2003 recommendations to improve service delivery.

However, after our audit this year, we again con-
cluded that the Office has not yet been as successful
as it should be in achieving its mandate of col-
lecting unpaid child and spousal support payments.
As a result, the Office must take more aggressive
enforcement action, enhance its case-management
process, and improve its information technology
and communications systems. As well, manage-
ment must work to instill a culture of achievement
to make the needed changes.

Our significant findings included:

e The Office was slow in following up, where
necessary, and in registering completed court
orders for family support. Such delays make
cases in arrears much more difficult to enforce
and can result in undue hardship on recipients
awaiting support payments.

e Although the Office now assigns responsibility
for each case to an individual enforcement
services officer, this case-ownership model
continues to have significant shortcomings,
including that payers and recipients do not
have direct access to their assigned officer.
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Call volumes at the Office’s toll-free call centre
are so high that nearly 80% of calls never get
through. Of those that do, one in seven callers
hangs up before the call is answered.

The status of almost one-third of outstanding
bring-forward notes—intended to trigger
specific action on a case within one month—
was “open,” indicating either that the notes
had been read but not acted upon, or that they
had not been read at all.

For ongoing cases, the Office took almost

four months from the time the case went into
arrears before taking its first enforcement
action. For newly registered cases that went
straight into arrears, the delay was seven
months from the issue of the court order.

The Office acts in only one in four or one

in five cases each year to, for example, take
enforcement action, update case information,
or track down delinquent payers.

The Office has no quality control process

or effective managerial oversight to assess
whether enforcement staff have made reason-
able efforts to collect outstanding amounts.
The Office could not provide us with a
detailed listing by individual account that
added up to $1.6 billion, which was the figure
provided to us as the total outstanding arrears
as of December 31, 2009.

The statistical information supplied monthly
to the Ministry of Community and Social
Services did not provide a useful summary of
the Office’s successes and failures in collecting
outstanding support payments or in achieving
its other key operational objectives.

Security weaknesses in the Office’s informa-
tion technology system put sensitive personal
client information at risk.

On a positive note, accounting controls cover-
ing payments from support payers and the
subsequent disbursement to intended recipi-
ents were generally satisfactory, and most
support payments were disbursed within 48
hours of receipt.



3.04 HOME CARE SERVICES

Community Care Access Centres (CCACs) provide
home care services to Ontarians who, without
these services and supports, might need to stay in
hospitals or long-term-care facilities. Home care
also assists frail, elderly people and people with dis-
abilities to live as independently as possible in their
own homes.

Generally, CCACs contract with service provid-
ers for home care services rather than provide those
services directly. The CCACs assess potential clients
for eligibility and approve provision of professional
services, such as nursing, physiotherapy and social
work; as well as personal support and homemaking
services, such as assistance with daily living. CCACs
also authorize admissions to long-term-care homes.

There are 14 CCACs in Ontario, each of which
reports to one of the province’s 14 Local Health
Integration Networks (LHINs). The LHINS, in turn,
are accountable to the Ministry of Health and Long-
Term Care. During our audit, we conducted visits to
three of the 14 CCACs and surveyed the other 11.

The Ministry of Health and Long-Term Care
has recognized that enhancing home care services
offers both cost savings and quality-of-life benefits
by allowing people to remain in their homes. Home
care funding has increased substantially since our
last audit in 2004, and independent CCAC client
satisfaction surveys indicate that home care clients
are generally satisfied with the services they receive.

However, some of the main concerns expressed
in our previous audits of the home care program,
in 2004 and 1998, remain. Among our significant
findings:

@ Per capita funding varied widely among the

14 CCACs, resulting in funding inequities.
Total funding to CCACs has not been allocated
on the basis of specific client needs, or even on
a more general basis that takes into account
such local needs as population size, age and
gender of clients, or rural locations.

e Although ministry policy requires CCACs to

administer programs in a consistent manner
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to ensure equitable access no matter where
clients live, funding constraints meant that one
of the three CCACs we visited had prioritized
its services so that only those individuals
assessed as high-risk or above would be
eligible for personal support services, such as
bathing, changing clothes, and assistance with
toileting. Clients assessed as moderate-risk

in this CCAC were deemed not eligible, while
they would have been eligible in the other two.
Eleven of the 14 CCACs have some form of
wait-list for various home care services. The
other three CCACs said that they had no
wait-lists at all. This is another indicator of a
possibly inequitable distribution of resources
among the 14 CCACs.

In the absence of standard service guidelines,
each CCAC has developed its own guidelines
for frequency and duration of services. As a
result, the recommended time allocation for
each task and the recommended frequency
of visits varied, indicating that the level of
service may vary from one CCAC to another.
Although CCACs have made progress in
implementing a standardized initial client-
care assessment tool, these assessments were
often not done on a timely basis.

Only one of the CCACs we visited conducted
routine, proactive visits to its service providers
to monitor the quality of care they delivered.
CCACs expressed concern that they were

not able to procure services from external
service providers competitively. The Ministry
has asked them to suspend the competitive
procurement process on three occasions
since 2002, and, at the time of our audit, the
process was still suspended. This has contrib-
uted to significant differences in rates paid to
service providers for similar services.

The 14 CCACs have made progress in imple-
menting an updated case management infor-
mation system to provide useful information
to help measure and improve performance.




3.05 HOSPITAL EMERGENCY
DEPARTMENTS

Overcrowding and long waits in hospital emergency
departments have been common complaints for a
number of years. The public suspects that this is
caused by inappropriate use of emergency by walk-
in patients with minor ailments and poor manage-
ment by hospitals, including chronic understaffing
of the emergency department.

However, our work at three hospitals we visited,
as well as the responses from the hospitals we sur-
veyed, indicated that the lack of available in-patient
beds for emergency patients requiring hospitaliza-
tion probably had a more significant impact on
emergency crowding and wait times. Two major
factors influence the lack of available in-patient
beds: hospital beds being occupied by patients
awaiting alternative care in a community-based set-
ting, and less than optimal practices by hospitals in
managing and freeing up in-patient beds.

The Ministry of Health and Long-Term Care
(Ministry) has sponsored expert panels and other
initiatives on emergency-department wait times.
Additional funding of $200 million has been pro-
vided over the last two fiscal years to address the
issue. And while the Ministry and the hospital com-
munity have been actively attempting to address
the problem, emergency-department wait times
had not yet shown significant improvement or met
provincial targets, especially for patients with more
serious conditions.

Some of our more significant observations were:

e The Canadian Triage and Acuity Scale (CTAS)
guidelines recommend that patients be tri-
aged (prioritized according to the urgency of
their illness or injury) within 10 to 15 minutes
of arrival at the emergency department. Yet
at all three hospitals we visited, some patients
waited more than an hour to be triaged.

e In about half of the triage files reassessed by
nurse educators, the CTAS levels originally
assigned by triage nurses were found to be
incorrect. Of these, the majority were under-

m 2010 Annual Report of the Office of the Auditor General of Ontario

triaged, underestimating the severity of the
patients’ illnesses or injuries.

Provincially, only 10% to 15% of the patients
with emergent and urgent conditions were
seen by physicians within the recommended
timelines, and sometimes waited for more
than six hours after triage before being seen
by nurses or physicians.

At the three hospitals we visited, the timeli-
ness of accessing specialist consultations
and diagnostic services affected emergency
patient flow. More than three-quarters of the
hospitals that responded to our survey indi-
cated that limited hours and types of special-
ists and diagnostic services available on-site
were key barriers to efficient patient flow.

At the time of our audit, emergency-depart-
ment patients admitted to in-patient units
spent on average about 10 hours waiting for
in-patient beds. Some waited 26 hours or
more. Delays in transferring patients from
emergency departments frequently occurred
because empty beds had not been identified or
hospital rooms cleaned on a timely basis.
Two of the three hospitals we visited had dif-
ficulty finding staff to fill nursing schedules,
especially for night shifts on weekends, and
holidays. A number of emergency-department
nurses worked significant amounts of over-
time or took extra shifts, leading to additional
costs and increasing the risk of burn-out.
Paramedics often had to stay in emergency
departments for extended periods of time

to care for patients waiting for emergency-
department beds or until emergency-depart-
ment nurses could accept them.

About half of emergency-department visits
were made by patients with less urgent needs,
who could have been supported by alterna-
tives such as walk-in clinics, family doctors,
and urgent-care centres.



3.06 INFRASTRUCTURE ASSET
MANAGEMENT AT COLLEGES

For the past 10 years, the Ministry of Training,
Colleges and Universities (Ministry) has provided
Ontario’s 24 colleges of applied arts and technol-
ogy with facility renewal funding of $13.3 million
annually, supplemented by periodic additional
allocations for renewals totalling $270 million over
the last 10 years.

In addition to providing funding to assist col-
leges in maintaining their facilities, the Ministry
provides capital grants to enhance and expand the
physical infrastructure. In recent years, the Ministry
provided this funding primarily for new facilities to
increase facility capacity to allow colleges to accept
more students.

In 2009, the federal government initiated
the Knowledge Infrastructure Program (KIP), a
two-year infrastructure program for Canadian col-
leges and universities. At the same time, the 2009
Ontario Budget announced the province would
support infrastructure enhancement at colleges
and universities. The federal and provincial govern-
ments together have provided capital grants to col-
leges totalling $300.5 million between the 2006,/07
and 2009/10 fiscal years.

Colleges have benefitted from this new-facility
capital funding to create short-term employment
and to increase student capacity. However, ongoing
funding for maintenance of existing facilities has
not been sufficient to maintain the aging college
infrastructure, and the backlog of deferred main-
tenance is increasing.

As a result, the Ministry and colleges will con-
tinue to face infrastructure challenges. Some of our
more significant observations were:

o The Ministry was in the process of imple-
menting a long-term capital planning process
but did not have a formal plan in place at the
time of our audit for overseeing investment in
the colleges’ infrastructure.

@ Many colleges have not maintained their asset
management systems to facilitate effective
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capital planning and performance reporting
on the condition and use of their capital
infrastructure.

e As of April 2010, the deferred maintenance
backlog, or the cost to perform needed
maintenance and repairs, exceeded $500 mil-
lion and has been increasing annually. Data
also indicated that more than $70 million in
capital repairs are in the critical category and
should be dealt with in the next year.

e As of April 2010, about half of the college sys-
tem’s infrastructure assets were likely in poor
condition, as rated according to a recognized
industry standard that measures the state of
infrastructure.

e Applying the funding guideline of 1.5% to
2.5% of asset replacement cost outlined by
the (U.S.) Association of Higher Education
Facilities Officers, annual ministry funding to
all colleges over the last four fiscal years would
have been in the $80 million to $135 million
range. However, actual capital renewal fund-
ing has remained at $13.3 million annually
for many years, and even when the periodic
additional funding of $270 million is included,
this adds up to only about half of this guideline
amount.

e Administrators at all of the colleges we
visited indicated they had to supplement
ministry renewal funds with operating funds
to help address their most urgent priorities
and manage the risk of assets deteriorating
prematurely.

e Until very recently, ministry funding decisions
often lacked transparency and consistent
criteria to evaluate funding requests, and
there was insufficient documentation to dem-
onstrate compliance with eligibility criteria.




3.07 INFRASTRUCTURE STIMULUS
SPENDING

Like other governments facing the 2008 global
economic crisis, the Canadian government adopted
economic-stimulus measures, announcing in
January 2009 its Economic Action Plan to sup-

port infrastructure projects and create jobs. The
federal government would provide approximately
$3.45 billion to Ontario for these programs, with
matching contributions from the province and
eligible recipients—municipalities, First Nations,
and not-for-profit organizations—resulting in more
than $8 billion in infrastructure spending across the
province.

These programs targeted construction-ready
projects that would not otherwise have been built
as quickly and required that they be substantially
completed by March 31, 2011. Priority was also
to be given to those that planned to spend 50% or
more of the funds by March 31, 2010, the end of the
programs’ first year.

Our audit focused on three programs that
together accounted for about $3.9 billion in
total federal-provincial short-term infrastructure
commitment.

We found that, as of March 31, 2010, less than
$510 million, or only about 16% of the $3.1 bil-
lion that had been committed by the federal and
provincial governments, had actually been spent.
According to the job-creation model used by the
Ministry of Energy and Infrastructure (MEI), the
three programs we examined would create and pre-
serve about 44,000 jobs (each job was defined as
one person-year of employment). But given the low
level of actual spending, only about 7,000 jobs were
estimated to have been created or preserved during
the first year of the two-year program.

We noted that significant efforts were devoted to
establishing the appropriate systems and processes
to distribute funds within tight deadlines. However,
there were a number of areas where improvements
could be made to similar future programs involving
tight timelines, including:
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e MEI placed no limit on the number of applica-
tions that municipalities with populations of
more than 100,000 could submit under the
largest of the three infrastructure programs.
This provided an incentive to submit large
numbers of applications in hopes of getting
as many approved as possible. For example,
four municipalities submitted a total of almost
1,100 applications, accounting for 40% of the
applications submitted by the 421 municipal-
ities for this program.

e Due to the tight deadlines, often only one
to two days were allotted for the provincial
review of a large number of one program’s
applications, making it unlikely that appropri-
ate due diligence could be carried out.

e Applicants were not required to prioritize
their infrastructure needs, and none did in
their applications, making it more difficult to
assess the benefits of the proposed projects
and make informed funding decisions. As
well, technical experts were generally not
involved in reviewing the reasonableness of
project cost estimates and timelines.

After assessment by civil servants, the applica-
tions were submitted to the office of Ontario’s Min-
ister of Energy and Infrastructure and to his federal
counterpart for final review and approval. We noted
that there was a general lack of documentation to
support the decisions about which projects were
approved and which were not. In some cases, min-
isters’ offices approved projects that civil servants
had earlier deemed ineligible or about which they
had flagged concerns.

Finally, because only 16% of the committed
funds had been spent after the first year, many
recipients indicated they had to adjust project
specifications and cost estimates in the original
applications, pay contractors overtime, and sole-
source some contracts to try to meet the March 31,
2011 deadline.



3.08 MUNICIPAL PROPERTY
ASSESSMENT CORPORATION

The determination of the market value of a prop-
erty is critical because it ultimately determines how
much property tax an owner must pay. In Ontario,
this tax is calculated by multiplying a property’s
assessed market value by the municipal tax rate.

On December 31, 1998, the province transferred
the responsibility for determining the assessed
value for properties to the Ontario Property Assess-
ment Corporation, later renamed the Municipal
Property Assessment Corporation (Corporation).
The primary responsibility of the Corporation’s
1,600 employees is to prepare an annual assess-
ment roll for each local municipality.

From the perspective of a property owner, it
is reasonable to expect that each property will be
assessed within a range that is reasonably close
to its fair market value—the most likely sale price
between a willing buyer and seller. That is also the
position of the Corporation and Ontario’s Assess-
ment Review Board, the independent tribunal that
hears appeals from people who believe their prop-
erties are incorrectly assessed or classified.

To get an indication of whether the Cor-
poration’s mass-appraisal system achieved this
objective, we compared the sale prices of 11,500
properties identified as having been sold at arm’s
length in 2007 and 2008 to their assessed value as
of January 1, 2008. We found that in 1,400 of these
cases, or one in eight, the assessed value differed
from the sale price by more than 20%. In many
cases, the selling price was substantially higher or
lower than the property’s assessed value.

The Corporation acknowledges that some
individual property assessments may not reflect
the current or fair-market property-value range
as indicated by a sale price. These variations most
often occur because it does not have up-to-date
property data from a property inspection, nor does
it routinely investigate large differences between
sale prices and assessed values. As a result, some
property owners may be over- or under-assessed,
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and therefore pay more or less than their fair

share. However, it will be of little solace to property
owners who are over-assessed relative to neigh-
bouring properties, and therefore pay more than
their fair share of tax, to know that the system got it
right for their neighbours but not for them.

More frequent property inspections and timely
sales investigations should reduce the differences
between assessed values and sale prices. Neverthe-
less, our discussions with the Association of Muni-
cipalities of Ontario indicated that municipalities
were generally satisfied with the assessment-roll
information the Corporation provides.

We identified a number of areas where improve-
ments are needed with respect to the Corporation’s

collection of information essential for accurate and
consistent property-tax assessments. The significant
issues included the following:

e In the 1,400 cases in which we found the sale
price differed by more than 20% from the
assessed value, the Corporation had not inves-
tigated the reasons for these differences or
made any adjustments to the assessed value of
these properties where warranted.

e We found almost 18,000 building permits
with a total value of about $5.1 billion as of
December 31, 2009, for which the Corpora-
tion had failed to inspect the corresponding
properties within the statutory period for
reassessing property and levying tax.

e Although the Corporation’s target is to inspect
each property in the province at least once
every 12 years, the actual inspection cycle
would at best be 18 years, assuming current
staffing levels and no further growth in the
number of residential properties.

e The Corporation began work on a new com-
puter system in 2000, but the system was
not yet fully functional, and costs incurred to
date exceeded $50 million, compared to an
original budget of $11.3 million.

e While the Corporation had established good
policies for acquiring goods and services, it
often did not comply with its own policies.



3.09 NON-HAZARDOUS WASTE
DISPOSAL AND DIVERSION

Non-hazardous waste, including non-recyclable
and recyclable materials generated by households
and businesses, is managed either by disposal or
diversion.

Approximately 12.5 million tonnes of non-
hazardous waste is generated in Ontario annually.
The industrial, commercial, and institutional (IC&I)
sector generates about 60% of this waste, and
households—the residential sector—generate 40%.

Disposal of non-hazardous waste involves
depositing it in landfills, or using such means as
incineration. About two-thirds of the province’s
waste managed through disposal is deposited
in landfills in Ontario and most of the remain-
ing waste is shipped to landfills in the United
States (mainly in Michigan and New York State).
Only about 1% is incinerated. Diversion of non-
hazardous waste can be achieved through reducing,
reusing, or recycling.

Municipal governments are generally respon-
sible for managing waste generated by the resi-
dential sector. The IC&I sector and most multi-unit
residential buildings are responsible for managing
the waste they produce.

The Ontario government, primarily through the
Ministry of the Environment (Ministry), is respon-
sible for setting standards for the management of
non-hazardous waste and for enforcing compliance.

Based on the latest information available at the
time of our audit, the combined diversion rate of
waste generated by the residential and IC&I sec-
tors was about 24%. Ontario ranks sixth among
the provinces and is well behind most European
jurisdictions, considered leaders in waste diversion.
Many of the issues that the government identified
in 2004 as keys to achieving its goal of 60% waste
diversion by the end of 2008 have yet to be success-
fully addressed.

Our significant observations included the
following:

e Although municipalities’ overall diversion rate

for residential waste is about 40%, individual
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municipalities’ diversion rates reported to us
varied significantly, from about 20% to more
than 60%. This is mainly due to differences
in the frequency and quantity of disposable
waste collection and in blue box recyclable
materials that are collected. Only about 15%
of Ontario’s municipalities have instituted
organic waste-composting programs, which,
in total, collect from about 40% of the prov-
ince’s households.

The IC&I sector generates about 60% of the
waste in Ontario, but only manages to divert
about 12% of its waste. The Ministry has little
assurance that large generators are complying
with regulations that require they conduct a
waste audit, prepare a waste reduction work
plan, and implement programs to source-
separate waste for reuse or recycling.

Organic waste from the residential and IC&I
sectors represents almost a third of the total
waste generated in Ontario. There is no
province-wide organic waste diversion pro-
gram or target, despite the Ministry’s having
considered establishing a program as early as
2002.

One in five municipalities that responded to
our survey felt they had insufficient landfill
capacity for their residential waste. The
existing capacity will diminish more rapidly
once export of residential waste to Michigan
largely ends after 2010 and an additional
million tonnes of household waste previously
shipped there is deposited in Ontario landfills
each year.

The Ministry inspects landfills and non-
hazardous waste management sites, facilities,
and systems to see if they meet conditions
outlined in their certificates of approval.

But many of these certificates do not reflect
changes in standards. In numerous cases, non-
compliance with the certificate was noted, but
was not followed up in a timely way to ensure
that the required actions were taken.



3.10 ORGAN AND TISSUE DONATION
AND TRANSPLANTATION

Organ and tissue donation and transplantation can
save or enhance lives. In the 2009/10 fiscal year,
almost 1,000 organ transplants (from more than
550 donors) were carried out at the eight Ontario
hospitals that perform transplants. As of March 31,
2010, more than 1,600 people were waiting for
organ transplants in Ontario, with most waiting for
a kidney or a liver.

The Trillium Gift of Life Network (Network) was
established in 2002 as an agency of the Ministry
of Health and Long-Term Care to co-ordinate the
donation of organs and tissue, and has a staff of
100. Funding to the Network and transplant hospi-
tals for conducting transplants in the 2009/10 fiscal
year was about $100 million. The Network, along
with initiatives undertaken by the Ministry and
transplant hospitals, has improved the province’s
ability to meet organ and tissue transplant needs.
However, changes could be made to help reduce the
wait times for organs, thus saving lives and improv-
ing patients’ quality of life. Further, enhanced over-
sight of organ and tissue transplantation activities
would help ensure that patients are consistently
prioritized on the wait-list, that the highest priority
patient receives the first compatible organ, and that
hospitals performing transplants are proficient at
doing so.

Our findings included the following:

e 40 hospitals generally do not refer potential
donors to the Network despite having the
necessary medical technology to maintain
organs for transplantation.

e For years many Ontarians signed the donation
consent card that came with their driver’s
licence renewal and kept the card in their
wallet. However, this type of consent is not
included in the Ministry’s consent registry,
which is what the Network uses to determine
if a potential donor has consented.

e There was a lack of consistent clinical criteria
on when hospitals should refer potential
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donors to the Network, resulting in many
referrals that were either made too late or just
not made.

Only 15,000 of the 4 million Ontarians who
still have red-and-white health cards had
their consent registered with the Ministry
(undoubtedly because this required sending

a separate form to ServiceOntario), while

1.9 million people with photo health cards
had registered (because people are specifically
asked as part of the application/renewal pro-
cess). Further, consent registration rates var-
ied significantly, from under 10% in Toronto
to over 40% in Sudbury.

Hospitals indicated that eligible patients
requiring organs were not always referred for
transplantation. For example, only 13% of
dialysis patients were on a kidney wait-list,
and rates varied from only 3% in the South-
east Local Health Integration Network (LHIN)
to 16% in the Champlain LHIN.

There was no periodic independent review

of the Network’s allocation of organs, and

for over 40% of the cases we reviewed, the
highest-priority patient did not receive the
organ and no reason was documented. Fur-
ther, kidneys and livers generally stayed in the
same region they were donated in, rather than
being allocated to the highest-priority patient
province-wide. Therefore, for example, 90%
of kidney recipients received a kidney within
four years in one Ontario region, compared to
about nine years in two other Ontario regions.
Less than 8% of Ontario’s tissue needs were
met with Ontario tissue, due to a lack of
resources to recover, process, and store it.
Hospitals therefore purchased tissue, primar-
ily from the United States and Quebec.

One Ontario hospital performed only six
transplants in a year, and although Ontario
does not have a minimum number of trans-
plants to ensure proficiency, the U.S. min-
imum requirement is generally 10.




3.11 SCHOOL SAFETY

A learning environment that is not physically and
psychologically safe can adversely affect not only

a student’s safety but also his or her motivation to
learn. The impact of bullying, for example, can be
severe: victims may have to deal with such issues
as social anxiety, loneliness, physical ailments, low
self-esteem, absenteeism, diminished academic
performance, depression, and, in extreme cases,
thoughts of suicide. A 2009 survey of Ontario stu-
dents in grades seven through 12 by the Centre for
Addiction and Mental Health identified that almost
one in three students has been bullied at school and
approximately one-quarter of students have bullied
others at school.

A number of initiatives have been taken over the
last few years to address safety issues in Ontario’s
schools, including the appointment of the Safe
Schools Action Team, made up of safety and educa-
tion experts, who have been called on to provide
recommendations on legislation, policies, and
practices. The team’s recommendations have been a
catalyst for legislative changes and formal policies,
training for thousands of school administrators
and teachers, the development of communication
materials for stakeholders, and increased funding to
school boards to implement school safety programs.
However, neither the Ministry of Education (Min-
istry) nor the school boards or schools we visited
were collecting sufficient information on whether
these initiatives are having an impact on student
behaviour. Although the Ministry is in the process
of hiring a consultant to develop performance
indicators, without such information it is difficult
to determine whether the millions of dollars spent
have been effective in reducing physical and psycho-
logical aggression in schools. Better information
on the success of its initiatives would also help the
Ministry to allocate funding to the areas of greatest
need.

Some of our other key observations are as
follows:
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e The Ministry allocated $34 million—about

two-thirds of its total annual school safety
funding—to two initiatives focused on
suspended, expelled, and other high-risk
students. Most of this funding was allocated
based on total board enrolment rather than on
more targeted factors such as the actual num-
ber of students needing assistance. The per-
centage of students that had been suspended
in each board ranged from 1% to more than
11% of the student population.

e An evaluation of a program that stations

police officers in schools identified an
improvement in relationships between
students and police. The majority of school
administrators we interviewed indicated

that having an officer in the school improved
school safety and that expansion of such pro-
grams should be considered.

Comparison of provincial and school board
data on suspension rates to a recent anonym-
ous provincial survey of students suggests that
school administrators are not aware of the
extent of serious safety issues in some schools,
such as the incidence of students being threat-
ened or injured with a weapon. Most senior
safety staff at the school boards we visited, as
well as administrators at the schools we vis-
ited, said the discrepancy was due to a lack of
reporting by students, possibly because of fear
of reprisals, and that more needs to be done to
facilitate student reporting of incidents.

The Ministry has established requirements

for school boards and schools pertaining to
the application of progressive discipline for
students who have repeatedly violated school
safety policies. Despite significant differences
in suspension rates among boards and among
schools of boards we visited, neither the Min-
istry nor the boards we visited had formally
analyzed the differences in suspension rates
to assess whether progressive discipline poli-
cies are being applied consistently across the
system.



Chapter 2

Introduction

Ontario’s Public Accounts for each fiscal year end-
ing on March 31 are prepared under the direction of
the Minister of Finance, as required by the Financial
Administration Act (Act in this section). The Public
Accounts comprise the province’s annual report,
including the province’s consolidated financial
statements, and three supplementary volumes of
additional financial information.

The government’s responsibility for preparing
the consolidated financial statements encompasses
ensuring that the information, including the many
amounts based on estimates and judgment, is pre-
sented fairly. The government is also responsible for
ensuring that a system of control, with supporting
procedures, is in place to provide assurance that
transactions are authorized, assets are safeguarded,
and proper records are maintained.

My Office audits these consolidated financial
statements. The objective of our audit is to obtain
reasonable assurance that the statements are free
of material misstatement—that is, that they are free
of significant errors or omissions. The consolidated
financial statements, along with my Auditor’s
Report on them, are included in the province’s
annual report.

The province’s 2009/10 annual report also con-
tains a Financial Statement Discussion and Analysis
section that provides additional information

Public Accounts
of the Province

regarding the province’s financial condition and
fiscal results for the year ended on March 31, 2010,
including some details of what the government
accomplished in the 2009/10 fiscal year. Providing
such information enhances the fiscal accountability
of the government to both the Legislative Assembly

and the public.

The three supplementary volumes of the Public
Accounts consist of the following:

e Volume 1—statements from all ministries and

a number of schedules providing details of the
province’s revenues and expenses, its debts
and other liabilities, its loans and investments,
and other financial information;

e Volume 2—audited financial statements of
significant provincial corporations, boards,
and commissions whose activities are
included in the province’s consolidated finan-
cial statements, as well as other miscellaneous
financial statements; and

e Volume 3—detailed schedules of ministry
payments to vendors and transfer-payment
recipients.

My Office reviews the information in the prov-
ince’s annual report and in Volumes 1 and 2 of the
Public Accounts for consistency with the informa-
tion presented in the province’s consolidated finan-
cial statements.

The Act requires that, except in extraordinary
circumstances, the government deliver its annual
report to the Lieutenant Governor in Council on
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or before the 180th day after the end of the fiscal
year. The three supplementary volumes must be
submitted to the Lieutenant Governor in Council

before the 240th day after the end of the fiscal year.

Upon receiving these documents, the Lieutenant
Governor in Council must lay them before the
Legislative Assembly or, if it is not in session, make
the information public and then, when the Legisla-
tive Assembly resumes sitting, lay it before the
Legislative Assembly on or before the 10th day of
that session.

This year, the government released the prov-
ince’s 2009/10 Annual Report and Consolidated
Financial Statements, along with the three Public
Accounts supplementary volumes, on August 23,
2010, meeting the 180-day deadline.

The Province’s 2009/10

Consolidated Financial
Statements

The Auditor General Act requires that I report
annually on the results of my examination of the
province’s consolidated financial statements. I am
pleased to report that my Auditor’s Report to the
Legislative Assembly on the province’s consoli-
dated financial statements for the year ended on
March 31, 2010, is clear of any qualifications or
reservations and reads as follows:

To the Legislative Assembly of the Province
of Ontario

I have audited the consolidated statement of
financial position of the Province of Ontario
as at March 31, 2010, and the consolidated
statements of operations, change in net
debt, change in accumulated deficit, and
cash flow for the year then ended. These
financial statements are the responsibility of
the Government of Ontario. My responsibil-
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ity is to express an opinion on these financial
statements based on my audit.

I conducted my audit in accordance with
Canadian generally accepted auditing stan-
dards. Those standards require that I plan
and perform an audit to obtain reasonable
assurance whether the financial statements
are free of material misstatement. An audit
includes examining, on a test basis, evidence
supporting the amounts and disclosures

in the financial statements. An audit also
includes assessing the accounting principles
used and significant estimates made by the
Government, as well as evaluating the over-
all financial statement presentation.

In my opinion, these consolidated financial
statements present fairly, in all material
respects, the financial position of the Prov-
ince as at March 31, 2010, and the results

of its operations, the change in its net debt,
the change in its accumulated deficit, and its
cash flows for the year then ended in accord-
ance with Canadian generally accepted
accounting principles.

[signed]

Jim McCarter, FCA
Toronto, Ontario Auditor General
July 30, 2010 Licensed Public Accountant

Standing Committee on

Public Accounts Hearings

The all-party Standing Committee on Public
Accounts (Committee) receives the Auditor Gen-
eral’s Annual Report, selects topics of interest on
which to hold hearings, and reports its observations
and recommendations resulting from those hear-
ings to the Legislative Assembly. The Committee’s
composition, mandate, and activities are explained
in more detail in Chapter 6 of this Annual Report.



The Committee selected two sections of our
2009 Annual Report for review that are directly
related to the public accounts of the province:
Unfunded Liability of the Workplace Safety and
Insurance Board (WSIB); and Unspent Grants.

UNFUNDED LIABILITY OF THE
WORKPLACE SAFETY AND INSURANCE
BOARD (WSIB)

In Chapter 3 of our 2009 Annual Report, we
expressed concern about the significant recent
growth in the WSIB’s unfunded liability (which is
the measure of the difference between the value

of the WSIB’s assets and its estimated financial
obligations to pay benefits to injured workers). We
discussed the factors contributing to this, and the
initiatives being undertaken by the WSIB to control
the growth of its unfunded liability. In Chapter 2 of
our report, we also urged the government to recon-
sider the exclusion of the WSIB’s financial results
from the government reporting entity. The exclu-
sion of the WSIB’s financial results has been based
on its classification as a “trust”; however, given the
significant unfunded liability and various other
factors, our report questioned whether the WSIB
was operating like a true trust. The inclusion of the
WSIB in the government’s consolidated financial
statements would have a significant impact on the
government’s finances.

The WSIB’s audited unfunded liability as of
December 31, 2008, totalled $11.5 billion. As of
June 30, 2010, it had grown to almost $13 billion,
as disclosed in the WSIB’s latest available unaudited
financial statements, and is projected to rise to
$14 billion by 2014.

The Committee held a hearing on the WSIB
on February 24, 2010. Presenters included the
WSIB’s Chair of the Board of Directors, the WSIB’s
President and Chief Executive Office (CEO), and
the Deputy Minister of Labour. The WSIB represent-
atives advised the Committee that they supported
the observations we had made in our report, and
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welcomed the opportunity to discuss with the Com-
mittee the actions being taken to address them.

Upon completion of the hearings, the Commit-
tee, on October 5, 2010, tabled its report containing
its comments and recommendations to the Legisla-
tive Assembly. The Committee’s 25-page report con-
tained 10 recommendations to both the Minister of
Labour and the WSIB, and included reporting back
to the Committee on the following:

e whether the WSIB and its stakeholders would
support legislative changes requiring full
funding over time;

e the results of the WSIB’s review of the way it
sets premium rates;

e whether the WSIB should have more auton-
omy in governing its financial affairs;

e the WSIB’s progress in drafting a strategy to
reduce the unfunded liability; and

e improvements made to the workplace safety
experience rating program.

On the basis of recent discussions we had with
the President and CEO of the WSIB and the Deputy
Minister of Labour and a September 30, 2010,
announcement by the WSIB, we believe that the
following actions will help address both the Com-
mittee’s recommendations and our observations:

e Legislative amendments are planned to be
introduced which would require that, over
time, the WSIB be fully funded.

e Modest increases in the average premium rate
for 2011 and 2012, announced in fall 2010,
represent a necessary first step in moving
toward addressing the unfunded liability over
time.

e A major funding review is slated to begin in
late 2010, and is to be led by Professor Harry
Arthurs, former President of York University.
Seeking advice from stakeholders, the review
is designed to provide the WSIB with advice
on a range of issues, including full funding of
the insurance fund and how to achieve it; the
design of the employer incentive programs;
and the efficiency of the rate-group structure
and premium-setting methodology.




As a result of these commitments to address the
WSIB’s unfunded liability, we have agreed with the
government that the WSIB can retain its “trust”
classification for the 2010/11 fiscal year. However,
we will continue to monitor the progress being
made toward addressing the unfunded liability.
Should we feel that sufficient progress is not being
achieved, we will re-evaluate our position.

UNSPENT GRANTS

Our comments in the 2009 Annual Report regarding
unspent grants related primarily to year-end grants
totalling $1.1 billion provided to municipalities in
August 2008 under the Investing in Ontario Act,
2008 (Act in this section) to fund infrastructure
investments. These grants were recognized as an
expense in the 2007/08 fiscal year but remained
largely unspent by municipalities by the end of
2008/09. In addition to the $1.1 billion in transfers
to municipalities under the Act, expenditures in
2007/08 included $1.9 billion in year-end grants
provided to a number of other transfer-payment
recipients. These included grants of $400 million
to communities outside of Toronto for roads and
bridges, $200 million to universities to maintain
and upgrade facilities, and $100 million in transfers
for social housing infrastructure. These grants also
remained largely unspent by the end of 2008/09.

Although we acknowledged in last year’s Annual
Report that recording these grants as current-year
expenses in the province’s consolidated financial
statements is acceptable under standards set by the
Public Sector Accounting Board of the Canadian
Institute of Chartered Accountants, we expressed
concern that this type of accounting conveyed the
message that monies had been spent providing pro-
grams and services during that fiscal year, when, in
reality, few or no services had been provided during
that period or no benefits had been received by the
public.

In last year’s Annual Report, we discussed
the significant investments that the government
had indicated in the 2009 Ontario Budget that
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it planned to make over the next two years to
stimulate the provincial economy. These invest-
ments included some $32.5 billion in spending on
infrastructure projects. The government indicated
that, for the spending to be effective, it wanted it to
support quick-start projects. We expressed concern
about the risk that some of these funds might not be
spent cost-effectively, as well as the potential that
many projects might be slow to start and that the
actual investments might not be made for several
years. In such cases, the “stimulus effects” would
not be felt for some time.

Our key recommendation in this regard last year
was that public accountability for major year-end
transfers and future stimulus funding that is to be
spent over a multi-year period would be enhanced
if the government publicly reported on the status
of the money that it had provided. Such reporting
could be presented in the province’s annual report
to clearly indicate the extent to which the funds
transferred have actually been spent on infrastruc-
ture investments.

The Standing Committee on Public Accounts
held a hearing on unspent grants on April 28, 2010.
Presenting before the Committee were senior offi-
cials from the Ministry of Finance and the Ministry
of Energy and Infrastructure (now the Ministry of
Energy and the Ministry of Infrastructure).

The Committee asked the Ministry of Finance
how it audits grant recipients to ensure that they
adhere to the conditions under which grants were
provided. The Ministry indicated that a recipient
must report back on a periodic basis how much of
the grant has been spent and for what purpose. If the
Ministry determines that the money has not been
spent, or has not been spent for the intended pur-
pose, the money can be recovered. The Committee
also wished to know how much of the infrastructure
funding that had been distributed to recipients
had actually been spent. Officials at the Ministry
of Energy and Infrastructure noted that reporting
rules are different for different programs and that
under some programs, it is difficult to track, in a
timely fashion, money spent by the grant recipients.



However, the Ministry did advise the Committee that
it was addressing our recommendation for public
reporting for the infrastructure economic stimulus
program by disclosing on a website the current
status of each approved project.

The Committee tabled its final report con-
taining its comments and recommendations to the
Legislative Assembly on October 20, 2010. The
report contained the following recommendations
to the Ministry of Finance and the Ministry of
Infrastructure:

e The Ministry of Infrastructure should report
back to the Committee on any measures that
are under consideration to expand reporting
on its website information related to infra-
structure stimulus program spending and
project progress.

e The Ministry of Infrastructure should develop
a website to track major capital grant pro-
grams over $25 million.

e The Ministry of Infrastructure should report
back to the Committee on the status of projects
funded by stimulus spending that are at risk of
not being completed by the time federal and
provincial grants end on March 31, 2011, and
for which municipalities would be required to
solely fund any uncompleted portions.

e The Ministry of Finance should report back
to the Committee on whether it supports the
principle of pre-flowing grants and recording
them as a cost of providing services in the cur-
rent fiscal year when, in fact, the funds will be
spent by the grant recipients in future years.

Update on the Province’s

Financial Condition

In last year’s Annual Report, we discussed Ontario’s
overall “financial health” using a core set of indica-
tors, common to all governments, as recommended
by the Canadian Institute of Chartered Accountants’
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Public Sector Accounting Board. Using information
from previous consolidated financial statements
and government projections in the 2009 Ontario
Budget, we outlined the sustainability, flexibility,
and vulnerability of government finances to large,
looming deficits and debt increases. In this context,
these terms are defined as follows:

e Sustainability—the government’s continuing
ability to manage its financial and program
commitments and debt burden;

® Flexibility—the government’s continuing abil-
ity to borrow in the future or to increase taxes
or government fees to meet financial obliga-
tions; and

e Vulnerability—the government’s reliance on
funding sources that are beyond its control
and influence, such as revenue transfers from
other levels of government.

Our analysis last year indicated that the
province’s financial condition had generally been
improving since the 2001/02 fiscal year. However,
beginning in 2009, this trend would reverse over
the next few years because of the large deficits and
increases in debt that the government had pro-
jected due to the recent economic downturn.

The province reported a deficit of $19.3 billion
in its 2009/10 consolidated financial statements.
The province’s debt, which includes all provincial
borrowings, had risen by nearly 20%, to $212 bil-
lion from $176.9 billion a year earlier. In the 2009
Ontario Budget, the government set out its plan to
eliminate the deficit by the 2015/16 fiscal year. In
the 2010 Ontario Budget, the government revised
its deficit projections and indicated that it now plans
to eliminate the deficit by 2017/18. The following
analysis updates the information presented last
year on the province’s financial condition using the
government’s latest budget projections.

ONTARIO’S REVISED PLAN TO ELIMINATE
THE DEFICIT

Deficits occur when revenues the government
collects are insufficient to cover spending. The



government must borrow to finance its deficits, to
replace maturing debt, and to fund its investments
in built or acquired capital assets. The Fiscal Trans-
parency and Accountability Act, 2004 requires the
government, when it projects a deficit, to outline its
fiscal plan to balance the budget. Figure 1 provides
a summary of the latest projections outlined in the
2010 Ontario Budget of future deficits in this recov-
ery plan.

The combined annual deficits for the fiscal years
2010/11 to 2016/17 now total nearly $90 billion.
The yearly annual deficits, combined with bor-
rowings to finance maturing debt and the govern-
ment’s infrastructure spending, will significantly
increase Ontario’s net debt—liabilities minus
financial assets—over the next few years. As Fig-
ure 2 shows, Ontario’s net debt is now projected to
grow from $193 billion in 2009/10 to $267 billion
in 2012/13—an increase of $74 billion, or 38%,
from the current level.

ONTARIO’S FINANCIAL CONDITION
INDICATORS

Based on the most recent deficit projections in
the government’s latest fiscal plan, there are note-
worthy changes to the “financial health” indicators

Figure 1: Provincial Deficit Elimination Plan,

2010/11-2017/18 ($ billion)
Source of data: 2010 Ontario Budget
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Figure 2: Provincial Net Debt, 2005/06-2012/13
($ billion)

Source of data: 2010 Ontario Budget
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we examined last year. Our update on the sustain-
ability, flexibility, and vulnerability of government
finances is as follows.

Sustainability

Sustainability is the degree to which a government
can maintain its existing financial obligations, with
respect both to its service commitments to the pub-
lic and to its financial commitments to creditors,
employees, and others, without increasing the debt
or tax burden. Sustainability addresses the govern-
ment’s ability to manage its financial and program
commitments and debt burden. Two key sustain-
ability indicators are as follows.

Ratio of Net Debt to GDP

The ratio of net debt to Gross Domestic Product
(GDP) measures the relationship between a govern-
ment’s obligations and its capacity to raise funds
to meet them. In other words, it considers the debt
that must be repaid relative to the value of the out-
put of Ontario’s economy. When the ratio is rising,
it means that the government’s net debt is growing
at a faster rate than the provincial economy.

Figure 3 shows that the province’s net-debt-
to-GDP ratio had been relatively stable from the
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Figure 3: Ratio of Provincial Net Debt to Gross Domestic Product (GDP), 2001/02-2017/08 (%)

Source of data: 2010 Ontario Budget
45 -

401

354

304

251

20 1

15+

10 1

0

—e— actual
projected

% i ) ) O
Q Q Q

IR
2001/02 fiscal year through 2007/08 at slightly less
than 30% but has begun to increase and is likely
to continue to do so well into the coming decade.
This projected increase reflects the government’s
decision to significantly increase its borrowings in
order to fund its deficits and infrastructure invest-
ments. Only in 2015/16 is the net-debt-to-GDP ratio
projected to begin falling, after reaching a high of
42% in 2014/15.

Ratio of Net Debt to Total Annual Revenues
The ratio of net debt to total annual revenues is an
indicator of how much time would be needed to
eliminate the province’s debt if all revenues could
be devoted to it. For instance, a ratio of 250%
indicates that it would take two-and-a-half years
to eliminate the provincial debt if all revenues
were devoted to it. As shown in Figure 4, this ratio
declined from about 190% in 2003/04 to about

Q Q
£ o

150% in 2007/08, reflecting the fact that, while the
province’s net debt remained essentially the same,
annual provincial revenues were increasing. How-
ever, the ratio increased in 2008/09 and 2009/10
and is projected to continue to increase for the next
two years, reaching a high of almost 240% by the
end of 2012/13.

Flexibility

Flexibility measures the degree to which a govern-
ment can change its debt or tax burden to meet
existing financial obligations. Current borrowings
reduce the government’s future ability to respond
to adverse economic circumstances. Similarly,
increasing taxes or government fees may reduce the
government’s ability to levy such measures in the
future as the government approaches the limits that
the public is willing and able to bear.

We examine two indicators for this measurement.




Figure 4: Ratio of Provincial Net Debt to Total Annual

Revenues, 2001/02-2012/13 (%)
Source of data: 2010 Ontario Budget
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Ratio of Interest Expense to Revenues
Increases in the cost of servicing total debt, or inter-
est expense, can directly affect the quantity and
quality of programs and services that government
can provide. The higher the proportion of govern-
ment revenues needed to pay interest costs arising
from past borrowing, the less will be available for
program spending.

The interest-expense-to-revenue ratio illustrates
the extent to which servicing past borrowings takes
a greater or lesser share of total revenues.

As Figure 5 shows, the province’s interest-
expense-to-total-revenues ratio has been decreasing
steadily over the past decade, even as provincial net
debt has been increasing due to lower interest rates
in recent years. Based on the latest projections in
the 2010 Ontario Budget, the ratio is expected to
gradually increase to almost 12% by 2015/16 from
its low of 8.6% in 2007/08. This means that the gov-
ernment expects to spend nearly one out of every
eight dollars of revenue collected on servicing the
province’s net debt by 2015/16. In 2007/08, only
one out of every 12 dollars of revenue collected was
required in order to service the province’s net debt.

Interest rates have been relatively low and
falling over the past several years, recently
approaching record low levels. This has enabled
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the government to keep interest expenses relatively
consistent even as its total borrowing has been
increasing. However, if this indicator continues to
increase because of increased borrowing or higher
interest rates, the government will have less flexibil-
ity to spend money on programs providing public
services because a higher proportion of government
revenues will be devoted to paying interest costs on
the province’s debt.

Ratio of Own-source Revenues to GDP
The ratio of own-source revenues—primarily tax
and fee revenues—to GDP shows the extent to
which a government is taking income out of the
economy, through either taxation or user charges.
If the indicator is increasing, the government may
have less room to raise taxes or increase fees. From
the 2005/06 fiscal year to projections for 2012/13,
the government’s own-source revenue as a percent-
age of GDP is projected to hold steady. On the basis
of projections in the 2010 Ontario Budget, it is
estimated to range between 13.7% and 14.7%, and
average 14.1%, over this eight-year period.

Vulnerability

Vulnerability refers to the degree to which a gov-
ernment becomes dependent on outside revenue
sources or is exposed to risks that could impair its
ability to meet existing obligations, with respect
both to its service commitments to the public and to
its financial commitments to creditors, employees,
and others. It is an important aspect of financial
condition because it provides insight into a govern-
ment’s reliance on funding sources that are beyond
its control and influence, such as revenue transfers
from other levels of government.

We examine the following indicator for this
measurement.



Ratio of Federal Government Transfers to Total

Revenues
Although detailed revenue projections have not
been published beyond the 2012/13 fiscal year, the
proportion of revenue that the Ontario government
receives from the government of Canada has been
rising. Based on the government’s most recent
revenue projections since 2005/06 when it was
14.7%, it is projected to peak at 22.2% in 2010/11.
This peak is largely the result of federal-provincial
stimulus funding arrangements that are scheduled
to end in 2010/11. By 2012/13, the proportion of
revenue that the Ontario government receives from
the government of Canada is expected to decrease
to 18.3%. The federal government is facing fiscal
challenges of its own, and any unforeseen future
reductions in federal transfers could result in the
province having to issue more debt or raise taxes or

Public Accounts of the Province m

fees if it wishes to maintain its projected spending
plans.

REVIEW OF THE 2011 PRE-ELECTION
REPORT

The Fiscal Transparency and Accountability Act,
2004 (Act in this section) established the require-
ment that the Ministry of Finance, in the year of

an election, release a pre-election report about
Ontario’s finances to be reviewed by my Office. The
pre-election report is to provide an update on the
government’s most recent fiscal plan as reported in
its latest budget, including:

e the macroeconomic forecasts and assumptions
that were used to prepare the fiscal plan and a
description of any significant differences from
those forecasts and assumptions;

Figure 5: Ratio of Provincial Interest Expense to Total Revenues, 2001/02-2017/18 (%)

Source of data: 2010 Ontario Budget
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e an estimate of Ontario’s revenues and
expenses, including estimates of the major
components of the revenues and expenses set
out in the plan;

e details about the reserve required to provide
for unexpected adverse changes in revenues
and expenses; and

e information about the ratio of provincial debt
to Ontario’s Gross Domestic Product.

The Act also states, “The Auditor General shall
promptly review the pre-election report to deter-
mine whether it is reasonable, and shall release a
statement describing the results of the review.”

The government released its first pre-election
report, which contained the results of our review,
in June 2007. Because the fiscal plan contained in
the 2007 Ontario Budget was brought down just
one month prior to the release of the pre-election
report, the government concluded that the fiscal
estimates and other information in the report
should be consistent with the 2007 Ontario Budget.

Because an election is scheduled for October
2011, the government is expected to release its
second pre-election report after the release of the
2011 Ontario Budget. My Office will once again
promptly review the report in accordance with the
Act.

Update on the Province’s

Stranded Debt

The term “stranded debt” refers to the debt and
other liabilities of the former Ontario Hydro that
could not be serviced in a competitive environment
following the restructuring of the electricity sector
on April 1, 1999.

On that date, the government split Ontario
Hydro into several new companies, including Hydro
One, Ontario Power Generation (OPG), and the
Ontario Electricity Financial Corporation (OEFC).
OEFC’s responsibilities include managing and pay-
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ing down the debt and other liabilities of the old
Ontario Hydro.

OEFC is implementing the government’s long-
term plan to retire the former Ontario Hydro’s
stranded debt primarily from revenue within the
electricity sector, including OPG and Hydro One,
and from a debt-retirement charge (DRC) paid by
ratepayers.

The plan, which includes future cash flows and
provides a retirement date, is updated annually on
the basis of current information and assumptions.
The plan considers the stranded debt to be retired
at the point when OEFC’s liabilities are fully offset
by its assets. The current version estimates that the
stranded debt will be retired sometime between
2015 and 2018.

Initially, little progress was made in reducing the
stranded debt. However, over the last few years, it
has been steadily decreasing, as shown in Figure 6.

Since the 2004/05 fiscal year, a $2.1 billion
reduction to the stranded debt has resulted from
legislated reforms that allowed OEFC to recover
from ratepayers the full cost of its power purchase
contracts with independent energy producers. The
reduction in the stranded debt during the 2009/10
fiscal year was largely the result of improved net

Figure 6: Electricity-sector Stranded Debt,

1999/2000-2009/10 ($ billion)
Source of data: 2010 Ontario Budget
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1999/2000 20.0
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2007/08 17.2
2008/09 16.2
2009/10 14.8




income from OPG. Most of this improvement was
attributable to income earned on the $10.3 billion
in investments from the Used Fuel and Decommis-
sioning Segregated Funds (known as the “nuclear
funds”), as opposed to earnings from OPG’s
electricity-generating operations, which were lower
compared to the 2008/09 fiscal year. (The nuclear
funds are funded by both OPG and the province

to ensure that the necessary funds are available to
cover the future costs of decommissioning nuclear
plants and for nuclear waste fuel management.)
Obviously, any forward-looking financial plan

is subject to uncertainty because it is based on
projected assumptions and hypotheses, and actual
results can and will fluctuate. The uncertainties

in this plan that especially concern us pertain to
the future financial performance of OPG and its

related contributions to reducing the stranded debt.

Specifically:

® Public and political pressure to keep electricity-
rate increases low: The model assumes that
OPG’s power rates will be sufficient to cover
costs and provide a reasonable rate of return.
OPG recently decided to delay seeking an
increase in its rates for the 70% of its output
regulated by the Ontario Energy Board.
Because only income over a certain threshold
amount can be applied to reduce stranded
debt, the inability to fully recover costs in
a timely manner has an impact on annual
operating results and the paying down of the
stranded debt.

e Cost overruns for electricity generation projects:
OPG continually has large capital projects
under way relating to nuclear and other
generation facilities. For instance, the Niagara
Tunnel Project, announced in September
2005, was to have cost OPG $895 million to
build and was to have opened in late 2009.
The project cost is now estimated at $1.6 bil-
lion, with start-up delayed to December 2013.
The model assumes that OPG will be allowed
by its regulator (the Ontario Energy Board) to

Public Accounts of the Province “

pass on cost overruns of capital projects to its
ratepayers.

e Volatility in the investment returns on the
nuclear funds: Canadian accounting standards
followed by OPG require that unrealized
investment gains and losses be reflected in
OPG’s net income. Such unrealized changes
have been highly volatile in recent years, as
illustrated by OPG’s 2009 nuclear funds income
of $683 million—a $776 million improvement
over the $93 million loss in 2008. Recently
proposed changes to public-sector accounting
standards may minimize some of this volatility
in the future.

In our view, the uncertainties associated with
some of the plan’s other key revenue sources that
contribute to paying down the stranded debt are
not as significant or as volatile as those for OPG.
For example, the revenue from the Debt Retirement
Charge is based on 0.7 cents/kWh and is charged
on all electricity consumed in Ontario. Electricity
demand on average is unlikely to be lower in future
years. In the case of Hydro One, because most of its
operations relate to transmission and distribution,
its operating results tend to be more predictable.

Future Public Accounts

Issues

PUBLIC SECTOR ACCOUNTING BOARD’S
STANDARD-SETTING PROCESS

Accounting standards specify how transactions are
to be recognized, measured, and disclosed in the
financial statements of private- or public-sector
entities. In order to be authoritative, standards
for financial accounting and reporting should be
developed through an organized, open, and trans-
parent process by a recognized standard-setting
body.

The Public Sector Accounting Board (PSAB) of
the Canadian Institute of Chartered Accountants




(CICA) has the authority to set accounting standards
for the public sector. PSAB standards represent
generally accepted accounting principles (GAAP) for
governments in Canada and are the primary source
for public-sector accounting guidance in Canada.

A key element in PSAB’s setting of standards is
that it follows an open process in the development
and issuance of its accounting standards—other-
wise known as “due process.” PSAB emphasizes due
process in order to ensure that the views of those
who have an interest in public-sector accounting
and financial reporting are heard and considered.
Due process is critical in maintaining the objectiv-
ity of the accounting-standard-setting process. In
developing an accounting standard, PSAB typically
follows a five-step process:

1. conduct basic research;

2. approve a project proposal;

3. set a statement of principles and issue it to
a designated group of associates for initial
feedback;

4. issue one or more public exposure drafts avail-
able for public comments by any interested
individual or organization; and

5. approve a final standard.

Another element of the process of setting
accounting standards is the requirement that any
new standard be consistent with the CICA’s overall
conceptual framework. The CICA’s conceptual
framework consists of interrelated objectives and
fundamentals that support the development of
consistent accounting standards. As new account-
ing and financial reporting issues arise, accounting-
standard-setting bodies such as PSAB use this
framework to ensure that any proposed standard
is consistent with the CICA’s overall financial
reporting model.

PSAB has been under significant pressure from
various stakeholders to reconsider some recently
proposed changes in accounting standards. Gov-
ernments, for instance, want to ensure that the
proposed changes do not adversely affect their
financial reporting, budgets, and fiscal policy deci-
sions. In setting standards, PSAB must ensure that
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new accounting standards or changes to existing
accounting standards follow due process and are
consistent with its conceptual framework (which

is based on the CICA’s overall conceptual frame-
work) and, most importantly, result in financial
statements that fairly reflect the results of a govern-
ment’s operations and its financial position.

ADDENDUM TO THE 2010 ONTARIO
BUDGET

In the Addendum to the 2010 Ontario Budget:
Ontario’s Plan to Enhance Accountability, Transpar-
ency and Financial Management, the government
voiced its concerns over several changes recently
proposed to public-sector accounting standards.
Specifically, the government is of the opinion that
some of the proposed changes are inconsistent with
the aim of ensuring that “public-sector accounting
standards continue to support sound public policy
decision-making, government fiscal accountability,
and the clear, transparent reporting of informa-
tion on government finances to the public.” In

the addendum, the government points out that
governments and public-sector organizations are
different from private-sector organizations and that
these differences need to be recognized in account-
ing standards. Specifically, users of private-sector
financial reports want information to support their
investment decisions, whereas users of public-
sector financial reports want to know how their tax
dollars were spent and whether the books are bal-
anced. In its addendum, the government cited the
following issues to illustrate its concerns:

e At present there are four different sets of
accounting standards for use in the public sec-
tor in Canada: public-sector, government not-
for-profit, rate-regulated, and profit-oriented.
Each set of standards records and reports
public-sector financial results differently.

The government believes that this distorts
transparency and fiscal accountability for the
expenditure of public monies and that there
is a need for PSAB to establish a consistent set



of accounting standards for all public-sector
organizations in Canada as soon as possible.

® According to the government, PSAB’s pro-
posal to record market-value “paper” gains
and losses related to financial instruments
in public-sector results would not reflect the
economic substance and exposure related to
government transactions, and would reduce
public understanding of government finances.
The government is of the opinion that only
actual realized gains and losses should be
reflected in financial results.

e In light of increased uncertainty regarding the
future of rate-regulated accounting under the
International Financial Reporting Standards
for government organizations and business
enterprises, along with the need to ensure
consistency with the decisions of regulatory
authorities in Ontario, the government indi-
cated that it may need to take action to ensure
that the financial reports of rate-regulated
entities continue to meet user needs.

In December 2009, ministers of finance from
the federal, provincial, and territorial governments
issued a joint letter to the chairs of the CICA Board
of Directors, the Accounting Standards Oversight
Council, and PSAB expressing their concern that
PSAB had not yet addressed the critical differences
between the accounting-standards requirements
of the public and private sectors and the related
impact on the public’s understanding of govern-
ment finances. The Ontario government indicated
in the addendum that, in the interim, it will provide
direction to provincial government organizations
and enterprises to ensure that consistent, transpar-
ent, and accountable reporting is sustained in the
Ontario public sector.

ADHERENCE TO ACCOUNTING
STANDARDS

It is important to note that, in all material respects,
the government’s consolidated financial statements
do comply with PSAB standards, and the govern-
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ment continues to improve in certain areas. For
instance, in the 2009/10 fiscal year, the govern-
ment further enhanced compliance with PSAB
standards by recognizing depreciable assets such as
vehicles, aircraft, and information technology infra-
structure as capital expenditures, and amortizing
their costs over the assets’ useful lives. Previously,
these capital expenditures were charged to current-
year expenses as incurred.

However, one issue we do remain concerned
about is the passage of the Investing in Ontario
Act, 2008, in which the government, for the first
time that we are aware of, has taken it upon
itself to decree how transfers under this act will
be accounted for rather than allowing generally
accepted accounting standards to determine how
such transfers would be accounted for. We initially
raised this concern in our 2008 Annual Report. The
recent amendments put forth by the government
to the Education Act and proposed amendments to
the Financial Administration Act that specify the
accounting standards to be used by government
organizations and business enterprises once again
indicate that the province may be starting down the
path of legislating accounting standards rather than
following generally accepted standards. As well,
in the province’s 2009/10 consolidated financial
statements, there were two instances where the
province’s accounting and reporting practices were
not fully consistent with PSAB standards.

The two instances of non-compliance with PSAB
standards are discussed more fully as follows.

Consolidation of the Broader Public Sector

PSAB standards require that broader-public-sector
(BPS) organizations deemed to be controlled by
the government should be included in the prov-
ince’s consolidated financial statements beginning
in 2004/05. The government determined that
hospitals, school boards, and colleges met this
criteria—and we agreed—and these sectors have
been included in the province’s consolidated finan-
cial statements since that time. PSAB permitted




governments to consolidate BPS organizations on
the modified equity basis of accounting up to and
including the 2008/09 fiscal year. Under the modi-
fied equity basis, the net assets of the BPS organiza-
tions have been reported as a single line item on
the province’s consolidated Statement of Financial
Position, and each BPS organization’s expenses
net of fees, donations, and education property-tax
revenues have been included in the related sector’s
expenses in the province’s consolidated Statement
of Operations.

For fiscal years that commence on or after
April 1, 2009, PSAB standards require that BPS
organizations be fully consolidated. This means
that the assets, liabilities, revenues, and expenses
of each BPS organization are to be combined on a
line-by-line basis with the corresponding account
in the province’s consolidated financial state-
ments. For instance, any non-government revenues
received by hospitals, school boards, or colleges
would be added to provincial revenues to arrive at
a total revenue figure for the consolidated financial
statements.

In its 2009/10 consolidated financial state-
ments, the government fully consolidated the assets
and liabilities of the BPS organizations. However,
the government continued to net the revenues the
BPS organizations receive from the public, such as
tuition fees and donations, against the BPS organ-
izations’ expenses. According to the government,
these revenues were not included with the revenues
of the province because they were not available
to the province to fund program costs. Only the
education property-tax revenue reported by school
boards is accounted for as government revenues in
the province’s consolidated financial statements.
Under this “hybrid” consolidation approach, the
province fully consolidates the balance sheet of the
BPS organizations but continues to use the modi-
fied equity basis of accounting in consolidating
their income statements. The government believes
that its approach to consolidating the BPS organiza-
tions reflects the BPS organizations’ bottom-line
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accountability relationship to the government to
manage their operations within budget.

This approach to consolidating BPS organiza-
tions that Ontario has decided to adopt is unique
among the provinces. We reviewed the consoli-
dated financial statements of five of the larger prov-
inces that have BPS organizations and noted that
all five were fully consolidating their BPS organiza-
tions in accordance with PSAB standards.

However, from a “bottom-line” perspective,
it is important to note that this departure from
PSAB standards did not have an impact on either
the province’s net debt or its deficit—which we
consider to be the key measures that the Legislature
and the public use to assess how well the govern-
ment has managed the public purse. Accordingly,
we had advised the government early in the
fiscal year that, although we recommended full
compliance with PSAB standards, the proposed
consolidation methodology would in itself not have
a material impact on the fairness of the financial
statements.

Accounting for Government Business
Enterprises Not in Accordance with PSAB
Standards

Two of the Ontario government’s larger govern-
ment business enterprises, Ontario Power Genera-
tion Inc. (OPG) and Hydro One Inc. (Hydro One),
record their financial instruments at fair values

in order to comply with the CICA’s generally
accepted accounting principles for private-sector
organizations.

PSAB standards require that the financial
activities and balances reported by a government
business enterprise be reflected in the province’s
consolidated financial statements on the same
basis they are recorded in the government busi-
ness enterprise’s financial statements. Therefore,
in accordance with PSAB standards, the fair value
adjustments recorded by OPG and Hydro One
should be reflected in the province’s consolidated
financial statements.



However, the government does not follow
this PSAB standard for certain types of financial
instruments held by OPG and Hydro One. Specific-
ally, the province removes the fair value adjust-
ments related to a number of financial instruments
recorded by OPG and Hydro One before combining
their results with those of the province; therefore,
the fair value adjustments are not reflected in
the province’s consolidated financial statements.
This departure from PSAB standards resulted in
the province’s financial assets being overstated by
$82 million, its accumulated deficit being under-
stated by $46 million, and its deficit being under-
stated by $36 million in its 2009/10 consolidated
financial statements. The consequences of this
departure would be more serious if the amounts
were more significant.

Again, because the impact of this departure is
not material, it did not affect our audit opinion on
the province’s 2009/10 consolidated financial state-
ments. However, in our view, there is no accounting
basis in PSAB to support the government’s practice
in this area. Our review of other jurisdictions,
including the federal government, found that they
comply with this PSAB accounting standard.

THE INDEPENDENCE AND OBJECTIVITY
OF THE STANDARD-SETTING PROCESS

Ontario has made significant progress in enhancing
the accountability, credibility, and usefulness of
its consolidated financial statements over the past
15 years.

Although governments—regardless of which
political party was in power over the last 15 years
in Ontario—deserve credit for this, so do the CICA
and PSAB for establishing generally accepted
accounting principles for governments to follow.
The province as a sovereign entity can create its
own accounting standards. However, we are con-
cerned that any attempt to establish accounting
principles through legislation may be taking a step
backward from the substantial progress made to
date. We hold the view that, in the public sector,
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a fundamental principle of government account-
ability to its citizens is that it produce financial
information in such a way that the Legislature and
the public can rely on the credibility. We further
believe that, for government financial statements
to be credible, users should have confidence that
the statements adhere to generally accepted and
identifiable standards that are established by an
independent, arm’s-length standard-setting body.
We firmly believe that the CICA is well established
as the Canadian accounting profession’s independ-
ent standard-setting body, and that the accounting
standards it develops through its Public Sector
Accounting Board provide governments, auditors,
and users of government financial statements with
an objective and appropriate basis for accounting
and reporting on transactions.

Status of Certain Issues

Raised in Prior Years

PENSION BENEFITS GUARANTEE FUND

The Pension Benefits Guarantee Fund (PBGF),
established in 1980 under the Pension Benefits Act
(Act in this section) is administered by the Super-
intendent of Financial Services for the Financial
Services Commission of Ontario. The purpose of
the fund is to guarantee the payment of certain
pension benefits when eligible defined benefit plans
are “wound up” (terminated) under conditions
specified in the Act. It continues to be the only fund
of this nature in Canada.

Under the Act, the PBGF is funded through
premiums charged to and paid by private-sector
pension plan sponsors. Participation in the PBGF is
mandatory for many defined benefit pension plans
registered in Ontario; it covers over 1.1 million
pension plan members who belong to over 1,500
pension plans. The intention is for the PBGF to be
self-financing, with funding received in the form
of annual premiums based on per-member and




risk-related fees. The PBGF provides a maximum
benefit of up to $1,000 per month to pensioners
should their defined benefit plan have insufficient
funds to pay the required pensions. Currently, PBGF
fees are as low as $1 per pension plan member per
year, with no minimum assessment per pension
plan. However, there is a $100 maximum fee per
pension plan member and a $4 million maximum
assessment for pension plans with deficits.

The PBGF has historically been classified as a
trust for provincial financial-statement account-
ing purposes because its assets and liabilities are
not considered the financial responsibility of the
province. As a result, the assets, liabilities, and
operating results of the fund are excluded from the
government reporting entity but do require dis-
closure in the notes to the province’s consolidated
financial statements.

2009/10 Update on Financial Condition

Recent corporate insolvencies and bankruptcies
caused by corporate failures, the economic down-
turn, and other events have caused significantly
larger claims to be made to the PBGF over the last
few years.

We noted in last year’s Annual Report that, as a
result of claims made over the previous few years,
the PBGF had an unfunded liability of $47 million
as of March 31, 2009. In other words, bona fide
claims exceeded the assets it held to pay for them
by $47 million. This unfunded liability existed
despite the fact that the province had provided
financial assistance to the PBGF in the 2003/04 fis-
cal year in the form of a $330 million non-interest-
bearing loan that was to be repaid in $11 million
annual instalments over a 30-year period.

At that time, we also expressed concern about
the financial health of the PBGF because additional
companies’ pension plans were in the position
potentially to make claims, which, according to the
notes to the PBGF’s March 31, 2009, consolidated
financial statements, “could significantly exceed
[its] existing assets.” We expressed our concern last

w 2010 Annual Report of the Office of the Auditor General of Ontario

year that the need for continued direct provincial
assistance to the PBGF might indicate that it may no
longer meet the public-sector accounting standards
for classification as a trust in the Public Accounts.
We recommended that the government formally
assess the legitimacy of continuing to exclude the
fund from the province’s consolidated financial
statements for the 2009/10 fiscal year.

On March 25, 2010, the Legislature approved
an appropriation to enable the Minister of Finance
to provide a $500 million grant to the PBGF in
order to help stabilize the fund and cover the costs
of recent plan windups. As a result of the grant
provided to the PBGF, it reported a fund surplus of
$103 million as of March 31, 2010.

External Actuary Review of the Pension
Benefits Guarantee Fund

In November 2006, the government established
an Expert Commission on Pensions to consult on
possible changes to the Pension Benefits Act (Act in
this section). Included in the commission’s area of
review was the PBGF.

In November 2008, the Expert Commission
recommended that an examination be conducted
to determine the appropriate fees and guarantees
needed to ensure that the PBGF is governed on
self-financing principles. The commission also rec-
ommended that the PBGF be administered at arm’s
length from the pension regulator.

In response, the government amended the Act
to clarify that the PBGF is a self-sustaining fund,
independent of the government. The amendments
allow, but do not require, the government to
provide grants or loans to the PBGF. The amended
Act also emphasized that the PBGF’s liabilities are
limited to its assets. In addition, the government
appointed an independent actuary to review the
stability and financial status of the PBGF. The
results of the study were published in the actuary’s
report, dated June 2010.

The independent actuary noted that, to be
treated as a private insurer, in the absence of any



increase in assessments, the PBGF would require
an upfront reserve net of current claims as of
January 1, 2010, of between $680 million and
$1.023 billion to cover expected future claims.
According to the report, a one-time grant to cover
anticipated 2010 claims would cover most expected
future claims, but, given current assessments, it
would not cover a future catastrophic claim.

Assuming that the PBGF received the one-time
grant from the province to cover 2010 claims, the
actuary determined that, in order to be considered
self-sufficient over the long term and cover existing
loan repayments and expected future claims plus
expenses, the PBGF would require a 450% increase
in the employer and employee assessment rates to
fund benefits at the current maximum coverage
level of $1,000 per month per employee.

As noted previously, the government provided
the PBGF with a $500 million grant in March 2010.
In addition, on August 24, 2010, the government
announced other reforms that it planned to bring to
the Legislature in fall 2010. These reforms included
increasing PBGF revenue by establishing a min-
imum assessment of $250 per covered plan; raising
the base fee per plan member from $1 to $5; raising
the maximum fee per plan member in underfunded
plans from $100 to $300; and eliminating the
$4 million maximum assessment limit for under-
funded plans.

Status of PBGF “Trust” Classification
It is my Office’s view that, even with the proposed
legislative reforms, we question whether the
PBGF will meet the criteria to retain its “trust”
classification for the 2010/11 fiscal year. The
government’s $500 million grant demonstrates the
PBGF’s dependence on the government to meet its
financial obligations, and therefore jeopardizes its
accounting treatment as a trust in the province’s
consolidated financial statements. In addition,
based on the actuary’s report, it appears that this
dependency will continue in the future. Even with
the $500 million grant and even if the proposed
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premium increases are implemented, the fund

will probably remain significantly short of the

$680 million to $1.023 billion required to meet
expected future claims as estimated by the actuary.
We believe that the PGBF may need to be included
in the province’s consolidated financial statements
for the 2010/11 fiscal year, unless a substantial
improvement in the unfunded liability or significant
increases to employer premiums beyond those cur-
rently envisioned occur.

ACCOUNTING FOR CAPITAL TRANSFERS

We noted in last year’s Annual Report that the gov-
ernment was not accounting for capital transfers
received from other levels of government in accord-
ance with PSAB standards. Under these standards,
capital transfers are to be recognized as revenues
when the province incurs the expenditures that
make it eligible to receive the grants. We noted that
the province had received significant federal grants
over several years that, in our view, should have
been recognized as revenues because the govern-
ment had incurred expenditures in making itself
eligible to receive the grants in question. However,
the recognition of these grants as revenues had
instead been deferred over the useful lives of the
related assets that were acquired or constructed.
We noted that as of March 31, 2009, these deferred
amounts continued to grow but were not yet sig-
nificant enough to have an impact on the fairness of
the consolidated financial statements.

In May 2010, PSAB issued a Re-Exposure Draft
on Government Transfers that addresses several
issues related to how transfers are accounted for by
both the transferor and the recipient. In essence,
the re-exposure draft now allows a recipient
government to recognize capital transfers over the
related asset’s useful life.

In assessing the proposed standard against the
purpose and nature of the capital transfers received
by the province and its fully consolidated organiza-
tions, we concluded that, because the ultimate pur-
pose of the transfers is to construct or acquire assets




that provide services to the public over their useful
lives, it is therefore appropriate to recognize these
capital transfers in revenue over the useful life of
the related acquired or constructed asset.

RATE-REGULATED ASSETS AND
LIABILITIES

Rate regulation is an arrangement whereby a
government-established authority approves the
prices that a regulated entity can charge customers
for its products or services. Regulators often pro-
hibit regulated entities from immediately recover-
ing all of their current costs in their current rates,
ordering instead that such costs be “deferred”
(and recorded as an asset) for recovery in future
periods. Rate-regulated accounting practices were
developed to recognize the unique nature of regu-
lated entities such as electricity generators and of
these types of transactions.

Three major provincially owned organizations
in Ontario’s electricity sector—Ontario Power
Generation Inc., Hydro One Inc., and the Ontario
Power Authority—use rate-regulated accounting, in
accordance with the Canadian generally accepted
accounting principles. The financial position and
operating results of these three organizations are
included in, and have a significant effect on, the
government’s consolidated financial statements.
The net effect of rate-regulated accounting in the
2009/10 fiscal year was to increase the operating
profits of government business enterprises by more
than $900 million, thus reducing the government’s
overall reported deficit by the same $900 million.

Over the last two years, we have raised con-
cerns about the appropriateness of recognizing
rate-regulated assets and liabilities in the govern-
ment’s consolidated financial statements. From
a theoretical viewpoint, we questioned whether
rate-regulated assets and liabilities meet the
definition of bona fide assets or liabilities for the
purposes of government consolidated financial
statements. However, we acknowledged that PSAB
specifically allows government business enterprises
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to be consolidated without any adjustment of their
accounting policies, and therefore we accepted this
accounting treatment.

We continue to be concerned, however, about
their inclusion; because both the regulator and
the regulated entity are owned and controlled by
the government that created them, the govern-
ment has significant influence on what costs will
be recognized in the electricity sector in any given
year rather than these decisions being made by a
totally independent regulator. An argument could
therefore be made that all assets and liabilities and
any income impact arising from rate-regulated
accounting should be removed from the govern-
ment’s consolidated financial statements as part
of the consolidation process. PSAB already calls
for all assets and liabilities that arise from inter-
organizational transactions to be removed using
such adjustments, and the government does so for
all of its internal transactions except those in the
electricity sector. In our view, it could simply extend
this practice to all government operations to ensure
that the province’s financial results appropriately
reflect and fairly present the government’s trans-
actions with external parties.

We commented in our 2009 Annual Report that
the CICA was adopting international accounting
standards as part of its move to harmonize Canada’s
accounting practices with those in numerous other
countries. We also noted that the International
Financial Reporting Standards (IFRS) were silent
on rate-regulated activities. This left those rate-
regulated entities in Canada preparing to adopt
the IFRS unclear as to whether they would still be
allowed to recognize these rate-regulated assets
and liabilities.

Since that time, there have been a number of
developments. The latest of these came in Septem-
ber 2010, when the CICA’s Accounting Standards
Board (AcSB) noted that the London-based Inter-
national Accounting Standards Board (IASB) will
consider whether to amend the IFRS to make clear
that they do not permit recognition of regulatory
assets and regulatory liabilities. The IASB was also



considering whether to incorporate issues relating
to rate regulation into a future project on intangible
assets. The AcSB decided that in view of this and
other recent standard-setting activities in this area,
entities with rate regulated activities may need addi-
tional time to prepare for the IFRS. The AcSB also
decided that an optional deferral of the mandatory
changeover date to the IFRS for this sector was war-
ranted, but that the deferral should be for only one
year, regardless of the disposition of the IASB’s Rate-
Regulated Activities Project. This means that entities
such as Ontario’s electricity-sector organizations
with rate-regulated activities must now adopt the
IFRS in their financial statements for fiscal periods
beginning on or after January 1, 2012.

Although we support the AcSB’s position on this
issue, the government has expressed concern about
it. In the 2010 Budget Addendum, the government
indicated the following:

In light of increased uncertainty regarding
the future of rate-regulated accounting
under IFRS and the need to ensure con-
sistency with the decisions of regulatory
authorities in Ontario, the government
may need to take action to ensure the
financial reports of rate-regulated entities
continue to meet user needs.

We certainly agree with the government’s desire
to ensure that the financial reports of rate-regulated
entities meet user needs. However, we are not
convinced that ensuring “consistency with the deci-
sions of regulatory authorities” necessarily achieves
this aim. Along with the AcSB, we believe that users
of a government’s consolidated financial statements
benefit most from statements that reflect actual
results rather than results that, at a government’s
discretion, can exclude actual expenses if a govern-
ment decides not to recover such costs from current
electricity ratepayers. In essence, the costs are sim-
ply deferred for future generations to pick up.

Public Accounts of the Province m

Public Sector Accounting

Board Initiatives

This section briefly outlines some of the more
significant issues that the Canadian Institute of
Chartered Accountants’ (CICA’s) Public Sector
Accounting Board (PSAB) has been dealing with
over the last year that may in future affect the prov-
ince’s consolidated financial statements.

INTRODUCTION

The CICA’s Accounting Standards Board (AcSB),
which is responsible for establishing Canadian
accounting and financial reporting standards, is
implementing a number of financial reporting
changes to be used by all publicly traded com-
panies. By 2011, the current Canadian generally
accepted accounting principles used to prepare the
financial statements of publicly accountable, profit-
oriented enterprises will be replaced by an account-
ing framework set out in the International Financial
Reporting Standards (IFRS). The AcSB is also
reviewing and updating the standards applicable to
not-for-profit organizations. These changes reflect
the ongoing globalization of financial markets and
the movement toward worldwide standards in sev-
eral areas of business and government.

As indicated earlier in this chapter, PSAB has
the authority to set accounting standards for the
public sector. Some of the more significant financial
accounting and reporting issues PSAB is currently
working on include accounting for financial instru-
ments, government transfers, and foreign exchange,
and the impact of the IFRS on government busi-
ness enterprises and public-sector not-for-profit
organizations.




STANDARDS
Financial Instruments

The province uses financial instruments and deriva-
tives, such as foreign-exchange forward contracts,
swaps, futures, or options, to manage or hedge
against risks related to debt it has issued in foreign
currencies and/or at variable interest rates. Cur-
rently, PSAB guidance on accounting for derivatives
is limited to their application in hedging foreign-
currency items, such as the foreign-currency

risk associated with holding a debt repayable in
U.S. dollars.

In January 2005, the AcSB approved three new
handbook sections, titled “Financial Instruments,”
“Comprehensive Income,” and “Hedges,” relating to
such activities. Although these handbook sections
were developed for the private sector—governments
were not required to apply them—they did under-
score the need to eventually address these issues
from a public-sector perspective. Accordingly, PSAB
has created a task force to consider how govern-
ments should account for financial instruments.
One of the key issues the task force will address is
whether changes in the fair market value of deriva-
tive contracts, similar to fluctuations in the market
value of equities and bonds, should be recognized in
a government’s financial statements. A key aspect of
this issue is whether such changes should affect the
determination of a government’s annual surplus or
deficit.

The main rationale for recognizing changes in
the fair market value of financial instruments is to
ensure that, at the end of each fiscal period, assets
and liabilities of an organization are recognized
at their current value rather than their historical
acquisition value. However, if such changes in value
were recognized as immediate gains or losses, they
could have a significant impact on the organiza-
tion’s annual surplus or deficit, even though such
gains or losses may not have been realized and
could be reversed in future years.

PSAB issued its Exposure Draft on Financial
Instruments in September 2009. Among its more
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significant recommendations is that all gains and
losses from fair value re-measurement be recorded
in the Statement of Operations and that these gains
and losses be reported separately from the prov-
ince’s other revenues and expenses so that the prov-
ince’s surplus or deficit clearly distinguishes the
impact of re-measurement gains and losses. Hedge
accounting would no longer be required, which
would reduce some of the complexities associated
with accounting for financial instruments that is
present in the CICA standards. PSAB notes that the
recommendations in this exposure draft will bring
the financial accounting and reporting of financial
instruments, including derivatives, in line with
international developments. These proposed stan-
dards are essentially consistent with the accounting
used by the private sector.

Responses from all governments to the exposure
draft raised concern about the volatility that the
proposed changes would likely introduce in govern-
ment financial statements, especially in the calcula-
tion of the government’s annual surplus or deficit.
As well, a number of these responses observed that
users would be confused with the two “bottom
lines” that would arise from presenting gains and
losses from fair value re-measurements separ-
ately from the government’s other revenues and
expenses. We share this particular concern. Specif-
ically, users may not be able to readily distinguish
which measure of the surplus or deficit is the true
measure of the government’s fiscal performance for
the year.

PSAB is currently developing a re-exposure
draft, to be issued in the near future, that addresses
the concerns raised in the September 2009 expos-
ure draft. Specifically, PSAB has indicated that it is
considering excluding fair value re-measurement
gains and losses from the Statement of Operations
and presenting these in a separate financial state-
ment—the Statement of Re-measurement Gains
and Losses. Combined, the Statement of Operations
and the Statement of Re-measurement Gains and
Losses would then capture all changes in assets and
liabilities, including changes in fair value.



Foreign-currency Translation

At present, PSAB standards include recommen-
dations that allow gains and losses on foreign-
currency-denominated items to be deferred and
amortized to operations over time. PSAB notes that
its accounting standard is the only one among the
major accounting standards used throughout the
world that allows deferral and amortization of such
foreign-exchange gains and losses, and that this
approach is not consistent either with its concep-
tual framework or with generally accepted asset
and liability definitions.

In October 2009, PSAB issued an Exposure
Draft on Foreign Currency Translation. Consist-
ent with the direction provided in the September
2009 Exposure Draft on Financial Instruments,
this exposure draft proposes to replace the cur-
rent deferral provisions with the requirement that
foreign-exchange gains and losses be immediately
recognized as re-measurement gains and losses in
the determination of the annual surplus or deficit.
Again, these would be reported separately from the
province’s other revenues and expenses so that the
province’s surplus or deficit clearly distinguishes
the impact of re-measurement gains and losses aris-
ing from foreign exchange.

However, comments received on the October
2009 exposure draft raised largely the same con-
cerns as those about the September 2009 Exposure
Draft on Financial Instruments. Accordingly, PSAB
is currently developing a re-exposure draft to be
issued in the near future. The proposed standards
in the re-exposure draft, similar to the re-exposure
draft on financial instruments, would report re-
measurement gains and losses outside of the state-
ment of operations.

Government Transfers

PSAB has been working for some time to amend
its standard on government transfers to address a
number of issues raised by the government com-
munity. Although there are a number of issues
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that need to be addressed, the principal question
concerns how multi-year funding for capital trans-
fers provided by one government to another should
be accounted for. Given the billions of dollars in
government transfers made annually, the revised
standard has the potential to significantly affect a
government’s reported financial results.

A variety of views have been expressed, and
PSAB has faced challenges in obtaining a consensus
on the revisions that should be made to the existing
standard.

As indicated earlier, the more recent re-exposure
draft, issued in May 2010, would essentially allow
a recipient government to recognize a transfer as
a liability rather than immediately as revenue if
the transfer must be used to provide services in the
future. PSAB is currently analyzing the comments
received on this third re-exposure draft, and a final
standard is expected by early 2011.

Financial Reporting by Government Not-
for-profit Organizations

Currently, government not-for-profit organizations,
such as hospitals, colleges, and universities, are
directed by PSAB to follow the CICA standards

for not-for-profit organizations. The AcSB estab-
lishes generally accepted accounting principles

for private-sector profit-oriented enterprises and
private-sector not-for profit organizations. The
AcSB is in the process of evaluating options for
future financial reporting and accounting standards
for private-sector not-for-profit organizations. In
March 2010, PSAB issued an Exposure Draft on
Financial Reporting by Government Not-for-Profit
Organizations. PSAB is currently analyzing the
comments received on this exposure draft.

PSAB’s Conceptual Framework

PSAB’s conceptual framework is a set of interrelated
objectives and fundamentals that support the
development of consistent accounting standards.

It is the basis on which interested stakeholders,




including legislative auditors, those who prepare
government financial statements, and the PSAB
discuss and assess proposals to address accounting
issues. The key benefit of the conceptual framework
is that it instills discipline into standard-setting and
ensures that accounting standards are objective,
credible, and consistent.

In response to concerns raised by the senior gov-
ernment finance community, PSAB is implementing
a strategy to review its conceptual framework.
PSAB has formed the Conceptual Framework Task
Force, the objective of which is to review the appro-
priateness of the concepts and principles in the
existing conceptual framework for the public sector
in the Public Sector Accounting Handbook. The
Task Force was to begin meeting in fall 2010.

Statutory Matters

Under section 12 of the Auditor General Act, I am
required to report on any Special Warrants and
Treasury Board Orders issued during the year. In
addition, section 91 of the Legislative Assembly Act
requires that I report on any transfers of money
between items within the same vote in the Esti-
mates of the Office of the Assembly.

LEGISLATIVE APPROVAL OF
EXPENDITURES

Shortly after presenting its budget, the govern-
ment tables detailed Expenditure Estimates in the
Legislative Assembly outlining, on a program-by-
program basis, each ministry’s spending proposals.
The Standing Committee on Estimates (Committee)
reviews selected ministry estimates and presents
areport on them to the Legislature. The estimates
of those ministries that are not selected for review
are deemed to be passed by the Committee and are
so reported to the Legislature. Orders for Concur-
rence for each of the estimates reported on by the
Committee are debated in the Legislature for a
maximum of two hours and then voted on.
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Once the Orders for Concurrence are approved,
the Legislature provides the government with legal
spending authority by approving a Supply Act,
which stipulates the amounts that can be spent by
ministry programs, typically those set out in the
estimates. Once the Supply Act is approved, the
individual program expenditures are considered to
be Voted Appropriations. The Supply Act pertaining
to the fiscal year ended March 31, 2010, received
Royal Assent on May 18, 2010.

The Supply Act is typically not passed until well
after the start of the fiscal year—and sometimes
even after the related fiscal year—but ministry
programs require interim funding approval prior
to its passage. For the fiscal year ending March 31,
2010, the Legislature authorized these payments by
passing two acts allowing interim appropriations:
the Interim Appropriation for 2009-2010 Act, 2008;
and the Supplementary Interim Appropriation for
2009-2010 Act, 2009. These two acts received
Royal Assent on November 28, 2008, and June 5,
2009, respectively, and authorized the govern-
ment to incur up to $101.1 billion in public service
expenditures, $3.1 billion in investments of the
public service, and $173.3 million in legislative
office expenditures. Both acts were made effective
as of April 1, 2009, and provided the government
with sufficient temporary appropriations to allow
the government to incur expenditures from April 1,
2009, to March 31, 2010.

Because the legal spending authority under
these two acts was intended to be temporary, they
were repealed under the Supply Act, 2010, and the
authority to incur expenditures provided under
them was subsumed into the authority provided
under the Supply Act, 2010.

SPECIAL WARRANTS

Section 1.0.7 of the Financial Administration Act
allows for the issuance of Special Warrants author-
izing the incurring of expenditures for which there
is no appropriation by the Legislature or for which
the appropriation is insufficient. Special Warrants



are authorized by Orders-in-Council approved by
the Lieutenant Governor on the recommendation of
the government.

For the fiscal year ending March 31, 2010, one
Special Warrant totalling $21,311,300 was approved
by an Order-in-Council dated March 4, 2010. This
Special Warrant was required because the amount
of expenditures authorized under the Interim
Appropriation for 2009-2010 Act, 2008 and the
Supplementary Interim Appropriation for 2009-2010
Act, 2009 was not sufficient after March 3, 2010.

As a result, the Special Warrant allowed legislative
offices to incur expenditures from March 4, 2010,
until the end of the fiscal year.

TREASURY BOARD ORDERS

After December 15, 2009, section 1.0.8 of the
Financial Administration Act allows the Treasury
Board to make an order authorizing expenditures
to supplement the amount of any voted appropria-
tion that is expected to be insufficient to carry out
the purpose for which it was made. (The Treasury
Board Act, 1991 allowed these orders before it was
repealed on December 15, 2009.) The order may
be made only if the amount of the increase is offset
by a corresponding reduction of expenditures to

be incurred from other voted appropriations not
fully spent in the fiscal year. The order may be
made at any time before the books of the govern-
ment for the fiscal year are closed. The government
considers the books to be closed when any final
adjustments arising from our audit have been made
and the Public Accounts have been tabled in the
Legislature.

Even though the Treasury Board Act, 1991 has
been repealed, subsection 5(4) of the repealed act
continues to allow the Treasury Board to delegate
to any member of the Executive Council or to any
public servant employed under the Public Service of
Ontario Act, 2006 any power, duty, or function of
the board, subject to limitations and requirements
that the board may specify. This delegation under
the repealed act will continue to be in effect until

Public Accounts of the Province “

replaced by a new delegation. For the fiscal year
ended March 31, 2010, the Treasury Board dele-
gated its authority to ministers for issuing Treasury
Board Orders to make transfers between programs
within their ministries, and to the Chair of the
Treasury Board for making transfers in programs
between ministries and making supplementary
appropriations from contingency funds. Supple-
mentary appropriations are Treasury Board Orders
whereby the amount of an appropriation is offset by
reducing the amount available under the govern-
ment’s centrally controlled contingency fund.
Figure 7 summarizes the total value of Treasury
Board Orders issued for the past five fiscal years.
Figure 8 summarizes Treasury Board Orders for
the fiscal year ended March 31, 2010, by month
of issue. Treasury Board Orders increased signifi-
cantly over the 2008/09 fiscal year, primarily in

the Ministry of Finance and Ministry of Energy and
Infrastructure, as a result of loans to the auto sector
and infrastructure stimulus spending.

According to the Standing Orders of the Legis-
lative Assembly, Treasury Board Orders are to
be printed in The Ontario Gazette, together with
explanatory information. Orders issued for the
2009/10 fiscal year are expected to be published in
The Ontario Gazette in December 2010. A detailed
listing of 2009/10 Treasury Board Orders, showing
the amounts authorized and expended, is included
as Exhibit 3 of this report.

Figure 7: Total Value of Treasury Board Orders Issued,
2005/06-2009/10 ($ million)

Source of data: Treasury Board
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Figure 8: Treasury Board Orders by Month of Issue,
2009/10

Source of data: Treasury Board

Month of Issue # Authorized ($)
April 2009-February 2010 89 3,534,624,200
March 2010 36 8,983,994,500
April 2010 1 980,752,400
May 2010 1 295,000
July 2010 1 1,790,000

TRANSFERS AUTHORIZED BY THE
BOARD OF INTERNAL ECONOMY

When the Board of Internal Economy authorizes
the transfer of money from one item of the Esti-
mates of the Office of the Assembly to another item
within the same vote, section 91 of the Legislative
Assembly Act requires that we make special mention
of the transfer(s) in our Annual Report.

Accordingly, with respect to the 2009/10 Esti-
mates, the following transfers were made within
Vote 201:

From: Item 1  Office of the Speaker $ (55,700)
ltem 3  Legislative Services $ (54,500)
Item 4 Infor_mation and Technology $ (21,100)
Services
Item 6 Sergear.\t at Arms and Precinct $ (42,200)
Properties
To: Iltem 2  Office of the Clerk $ 5,800
ltem 5  Administrative Services $ 165,500
Iltem 12 Lieutenant Governor’s Suite $ 2,200
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UNCOLLECTIBLE ACCOUNTS

Under section 5 of the Financial Administration Act,
the Lieutenant Governor in Council, on the recom-
mendation of the Minister of Finance, may author-
ize an Order-in-Council to delete from the accounts
any amounts due to the Crown that are deemed
uncollectible. The amounts deleted from the
accounts during any fiscal year are to be reported in
the Public Accounts.
In the 2009/10 fiscal year, receivables of
$410.3 million due to the Crown from individuals
and non-government organizations were written
off (in 2008/09, the comparable amount was
$390.2 million). The major portion of the writeoffs
related to the following:
e $316.7 million for uncollectible receiv-
ables under the Student Support Program
(2008/09 — $14.9 million);

e $55.5 million for uncollectible corporate tax
(2008/09 — $138 million);

e $21.4 million for uncollectible retail sales tax
(2008/09 — $126.5 million);

e $5.4 million for uncollectible employer health

tax (2008/09 — $25.9 million); and

e $5 million for uncollectible receivables under

the Ontario Disability Support Program
(2008/09 — $12 million).

Volume 2 of the 2009/10 Public Accounts
summarizes the writeoffs by ministry. Under the
accounting policies followed in the preparation of
the consolidated financial statements of the prov-
ince, a provision for doubtful accounts is recorded
against accounts receivable balances. Accordingly,
most of the writeoffs had already been expensed
in the government’s consolidated financial state-
ments. However, the actual deletion from the
accounts required Order-in-Council approval.



Chapter 3

Our value-for-money (VFM) audits are intended to
examine how well government, organizations in
the broader public sector, agencies of the Crown,
and Crown-controlled corporations manage their
programs and activities. These audits are conducted
under subsection 12(2) of the Auditor General Act,
which requires that the Office report on any cases
observed where money was spent without due
regard for economy and efficiency or where appro-
priate procedures were not in place to measure
and report on the effectiveness of service delivery.
Where relevant, such audits also encompass com-
pliance issues. This chapter contains the conclu-
sions, observations, and recommendations for the
value-for-money audits conducted in the past audit
year, except for those previously published in a
special report during the year.

The ministry programs and activities and the
organizations in the broader public sector audited
this year were selected by the Office’s senior man-
agement on the basis of various criteria, such as a
program’s or organization’s financial impact, its sig-
nificance to the Legislative Assembly, related issues
of public sensitivity and safety, and the results of
past audits and related follow-up work.

We plan, perform, and report on our value-for-
money work in accordance with the professional

Reports on
Value-for-money Audits

standards for assurance engagements, encompass-
ing value for money and compliance, established by
the Canadian Institute of Chartered Accountants.
Accordingly, our audits include such tests and other
procedures as we consider necessary in the circum-
stances, including obtaining advice from external
experts when needed. Our testing generally focuses
on activities and transactions conducted in the most
recently completed fiscal year.

Before beginning an audit, our staff conduct
in-depth research into the area to be audited and
meet with auditee representatives to discuss the
focus of the audit. During the audit, staff maintain
an ongoing dialogue with the auditee to review the
progress of the audit and ensure open lines of com-
munication. At the conclusion of the audit field-
work, which is normally completed by late spring of
that audit year, a draft report is prepared, reviewed
internally, and then discussed with the auditee.
Senior Office staff meet with senior management
from the auditee to discuss the draft report and to
finalize the management responses to our recom-
mendations. In the case of organizations in the
broader public sector, discussions are also held with
senior management of the funding ministry. All
responses are then incorporated into the report in
each of the VFM sections.
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Chapter 3
Section

Background

Under the Criminal Code of Canada, provinces are
assigned responsibility for regulating, licensing,
and operating legal forms of gaming. In Ontario,
two Crown agencies, with different responsibilities
and an arm’s-length relationship, are primarily
involved in overseeing casino gaming. The Alcohol
and Gaming Commission of Ontario (Commis-
sion), as the “regulator,” has a mandate to regulate,
license, and inspect all gaming facilities, and to
enforce gaming legislation. The Ontario Lottery
and Gaming Corporation (OLG), as the “operator,”
builds, manages, and operates, either directly or by
contracting with private-sector operators, Ontario’s
casinos and slot machine facilities at horse race-
tracks. During our audit, the Commission initially
reported to the Minister of Consumer Services, and
subsequently to the Attorney General. OLG reports
to the Minister of Finance.

As Figure 1 indicates, there are 27 gaming facili-
ties in Ontario. OLG directly operates 22 casino
gaming facilities in Ontario, including 17 facilities
at racetracks that have only slot machines (“slot
facilities”) and five casinos with both table games
and slot machines. As well, OLG has contracted
with private-sector operators to run the day-to-day
operations of one smaller casino and its four largest

Alcohol and Gaming Commission of Ontario

XNk} Casino Gaming
Regulation

gaming facilities, known as “resort casinos.” These
resort casinos offer more gaming options, higher
wagering limits, and a wide range of amenities such
as hotels, entertainment venues, and meeting and
convention areas. Casino gaming was first intro-
duced in Windsor in 1994, and after that time two
new gaming facilities, on average, were added each
year until 2006.

In the 2009/10 fiscal year, OLG casino gaming
operations generated over $3.4 billion in revenues
and incurred $2.5 billion in operating costs, for a
net profit of $900 million for the province. Over
85% of all revenues are generated by slot machines.
In addition, OLG paid $341 million to support the
horse racing industry, and OLG and private oper-
ators paid host municipalities $78 million. Casino
gaming facilities employ almost 17,000 staff.

The Commission was established in 1998 under
the Alcohol and Gaming Regulation and Public
Protection Act, 1996, replacing both the Gaming
Control Commission and the Liquor Licence Board
of Ontario. This act requires that the Commission
exercise its powers and duties in the public interest
and in accordance with the principles of honesty,
integrity, and social responsibility. The Gaming
Control Act, 1992 and its regulations prescribe
operating, registration, and commission-approval
requirements covering key gaming suppliers and
employees, the layout of gaming facilities, security,
surveillance plans, controls over accounting and



Casino Gaming Regulation

Figure 1: OLG Gaming Facilities and Revenues as of March 31,2010

Source of data: Ontario Lottery and Gaming Corporation

Slot Facilities
at Racetracks

Operated Primarily Resort

Smaller Casinos

by OLG Casinos

gaming facilities 17 6 4 27
slot machines 11,073 2,925 9,681 23,679
table games — 129 375 504
total patrons annually 17,550,000 5,850,000 16,700,000 40,100,000
employees 3,800 2,500 10,500 16,800
revenue from slot machines $1,685 million $340 million $960 million $2,985 million
revenue from table games - $53 million $396 million $449 million
total gaming revenue,/% of total $1,685 mlllzgtl]/{) $393 m||||101r(1)/{’ $1,356 m|IL|1(())r;/{) $3,434 milil.i(;);‘é

money handling, rules of play, equipment, chips and
tokens, advertising, customer credit, the exclusion
of persons from gaming premises, and the Commis-
sion’s investigation and enforcement powers.

The Commission operates from its head office in
Toronto and nine regional offices. Its total operating
expenditures for the 2009/10 fiscal year were about
$63 million, of which about $27 million related to
casino gaming. That same year, the Commission
received approximately $10 million in casino gam-
ing revenues from fees that casinos pay to register
employees, suppliers’ registrations and product
approvals, cost recoveries from investigations, and
levying fines.

Audit Objective and Scope

Our audit objective was to assess whether the
Alcohol and Gaming Commission of Ontario (Com-
mission) had adequate policies, procedures, and
systems in place to:

e ensure that gaming at casinos and slot facili-
ties in Ontario was regulated in accordance
with established policies and legislative
requirements; and

e measure and report on the effectiveness of its
regulatory activities designed to ensure that

gaming at casinos and slot facilities in Ontario
met the principles of honesty and integrity,
and were in the public’s interest.

We conducted our audit work at the Commis-
sion’s head office in Toronto and also visited six
OLG gaming facilities, including two slot facilities
at racetracks and one casino—all operated directly
by OLG—and three large resort casinos oper-
ated by private companies on behalf of OLG. We
interviewed commission head office and field staff;
observed the activities of staff stationed at gaming
facilities; conducted tests and other procedures;
and examined recent policies, records, and other
relevant documents that were available during
our fieldwork. We also engaged an independent
accredited gaming testing lab from outside of the
province to assess the Commission’s technical
standards and the testing procedures its Electronic
Gaming Branch uses to approve all new electronic
gaming equipment, primarily slot machines, and
to conduct random and scheduled inspections of
electronic gaming equipment installed in gaming
facilities.

Our audit was limited to the Commission’s
regulatory activities and did not include an audit
of OLG’s operation of casinos. Nonetheless, our
audit did involve certain work at gaming facilities
and we received full co-operation from OLG and
its private operators. For instance, we met with
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OLG management staff at their head office and

at gaming facilities, and with private operators

at OLG resort casinos, who gave us tours of their
operations, shared their perspectives on regulatory
controls over casino gaming, and described controls
in casinos and the key risks and challenges facing
the gaming industry.

We researched casino gaming regulations and
operations in several North American and inter-
national jurisdictions. We engaged on an advisory
basis the services of two independent experts in
casino gaming: one having significant legal experi-
ence in U.S. gaming regulation; the other having
significant Canadian executive experience in casino
operations. We met with representatives from the
British Columbia Lottery Corporation to discuss
their perspectives on regulatory controls over
casino gaming, and we attended the annual confer-
ence of North American gaming regulators, which
addressed current issues, trends, and challenges
facing the industry.

The ministries’ and Commission’s internal audit
divisions had not conducted any recent audits of
casino gaming activities that would allow us to
reduce the scope of our audit. However, OLG and its
private operators had put in place regular ongoing
financial and operational audits at each casino and
slot facility to verify that financial controls were in
place and operating effectively, and to ensure com-
pliance with legislative, licensing, and other regula-
tory requirements. The results are shared with the
Commission as part of its regulatory oversight. The
Commission also audits gaming facilities on a regu-
lar basis. We took these audits into consideration in
reaching our conclusions.

Summary

From an overall perspective, the most important
expectation that casino customers (often referred
to as “patrons” by the gaming industry) have of slot
machines is that the machines actually pay out the

regulated minimum payout amount. Casino patrons
who participate in table games such as blackjack

or craps want assurance that casino employees

are honest and effectively overseen, and that

the games are run fairly. The general public also
expects casinos and slot facilities to be run fairly
and honestly.

Overall, we concluded that the Commission

had adequate systems, policies, and procedures to
accomplish this. In fact, our research of other juris-
dictions and expert advice indicated that Ontario’s
regulatory framework for casinos is not only
comprehensive, but provides for one of the stronger
oversight mechanisms in North America. The Com-
mission’s focus on key risks covering revenues,
gaming integrity, and criminal activity involved
good preventive and effective ongoing oversight.
The Commission’s in-house electronic gaming
equipment testing lab and its electronic gaming
enforcement officers working at gaming facilities
use comprehensive technical standards and effect-
ive procedures for ensuring that slot machines and
other gaming equipment operate as intended. This
was confirmed by the independent accredited gam-
ing testing lab that we hired.

However, we did note a number of areas in

which the Commission’s oversight procedures
and gaming transparency could be enhanced, as
follows:

e Some U.S. jurisdictions, such as Nevada and
New Jersey, provide information on the actual
payout ratios for slot machines in casinos
and whether these payout percentages vary
depending on the machine’s denomination
category—for instance, a one-dollar machine
or a penny machine. Ontario does not provide
this information, yet we believe that slot
machine patrons in Ontario would appreciate
having it.

e We noted that patrons would find it difficult to
locate information on the maximum prize pay-
out on certain slot machines. Aside from being
useful information, this is an important dis-
closure should the machine malfunction and



award an erroneous jackpot. This occurred
twice in the last two years, when two $42 mil-
lion jackpots were awarded by machines that
were supposed to pay a maximum of $40,000
and $300, respectively. In addition, the Com-
mission does not require casinos to post the
odds of winning a jackpot on slot machines.
The Commission sets no minimum training
standards for key gaming employees, such

as table dealers and surveillance staff, to
ensure that they are aware of the many rules
and procedures they must follow and to help
them identify criminal activities and problem
gamblers.

During the 2008/09 fiscal year, commission
inspectors at three of the four gaming facili-
ties we tested were unable to complete their
goal of inspecting all slot machines, and
gaming audit and compliance inspectors were
also behind schedule in verifying that gaming
facilities were in compliance with approval
requirements and their internal control manu-
als. The Commission needed to improve its
risk assessments to allow it to focus more of its
audit and inspection staff on higher-risk gam-
ing facilities and less on lower-risk facilities.

e Although satisfactory procedures exist for

approving new registrations for gaming sup-
pliers and gaming assistants, we noted 12
instances where the Commission granted
registration renewals to gaming suppliers
even though it had not received required
information from them or performed neces-
sary investigations. Even though the Commis-
sion had not completed the renewal process
for these suppliers, for more than a year after
the expiry of their registration it treated

them as if they had renewed; in one case, the
renewal was overdue by 34 months.

In determining registration eligibility, the
Commission had no policy for dealing with
conflict-of-interest situations involving related
employees working in the same casino.

Casino Gaming Regulation “

Instead, it relied on casino and slot facility
operators to deal with these situations.

OLG has primary responsibility for operating its
casinos with controls, systems, and procedures that
address social and financial risks and gaming integ-
rity in accordance with legislative requirements.
Although we did not audit OLG, our discussions
with its staff and visits to casinos and racetrack
slot facilities indicated that it also has established
extensive and comprehensive systems, controls, and
verification processes to help ensure that casinos
eliminate, or at least mitigate, the risks associated
with the gaming industry. As a further control on
the industry, the Commission has a regulatory man-
date to independently control, oversee, and verify
the adequacy of OLG’s operations.

On a somewhat related issue, Ontario residents
currently spend an estimated $400 million annually
on foreign-based Internet gaming websites. The for-
eign gaming operators do not provide the province
with a share of these revenues, and the Commission
does not have a mandate to regulate Internet gam-
ing. The Ontario Provincial Police (OPP) is respon-
sible for enforcing the Criminal Code as it applies to
gaming operators that operate illegally in Ontario;
however, enforcement is problematic when dealing
with foreign-based gaming operations. We noted
that many international jurisdictions use a range of
approaches to Internet gaming, from prohibiting or
restricting it to regulating and taxing its operators.
British Columbia offers Internet gaming, Quebec
intends to introduce it before the end of 2010, and
in August 2010 OLG announced plans to introduce
its own Internet gaming website in 2012.

We appreciate the Auditor General’s overall con-
clusion that the Commission has adequate sys-
tems, policies, and procedures in place to ensure
that casinos and slot facilities are run fairly and
honestly, that casino employees are honest and
are effectively overseen, and that the games are
run fairly. We welcome the recommendations
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in this report—especially those that help to

further strengthen the Commission’s regulatory
oversight over government-operated commercial

gaming activities.

Detailed Observations

OVERALL REGULATORY CONTROLS

Casinos can provide significant economic benefits

to the province and local communities, such as

profits and increased local employment, business,

and tourism. Yet there are also risks inherent in

the casino industry. As is the case in other jurisdic-
tions, the Ontario government set a goal to operate

casinos in the public interest and in accordance

with the principles of honesty, integrity, and social

responsibility. In meeting this goal, there are
ongoing challenges, such as the following:

e Social risks need to be managed to ensure that

customers gamble responsibly within their
limits to avoid dire financial and family con-
sequences, and to prevent criminal elements
from exploiting casinos with illegal activities
such as money laundering and loan sharking,
and from controlling goods-and-services sup-
ply chains used by casinos.

e The cash nature of the business, especially
with respect to betting on table games, and
the large amounts processed daily by casinos
pose a financial risk of losses from account-
ing and money-handling errors, and from
theft by employees, customers, and criminal
organizations.

e The integrity of the game must be perceived
as fair to patrons and the public at large.

To prevent cheating or erroneous payouts,
the necessary oversight processes must be
in place to ensure that games of chance and
slot machines cannot be manipulated. A loss
of confidence in the fairness of the industry

could significantly lower attendance and
reduce revenues.

The Commission’s regulatory measures, as
prescribed by the Gaming Control Act, 1992 (Act)
and as established by its policies and procedures,
include:

registration of key gaming employees and
commercial suppliers to gaming facilities fol-
lowing an investigation, including criminal
background checks by the OPP, into all appli-
cants to ensure that they meet high standards
of honesty and integrity and act in accordance
with the law;

approval of rules of play for games of chance
to ensure that they are in accordance with the
Commission’s standards, and verification that
all table games and electronic gaming equip-
ment meet the Commission’s standards and
are from approved suppliers;

approval of the internal control manuals pre-
pared by each casino operator for the safe and
timely handling, accounting, and movement
of money;

approval of security, surveillance, and floor
plans for all gaming premises according to
standards established by the Commission;
full-time presence of the OPP at all casinos
and part-time presence at slot facilities at
racetracks to help deter, identify, and investi-
gate criminal activities;

cyclical audits of all gaming premises by com-
mission staff to assess compliance with the
requirements of the premises’ internal control
manual, and with anti-money-laundering
measures;

frequent inspections by compliance inspect-
ors of gaming premises to monitor and test
compliance with the Act, its regulations and
licensing requirements, internal control
systems, surveillance and security plans,
standards and directives, and approved rules
of play; and

pre-installation and random inspections of
electronic gaming equipment and gaming



management systems, and independent
verification of each large jackpot won from
electronic gaming equipment.

Overall, we concluded that the Commission
had adequate systems, policies, and procedures
for regulating casino gaming in Ontario, and our
research, including our reviews of other jurisdic-
tions in North America, indicated that Ontario’s
regulatory framework for casinos was compre-
hensive. We did, however, identify certain areas
where the Commission should either improve or
reassess its systems and procedures, particularly
with respect to communicating better information
on games of chance to patrons, renewal of registra-
tions, approval of electronic gaming equipment,
frequency of inspections and audits, and reporting
to the public and the Legislative Assembly on its
performance in achieving its regulatory mandate
and on the integrity of Ontario’s gaming industry.

CONTROLS OVER GAMES
Electronic Gaming

We found an extensive system of controls in place to
ensure the integrity and security of electronic gam-
ing equipment, which includes some 24,000 slot
machines at gaming facilities, as well as computer
systems linked to slot machines, playing-card shuf-
flers, and self-serve ticket and money-redemption
machines. The Commission’s controls include min-
imum standards for electronic gaming equipment,
in-house testing of new gaming equipment pro-
posed by manufacturers before approval is granted
for its use in Ontario, verification of all new gaming
equipment before installation and when changes are
made, sealing of key electronic components of the
equipment to prevent access once the machine has
been tested, limiting access to equipment service
areas, and periodic random testing of installed elec-
tronic games to identify any changes or tampering.
Another key control is the testing of slot machines
that have awarded a large jackpot.

Casino Gaming Regulation “

Four U.S. states and Quebec are the only
other jurisdictions in North America that have
the capacity internally to test electronic gaming
equipment. Generally, their labs are responsible for
assessing all electronic gaming equipment, includ-
ing slot machines and related software, for casino
use. Other jurisdictions rely on private labs to test
their electronic gaming equipment. The Commis-
sion’s Electronic Gaming Branch (Branch) includes
10 staff in its head office and 32 electronic gaming
enforcement officers who work at gaming facilities.
We found that the Branch had established quality
assurance measures for its lab and was working
toward accreditation to an ISO standard.

We contracted a private testing lab to examine
and report on testing of electronic gaming equip-
ment carried out at the Commission’s gaming
lab and ongoing inspections of installed gaming
equipment at casinos and slot facilities. The testing
lab concluded that the Branch had satisfactory
security controls in place to prevent loss, damage,
or unauthorized access; technical standards were
consistent with those applied by regulators in other
North American jurisdictions; testing procedures
adequately addressed the standards; and an
effective management system and internal controls
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were in place to ensure accuracy and consistency
in results and product approvals. In addition, the
testing lab found that procedures used by field
workers were adequate for testing slot machines in
operation in the casinos and at slot facilities.

Slot Machines

In Ontario, the Commission has established a min-
imum theoretical payout of 85% of money wagered
for all games played on slot machines. The result
of each game played is determined using a random
number generator built into the slot machine and
there is no guarantee to win a prize on any given
game; however, over time, the machine’s total
payout relative to all money played is a percentage
programmed in what is known as the machine’s
“pay table.” It may take hundreds of thousands of
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plays before the pre-programmed payout rate—also
called the “return to player”—is reached. A casino
or slot facility in Ontario may choose an overall
payout rate higher than 85%, but cannot set a
machine with a lower payout. In order to change
the payout rate of any slot machine, a request must
be submitted to the Commission for approval and
an inspection.

The Commission’s minimum theoretical
payout standard of 85% compares favourably to
other North American jurisdictions, which we
found to have lower minimum payout rates. More
importantly to players, OLG and private operators
typically set slot machine payout rates at about 91%
to 93%, which is similar to return-to-player rates
publicly reported by some other North American
jurisdictions we researched.

To ensure that slot machines pay minimum
returns, the Commission conducts a quarterly
review of a report on each of the 24,000 slot
machines in play to assess the actual return-to-
player rate. Machines paying less than 85% or over
100% are flagged for review and possibly an inspec-
tion. Slot machines paying outside the expected
range are either removed from service or monitored
at 30-day intervals until they are in compliance.
Where a slot machine that is identified as not meet-
ing the minimum payout is normal, this is usually
due to low volumes of play and low recent prize
payouts by the machine. In the quarterly reports
we reviewed for the year preceding our audit, less
than 0.1% of all machines paid less than 85%, and
most of these were paying in the range of 84% to
84.99%. No electronic gaming enforcement officers
at gaming premises we visited could recall a slot
machine that needed to be taken out of play for
not meeting the minimum required payout rate of
85% over time. Similarly, machines rarely overpay
over time, although their payout rate might exceed
100% in the short term if they have recently paid a
jackpot.

We believe that information on the minimum
85% payout and the actual average payouts of each
casino and type of slot machine (for instance, a

one-dollar machine or a penny machine) should

be made public on the Commission’s website. We
noted that Nevada and New Jersey publicly report
return-to-player information for each of their
casinos. This would also provide the opportunity for
the Commission to assure gaming patrons and the
public at large of its key role in overseeing actual
payouts and in ensuring the reliability of informa-
tion regarding gaming in Ontario. We believe that
patrons would welcome this information and that
it would allow the Commission to better communi-
cate its role in ensuring the fairness and integrity of
gaming in Ontario.

Disclosure of Maximum Prize Payouts and Odds

of Winning for Individual Slot Machines
The Commission sets a standard for the provision
of information to customers on slot machines’
maximum possible prizes. We question, however,
whether this standard is sufficient. On our site
visits, we found that maximum prize amounts and
prize tables were not always easy for customers
to access. In many cases, either the information
was not available or the player needed to navigate
through multiple video screens to obtain it. For
slot games that had variations of play based on
the amount wagered, the screens were often com-
plicated and unclear as to the maximum payouts.
Some machines referred to credits instead of mon-
etary payouts. When we asked both the local elec-
tronic gaming enforcement officer and the casino’s
slot attendant staff to find the maximum payout
information on slot machines we had randomly
selected, they also had difficulty finding or could
not find the information for several machines.
We also noted progressive slot machines (whose
jackpots grow with each play) that did not have the
maximum payout sign as required by commission
standards. There is also no standard and require-
ment for disclosing on the slot machine the odds of
winning the jackpot.

We noted that there have been two large jackpot

errors with slot machines over the last two years



at OLG gaming facilities. Coincidentally, both
erroneous jackpots were $42 million, whereas the
maximum jackpots were intended to be $40,000
and $300, respectively. Some other jurisdictions
also incurred similar situations. Although OLG is
not legally obligated to pay out jackpots caused

by equipment failure, these incidents would be
easier to explain to patrons as equipment errors

if the maximum prize payout were posted on the
machines and relatively easy for patrons to identify.

Slot Machine Inspections
The Electronic Gaming Branch’s annual risk assess-
ments did not address inspection frequency. Our
discussions with field staff identified that their goal
is to inspect all 24,000 slot machines at least once
per year. We reviewed inspection frequencies at
four of the gaming facilities we visited. During the
year ended February 2010, at one gaming facility,
all slot machines were inspected; at two facilities,
about 95% were inspected; and at the fourth facil-
ity, less than 80% were inspected. It is important
to note, however, that historically such inspections
identified only minor deficiencies, such as loose
lock hardware, loose buttons and hinges, and light
bulbs not working. Nevertheless, we also noted that
electronic gaming enforcement officers conducted
about 50,000 inspections annually over the last
three years, including inspections for new machine
installations, supplier notifications, and equipment
malfunctions, as well as random inspections. At the
casinos we visited, electronic gaming enforcement
officers did not recall any instance of a jackpot
involving a slot machine that had been tampered
with. When an unusual jackpot win of $42 million
occurred at one slot facility, all the machines with
similar software were shut down within an hour,
and the cause of the error was subsequently deter-
mined to be a hardware malfunction. Slot machine
suppliers notify the Commission if a problem with a
slot machine or brand is identified either by them or
in another jurisdiction. We understand that, in the
current and previous fiscal years, the Commission
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issued 17 critical supplier notifications as a result
of receiving such information from suppliers. Our
review indicated that all gaming sites we visited
responded to these notifications by immediately
taking the machines out of play or replacing defect-
ive components in a timely manner.

Seals on Sensitive Electronic Components
After each slot machine is newly installed or ran-
domly inspected, an electronic gaming equipment
officer affixes a tamper-proof serially numbered
seal on its key hardware computer chip. A broken
seal could indicate that the computer chip had been
removed and possibly tampered with, which would
be a serious incident triggering an investigation by
the Commission, which could involve the OPP.
Although commission field staff record the serial
number of each seal in their records, there are no
periodic audits of seals. This results in a risk that
seals could be misplaced, improperly recorded,
or stolen and used inappropriately without being
detected and accounted for. There is also a risk that
a seal could be broken, the machine tampered with,
and a new seal put on the machine to disguise the
tampering. Our test of seal inventory at one casino
noted three seals that were recorded as unused but

-l
S
)
=
S
=
o
@
(7]
=
L
>
L]
)
£
(2]
2
Q
<
=
o

were not in the vault. Upon further investigation,
the electronic gaming enforcement officer was able
to account for the seals having been used within
the last three months but not recorded properly in
the inventory logs. The Branch informed us that

it accounts for seals sent out to electronic gaming
enforcement officers and replenishes their inven-
tory as needed, and relies on regional managers to
monitor and review records on the use of seals.

Table Games

Because table games involve significant amounts of
money, oversight to ensure that gaming rules are
observed and the integrity of the game is maintained
involves many layers of control. The cards and dice
are replaced at regular and frequent intervals; a
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table games supervisor and pit managers oversee
dealers; surveillance cameras record the play
activity; and surveillance operators may watch

the play, looking for compliance with procedures
and for misconduct. Plainclothes OPP officers also
have camera surveillance available to them. For
each table game, the casino’s backroom staff will
calculate the hold (the percentage retained by the
casino after paying winnings) and assess whether it
is within an expected range. For example, roulette
games are designed to result in the casino retain-
ing, in theory, 5.6% of the amount wagered. As
with slot machines, although the hold rate will vary
between individual plays, over a period of time—
several thousand plays—the targeted rate should be
achieved. If it is not, this may be an indicator that

a customer and/or a dealer is involved in dishonest
conduct and is manipulating game results.

At the time of our audit, we were informed that
the Commission’s Audit and Gaming Compliance
Branch had just completed a pilot project that
analyzed payout rates on table games at each site.
Largely because the payout associated with table
games depends on the “roll of the dice” or the “fall
of the cards” as well as the skill level of the patrons,
the Commission cannot realistically set a required
minimum percentage of payout on table games.
However, it does consider the expected hold rates
when approving the rules of play for a game. Com-
mission analysis of hold rates will help confirm that
the rules of play are being observed and help detect
fraudulent activity that the casino might not detect.

We noted during our visits that OLG casinos
require potential table game dealers to pass a four-
to-six-week in-house training course before they
work on the gaming floor. In addition to rules of
play and dealing procedures, the training covers
counterfeit currency detection, responsible gaming,
customer services, and gaming security. Resort
casino operators informed us that they generally
hire experienced dealers who must first pass a test,
followed by up to one week of training. We noted
that neither the Act nor any regulation requires a
specific level of competency or certification for deal-

ers. The Commission does not specify minimum
training requirements for dealers, although such
requirements would be appropriate given dealers’
direct involvement with customers and the expecta-
tion that they can identify issues pertaining to
gaming integrity, money handling, and responsible
gaming.

Surveillance
A Commission-approved surveillance plan requires
a floor plan of the premises showing the placement
of all surveillance equipment and a description of
the operator’s policies and procedures. Minimum
standards set out surveillance requirements such as
types of equipment, areas to be covered by surveil-
lance, minimum camera coverage over gaming
areas, recording requirements, minimum staffing
levels in the surveillance room, and backup proced-
ures should surveillance systems fail.

The Commission sets minimum surveillance
staffing levels for each gaming facility based on
square footage of the gaming floor; however, this
method does not take into consideration varying
risk at different casinos depending on the games
played and the number of patrons during peak
times of operation, such as on weekends. At several
locations, we were informed that if the casino fol-
lowed the Commission’s minimum surveillance
staff requirement, it could not operate effectively—
it therefore used higher staffing levels. Casino staff
informed us that table games posed the greatest
risk to the operator, and surveillance staff generally
focused a significant portion of their time on live
viewing of table game activities. The risk of the
operator being defrauded by a customer using slot
machines was generally low because of their proven
and mature technology.

We were informed that surveillance rooms
themselves are not covered by surveillance cameras
and recording. Although there is a requirement that
surveillance operators always work in the presence
of a supervisor, surveillance recording of the sur-
veillance room itself would permit the commission



compliance officer to randomly check previously
recorded video to verify that the minimum number
of surveillance staff were present and performing
their surveillance duties, and that no unauthorized
casino staff were in the surveillance room.

The Commission does not set minimum training
requirements for surveillance staff, who would be
expected to know the rules of each game, proper
security measures, and operational procedures. For
instance, in addition to monitoring table games,
surveillance staff monitor security checkpoints,
such as the casino entrance, and cash-handling
procedures, such as activity in the money-counting
rooms. One gaming operator informed us that its
surveillance staff spend five days in the classroom,
followed by 100 hours with an experienced surveil-
lance operator, and that people who are hired have
prior experience in security and loss prevention.

At another location, surveillance staff undergo up
to five weeks of training, and must achieve at least
75% on a final test. We were informed that OLG is
considering creating a standardized training pro-
gram for surveillance staff across the province, as
British Columbia already has in place.

RECOMMENDATION 1

To provide more useful information to slot
machine patrons and better communicate its
role in ensuring the integrity of gaming in
Ontario, the Alcohol and Gaming Commission
of Ontario (Commission) should:

e make public the minimum 85% slot machine
payout percentage, a range of actual pay-
outs, and the Commission’s role in oversee-
ing this, similar to the public disclosures
made in Nevada and New Jersey; and

e review its standards and approval processes
for new and existing slot machines to ensure
that the maximum prize payouts and odds
of winning are clearly disclosed or readily
obtainable on each machine.

Casino Gaming Regulation m

To enhance its already strong controls over
electronic gaming equipment, the Commission
should:

e assess the reasons for its Electronic Gaming

Branch not meeting its goal of inspecting

all slot machines annually and, using a risk-

based approach, assess the implications of

this but also the need for an annual 100%

inspection practice; and
e regularly audit its inventory controls over

security seals intended to prevent tamper-
ing with electronic gaming equipment to
ensure that proper accounting is in place and
that unaccounted-for seals are immediately
detected and investigated.

In addition, to ensure consideration of key
risk factors relating to table games, the Commis-
sion should reassess its approval requirements
for surveillance plans, including minimum
surveillance staff levels at gaming facilities. To
ensure that gaming operators’ staff who work in
key risk areas, such as table game dealers and
surveillance staff, have sufficient training, the
Commission should consider whether it should
require casino staff to meet predefined stan-
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dards of training and competency.

The Commission agrees with the principle

that there be adequate, appropriate, and easily
understood disclosure to consumers on how
casino games, including slot machines, func-
tion and on enhanced payout disclosure. The
Commission undertakes to consult with the
OLG, gaming suppliers, government, and other
interested stakeholders on how best to achieve
the appropriate balance between this objective
and the potential impact on business operations.
The Ontario Lottery and Gaming Corporation,
casino operators, and gaming equipment manu-
facturers have been aware of the minimum
theoretical payout requirements since 1994,
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and these have always been publicly available
upon request. In addition, the Commission
has recently included on its website the Elec-
tronic Gaming Equipment Minimum Technical
Standards.

We agree with the audit recommendations
on inventory control and have updated our pro-
cedures accordingly. In addition, the Commis-
sion will continue to implement its risk-based
approach to slot machine inspections, including
taking into consideration the Auditor General’s
recommendations.

The Commission will continue to review its
approval requirements for surveillance plans
and will consult with stakeholders on how to
best address this recommendation.

GAMING AUDIT AND COMPLIANCE

Before a gaming facility is opened and for any chan-
ges thereafter, a regulation under the Act requires
that operators obtain commission approval for the
facility’s layout, security equipment, games played,
staffing and operating procedures, and financial
controls. Commission approval is required for floor,
surveillance, and security plans; all electronic and
non-electronic gaming equipment; each type of
game of chance played and its rules; chips and
tokens; and internal control manuals covering
compliance-related operating, accounting, and
financial controls.

Commission-trained audit staff and regional
compliance staff assess the ongoing compliance
with the approved internal control manual, floor
plan, security plan, and other requirements of the
Act and its regulations. In addition, casino oper-
ators are required to report to the Commission any
significant incidents of non-compliance or breach
of approval requirements. Considering the size
of Ontario’s gaming industry, there are very few
significant incidents identified by the Commission
or brought to its attention by gaming operators

or customers. As well, the OPP informed us that
instances of criminal activity related to gaming,
such as cheating, in gaming facilities are infrequent
and are typically small and isolated cases.

As outlined in the following sections, we found
approval requirements, ongoing compliance inspec-
tions, and other commission controls to be effective
for ensuring that gaming premises are designed
with proper security and financial controls, and for
ensuring the integrity of games played.

Audits of Gaming Facilities

The Commission has a goal of auditing each gam-
ing facility every 18 months for its compliance

with the approved internal control manual. These
commission audits take into account audit reports
from OLG and resort casino operators’ internal
auditors, site auditors, and annual audits carried
out by an external auditor. Operators of the gaming
premises have 30 days to respond to the findings
and must follow up on any significant issues within
six months.

We noted that the Commission’s audit section
was behind schedule in auditing 15 of the 27 casino
gaming sites, including all four resort casinos.
More significantly, two of the four large resort
casinos had not been audited more than two years
after their 18-month due date—that is, more than
three-and-a-half years after their previous audit.
Although our review of commission reports from
several recent audits carried out by the audit sec-
tion and our discussions with staff at gaming sites
indicated that these audits typically do not identify
significant findings, the Commission needs to catch
up on the audit backlog. Alternatively, the Commis-
sion should reassess its inspection frequency from
a risk perspective, which we discuss under Risk
Assessments later in this report.

Compliance Inspections

Commission compliance inspectors spend most of
their time at larger gaming premises and attend



part-time at smaller sites, where they respond to
incidents, monitor gaming facilities, and conduct
tests to verify that casinos operate in accordance
with approval requirements. The Commission sets

a minimum number of visits that its compliance
inspectors must make to a gaming facility each year.
It also requires that each gaming facility’s site and
operations be tested each year to ensure that all the
key requirements of the approved plans and the
internal control manual are adhered to. In addition,
compliance inspectors assess gaming facilities under
the Liquor Licence Act and its regulations, and ensure
that gaming facilities comply with federal reporting
requirements targeting money laundering.

In the 2008/09 fiscal year, compliance inspect-
ors completed 2,400 out of 2,800 planned inspec-
tions, or about 86%. However, we noted that they
did not complete all their required inspection tasks
at nine of the 27 gaming premises; tasks completed
at these nine sites ranged from 62% to 93% of the
total required. Additional details about inspections
were not recorded that could indicate whether
certain types of inspections, such as evening and
weekend visits, were carried out less frequently
than planned.

Given that gaming facilities have many signifi-
cant controls and verification procedures to ensure
a very high level of compliance and oversight, the
added risk of not completing all visits and inspec-
tion tasks might not be significant. Compliance
inspectors cited commission staff shortages as
the most common reason they did not meet their
annual requirements.

Compliance inspectors informed us that oper-
ators consistently complied with issues identified
in commission corrective action reports. We noted
that the appropriate corrective action reports had
been completed for the 124 breach reports for
2008/09 and 2009/10, which typically related to
minor internal control breaches, such as access to
the gaming floor by a minor and violations under
the Liquor Licence Act. Only seven warning letters
were issued over the same period to seven different
gaming premises for such things as an operator

Casino Gaming Regulation

failing to ensure that operations were conducted in
compliance with the approved security, internal-
control-system, floor, or surveillance plans; or

an operator allowing employees to play games of
chance on gaming premises. Monetary penalties for
such infractions were implemented in January 2009
as an additional tool to achieve compliance for an
incident where a warning is insufficient and a sus-
pension or revocation of a registration is too severe.
As of March 31, 2010, the Commission had issued
one such monetary penalty to a casino operator.

Risk Assessments

Ontario gaming facilities are under the control

of the Ontario Lottery and Gaming Corporation
(OLG); however, OLG contracts out the four largest
casinos and one smaller casino to private operators.
There is little difference in the level of controls

the Commission has put in place at casinos oper-
ated directly by OLG and those that are privately
operated, and all gaming facilities undergo similar
inspection and auditing procedures and at the
same frequency. Because Ontario’s casino gaming
industry is about 16 years old, its control systems
are mature, and commission inspections generally
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do not find significant errors. As a result, there may
be an opportunity for the Commission to revisit its
procedures on an individual basis for each gaming
facility by developing a control-risk framework that
helps it decide on the level of scrutiny needed for
adequate and cost-effective oversight. An assess-
ment of risk should consider:

e previous history of incidents, complaints, and

violations;

e recent changes to the casino’s operations and

management;

e types of games played, wagering limits, and

new games introduced recently; and

e profits or losses of each casino.

For instance, Figure 2 indicates that OLG casinos
have been consistently profitable over the last eight
years, whereas resort casinos’ profits have steadily
declined. This information could indicate a greater
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Figure 2: Profits Generated by Ontario Gaming
Facilities Operated by OLG and Private Operators,
2001/02-2008/09 ($ million)

Source of data: Ontario Lottery and Gaming Corporation

OLG-operated slot facilities at racetracks
—o— smaller casinos operated primarily by OLG
four resort casinos operated by private operators
900

700
500

300

.__./0—‘—‘\_.\‘
100

v & >
. d &
100 o\ QQn,\

DN S N

v\éo AN
S S
risk at resort casinos as a result of any cost-cutting
measures they introduce to address revenue
declines, and the impact of these decisions on their
ability to meet stringent operational requirements
necessary under their approvals.

The Commission’s risk assessments were not
sufficiently comprehensive to focus its resources
more on gaming facilities that have higher risk
factors and allow less monitoring of other gam-
ing facilities. This would affect decisions such as
whether all operations of casinos are to be reviewed
annually, whether commission compliance inspect-
ors are stationed at casinos full-time or part-time,
and whether OPP personnel need to be stationed
at certain casinos full-time. Lower-risk gaming
facilities would also benefit from fewer regulatory
procedures.

Ontario is one of the few jurisdictions in North
America that maintains an on-site police presence
at gaming facilities. For resort casinos, OPP pres-
ence is maintained 24 hours a day, 7 days a week.
In the 2008/09 fiscal year, the OPP dealt with
almost 6,000 incidents at casinos and slot facilities,
but only 29 criminal charges were laid at gaming
premises. Cheating at play has been relatively rare
in Ontario facilities. Other crimes committed at

casinos, such as assault and petty theft, are turned
over to the local police by the OPP, and suspicious
money transactions from criminal activity or poten-
tially for financing terrorist activity are investigated
federally. We were informed by casino security
staff that they can deal with most incidents, such
as assaults and petty thefts, and local police can be
called in if needed.

Both OLG and private operators have raised con-
cerns regarding the extent of regulatory require-
ments in Ontario compared to other jurisdictions.
As illustrated in Figure 2, profits generated by the
four large resort casinos have declined significantly
in recent years. In November 2008, the Commis-
sion created a Centre of Gaming Excellence that
is responsible for researching, developing, and
supporting the implementation of regulatory best
practices. A new Regulatory Review Committee
was established in November 2009 to provide a
forum for resort casino operators, OLG, and the
Commission to discuss casino industry issues, escal-
ate key areas of concern, and provide advice to the
Commission on existing and proposed policies and
regulations.

RECOMMENDATION 2

Given that Ontario’s gaming industry is mature
and there is a high level of gaming facility
compliance with its regulatory requirements,
the Alcohol and Gaming Commission of Ontario
(Commission) should develop comprehensive
control-risk frameworks that would allow gam-
ing facilities to be assessed individually for risk.
Such a framework would allow the Commission
to cost-effectively focus more of its regulatory
oversight on higher-risk facilities and less on
lower-risk ones and yet still achieve a prudent
level of oversight. In developing these frame-
works, the Commission should also assess the
reasons for and the potential impact of its audit
and compliance staff not achieving the targeted
number of audits and inspections of gaming
facilities.



The Commission will continue to use a risk-
based approach to conducting casino audit and
compliance activities. This risk-based approach
coupled with the Commission’s current gaming
modernization initiative are designed to achieve
a balance between enhancing regulatory effi-
ciency and effectiveness while addressing the
operational and business-flexibility needs of the
industry.

GAMING SUPPLIER AND EMPLOYEE
REGISTRATION

The Act requires that suppliers of goods and servi-
ces, trade unions, and certain employees at gaming
facilities be registered with the Commission and
have their registrations renewed every four years.
Suppliers are differentiated as “gaming related” and
“non-gaming related.” Gaming-related suppliers
include operators of casinos under contract to OLG
and businesses that manufacture, provide, install,
maintain, or repair gaming equipment, surveil-
lance equipment, or gaming management systems.
Non-gaming-related suppliers provide to gaming
premises goods and services that are not directly
related to gaming, such as construction, furnish-
ings, repair, or maintenance. A more in-depth inves-
tigation and registration process is undertaken with
the 43 gaming-related suppliers than with the over
2,400 non-gaming-related suppliers, owing to the
higher degree of risk with the former to the gaming
operations.

A regulation of the Act establishes two categories
of gaming assistants: “gaming key employees” and
“gaming employees.” Gaming key employees are
those individuals who exercise significant decision-
making authority over the operations of the gaming
premises, such as credit managers, cashier super-
visors, and table game managers. Gaming employ-
ees are those employed in the operation of a casino
whose regular duties require access to any areas
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of the premises used for gaming-related purposes
(such as dealers, security personnel, and cashiers)
but who do not supervise other employees. As of
March 31, 2010, there were approximately 2,800
gaming key employees and 12,900 gaming employ-
ees in positions that required they be registered
with the Commission.

Depending on the position applied for, the Com-
mission’s registration process includes a criminal
background assessment and may also include a
financial assessment of the applicant by commis-
sion staff and an investigation by OPP staff assigned
to the Commission. The Commission maintains
memoranda of understanding with 33 jurisdictions
in North America to share investigative information
for the purpose of assessing gaming registration
applications. The Commission charges fees for
initial registrations and registration renewals; in
the 2009/10 fiscal year, it collected approximately
$5.5 million.

We noted that satisfactory procedures were
in place and used by gaming registration officers
for approving new registrations. With respect to
registration renewals, we found some incidents that
indicated certain procedures could be improved:

e Gaming-related suppliers are normally
granted what are known as “deemed renew-
als” when there are delays in the renewal
process, which are often due to the complexity
of a case or deficiencies in the application.
Based on a sample of renewals, we noted 12
instances where such suppliers continued to
be deemed renewed even though more than a
year had passed since the registration renewal
date. At the time of our audit, one renewal
was still not completed 34 months after the
renewal date; this included 14 months to
gather information from the registrant, fol-
lowed by 20 months of ongoing investigation.
In a similar case, the deemed renewal was
ongoing for 27 months. The Commission has
set no maximum time period during which
deemed renewals are allowed.
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e In two instances, we found that detailed
investigations were not carried out on corpor-
ate directors employed by gaming-related
suppliers, even though the Commission’s
policy manual requires such investigations.
In one case, a director was also a significant
shareholder.

e The Commission has not established a policy
for gaming registration officers to follow
when gaming employees may be in conflict-
of-interest situations. Instead, the Commis-
sion relies on OLG and private operators to
determine what constitutes a conflict of inter-
est and how to deal with such situations. We
noted some situations where employees who
were related to one another worked at the
same gaming facility. This was not flagged for
follow-up with the casino during the individ-
uals’ registration and renewal, to ensure that
the situations were handled properly.

We were informed that delays and backlogs in
registrations and renewals were caused by staff
shortages and high volumes. In addition, we noted
that the Commission’s registration information sys-
tem captured data on registrants’ key information,
including renewal requirements, but did not track
the progress of the registration and renewal pro-
cess, such as the date of receipt of the application,
date when all necessary information is received,
date an investigation is requested, and date com-
pleted. We understand that this information is
either informally tracked by the gaming registration
officers or recorded in the information system as
notes, although neither of these two methods can
be used for producing management reports on the
status and timeliness of the completion of registra-
tions or renewals on a monthly, quarterly, or annual
basis.

At the time of our audit, the Commission was
aware of backlogs in registrations and renew-
als, as well as the limitations of its registration
information system, and was in the process of
reviewing and redesigning its registration process
to strengthen and streamline procedures.

We were informed that complaints about and
sanctions imposed on suppliers are rare, and that
no notices of proposed revocations or suspensions
have been issued within the past three years.
Concerns involving gaming assistants were also
infrequent. For instance, during the 2009 calendar
year, the Commission identified and investigated
registration issues with one gaming key employee
and 51 gaming employees and applicants.

RECOMMENDATION 3

To ensure that registration and renewal pro-
cesses meet adequate standards for timely
completion and consistent quality, the Alcohol
and Gaming Commission of Ontario should:

e complete its risk-based assessment for
streamlining procedures, and establish
benchmarks and management tracking
reports for registration and renewal process-
ing times; and

e establish a policy defining what could consti-
tute potential conflict-of-interest situations
involving gaming assistants and what situa-
tions could prove problematic.

The Commission intends to continue its
implementation of a risk-based approach to its
registration function, and will assess appropri-
ate benchmarks for this activity that also ensure
the Commission’s legislative responsibilities are
being met.

The Commission will consult with the
Ontario Lottery and Gaming Corporation and
other stakeholders on how best to manage real
or perceived conflicts of interest.

SELF-EXCLUSION PROGRAM

To address social risks inherent in casino gaming,
the Act and its regulations restrict from gaming
facilities persons who are under 19 years of age or



who appear intoxicated, and gambling in gaming
facilities by employees of the Commission, OLG,
private operators, and gaming employees’ trade
unions. The Commission ensures that casinos have
proper security for restricting these individuals
from gambling.

Another significant social risk is that of gam-
bling by players who may have a problem with
or an addiction to gambling. A regulation under
the Act states that the Commission can require an
operator to implement and comply with a process
approved by the Commission’s board of directors
for identifying players who may have a problem
with or an addiction to gambling and a process for
players to exclude themselves from playing games
of chance. We noted that the Commission’s board of
directors had not approved a self-exclusion policy
or program, but that programs were in place at
gaming facilities to identify self-excluded persons.

The Commission’s security and surveillance
approvals all require that gaming facilities put in
place controls, such as stationing security personnel
at entrances, that restrict access to the casino by
excluded persons. In addition, all gaming facilities
had a self-exclusion program, and OLG operated a
database of about 14,000 persons who had notified
OLG of their desire to exclude themselves from the
gaming facilities. At the OLG and private-operator
gaming facilities we visited, we observed that secur-
ity measures to identify self-excluded persons who
attempt to enter the facilities were generally consist-
ent. All gaming facilities used electronic measures
that would alert security staff if self-excluded per-
sons used their player cards. OLG informed us that
it detects in gaming facilities every year about 1,000
self-excluded persons, who are evicted and may be
charged with trespassing and have any large win-
nings forfeited. During our audit, OLG was also in
the process of testing facial-recognition technology
to help identify registered self-excluded persons.

Although the Commission has not reviewed or
audited self-exclusion programs put in place by OLG
beyond ensuring that approval requirements are
met, its new Centre of Gaming Excellence recently
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conducted research on self-exclusion programs in
other Canadian and international jurisdictions. In
November 2009, the Centre noted that OLG’s self-
exclusion program is generally consistent with best
practices in other jurisdictions. However, the Centre
noted that the Commission does not have policies
or programs to guide its staff’s oversight of OLG or
private-operator self-exclusion programs.

RECOMMENDATION 4

To ensure that gaming facilities adequately deal
with patrons who may have a problem with or
an addiction to gambling and those who par-
ticipate in a self-exclusion program, the Alcohol
and Gaming Commission of Ontario should
develop minimum standards, policies, and
procedures related to self-exclusion for use in
Ontario’s gaming facilities. It should also imple-
ment a process of periodically reviewing gaming
facilities’ compliance with these requirements.

The Commission has undertaken a formal
consultation process with key stakeholders on a
proposal to develop both a policy and a program
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related to self-exclusion, pursuant to the Gaming

Control Act regulations. The Board will consider
all views on this subject and decide on an appro-
priate course of action, including the need for
periodically reviewing self-exclusion programs
at gaming facilities.

PERFORMANCE REPORTING

Although the primary responsibility of the Com-
mission with respect to casino gaming is to ensure
that casinos operate fairly, with integrity, and in the
public interest, the Commission’s annual report and
website do not provide meaningful performance
information on its success in achieving these object-
ives. The Commission could demonstrate its regula-
tory efforts as being comprehensive and effective
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by reporting on its activities, including the number
and results of its compliance inspections and audit
activities, number of gaming equipment inspections
and their results, number and types of incidents
responded to, enforcement actions over regis-
trants and operators, fines levied, and complaints
addressed. As discussed previously, providing
information on gaming activities such as minimum
and actual payout ratios for slot machines would
also increase public confidence in the integrity

of gaming facilities. Such information could, for
example, include actual return-to-player rates paid
from electronic gaming machines and table games
and by each gaming facility, and the number of
jackpot investigations successfully conducted by
the Commission. Our research indicated that other
jurisdictions reported such information, although
no one jurisdiction provided all of it.

RECOMMENDATION 5

In order to provide the public, including gaming
facilities’ patrons, with meaningful information
on its regulatory activities, the Alcohol and
Gaming Commission of Ontario should research
other gaming jurisdictions’ best practices in
public reporting, and expand the information
published in its annual report and website to
ensure that it provides information of use to
gaming patrons and to the public with respect to
its key regulatory activities and results, as well
as performance information that demonstrates
the Ontario gaming industry’s competitiveness
and integrity.

The Commission’s current benchmarks and per-
formance measures are published in its annual
report and on its website. In order to improve
our reporting in this area, the Commission is
currently implementing a significant “perform-
ance measurement” initiative. This initiative
establishes a baseline and benchmark for all rel-

evant sectors under the Commission’s mandate,
including reporting on commercial gaming.

OTHER MATTER
Internet Gaming

Since 1995, when the first Internet gaming websites
were created, there has been a steady increase in
their public acceptance and use; some estimates
put their annual revenues globally at $25 billion.
No Internet gaming websites originate in Ontario,
as far as the Commission and the OPP know,
and the Commission does not have a mandate to
regulate the use of such sites by Ontarians. There
are an estimated 2,000 Internet gaming operators
worldwide, but just two or three large operators
account for over 50% of all revenues. Unlike the
OLG, Internet gaming operators do not pay fees
or taxes to Ontario, nor do they share profits from
the estimated nearly $400 million they receive
each year from Ontarians using their websites.
Unregulated Internet operators are not subject to
Ontario legislation that is intended to ensure that
gaming is conducted in accordance with the prin-
ciples of honesty, integrity, and social responsibility.
In fact, provision of Internet gaming in Ontario by
foreign operators is illegal under the Criminal Code
and subject to enforcement by the OPP, although
enforcement is problematic when dealing with
operators that do not reside or operate in North
America. As a result, foreign sites continue to oper-
ate in Ontario, although as of January 1, 2008,
Ontario legislation came into effect that prohibits
the advertising of Internet gaming sites, where the
advertising originates in Ontario.

We noted that many international jurisdic-
tions have used a variety of approaches to address
Internet gaming. These approaches include totally
prohibiting Internet gaming by private operators
and declaring such operators unlawful; restricting
advertising, banking services, and the provision of
Internet services for foreign operators; or allowing



Internet gaming but requiring that equipment used
be located in their jurisdiction, imposing licensing
requirements, and taxing revenues or imposing fees.

In Canada, the approach generally taken has
been for governments to establish their own legal
Internet gaming sites. British Columbia introduced
its own Internet gaming site in August 2010, and
Quebec planned to do so in the fall of 2010. In
August 2010, Ontario announced that it will also
do so in 2012. In operating its own Internet gam-
ing site, Ontario will be competing with large,
well-established foreign Internet gaming operators
that will continue to offer their services in Ontario
without regulation or taxation, and thus with far
less overhead. In this respect, it will not be a level
playing field, with Ontario clearly at a disadvan-
tage. Nevertheless, Internet gamblers may well be
attracted to a government-run site, given the higher
level of gaming fairness that such sites would be
perceived to have.

RECOMMENDATION 6

Although the Alcohol and Gaming Commis-
sion of Ontario (Commission) does not have

a mandate to regulate Internet gaming, there
are proactive measures the Commission could
take to protect the interests of Ontarians in this
area until such time as a decision is made as to
whether Internet gaming should be regulated.
Given the estimated nearly $400 million that
Ontarians gamble each year with unregulated
foreign Internet gaming operators that do not

Casino Gaming Regulation “

pay fees or taxes to Ontario, and the recent

decision that the Ontario Lottery and Gaming

Corporation will offer Internet gaming in 2012,

the Commission should:

e conduct research into regulatory, techno-
logical, and oversight best practices used
in other jurisdictions over Internet gaming
available in their respective jurisdictions;

e develop strategies for possible action that
can effectively regulate and tax or charge
fees on foreign operators doing Internet
gaming business in Ontario; and

e consider forming alliances with other prov-
inces and the federal government to address
Internet gaming, as is currently being done
by some other international jurisdictions.

The Commission would like to thank the Aud-
itor General for his observations about Internet
gaming and will undertake to consider these
and any other suggestions brought forward as
the framework for Internet gaming in Ontario is
developed. Although Internet gaming does not
currently fall within the Commission’s legislated
mandate or regulatory authority, the Commis-
sion has been proactive in preparing, and will
continue to prepare and work to identify, appro-
priate processes and best practices for regulat-
ing existing and emerging gaming activities in
this province.
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Section

Patients

Background

There are over 150 public hospitals with a total of
227 sites operating in Ontario. In the last five years,
more than 1 million patients have been discharged
annually from these hospitals.

Although most patients go home when they no
longer require care in the hospital, over 20% of
patients still require various levels of support (see
Figure 1). Such support includes home care (for
example, nursing and personal-care services such
as bathing) provided in the patient’s home, as well
as specialized services provided by rehabilitation
and palliative-care facilities, and ongoing care pro-
vided in either long-term-care homes or complex
continuing care (CCC) facilities.

It is important that the transition from hospital
to home, or to another health-care setting, is done
as soon as possible after the decision is made that
the patient no longer requires hospital care and can
be discharged. Remaining in hospital longer than
medically needed can be detrimental to a patient’s
health for various reasons, including the risk of
getting a hospital-acquired infection (for example,
C. difficile) and, especially for older patients, a
decline in physical and mental abilities due to a
lack of activity. In addition, when patients remain
in hospital longer than necessary, their beds are not

Chapter %3  Ministry of Health and Long-Term Care

X1 ¥4 Discharge of Hospital

Figure 1: Discharge Destination of Hospitalized
Patients in Ontario, 2009 (%)

Source of data: Discharge Abstract Database
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available for new patients, which may cause the
cancellation of scheduled surgeries, such as elective
surgeries, and longer wait times for people being
admitted through the hospital’s emergency depart-
ment or for in-patient surgeries.

Although the hospital physician is ultimately
responsible for determining when a patient is med-
ically ready to be discharged, the patient’s multi-
disciplinary team of health-care providers generally
determines any post-discharge care needs. Making
these arrangements is done in conjunction with
the patient and/or the patient’s family, and may



be facilitated by hospital staff, for example, who
request care at a rehabilitation or CCC facility for
the patient, or may be done by the Community Care
Access Centre (CCAC), which is responsible for
assessing eligibility and arranging for both home
care and access to a long-term-care home. Further,
cleaning staff at the hospital are responsible for
preparing each room for the next patient. Co-
ordination of these parties is essential to having an
effective and efficient discharge process.

The Ministry of Health and Long-Term Care
(Ministry), primarily through the Local Health Inte-
gration Networks (LHINS), provides approximately
89% of total hospital funding. Other hospital fund-
ing sources may include accommodation charges
for semi-private and private rooms, and donations.
In the 2009/10 fiscal year, the total operating cost
of Ontario’s public hospitals was approximately
$23 billion. In general, the cost of physician servi-
ces provided to hospital patients is not included in
the hospital’s operating costs, since the Ministry
pays most physicians directly for these services
through the Ontario Health Insurance Plan (OHIP).

Audit Objective and Scope

This year, our office audited three areas that
can have a significant impact on patient flow in
hospitals. This audit focused on the discharge
of patients from hospital. The objective of this
audit was to assess whether selected hospitals
have implemented effective and efficient policies,
procedures, and systems for the safe and timely
discharge of patients. We also conducted separate
audits on hospital emergency-department manage-
ment and home care provided through the Com-
munity Care Access Centres (CCACs), which some
patients require to be arranged before they can be
discharged from hospital.

We conducted our audit work at three hospi-
tals of different sizes: Credit Valley Hospital in
Mississauga (in the Mississauga Halton LHIN),

Discharge of Hospital Patients “

St. Michael’s Hospital in Toronto (in the Toronto
Central LHIN), and St. Thomas-Elgin General Hos-
pital in St. Thomas (in the Southwest LHIN). These
three hospitals discharged a total of about 56,000
patients in 2009.

In conducting our audit, we reviewed relevant
files and administrative policies and procedures;
interviewed appropriate hospital, CCAC, and min-
istry staff; and reviewed relevant research, includ-
ing attributes of good discharge transition planning
identified in Ontario and in other jurisdictions.

We also reviewed data received from the Minis-
try’s Wait Time Strategy as well as the in-patient
Discharge Abstract Database. As well, we engaged
the services of two independent consultants, with
expert knowledge in discharge planning, to assist us
on an advisory basis.

We did not rely on the Ministry’s internal audit
service team to reduce the extent of our audit work,
because it had not recently conducted any audit
work on the discharge of patients from hospital.
None of the hospitals we visited had an internal
audit function.

A number of initiatives have been introduced by
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the Ministry, Ontario’s hospitals, and Community
Care Access Centres (CCACs) aimed at improv-
ing the flow of patients through hospitals, many
of which impact on the process of discharging
patients. All three of the hospitals we visited were
managing their processes for discharging patients
well in some areas and were changing certain other
processes to improve patient flow. However, all the
hospitals had other areas where practices could
be improved, such as the early identification and
timely revision of patients’ estimated discharge
dates, and better monitoring of bed availability.
Numerous studies have shown that remaining
in hospital longer than medically necessary can be
detrimental to patients’ health. Further, waiting in
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hospital for a bed in a community setting or for other
community-based services, including long-term care
and home care, to be available is much more expen-
sive than community-based care alternatives. In
2009, over 50,000 patients waited in hospital due to
delays in arranging post-discharge care (also known
as patients waiting for an alternate level of care,
or ALC), accounting for 16% of total patient days
in all Ontario hospitals. In addition, the total days
ALC patients were hospitalized increased by 75%
between 2005/06 and 2009/10, while total hospital
patient days increased only 7%. At the time of our
audit, no one, such as the Local Health Integration
Networks (LHINSs), the CCACs, or the hospitals, was
ensuring that community-based services, including
home care and long-term care, were available when
patients were ready to be discharged from hospital.
Although seniors (people aged 65 and over)
represent only 13% of Ontario’s population, in
2009 they accounted for almost 60% of hospital
patient days—and over the next 20 years, the
number of seniors is expected to double. Given
the aging population, efficient processes for dis-
charging patients from hospitals will become even
more critical. The adage “what gets measured gets
managed” will need to be kept in mind, because
the Ministry, the LHINs, and the CCACs need better
information on the timeliness of patient discharge
and especially on whether recent initiatives are
having an impact on the ALC challenge. Hospital
administrators and medical staff would benefit
from having more reliable and consistent data on
patient flow to benchmark the results of their pro-
cess improvement efforts.
Some of our other more significant observations
included:
e Current best practices recommend a regu-
lar quick multidisciplinary team meeting
to update discharge planning activities.
Although the three hospitals generally
held such meetings periodically, physicians
attended at only one hospital, and CCAC rep-
resentatives attended most meetings at only
one other hospital.

e Province-wide, 50% of ALC patients who

could have been discharged if home-care
services were available had to wait in hospital
for an average of six days for the services.
Determining eligibility and arranging for
home care takes time, but about 50% of the
time at two hospitals we visited, CCACs were
not given sufficient advance notice as set out
by established policies. At the third hospital,
90% of the time less than 48 hours’ notice was
given, because this hospital’s CCAC wanted to
avoid rescheduling services if the discharge
date changed.

The Ministry’s Physician Documentation
Expert Panel recommended that hospital
physicians prepare a discharge summary,
including a medication reconciliation, to com-
municate patient information (such as follow-
up appointments, pending test results, and
medications the patient should take) to sub-
sequent health-care providers. Although dis-
charge summaries were generally prepared,
one hospital’s were completed significantly
late. At all three hospitals, medication recon-
ciliations were often not prepared, increasing
the risk of medication errors.

The hospitals we visited indicated that many
post-discharge care facilities will not accept
patients on the weekend, and therefore less
than 10% of their total discharges to long-
term-care homes, complex continuing care
facilities, and rehabilitation facilities occurred
on the weekend.

The hospitals had some good bed manage-
ment initiatives. For example, one was
developing a system to optimize bed manage-
ment by providing the status of each bed
(occupied, needing cleaning, or available).
Another—having found that peak hours for
emergency-department admissions were in
the morning, whereas peak hours for this hos-
pital’s discharges were in the afternoon—had
begun to require at least 40% of discharges to
occur by 11 a.m., thus reducing the time that



admitted patients waited in the emergency
department for a bed.

Wait times in hospital for ALC patients vary
significantly across the province. For example,
from November 2009 to February 2010, for
hospitals in the North West LHIN, 90% of
discharged ALC patients were placed within
27 days of being designated ALC, while in the
North East LHIN, the corresponding period
was 97 days.

The time from hospital referral to placement
in a long-term-care home can take more than
four weeks, yet there were minimal guidelines
on or oversight of how long this process
should take. At the hospitals we visited, the
typical process involved the CCAC conducting
a patient eligibility assessment (the goal was
to complete this within two or three days); if
eligible, the family choosing which long-term-
care homes to apply to (which averaged from
three days to two weeks); and then the long-
term-care homes deciding whether to accept
or reject the applicant (which took an average
of up to 15 days at one hospital and 22 days at
the other hospital that tracked this informa-
tion). Long-term-care homes rejected between
25% and 33% of applications at the one CCAC
that tracked this information, for reasons
such as the patient requiring too much care

or having behavioural problems. Accepted
applicants were often just added to a lengthy
wait-list.

Of ALC patients waiting province-wide for
beds in long-term-care homes from November
2009 to February 2010, 90% were placed in
long-term-care homes within 128 days, with
50% placed within 30 days. Because hospitals
are an inappropriate and expensive place to
wait, two hospitals required patients ready
for discharge to apply to long-term-care
homes with little or no wait, or potentially

be charged $700 to $1,500 a day to stay in
hospital. Patients often did not want these
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homes because of their distance from family
or because the homes were older facilities.

Overall, the hospitals generally agreed with our
recommendations. One hospital highlighted

the importance of recognizing that discharging
patients from hospital was just one stage in the
continuum of patient care. Further, this hospital
noted that to have the maximum impact on the
health-care system, the entire continuum of
care needed to be considered (including care
provided in the emergency room and through
Community Care Access Centres).

The Ministry is committed to improving transi-
tions of care for patients so they receive the
right care in the right place at the right time.
This audit provides constructive recommenda-
tions to improve the discharge process for hos-
pital patients. Although the report reviewed the
processes and practices in three hospitals, the
Ministry takes a province-wide perspective. The
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Ministry appreciates that the Auditor General

identified initiatives that support patient flow

and wishes to note the following additional

initiatives aimed at further spreading best prac-

tices for effective transitions:

@ As part of the recently announced Excel-
lent Care for All Strategy (April 2010), the
Ministry is working with system partners (for
example, the Ontario Health Quality Coun-
cil) to provide programs that will support
health service providers in strengthening
their focus on the efficient use of resources
and quality improvement based on the
best evidence available. This initiative is
expected to include the dissemination of best
practices and the development of tools (for
example, discharge summary and medication
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reconciliation templates) to support their
implementation.

e Many Local Health Integration Networks
are now proceeding with the Alternate Level
of Care Resource Matching and Referral
Project, which aims to reduce the number
of alternate level of care days by improving
workflow and communication between
organizations (for example, among hospitals
and their Community Care Access Centres).
This electronic information and referral sys-
tem matches patients to the earliest available
and most appropriate care/support setting at
discharge.

Detailed Audit Observations

HOW DISCHARGE WORKS

The process for discharging a patient from hospital
begins at different times, depending on whether the
patient’s hospitalization was planned (for example,
to have scheduled surgery, such as elective sur-
gery) or unplanned (for example, as a result of an
emergency-department admission). For patients
with a planned admission date, establishing an
estimated discharge date (because recovery times
from planned surgeries are often fairly predictable),
as well as planning for the patient’s recovery once
discharged, can be done in advance of the surgery.
When a patient’s admission is unplanned, a
nurse, in conjunction with other health-care pro-
fessionals, conducts an assessment to determine,
among other things, if the patient is at high risk for
a complicated discharge. A complicated discharge
usually occurs when the patient cannot go back to
his or her previous living situation—for example,
because the patient requires a higher level of care,
on either a short-term or an ongoing basis. An
estimated discharge date for the patient, which is
generally made on the basis of the doctor’s diagno-

sis, should usually be established on admission or
shortly after admission.

During their hospital stay, patients are assessed
on an ongoing basis by members of the multidisci-
plinary team responsible for their care, which
includes their doctors and nurses, and may also
include other disciplines such as physiotherapists,
dietitians, and social workers. The multidisciplinary
team, among other things, assesses the patient’s
post-discharge needs, and if the patient requires
placement in another facility for rehabilitation,
complex continuing care, or palliative care, the
hospital is responsible for arranging it. If the team
determines that the patient requires home-care
services or placement in a long-term-care home, the
hospital contacts the Community Care Access Cen-
tre (CCAC), which is responsible for assessing the
patient’s eligibility for these services. If the patient
is eligible, the CCAC is also responsible for arran-
ging home-care services or processing the patient’s
application for a long-term-care home. All of these
factors, along with any changes or complications in
the patient’s condition, can have an impact on the
estimated discharge date.

When a patient no longer requires hospital care,
the physician writes a discharge order, which, under
the Public Hospitals Act, requires the patient to leave
the hospital within 24 hours. Some patients who no
longer require hospital care will remain in hospital
longer, usually because they are waiting for post-
discharge care arrangements, and may be difficult to
place (for example, because they have dementia, are
significantly overweight, require non-oral feeding,
or require frequent medical treatments like dialysis
or chemotherapy). Because these patients are
waiting for care elsewhere, they are referred to as
alternate-level-of-care (ALC) patients.

At the time of discharge, the physician at the
hospital prepares a discharge summary detailing
specifics about the patient’s hospitalization, such as
his or her diagnosis, treatment received, discharge
medication, and follow-up appointments. The
discharge summary is generally sent to the patient’s



family physician and may be sent to other phys-
icians to ensure continuity of care.

Patients who do not receive needed support
after they are discharged may experience other-
wise avoidable health problems, and may require
readmission to hospital—a situation that not only
negatively affects patient health but also places
unnecessary demands on hospital resources.

Figure 2 shows the number of hospital beds,
patient discharges, and average length of patient
stay in Ontario hospitals from the 2005/06 fiscal
year through the 2009/10 fiscal year.

ROLES AND RESPONSIBILITIES AT
DISCHARGE

Several parties share responsibility for discharging
patients from hospital, under a number of different
pieces of legislation. For example:

e The Public Hospitals Act provides the frame-
work within which hospitals operate. It sets
out the responsibilities of hospital boards
(which generally govern the hospital) and
their medical committees with respect to
the quality of patient care provided by the
hospital. It also makes physicians responsible
for determining when a patient should be
discharged. The Minister of Health and Long-
Term Care is responsible for administering
and enforcing this legislation.

e Under the Ministry of Health and Long-Term
Care Act, the Minister of Health and Long-Term
Care’s duties and functions include governing
the care, treatment, and services and facilities
that hospitals provide, as well as controlling
the charges made to all patients by hospitals.

e Under the Local Health System Integration
Act, 2006, Local Health Integration Networks
(LHINS) are responsible for prioritizing and
planning health services and funding certain
health-service providers, including hospitals
and CCACs. There are 14 LHINSs, which are
accountable to the Ministry. As of April 1,
2007, each hospital and CCAC is directly
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Figure 2: Patient Discharges, Hospital Beds, and
Average Length of Patient Stay in Ontario Hospitals,
2005/06-2009/10

Source of data: Ministry of Health and Long-Term Care

Average
Length of
Stay (days)

# of # of
Discharges Beds*

Fiscal Year

2005/06 1,095,000 18,400 6
2006/07 1,091,000 18,400 6
2007/08 1,091,000 18,700 6
2008/09 1,087,000 18,800 6
2009/10 1,092,000 18,400 6

* excludes bassinets for newborns

accountable to its LHIN, rather than to the
Ministry, for most matters. With regard to
discharge planning for hospital patients, the
LHIN’s role includes being accountable to the
Minister of Health and Long-Term Care for the
performance of local health services, includ-
ing access to and co-ordination of services.

e There are 14 Community Care Access Centres
(CCACs) across the province, one for each
LHIN. Under the Long-Term Care Act, 1994, as
well as under the new Long-Term Care Homes
Act, 2007 (proclaimed July 1, 2010), CCACs
are responsible for assessing the eligibility
of patients for home-care services and long-
term-care homes, as well as arranging for
home-care services and processing eligible
patients’ applications for long-term-care
homes. Further, effective September 2009,
LHINs may decide to expand the role of their
respective CCACs to include placement of
patients in complex continuing care and
rehabilitation facilities.

INITIATIVES
Ministry

The Ministry has supported a number of initiatives
to improve the flow of hospital patients, including
the process for discharging patients from hospital:
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e The Expert Panel on Alternate Level of Care

was established to provide recommendations
in response to the problems and challenges of
patients waiting in hospital for an alternate
level of care. In its 2006 report Appropriate
Level of Care: A Patient Flow, System Integra-
tion and Capacity Solution, the panel proposed
22 recommendations, some of which were
adopted, including increasing home-care
services and reviewing hospital discharge
policies and CCAC placement policies to
ensure that patients can be moved into an
appropriate long-term-care home in as timely
a manner as possible.

The Flo Collaborative was launched in Septem-
ber 2007 by the Centre for Healthcare Quality
Improvement (CHQI), a Ministry-funded
initiative. Twenty-nine hospitals participated
in the Collaborative, generally in conjunction
with their CCACs. The Collaborative’s aim
was, in part, to improve the effectiveness and
timeliness of the processes for transitioning
patients from hospital to subsequent care
settings, thereby reducing ALC patient days.
The Collaborative identified a number of areas
for improvement, as well as attributes of good
discharge and transition planning. In spring
2009, CHQI launched a strategy to communi-
cate information on the identified areas for
improvement to, among others, the hospitals
and CCACs that were not able to participate

in the Collaborative. We used various Flo Col-
laborative attributes of good discharge and
transition planning as a best practice guideline
during our hospital visits.

The four-year Aging at Home Strategy com-
menced in 2007/08. The strategy includes
increasing community support services such
as home care, assistive devices (for example,
wheelchairs), and supportive housing, which
typically provides personal care (for example,
assistance with hygiene and dressing). These
additional community services are expected
to, among other things, decrease both the

number of patients waiting in hospital for an
alternate level of care and the time they wait.
The Ministry indicated that it would be assess-
ing the strategy over three years commencing
in 2010/11.

e The Emergency Room/Alternate Level of Care
Wait Time Strategy was initially introduced
as the Emergency Room Wait Time Strategy
in 2003 to reduce the time patients spend in
the emergency room. It was expanded in May
2008 to include improving hospital bed utiliz-
ation—for example, through the more timely
discharge of patients no longer requiring
hospital care. According to the Ministry, this
initiative aimed to improve the sharing and
implementation of best practices in, among
other things, the discharge planning process.
This initiative also included increasing home
care and community supports for patients
when they are discharged from hospital.

e In September 2009, as part of the Ministry’s
Wait Time Strategy, tracking of wait times
using a standardized provincial definition
commenced for hospitalized patients who
were discharged to an alternate level of care
(ALC), such as a long-term-care home. Fur-
ther, starting in 2011, there are plans to track
additional information, such as how long ALC
patients still in hospital have been waiting.

At the time of our audit, almost all of the
113 hospitals expected to submit ALC wait-
time information were doing so.

Community Care Access Centres

The CCACs associated with the hospitals we visited
had all implemented initiatives, as part of the
Ministry’s Aging at Home Strategy, to improve the
timing of patient discharges from hospital. These
initiatives included:
e Home at Last—a program to provide, for

patients who do not have family or friends

to assist them, a personal support worker

or volunteer for a few hours on the day they



are discharged from hospital. Assistance
provided is for transportation home and basic
necessities, such as picking up the patient’s
medication and some groceries, and ensuring
that the patient has a meal. This program was
operating at two of the three hospitals we
visited.

® Wait at Home—an initiative to provide CCAC-
organized homemaking and personal support
services in excess of regular home-care hours,
to enable patients to wait in their homes for
a long-term-care vacancy, rather than wait-
ing in hospital. Under this initiative, patients
were eligible for a maximum of almost double
the regular number of home-care hours for
60 days in the CCACs associated with two
of the hospitals we visited and for up to 90
days in the third CCAC. We noted that most
patients participating in this initiative were
placed in long-term-care homes within these
times. Patients not placed were moved to the
top of the wait-list for the long-term-care
homes they applied to. One CCAC indicated
that it had halted its Wait at Home program
in November 2009 due to a lack of funding,
but anticipated restarting the program in the
2010/11 fiscal year when next year’s funding
was received.

e Stay at Home—a program to provide CCAC-
organized homemaking and personal support
services in excess of regular home-care levels
for a limited time to enable patients to be
discharged home earlier than otherwise. This
program was provided by the CCAC at one of
the hospitals we visited.

Hospitals

All of the hospitals we visited participated in the
Flo Collaborative and were undertaking additional
initiatives to improve their discharge practices. For
example:
e One hospital had conducted a review of its
patient flow processes, including the dis-
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charge process and identifying patient flow
bottlenecks.

e Another hospital had developed a process,
which included the involvement of the med-
ical chiefs of staff, for specifically reviewing
and increasing patient discharges where
medically possible whenever the emergency
department has an unusually high number of
patients waiting for a bed.

e The third hospital had updated the process
used by its nurses to help identify patients with
risk factors that may delay their discharge.

PLANNING FOR IN-PATIENT DISCHARGE

Provisional Discharge Destination and
Estimated Discharge Date

According to the Flo Collaborative, an estimated
discharge date and a provisional discharge destina-
tion (for example, home with home care, a rehabili-
tation facility, or a long-term-care home) should

be established for every patient within 48 hours of
admission. The hospitals we visited indicated that
the estimated discharge date is generally based on
the patient’s diagnosis. If the identified discharge
destination is different from where the patient

I
=
o™
=
S
=
7}
@
v
=
o
>
L]
o™
3
[}
e
=
<
=
o

came from, the discharge will probably be more
complex and time-consuming. For all patients,
establishing an estimated discharge date gives
health-care providers at the hospital and those in
the community, as well as the patient and his or
her family, time to prepare for the patient’s post-
discharge needs.

All the hospitals we visited had a policy requir-
ing the early identification of each patient’s esti-
mated date of discharge or expected length of stay,
and two of them had policies requiring the identifi-
cation of post-discharge care needs. However, these
policies varied. For example:

e One hospital required that an estimated
discharge date be discussed “starting on
admission” along with the nature of any post-
hospital support that might be required.
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e Another hospital required that an estimated
discharge date be specified within 24 hours of
the patient’s admission.

e The third hospital required that the admitting
physician state the expected length of stay
upon admission for patients admitted with a
diagnosis. Other patients were automatically
assigned a three-day length of stay.

However, although the provisional discharge
destination was usually noted in sampled patients’
files, the patient’s estimated discharge date was
often not documented, either in the patient’s file
or elsewhere, at the three hospitals visited. For
example:

e One hospital implemented a utilization system
that it planned to use to record each patient’s
estimated discharge date. We noted that the
hospital had used the system to record the dis-
charge date for some patients in our sample.
But on the date of our review, 83% of patients
with an estimated discharge date had already
passed that date and it had not been updated.

e At another hospital, a single hospital ward
indicated that it documented patients’ esti-
mated date of discharge on a spreadsheet. But
on the date of our review, 53% of patients did
not have an estimated discharge date. Further,
one-third of patients with an estimated dis-
charge date had already passed that date and
the dates had not been updated.

e The third hospital generally did not record
an estimated discharge date or an expected
length of stay.

Staff at the hospitals visited indicated that esti-
mated discharge dates are not formally established
for every patient, either because they have a gen-
eral idea of the typical length of stay (for example,
for elective surgery or childbirth) or because it is
too difficult to accurately estimate the length of stay
(for example, for unplanned emergency admissions
or patients with numerous medical conditions).

Monitoring Patients’ Readiness for
Discharge

According to the Flo Collaborative, multidisciplin-
ary teams at hospitals should conduct a quick
round-table discussion about each patient (referred
to as a bullet-round discussion), including his or
her medical readiness for discharge and estimated
discharge date. The Flo Collaborative also recom-
mended using visual triggers, such as whiteboards,
that clearly show each patient’s discharge status
(that is, his or her readiness for discharge) and
required discharge planning activities.

Bullet-round discussions were conducted to

varying degrees at the three hospitals we visited.
For example, although these discussions were
conducted daily in the general medicine wards of
all three hospitals, the surgical wards held twice-
weekly discussions at one hospital and weekly
discussions at the other two. None of the hospitals
held bullet-round discussions on discharge plans
in their obstetrics wards, nor were discussions held
in the pediatric wards at the two hospitals that had
such wards. One of the hospitals indicated that
these discussions were not held because obstetric
and pediatric patients had very predictable lengths
of stay in hospital. We attended bullet-round dis-
cussions at all three hospitals and noted that most
were led by the in-charge nurses, with little input
by the other disciplines. We also noted that:

e Physicians, who are responsible for dischar-
ging patients, routinely attended bullet-round
discussions at only one of the hospitals.

e CCAC representatives, who are responsible
for arranging post-discharge home care
and admissions to long-term-care homes,
routinely attended most bullet-round discus-
sions at only one of the hospitals. The other
two hospitals indicated that, due to resource
constraints, CCAC representatives could only
attend some of the bullet-round discussions.

e Most bullet-round discussions we observed
spent minimal time on discharge planning,



other than whether a patient could be dis-
charged today or tomorrow. However, we did
note that one hospital ward at each of two
different hospitals put a strong emphasis on
discharge planning, including identifying
actions that needed to occur to get patients
ready for discharge, identifying the patients’
post-discharge needs, and arranging post-
discharge care.

A physician at one of the hospitals indicated that
bullet-round discussions were too time-consuming,
because they involved discussing other physicians’
patients as well as that physician’s patients. How-
ever, at the hospital where physicians attended
bullet-round discussions, the discussions were
organized so that each physician attended only
that segment during which his or her patients were
discussed.

All three hospitals had a patient utilization man-
agement system, which helps identify patients who
are ready for discharge. However, only two of them
were using it regularly for their general medicine
and surgical patients. With this system, various
indicators (including vital-sign assessments, vomit-
ing, and pain control) are assessed to determine
whether a patient is medically stable and ready
for discharge. It is not intended to replace clinical
evaluation and judgment, but can help focus dis-
charge planning activities. Although one of the pur-
poses of the bullet-round discussions was to assess
patient discharge dates, the information provided
by the system identifying those patients as ready for
discharge was not routinely considered.

Whiteboards in nursing stations were also used
to varying extents at the three hospitals we visited.
However, many of the whiteboards we observed did
not indicate each patient’s expected discharge date,
expected discharge destination, or outstanding
discharge planning actions. In particular, we noted
that:

e The whiteboards in the general medicine

wards at two hospitals were colour-coded
to show when patients were expected to be
discharged. For example, green meant the
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patient would be discharged within 24 hours,
yellow meant the patient would be discharged
within two or three days, red meant the
patient would be discharged after three

days, and blue meant the patient was ALC.
However, whiteboards in other wards of these
hospitals did not indicate when patients were
expected to be discharged.

e At the other hospital, two-thirds of the wards
contained a column on their whiteboards to
record the estimated discharge date for each
patient. However, at the time of our visit we
noted that an estimated discharge date did
not appear for each patient, and was typically
recorded only when patients were likely to be
discharged within a day.

One hospital took the initiative of conducting an
audit of selected whiteboards, between December
2009 and February 2010, to determine their reli-
ability in predicting patient discharges. This hospi-
tal found that 76% of patients who were expected
to leave within 24 hours actually did, but that 45%
of patients actually discharged had not been identi-
fied as a likely discharge the previous day.

Patient Preparation for Discharge

Various methods are used to communicate to
patients and their families or caregivers their antici-
pated discharge dates and the factors influencing
that decision. In 2009, about one-third of patients
were admitted for planned elective procedures.
Before admission, these patients are typically pro-
vided with information on their expected length of
stay and post-discharge care needs.

While in hospital, all patients (whether their
admission was planned or unplanned) typically are
informed about their expected discharge date and
post-discharge care needs. For example, all three
hospitals we visited informed us that they provide
patients or their families with pamphlets on how to
manage various medical conditions (such as heart
disease, stroke, and diabetes) when they return
home.

I
=
o™
=
S
=
7}
@
v
=
o
>
L]
o™
3
[}
e
=
<
=
o




2010 Annual Report of the Office of the Auditor General of Ontario

N
S
o™
=
=5
-
©
@
v
=
=
>
L]
o™
3
@
e
=
<
=
o

The Flo Collaborative recommended using
whiteboards in patient rooms or other visual aids
to communicate with patients, among other things,
the patient’s expected discharge date and the goals
(such as stable vital signs and pain under control)
that the patient must achieve before discharge. We
observed whiteboards in patient rooms at all the
hospitals visited. Although some of one hospital’s
patient whiteboards used colour coding to signify
the patient’s discharge status (for example, yellow
signifying that the patient would be discharged
in two or three days), none of the whiteboards
we observed indicated the patient’s estimated
discharge date. Another hospital informed us that
it posts a sheet in patient rooms that outlines the
goals a patient needs to achieve to be discharged.
But this sheet was posted in only one patient room
we observed.

RECOMMENDATION 1

To provide sufficient time for a patient’s family
and other caregivers to prepare for patients’
post-discharge needs, hospitals should ensure
that:

e key discharge information, such as the
patient’s estimated discharge date and
discharge destination, is established and
documented for every patient by the time of
admission or shortly thereafter, and revised
if the patient’s condition warrants a change
in the discharge date;

® quick round-table discussions regarding
patients’ readiness for discharge are
attended by key decision-makers from the
multidisciplinary team, such as the patient’s
physician, who is responsible for discharging
the patient, and if the patient is going to a
long-term-care home or requires home-care
services, by a representative of the Commun-
ity Care Access Centre; and

e the estimated discharge date and discharge
plans are communicated to patients and
their families by using visuals displays, such

as whiteboards in patient rooms, as recom-
mended by the Flo Collaborative.

The hospitals generally supported this recom-
mendation, and one hospital reiterated the
importance of ensuring that patients with sched-
uled surgery (for example, elective surgery) had
their estimated discharge date established prior
to admission. However, two of the hospitals
noted that it was not always feasible to establish
upon admission an estimated discharge date for
patients with multiple complex medical condi-
tions who are admitted through the emergency
department because, for example, diagnostic
tests need to be completed first.

Although one of the hospitals indicated that
physicians generally attended the quick morning
round-table meetings to discuss patients’ readi-
ness for discharge, another hospital commented
that many of its physicians choose to visit
patients at different times of the day, and there-
fore it was often not feasible for these physicians
to attend these morning meetings. Both of these
hospitals indicated that, although they would
like a representative from the Community Care
Access Centre (CCAC) to attend all of the quick
round-table meetings, resource constraints were
currently preventing this. However, one of these
hospitals noted that it was holding discussions
with its CCAC regarding having a CCAC repre-
sentative attend twice-daily meetings to discuss
bed availability hospital-wide.

One hospital commented on the import-
ance of visual management tools such as
centrally located nursing station whiteboards
to enhance team communication and patient
communication whiteboards to better prepare
patients and their caregivers for discharge, and
was reviewing the mandatory use of nursing
station and patient whiteboards hospital-wide.
Another hospital noted that it now has patient



whiteboards for about half of its beds, but that
the use of whiteboards would not be beneficial
for other patients whose lengths of stay are very
predictable.

ARRANGING POST-DISCHARGE CARE

Patients may require care or equipment after being
discharged from hospital. In some cases, the hospi-
tal provides patients or their families with contact
information for various community resources, so
that the care or equipment can be arranged. In
other cases, when the patient has certain equip-
ment needs or requires home care or placement
in a long-term-care home, the hospital contacts
the CCAC, which is responsible for assessing the
patient’s eligibility for these services. If the patient
is eligible, the CCAC arranges for the home-care
services or processes the patient’s application
for a long-term-care home. From April through
December 2009, Ontario hospitals made over
200,000 requests to CCACs for patient-eligibility
assessments for home-care services. This includes
requests made for admitted and non-admitted
patients, such as emergency patients and out-
patients. Information was not available on the total
number of hospital patients referred for placement
in a long-term-care home. The three hospitals vis-
ited had dedicated CCAC representatives on-site to
process such referrals.

Some patients require services from a CCAC
that is not associated with the hospital they are
in (for example, patients who have travelled to
another area of the province for specialized medical
care). For these patients, the CCAC associated with
the hospital conducts the initial assessment and
then contacts the other CCAC to make the care
arrangements. However, one hospital we visited
commented that services vary among the CCACs,
with no standardized expectations, so returning
patients to their home community was not always
easy to do.

Discharge of Hospital Patients

Arranging for Home-care Services and
Equipment

About 10% of patients require home care after they
are discharged from the hospital. Home-care ser-
vices offered vary among the CCACs, but generally
include nursing assistance (for example, changing
wound dressings, administering needles with
medication, and monitoring vital signs); personal
support (for example, helping the patient with
activities of daily living such as bathing, dressing,
eating, and grooming); physiotherapy (to help

the patient regain strength and range of motion
after surgery); occupational therapy (to assess the
patient’s post-discharge environment to ensure
safety); and palliative care (to help with end-of-life
care).

CCAGCs require time to determine a patient’s
eligibility for home care and make arrangements
for required services. Therefore, they generally
need advance notice in order to have their assess-
ment and arrangements completed by the time
the patient is ready for discharge. The hospital’s
nursing staff or social workers generally contact the
CCAC to arrange for post-discharge home care. We
noted that one hospital we visited had established,
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in conjunction with its CCAC, “Notification Guide-

lines” indicating when staff should contact the
CCAC for home-care services, and that these guide-
lines were posted for easy reference at the nurses’
station as well as on this hospital’s intranet. Both
of the other hospitals had CCAC documents that
advised the hospital when to contact the CCAC,
which were available to staff on the hospitals’ intra-
net sites.

None of the hospitals visited had information
on whether their CCAC referrals were made in
accordance with their established time frames.
Based on our sample of patients discharged from
these hospitals in 2009, we noted that the hospi-
tals often did not refer patients within these time
frames (see Figure 3). One hospital indicated that
it made many same-day referrals (that is, referrals
made on the patient’s discharge date) because the
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Figure 3: Length of Advance Notice Required for CCAC Home-care Services, and Rate of Compliance
Achieved, 2009

Prepared by the Office of the Auditor General of Ontario

Required Notification Period before Patient

Patients Referred
in Accordance

Hospital Discharge According to Hospital/CCAC Policy with the Policy (%)
1 one to seven days in advance, depending on the home care required 50
2 48 hours in advance 10

patients requiring two specific services

two days in advance for most patients, three days in advance for

54

CCAC requested that referrals not be made until
the patient was ready to go home, in order to avoid
cancelling services if the patient’s discharge date
changed. Another hospital noted that the CCAC is
aware of patients who may require home-care ser-
vices, since a CCAC representative attends bullet-
round discussions daily.

In order to avoid situations where the CCAC
does not have time to arrange for required services,
one CCAC had indicated to its referring hospitals
that it wanted same-day referrals to be under 15%
of total referrals. However, according to a report
completed by this CCAC, same-day referrals from
the hospitals in its region averaged 31% of total
referrals in April 2010. Further, one of its hospitals
made 66% of its referrals on the day the patient was
scheduled to be discharged.

Two of the hospitals indicated that there are no
standardized times for CCACs to respond to hospi-
tal referrals for home care. These hospitals noted
that, unlike most weekday referrals, new referrals
made to the CCAC on Fridays or weekends are not
responded to until the next week.

With respect to post-discharge equipment needs
(such as a wheelchair), patients having scheduled
surgery are generally informed before admission
about such needs. For other patients, their equip-
ment needs are identified after admission. In
either case, if the patient requires equipment, two
hospitals told us they recommend a list of vendors
to the patient or direct them to the phone book.
One hospital told us that its orthopaedic depart-

ment sometimes sells equipment to the patient at
cost and shows him or her how to use it. As well,
the CCACs associated with all of the hospitals we
visited may provide equipment free of charge for a
limited time.

All the CCAC offices we spoke with told us that
they rely on the patient to contact them if there
are any problems with home-care services or
equipment.

RECOMMENDATION 2

To better ensure that any required home-care
services are available when eligible patients are
ready to be discharged, hospitals, in conjunc-
tion with their Community Care Access Centres
(CCACs) and Local Health Integration Networks
(LHINS), should develop time frames that are
standardized within each LHIN that provide
adequate advance notice of the date such servi-
ces will be needed and keep the CCAC apprised
of any changes to the required commencement
of home-care services.

All of the hospitals supported this recommenda-
tion, and two of them highlighted that it would
also be beneficial for standardized time frames
to be developed for Community Care Access
Centres to respond to hospital referrals.



Arranging for Long-term Care

Although seniors (people aged 65 and over) cur-
rently represent about 13% of Ontario’s population,
in 2009 they accounted for almost 60% of the

total number of hospital patient days. According

to Statistics Canada, the number of seniors is
expected to double over the next 20 years, which
will undoubtedly increase the demand for hospital
in-patient services and post-discharge care. The
most common destination for patients who cannot
return home, the majority of whom are seniors,

is a long-term-care home. There are more than
600 long-term-care homes in Ontario, which are
either for-profit or not-for-profit nursing homes,
charitable homes, or municipal homes. In 2009,
about 4% of hospital patients were discharged to a
long-term-care home. Therefore, it is important for
hospitals to efficiently manage their processes for
discharging these patients.

Hospital staff contact the CCAC when they
believe a patient will require the higher level of
care provided in a long-term-care home upon dis-
charge from hospital. CCACs require time to assess
a patient’s eligibility for a long-term-care home
and process applications for eligible individuals.
However, none of the hospitals we visited had poli-
cies, nor was there any CCAC guidance, on what
advance notice hospital staff should ideally be
giving the CCAC when a patient is expected to be
discharged to a long-term-care home.

All CCACs use a standardized assessment to
determine patient eligibility for a long-term-care
home. However, there are no provincial standards
regarding how soon the CCAC, after receiving a
hospital’s referral of a patient believed to require a
long-term-care home, must make a decision on the
patient’s eligibility. The CCAC associated with one
hospital we visited had a goal to initiate an assess-
ment within 48 hours of receiving the referral, and
the CCAC associated with another hospital had a
goal to complete an assessment within 72 hours.
The CCAC associated with the third hospital had
agreed to make initial contact with the patient

Discharge of Hospital Patients

within two working days and indicated that it tries
to perform the assessment within two to three days
of receiving a referral. Information maintained by
one of these CCACs indicated that almost all of the
assessments were conducted within three days.
Neither of the other two CCACs could provide us
with this information.

For patients assessed as eligible for a long-
term-care home, applications to several selected
homes are typically completed by the patient or
the patient’s family. Two of the hospitals we visited
had policies on the maximum time allowed for
families to select the homes they wished to apply
to: three days at one hospital and two weeks at the
other. Once the applications are completed they
are submitted to the applicable long-term-care
facilities, which review them and either accept or
reject the patient’s admission. Information from
a CCAC associated with one of the hospitals we
visited indicated that about one-quarter to one-
third of applicants were rejected by long-term-care
homes in the 2009/2010 fiscal year. But none of the
CCACs associated with the hospitals we visited had
tracked the specific reasons applicants were denied
admission during 2009. Anecdotally, CCAC repre-
sentatives informed us that the main reasons for
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rejecting applicants are that patients are too heavy,
require too much care (for example, require assist-
ance with feeding, dressing, and toileting), or have
behavioural problems. In January 2010, one CCAC
started tracking information on the reason applica-
tions were rejected, and another CCAC indicated
that it would be able to track such information
using a newly implemented information system.
Legislation requires long-term-care homes to
give the CCAC their response to an application
within five business days, but there are no penalties
levied if homes take longer than five days. At the
two hospitals we visited that tracked this informa-
tion in 2009, the long-term-care homes’ average
response time varied from a low of three days to a
high of 15 days at one hospital, and from a low of
eight days to a high of 22 days at the other hospital.
However, even if a patient is accepted by the home,



2010 Annual Report of the Office of the Auditor General of Ontario

N
S
o™
=
=5
-
©
@
v
=
=
>
L]
o™
3
@
e
=
<
=
o

this does not mean the patient can be discharged to
that home, because many long-term-care homes do
not have any available beds. The patient is therefore
put on the home’s waiting list for a bed.

Under the Public Hospitals Act, patients no
longer needing treatment in a hospital gener-
ally have to leave on their discharge date. But in
practice, given the lengthy time frames involved in
arranging for a long-term-care home, these patients
often end up staying in hospital longer than neces-
sary while waiting for required post-discharge care.
This situation is discussed in more detail later in
this report, under “Patients Waiting in Hospital for
Post-discharge Care.”

RECOMMENDATION 3

To improve the process for admitting hospital-
ized patients to a long-term-care home, the
Ministry, working in conjunction with the

Local Health Integration Networks (LHINS),
Community Care Access Centres (CCACs),
long-term-care homes, and hospitals, should
determine the best approach to placing a patient
in a long-term-care home and establish bench-
mark standards for completing each stage in this
process, such as determining patient eligibility,
completing applications to long-term-care
homes, and the long-term-care homes’ process-
ing of patient applications. The Ministry should
also consider whether LHINs should be made
accountable for monitoring adherence to the
target time frames.

All three hospitals supported this recom-
mendation, and two of the hospitals further
highlighted the need for ensuring that long-
term-care homes comply with the legislated
time frames for either accepting or rejecting a
patient’s application.

The Ministry supports the principle of using
benchmark standards to drive performance, and
agrees with benchmark standards for the timing
of each stage in the long-term-care-home place-
ment process. In this regard, the Ministry, in
conjunction with the LHINs, CCACs, hospitals,
long-term-care homes, and researchers, will
undertake a feasibility study of establishing
benchmark standards for completing each

stage of the process of placing patients into a
long-term-care home. A potential mechanism
for monitoring could be through the LHIN
accountability agreements with health-service
providers.

As mentioned in the Auditor General’s
report, target time frame standards already exist
for long-term-care-home response times and
are specifically legislated in the Long-Term Care
Homes Act, 2007. The Ministry expects CCACs
to enforce the legislative requirements with the
long-term-care homes and notify the Ministry if
the homes are non-compliant. Further, through
the Ministry’s inspections of long-term-care
homes, inspectors, when noting that homes
are not meeting this requirement, will issue an
action/order that takes into consideration the
severity and scope of the home’s non-compli-
ance and any history of overall non-compliance
at that home.

LHINs have service accountability agree-
ments, which include performance measures,
with various health-care providers including
hospitals, community agencies, and long-term-
care homes. The Ministry, in conjunction with
the LHINs, will look at ways to strengthen
accountability for all stakeholders involved
in the placement of patients into a long-term-
care home. For example, education sessions
are being held with long-term-care homes,
CCAGs, and the LHINS to ensure their under-
standing of and adherence to the provisions of
the Long-Term Care Homes Act, 2007 .



COMMUNICATING INFORMATION TO
SUBSEQUENT HEALTH-CARE PROVIDERS

A discharge summary is used by the hospital
physician to communicate information about the
patient’s hospital stay and post-discharge care
needs to subsequent health-care providers, such

as the patient’s family physician. Timely discharge
summaries are important for the continuity and
quality of patient care, and therefore can help
patients avoid adverse medication reactions and
readmissions to hospital. The Physician Documen-
tation Expert Panel, established by the Ministry,
indicated in its 2006 report A Guide to Better Phys-
ician Documentation that the discharge summary
is among the most crucial pieces of documentation
in the patient’s health record. The panel indicated
that hospitals may develop policies for completing
discharge summaries, and outlined what discharge
summaries should contain, such as follow-up
appointments and details of discharge medications
(with reasons for giving or altering medications,
frequency, dosage, and proposed length of treat-
ment). However, the panel did not recommend any
time frame for completing discharge summaries.

Hospital Policies on Discharge Summaries

All hospitals we visited had policies requiring

the completion of discharge summaries for their
patients. However, we noted that the policies varied
among the hospitals. For example:

e Two of the hospitals did not require the com-
pletion of discharge summaries for patients
with hospital stays of less than two or three
days, respectively. The third hospital required
discharge summaries for all patients.

@ One hospital required all physicians to com-
plete, date, and sign the discharge summary
within 10 working days after discharge, with
failure to do so resulting in the suspension of
admitting privileges for the physician. The
other two hospitals informed us that they had
not established a time frame within which
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physicians must complete the discharge
summary.

e Two of the hospitals required that the dis-
charge summary be copied to the patient’s
family physician. At the third hospital, staff
told us that patients are usually given dis-
charge instructions and are asked to provide
a copy to their family physician. None of the
hospitals required that discharge summaries
be provided to long-term-care or other health-
care providers.

We reviewed the files of a sample of patients
discharged from the three hospitals in 2009, and
noted the following:

e Discharge summaries were generally com-
pleted at two of the hospitals in accordance
with their stated policies and practices. At
the third hospital, a discharge summary was
prepared for 70% of patients whose files we
reviewed. The files for the other patients indi-
cated that they were given discharge instruc-
tions, but these instructions did not contain
any details of the patients’ treatment while in
hospital.

e At one hospital, 90% of discharge summaries
were signed off by the physician within the
10 days specified by hospital policy. At the
second hospital, 72% of discharge summaries
were signed off within 10 days, with 90%
signed off within 32 days. But at the third hos-
pital, only 7% of discharge summaries were
signed off within 10 days, with 90% signed off
within 139 days.

e Between 50% and 95% of patients required
a follow-up appointment—for example, with
their surgeon. Although none of the hospitals
had a policy on scheduling follow-up appoint-
ments for patients, between 20% and 30% of
patients had a follow-up appointment made
for them by the hospital before discharge. The
pre-scheduling of follow-up appointments
may assist patients in obtaining the post-
discharge care they need.
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One hospital informed us that it was imple-
menting an electronic discharge summary. This was
expected to improve the quality and timeliness of
discharge summaries because it was easy to use and
would result in more complete and consistent pres-
entation of key patient information, such as what
procedures were done in the hospital, any follow-up
appointments required, pending test results, and
discharge medications.

Medication Reconciliations

Medication reconciliations, which are conducted
before the patient’s discharge, compare the
medications a patient will be taking after being
discharged from hospital to the medications the
patient was taking before admission and during
his or her hospital stay. The goal of a medication
reconciliation is to help prevent adverse drug
events by ensuring that any changes in medications
on discharge (such as adding or discontinuing
medications, or changing the dosage or frequency
of medications) are readily apparent to the subse-
quent prescribing physician. Accreditation Canada,
which examines the quality of health services at
hospitals with the aim of helping them improve the
quality of services they provide, requires that medi-
cation reconciliations be completed. Further, the
Physician Documentation Expert Panel indicated
that details of discharge medications (including
reasons for giving or altering medications, fre-
quency, dosage, and proposed length of treatment)
should be part of the discharge summary. All the
hospitals we visited informed us that they were in
the process of implementing the use of medication
reconciliations.

In order to complete a medication reconcilia-
tion, hospitals need information on the drugs
patients were taking before admission. According
to hospital staff, a patient’s medication history
should be obtained from the patient or patient’s
family at the time of admission. It is also beneficial
to verify the medication history against another
source where possible. In fact, both the Institute

for Safe Medication Practices Canada and Safer
Healthcare Now! (a campaign to improve patient
safety by integrating best practices into the deliv-
ery of patient care) recommend that medication
histories be verified against at least two sources

of information. At the three hospitals we visited,
the majority of medication histories were taken at
the time of admission. However, most information
was not verified against other sources, which could
include, for example, the Ontario Drug Benefit sys-
tem (which lists medications paid for by the system
for all seniors and eligible low-income individuals)
or a list of medications provided by the patient’s
pharmacist. Hospitals stated that they usually seek
information from an independent source when the
patient is uncertain about his or her medications.
Further, one hospital noted that some patients
bring their medications with them to hospital and
that this provides the basis for determining the
best possible medication history for the patient.
However, we noted many differences (for example,
missing medications and differences in medication
dosages) between the independent source that had
been identified in some patient’s files and the list
of medications on admission used to complete the
medication reconciliations.

Based on our sample of discharge summaries at

the three hospitals, we noted that:

e The percentage of discharge summaries that
included some type of medication reconcilia-
tion ranged from a low of 10% at one hospital
we visited to a high of 30% at another. At
one of the hospitals the reconciliation was
a specific document, whereas at two of the
hospitals, the reconciliation was informal,
consisting simply of physician comments
throughout the summary on whether new
medications should be added and whether
medications taken before hospital admission
should be continued, stopped, or put on hold.

e Between 54% and 70% of the summaries just
listed the medications that patients should
take post-discharge, without any indication
that they had been compared to the patients’



medications on admission and without pro-
viding the reasons for any changes or new
medications prescribed.

e Between 10% and 27% of the summaries had
no information on the patients’ discharge
medications, although many of these patients
were taking medication when they entered
hospital.

e The frequency or dosage of at least one new
medication was missing for 14% to 20% of the
patients.

RECOMMENDATION 4

To ensure that medical information essential for
the continuity and quality of patient care is com-
municated in a timely manner to subsequent
health-care providers, hospitals should:

e require discharge summaries to be com-
pleted for all patients in accordance with
the Guide to Better Physician Documentation
developed by the Ministry’s Physician Docu-
mentation Expert Panel;

e establish a target time frame, such as a max-
imum of 10 days, for completing discharge
summaries and forwarding them to the
patient’s family physician or other subse-
quent health-care providers; and

e consider the use of a medication recon-
ciliation template to be completed for each
patient detailing any changes between
the medications the patient was taking on
admission and the medications that the
patient will be taking post-discharge.

The hospitals generally agreed with this recom-

mendation. One hospital already had practices
in place requiring physician completion of dis-
charge summaries for all patients within 10 days
of discharge and in accordance with the Guide
to Better Physician Documentation. Another
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hospital commented that hospitals should have
accountability structures for ensuring that dis-
charge summaries are completed and forwarded
to subsequent health-care providers within
targeted time frames.

With respect to the use of a medication
reconciliation template, one of the hospitals
commented that it has found that its use of such
a template has promoted and facilitated the
completion of accurate medication reconcilia-
tions at discharge.

HOSPITAL BED AVAILABILITY

A shortage of in-patient beds can create problems
throughout a hospital. For example, emergency
patients may have to wait in the emergency depart-
ment for a bed, post-operative patients may have
to remain in the recovery room, and patients with
pre-scheduled surgeries, such as elective surgeries,
may have their surgeries cancelled.

Timing of Patient Admissions and
Discharges

Most hospitals in Ontario have a very high occu-
pancy rate, with virtually all beds being occupied
the majority of the time. In fact, two of the hospitals
we visited had bed occupancy rates over 85%, with
one hospital consistently over 90% occupancy.
Research indicates that hospitals will experience
regular bed shortages if occupancy is above 90%.
One way to create additional bed capacity is to
reduce the average length of patients’ stay in hospi-
tals. However, according to 2008/09 data from the
Canadian Institute for Health Information, Ontario
hospitals have an average length of patient stay that
is shorter than that of almost all other Canadian
provinces. One hospital we visited indicated that

to determine whether lengths of stay could be
reduced, comparisons between actual and esti-
mated length of stay, based on patient diagnosis,
are made.
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Given the high hospital occupancy rates,
discharges need to occur before new patients
can be admitted. Therefore, the timing of patient
admissions and discharges is important. Using data
provided by the Ministry, we analyzed all hospital
admissions and discharges in Ontario for Janu-
ary through November 2009 (see Figure 4). The
number of unplanned admissions (for example,
admissions through the emergency department)
remained relatively consistent throughout the
week. However, considerably fewer planned
admissions (for example, for scheduled surgeries)
occurred on weekends, even though almost 20% of
all discharges occurred on Fridays—more than on
any other day of the week. Further, hospital admis-
sions exceeded discharges on Sundays through
Wednesdays, which can potentially create shortages
of in-patient beds. The hospitals we visited indi-
cated that many post-discharge care facilities will

not accept patients on the weekend. For example,
province-wide, patients are almost four times as
likely to be discharged to long-term-care homes on
a weekday than on a Saturday or Sunday. At the
hospitals we visited, less than 10% of total dischar-
ges to long-term-care homes, complex continuing
care facilities, and rehabilitation facilities occurred
on the weekend.

We also noted that although roughly 65% of
hospital discharges occur between 9 a.m. and
3 p.m., admissions peak between 6 a.m. and
8 a.m. (see Figure 5). This pattern means admit-
ted patients may have to wait (for example, in the
emergency department) a number of hours for
other patients to leave and the room to be cleaned
before they can be moved into a hospital bed.

All three hospitals we visited had processes for
reviewing the status of their bed availability daily:

Figure 4: Admissions and Discharges to Ontario Hospitals by Day of the Week, January through November 2009

Source of data: Discharge Abstract Database
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Figure 5: Admissions and Discharges to Ontario Hospitals by Hour of the Day, January through November 2009

Source of data: Discharge Abstract Database
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e One hospital had every hospital ward provide
a twice-daily update on its intranet of the
number of beds available, anticipated admis-
sions (scheduled and through the emergency
department), and anticipated discharges.

e All three hospitals held a daily meeting with
representatives from all hospital wards to
update a list of available beds and anticipated
admissions for the day.

We did note a couple of good practices at the
hospitals we visited. For example, one hospital was
developing a system to optimize bed management,
which it expected to implement in summer 2010.
We were informed that this system will provide
a “live” status (for example, occupied, empty
but requires cleaning, or available) for each bed.
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Another had analyzed the timing of patient admis-
sions and discharges. This hospital found that peak
hours for its emergency-department admissions
were in the morning, whereas peak hours for its
discharges were in the afternoon. As a result, this
hospital developed a policy to have 40% to 60%

of the day’s discharges occur by 11 a.m., which
reduced the time that admitted patients waited in
the emergency department for a bed.

Length of Time Beds Are Empty between
Patients

All of the hospitals visited indicated challenges in
ensuring that beds were available when needed.
Monitoring the status of hospital beds (for example,
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whether they are occupied, empty but require
cleaning, or available for a new patient) helps hos-
pitals manage this challenge. All of the hospitals we
visited had at least some information on whether
their beds were occupied, empty and clean, or
empty and in need of cleaning. But none of the
hospitals tracked the time to fill an empty in-patient
bed—that is, from the time one patient leaves the
bed until the time a new patient occupies the bed.

At our request, the three hospitals conducted
one or two days of tracking the time beds were
empty between patients on selected wards. The
results indicated that all three took about one hour
to clean the rooms, from the time housekeeping
was notified to the time the room was clean. How-
ever, the average time a bed stayed empty ranged
from three hours to just over six hours. The hospi-
tals indicated that the additional time could be due
to the wards’ not being able to take new patients
because of the current patient workload and/or
because of nurses’ lunches and breaks. The hospital
that averaged six hours advised us that it had no
patients waiting for a bed during the time most of
the beds were empty.

RECOMMENDATION 5

To help reduce the time admitted hospital
patients wait for a bed:

e hospitals should review the times and days
of the week patients are admitted and dis-
charged, and arrange patient discharges to
allow sufficient time for beds to be prepared
in advance for new admissions, especially for
patients arriving at known peak admission
times; and

e larger hospitals should assess the costs and
benefits of implementing a bed management
system that provides “live” information on
the status of hospital beds, including which
beds are occupied, awaiting cleaning, and
available for the next patient, as well as
the reasons for delays in placing admitted
patients in available beds.

The hospitals generally supported this recom-
mendation. One of the hospitals noted that,
although it is feasible to match patient bed
needs to capacity for scheduled patient admis-
sions, it is much more challenging to meet the
needs of emergency patients because emergency
admissions to surgeries are less predictable and
cannot be delayed or cancelled. Another hos-
pital commented that additional bed capacity,
which can provide more timely access to an in-
patient bed, can be created by better matching
peak times of patient admissions and appropri-
ate patient discharges, and by optimizing the
length of in-patient stay in hospitals. Further,
this hospital indicated that actively planning
for discharges enables a smoother workflow for
staff and physicians, and provides an improved
patient experience.

One hospital indicated that, although it
does use various systems to obtain some of the
information that an electronic bed management
system would provide, it is currently assessing
the costs and benefits of implementing such a
system to integrate this information. The hospi-
tal noted that the successful implementation of
this type of system would depend on a number
of factors, including how easily staff can enter
data. This hospital commented that information
from a bed management system could be used
in conjunction with its twice-daily meetings to
discuss bed availability hospital-wide.

PATIENTS WAITING IN HOSPITAL FOR
POST-DISCHARGE CARE

Numerous studies have shown that remaining in
hospital longer than medically necessary can be
detrimental to patients’ health for various reasons,
including the potential for a hospital-acquired
infection (for example, C. difficile) and, especially



for older patients, a decline in physical and mental
abilities due to a lack of activity. But patients who
are ready to be discharged often need to wait in the
hospital for post-discharge care (such as home-care
services or placement in a long-term-care home, a
complex continuing care facility, or a rehabilitation
facility) to be arranged. These patients are referred
to as alternate-level-of-care (ALC) patients. In addi-
tion to the potentially negative impact that waiting
in hospital may have on the patient’s health, it is
much more costly to keep patients in a hospital as
opposed to a community setting. We were informed
by the Ontario Hospital Association that it esti-
mated that it costs about $450 per day to care for
an ALC patient in a hospital.

In 2009, over 50,000 ALC patients were
discharged from Ontario hospitals; almost 85%
of them were seniors (aged 65 and older). Most
senior ALC patients arrived at the hospital as an
unplanned admission through the emergency
department. Although ALC patients accounted for
only 5% of all hospital discharges, they represented
16% of the total number of days patients were
hospitalized. In addition, although the total days
ALC patients were hospitalized has been relatively
constant for the past two years, these days had
increased by 75% between 2005/06 and 2009/10.
However, the total days all patients were hospital-
ized increased by only 7% during this time period.

The Ontario Hospital Association conducts a
monthly survey of the number of ALC patients
in almost all acute-care hospitals in Ontario. As
of June 2010, results indicated that 16% of all
acute-care beds in the province were occupied
by a patient waiting for an alternate level of care,
although results varied significantly across the
province, with the percentage of beds occupied by
ALC patients ranging from 3% in the Central West
LHIN to 24% in the North East LHIN. At the hos-
pitals we visited, an average of between 11% and
23% of their beds were occupied by ALC patients.

Province-wide, most ALC patients were waiting
to be placed in another facility, such as a long-term-
care home, although 17% were waiting for home
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care, as shown in Figure 6. Further, about 50% of
ALC patients in rehabilitation or complex continu-
ing care facilities were waiting in these facilities for
placement in a long-term-care home. According to
the CCACs we spoke with, one reason patients wait
in hospital for a long-term-care home is that appli-
cants prefer the less expensive “basic” accommoda-
tion in long-term-care homes (about $250 less per
month than a semi-private room and $600 less than
a private room). Further, only low-income residents
in basic accommodations can qualify for a Ministry
subsidy; residents in private and semi-private
rooms do not qualify. In the 2009/2010 fiscal year,
80% of applicants from one hospital we visited
requested basic long-term-care accommodations.
However, according to legislation, only 40% of
long-term-care homes’ beds are required to be basic
accommodation.

As an example of how critical the situation can
get in hospitals, in January 2010, because a large
number of people were waiting in the emergency
department for an in-patient bed, the LHIN of
one of the hospitals we visited, through its CCAC,
moved all of this hospital’s ALC patients waiting for

Figure 6: Discharge Destination of ALC Patients in
Ontario, 2009 (%)

Source of data: Discharge Abstract Database
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placement in a long-term-care home to the top of
the wait-list. This caused patients at other hospitals,
as well as people in the community, to wait longer
for a long-term-care home. The hospital indicated
that this was a rarely used measure that it and the
LHIN hoped to avoid in the future.

The issue of patients waiting in hospital for
alternate accommodation is not unique to Ontario.
For example, according to the Canadian Institute
for Health Information, Newfoundland and Ontario
have about the same rate of ALC patients waiting
in hospital, as a percentage of all hospitalizations.
B.C. is a bit better, and Alberta has only about half
Ontario’s rate.

Identifying Patients at Risk of Delayed
Discharge

Patients who cannot go back to their previous
living situation are sometimes difficult to find post-
discharge care for. Examples of patients who may
be difficult to place include those who have demen-
tia, are significantly overweight, require non-oral
feeding, or require frequent medical treatments like
dialysis or chemotherapy. The Flo Collaborative
recommends that patients be screened within 48
to 72 hours of admission to hospital for risk factors
that may delay their discharge, and that plans be
developed for managing any identified risks. It also
suggests using standardized risk criteria for the
early identification of patients who will need CCAC
services, such as for placement in a long-term-care
home. The early identification of these patients,
regardless of any challenges in estimating their dis-
charge date, is important because it provides addi-
tional time for post-discharge care arrangements to
be put in place.

Only one hospital we visited had a policy of
screening upon admission for risk factors that
may delay discharge. This hospital had developed
a formal process, which assessed areas such as
the patient’s cognitive ability, level of confusion,
and risk of falls. The other two hospitals indicated
that they conducted informal processes. However,

for the sample of patient files we reviewed, there
was generally no documentation to indicate that
such informal assessments were being completed,
although one hospital indicated that it would assess
selected risk factors for certain patients during their
admission and indicate “yes” on its utilization sys-
tem if the patient was considered high-risk.

Copayments for Patients Waiting for
a Long-term-care Home or Complex
Continuing Care Facility

Under the Health Insurance Act, hospitals are per-
mitted to charge a copayment to patients who wait
in hospital for a place in either a long-term-care
home or a complex continuing care (CCC) facility.
The purpose of the copayment charge is to eliminate
any financial incentive for patients to stay in a hos-
pital, for which they would otherwise pay nothing,
as opposed to a long-term-care home, where some
payment is normally required. Therefore, the estab-
lished hospital copayment is the same as the basic
rate charged to residents in a long-term-care home
or a CCC facility. On July 1, 2010, the copayment
was about $1,600 per month, and could be reduced
for low-income individuals. Money collected from
copayment charges is retained by the hospitals.

Each of the three hospitals visited had policies
in place for charging patients a copayment. Two of
the hospitals’ policies stated that patients were to
be charged once they were designated ALC by their
physician. Although the third hospital’s policy was
to charge patients once they were designated ALC,
in practice, this hospital gave patients a five-day
grace period, to ensure that patients were informed
of the charges.

None of the three hospitals had documenta-
tion on whether all patients who could have been
charged the copayment were actually charged it. We
compared the number of patients whose discharge
destination was a long-term-care home or a CCC
facility with the number who were actually charged
a copayment, and noted that one hospital charged
only about 10% of eligible patients a copayment.



This hospital indicated that it serves many low-
income people who are exempt. Both of the other
hospitals charged over 85% of eligible patients.

Additional Daily Charges

Under the various laws governing long-term-care
homes at the time of our audit, eligible patients

or their substitute decision-makers may submit an
application to a maximum of three long-term-care
homes of their choice. The new Long-Term Care
Homes Act, which came into effect July 1, 2010, per-
mits applicants to select a maximum of five homes.
Some hospitals, including two that we visited, have
established more specific requirements in order to
move patients into long-term-care homes as quickly
as possible, so that the hospital beds are available
for other patients requiring in-patient care. In
particular:

e One hospital we visited required patients
needing long-term care to apply to three
homes: one home of their choice and two
homes from a CCAC-prepared list of homes
with either available beds or a short wait-list.
The three homes must be selected within
72 hours after the hospital provides the list,
and the patient must go to the first home that
offers a bed.

e Another hospital we visited required patients
to apply to three long-term-care homes. But
if those homes do not have an available bed,
the patient must consent to going to any home
that has an empty bed within the catchment
area of either the hospital’s CCAC or the
neighbouring CCAC.

At these two hospitals, failure to follow hospital
policy resulted in more senior hospital personnel
(for example, a nurse manager, hospital vice-
president, and/or a representative of the legal
department) approaching the patient and his or
her family to encourage them to comply. If that
approach did not work, these hospitals had a policy
of charging a per diem rate ($700 per day at one
hospital and $1,500 per day at the other). This
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policy is used to persuade patients to leave hospital
and wait for their ideal discharge destination in

a more appropriate place. One of these hospitals
indicated to us that it informed patients that the
per diem would be charged, but had never actually
charged it; the other informed us that although it
has charged a few patients, it has not successfully
collected from them.

Based on our discussions with representatives
from seven CCAC offices across the province, there
are various reasons patients do not want to live at
the long-term-care homes that have frequent vacan-
cies. These reasons include:

e Location—Applicants prefer a long-term-care
home close to family and friends, so that they
can easily visit. A home that is further away
makes it especially difficult for an elderly
spouse to visit regularly.

e Value—Applicants prefer newer facilities to
older ones. Basic accommodation in newer
facilities is generally one or two people to
aroom with a bathroom. In contrast, basic
accommodation in an older facility generally
consists of four people in one room with one
shared bathroom. For the three hospitals vis-
ited, we reviewed their associated list of long-
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term-care homes with frequent vacancies and
noted that they were almost all older facilities.

e Performance—Applicants prefer long-term-
care homes that operate in accordance with
the standards set by the Ministry. We reviewed
the results of the Ministry’s inspections at the
long-term-care homes with frequent vacancies
that accepted patients from the hospitals we
visited, for the period July 2007 through June
2008 (the most recent information available
at the time of our audit). We found that about
60% of these homes had at least five unmet
standards, which was almost double the prov-
incial average of unmet standards.
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Alternatives to Long-term Care

CCAC representatives told us that hospitals gener-
ally do not suggest alternatives to long-term-care
homes to patients. Examples of such alternatives—
which often have minimal, if any, waiting lists—
include retirement homes or hiring help at home.
We compared the cost of these options and noted
that both can be more expensive for the patient
than the cost of a long-term-care home. In particu-
lar, as of July 2010, the amount paid by residents of
long-term-care homes ranged from about $1,600
per month for basic accommodation to $2,200 per
month for private accommodation, with subsidies
available for low-income individuals. However,
Ministry information indicated that retirement
homes, which are not intended for people with
heavy care needs, generally cost between $1,500
and $5,000 per month. Further, we noted that
hiring individuals from private agencies, which
generally bill for a minimum visit of four hours, can
cost up to $2,900 per month to provide daily care
at home. Both these alternatives may still be more
cost-effective than keeping the ALC patient in a
hospital bed.

Another alternative to a long-term-care home is
supportive housing, which typically includes some
personal care, such as assistance with hygiene and
dressing. In some buildings, all of the residents
receive care, whereas in others, only a small num-
ber do. According to the Ministry, accommodation
costs paid by residents can range from about $600
to $1,200 per month, and can be further subsidized
based on a resident’s income, with costs for per-
sonal care funded by the LHIN. However, there is a
waiting list for these units.

Unlike long-term-care homes, these alternative
care arrangements are for the most part not regu-
lated or inspected by the Ministry. In June 2010,
the Retirement Homes Act was proclaimed, and the
Ministry indicated that related care and safety stan-
dards were being developed and would be included
in regulations to be made under the act.

Wait Times for Post-discharge Care

In September 2009, Cancer Care Ontario started
collecting data on ALC patients discharged from
most hospitals, as well as the number of ALC
patients still waiting at each hospital at month-end,
as part of the Ministry’s Wait Time Strategy. At the
time of our audit, this information was not publicly
reported. The Ministry indicated that through the
Wait Time Strategy, it also plans to collect data on
how long ALC patients not yet discharged have
been waiting in most hospitals, starting in the
2010/11 fiscal year. Hospitals were to report this
information using a standard definition provided by
the Ministry.

According to data gathered by Cancer Care
Ontario, as of March 31, 2010, about 3,700 patients
were waiting in hospital for alternate accommoda-
tion, such as home care, a long-term-care home, or
a complex continuing care or rehabilitation facility.
We analyzed the ALC data for the period Novem-
ber 2009 through February 2010, and noted the
following:

e For all ALC patients—The median wait times
by LHIN ranged from four days to 15 days. For
the province as a whole, 50% of all discharged
ALC patients went to their discharge destina-
tion within eight days of being designated
ALC (90% went within 51 days). However,
the wait time in hospital for these discharged
ALC patients varied considerably across the
province. For example, for hospitals in the
North West LHIN, 90% of all discharged ALC
patients went to their discharge destination
within 27 days, whereas in the North East
LHIN, the corresponding period was 97 days.
Most patients waiting for complex continuing
care and rehabilitation facilities were placed
within 30 and 20 days, respectively.

Further, within two days of admission to
hospital, 15% of ALC patients were designated
ALC. This may imply a lack of community sup-
ports to care for these patients at home caus-
ing these patients to come to the hospital.



In addition, as shown in Figure 7, about
half of ALC patients were discharged from
hospital within seven days of being designated
ALC. This may signify a problem co-ordinating
post-discharge services on a timely basis.
Hospitals indicated that these problems occur
for various reasons, including the CCAC not
always being available to complete eligibil-
ity assessments on weekends, and facilities,
such as long-term-care homes, not always
accepting patients on weekends.

® For ALC patients waiting for home care—90%
had received services within 28 days, with
only 50% receiving them within six days.
® For ALC patients waiting for a long-term-care
home—90% were placed within 128 days
(50% were placed within 30 days). Further,
5% of these patients waited more than six
months for a long-term-care home.
We also noted that the wait times recorded
for ALC patients may not be comparable among
hospitals. For example, two of the hospitals we
visited transferred at least some of the ALC patients
to their hospital’s complex continuing care (CCC)
ward to wait for required post-discharge care. At
one of these hospitals, the wait time was calculated
from the time the patient was initially designated
ALC to the time the patient was discharged from
hospital. At the other hospital, patients had two
wait times: one for their ALC stay in the ward
where they received treatment, and then a separate
ALC stay in the CCC ward. If the two wait times
were added together, 90% of this hospital’s ALC
patients would have been placed within 64 days,
rather than the 49 days reported.

Ability to Use Beds for Acutely Il Patients

Within hospitals, ALC patients may be located in
hospital wards with acutely ill patients (such as the
ward where they received their treatment); hos-
pital wards established for ALC patients; or other
hospital wards, such as rehabilitation and CCC. The

Discharge of Hospital Patients “

Figure 7: Percentage of ALC-designated Patients
Discharged from Hospitals, by Number of Days
between Designation and Discharge, November 2009
through February 2010

Source of data: Wait Time Information System, Cancer Care Ontario
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three hospitals we visited located their ALC patients
as follows:

e One hospital placed these patients in acute-
care wards throughout the hospital, with 50%
located in two wards.

e Another hospital located three-quarters of
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these patients in wards with acutely ill people
located throughout the hospital, with the
remainder in its CCC ward.

e The third hospital located most ALC patients

in its CCC ward.

Hospital staff informed us that ALC patients typ-
ically require fewer nursing resources than acute-
care patients. Therefore, if acute-care beds are used
for ALC patients on a long-term basis, hospitals may
reduce their staff. Additionally, some ALC patients
make copayments. To “reopen” these beds for
acute-care patients can be costly, because hospitals
incur additional costs and no longer collect the
copayment from the ALC patients. In fact, one of
the hospitals we visited had had a separate ward for
some of its ALC patients, but closed the ward after
these ALC patients were placed.
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RECOMMENDATION 6

To ensure that patients receive the care they
need in the location best for the patient:

e hospitals, in conjunction with their Local
Health Integration Networks (LHINSs),
should educate all patients and their families
on the fact that, for patients whose condition
has stabilized and who no longer need acute
care (especially older patients), hospitals are
not a safe or appropriate place to wait for
post-discharge care (for example, because of
the risk of getting a hospital-acquired infec-
tion such as C. difficile);

e the Ministry, in conjunction with the
LHINSs, should assess the costs and benefits
of increasing the level of post-discharge
services that can commence on weekends to
better enable hospitals to safely discharge
patients on weekends; and

e the Ministry, in conjunction with the LHINs,
hospitals, and Community Care Access Cen-
tres, should give increased consideration to
options such as more appropriate places for
patients to safely wait for placement in an
alternate-care facility such as a long-term-
care home; or increased supportive-housing
arrangements to enable patients to continue
to live more independently.

Further, to help hospitals better manage their
patients who are waiting for post-discharge care,
the Ministry should:

e further clarify how alternate-level-of-care
(ALC) wait times should be measured so
that ALC wait times are being consistently
reported to the Ministry’s Wait Time Strat-
egy; and

e publicly report the time ALC patients wait
in hospital before being discharged into a
community-based setting.

The hospitals generally supported this recom-
mendation. One of the hospitals highlighted
that, although its LHIN was supporting patients
through numerous strategies, there continued
to be a gap in community services available on
weekends and that many of the long-term-care
homes associated with the hospital were not
willing to accept patients on weekends. Further,
this hospital noted that since the new Long-Term
Care Homes Act, 2007, which came into effect in
July 2010, the number of ALC patients waiting
for a long-term-care home had doubled. The
hospital also noted that many patients and their
families are now requesting placement in only
one long-term-care home, and expecting to wait
in hospital for this home—a wait that could take
many months, if not years. As a result, this hos-
pital highlighted the need for an interim place,
rather than the hospital, where patients could
safely wait for the long-term-care home of their
choice.

Another hospital indicated that the transition
from an acute-care hospital to a post-discharge
destination can be the most vulnerable point of
care for patients. Therefore, this hospital noted
that additional system capacity may be needed
for hard-to-place patients, and further strategies
and greater supports should be considered to
better facilitate smooth transitions for patients
seven days of the week. In this regard, it is lead-
ing a pilot project to care for patients at home
through a “virtual ward.” Patients participating
in this pilot are to have access to an interdisci-
plinary team of health-care professionals,
including a physician, and receive home-based
community care. This hospital also commented
that it would be reviewing its current practices
for managing ALC patients, in terms of both
clinical process and information flow, to identify
opportunities for improvement. However, this



hospital and another hospital cautioned that
ALC indicators need to be linked to health sys-
tem planning and actionable outcomes.

The Ministry will work with the LHINS, provin-
cial associations such as the Ontario Hospital
Association and the Ontario Association of
Community Care Access Centres, and hospitals
to identify opportunities to meet this recom-
mendation in order to ensure that patients
receive quality care in the most appropriate
location. The Ministry agrees with the need

to continuously improve patient transitions
between sectors, such as between hospitals and
long-term-care homes, and is supporting policy
initiatives that improve these transitions on a
seven-day-a-week basis. Further, the Ministry
is continuing to enhance a variety of initia-
tives, including the Aging at Home Strategy,
which encourages the LHINs and CCACs to
adopt a “Home First” philosophy. This enables
patients to return home, once their acute

care at hospital is complete, to determine in
their normal environment their required care
needs and living arrangements. The Ministry’s
investment in the Aging at Home Strategy is
allowing the LHINS to increase community
capacity, thus expanding the range of appropri-
ate places for patients who do not require a
long-term-care home to wait for services and
other options. The Ministry is working with the
LHINS to resolve any legislative, regulatory, or
policy barriers that would prevent the LHINs
from implementing initiatives to address this
recommendation.

Since the implementation of the ALC defin-
ition in July 2009, operational processes and
tools have been put in place to answer clinical
questions related to patients’ ALC designa-
tion, and hospitals have been provided with
additional guidance through bulletins, help

Discharge of Hospital Patients “

desk support, teleconferences, and special
documents. This is to ensure that data quality
is of a high standard. Further, the Ministry

has directed Cancer Care Ontario to monitor
hospital adherence to and application of the
new ALC definition. As system improvements
are deployed in 2011, the Ministry will reinforce
the definition of ALC with all hospitals. In
addition, the Ministry will explore the recom-
mendation to publicly report wait time data for
ALC patients waiting to be discharged to the
community.

PERFORMANCE MEASUREMENT

Performance indicators enable hospitals to monitor
the progress of any initiatives, track their perform-
ance over time, and compare their performance
with that of other hospitals using the same indica-
tors. It is important that the indicators be reviewed
by individuals with the power to facilitate change
when needed, such as senior management and in
some cases the board of directors.

All of the hospitals visited had systems in place
for monitoring performance, including some indi-
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cators of patient flow throughout the hospital. One
hospital monitored a number of indicators related
to the discharge process, and reported results to
senior management and the board of directors.

For example, this hospital monitored the number
of surgeries cancelled because of a lack of beds,
the percentage of patients staying beyond their
expected length of stay, the number of patients
discharged by 11 a.m. each day, and the number
of patients not in the best ward for their illness

(for example, a heart patient in an orthopaedic
ward). Although one other hospital tracked some
similar measures, neither it nor the third hospital
monitored all of these indicators or reported these
measures to their board of directors. A lack of
consistent performance measures used by hospitals
limits the ability of the hospitals, as well as the
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LHINs and the Ministry, to monitor and benchmark
performance to identify and implement better prac-
tices in patient flow and the discharge process.

Performance measures can also be used to mon-
itor the safety of patient discharges. Indicators for
this purpose include the results of patient satisfac-
tion surveys and readmission rates. All the hospitals
visited had access to this information, but only one
reported it to the board of directors on a regular
basis.

All three hospitals visited used an independent
survey firm to conduct patient satisfaction surveys.
These surveys, which were mailed monthly to
randomly selected discharged patients, included
some questions on the discharge process, such as
whether the purpose of the post-discharge medica-
tions had been explained and whether the patient
had been told whom to call with any questions
post-discharge. One of the hospitals we visited had
over 80% of surveyed patients respond positively to
both of these questions; the other two hospitals had
positive response rates between 72% and 77% for
the questions. However, the survey contained no
questions on whether the patient had had sufficient
time to make discharge arrangements before his or
her discharge.

With respect to readmission rates, the Canadian
Institute for Health Information (CIHI) is respon-
sible for managing the Discharge Abstract Database
(DAD), which captures data on unplanned readmis-
sions within seven days and from eight to 28 days
after discharge. For CIHI's purposes, an unplanned
readmission is defined as the unscheduled return of
a previously discharged patient to the same hospital
for the same or a related condition. Unplanned
readmissions to hospital within seven days of
discharge may be an indicator that the patient was
discharged from hospital prematurely. Unplanned
readmissions to hospital within eight to 28 days
of discharge are more likely to be an indicator of a
systemic failure—that is, insufficient community
resources. For the period April through December
2009, the provincial rate for unplanned readmis-
sions within seven days of discharge was less than

2%; the rate from eight to 28 days post-discharge
was just over 2%. These rates were consistent with
previous fiscal years.

About 10% of Ontario hospitals do not report
information on readmissions to CIHI, because
reporting is voluntary. However, all three of the
hospitals we visited reported such information. Two
of these hospitals had fewer readmissions than the
provincial average, whereas the third had almost
double the average. One of the hospitals with fewer
readmissions than the provincial average tracked
and reviewed readmissions for specific ailments, in
order to see if there were any systemic issues that
needed to be addressed.

CIHI indicated that the unplanned readmissions
are probably understated, for various reasons,
including data not accurately reported by hospi-
tals (that is, hospital staff may not identify every
readmission) and no tracking of patients who
return to a different hospital (for example, patients
may receive specialized treatment at a regional hos-
pital, but return to a local hospital with subsequent
problems). Further, based on our analysis of infor-
mation from the DAD, we noted that 22% of the
people discharged from hospital during 2009 were
hospitalized more than once that year. Although
this group would include people admitted to hos-
pital on different occasions for different illnesses,
the percentage also suggests that readmissions are
probably higher than currently reported. As well,
none of the hospitals we visited tracked people who
returned to the emergency department for the same
or a related condition post-discharge, but were not
readmitted to hospital.

RECOMMENDATION 7

To help evaluate the patient discharge process,
hospitals should:

e in conjunction with their Local Health Inte-
gration Networks (LHINs) and Community
Care Access Centres, develop measures for
monitoring and reporting on the effective-
ness and safety of hospital processes for



discharging patients, and compare results

among hospitals to help identify areas for

improvement or best practices that can be
shared with other hospitals; and

e regularly report key discharge performance
indicators to senior management and the
board of directors.

As well, to help monitor, on a province-wide
and regional basis, unplanned returns to hospital
for the same or related conditions, the Ministry,
in conjunction with the LHINS, hospitals, and
the Canadian Institute for Health Informa-
tion, should track post-discharge emergency-
department visits as well as readmissions to any
hospital that occur within a few days (or other-
wise established reasonable time frame) after a
patient is discharged from a hospital.

The hospitals generally agreed with this recom-

mendation; one of the hospitals indicated it was
reporting such information on a regular basis.
This hospital also indicated that its LHIN, in
collaboration with its hospitals and its CCAC,
has created a monthly discussion forum to
facilitate collaborative, transparent, and open
dialogue about performance across institutions.
Further, the hospital commented that such
forums support peer-to-peer accountability

and yield opportunities for the sharing of best
practices and ideas to advance initiatives for
improvement. Another hospital commented that
much information was already available daily
to its senior management and that its board of
directors received quarterly updates. Further,
this hospital indicated that all hospitals in its
LHIN were using the same system to assess each
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patient’s readiness for discharge, and that the
LHIN, CCAC, and hospitals in its LHIN review
indicators of hospital safety and effectiveness
and share best practices.

With respect to patient readmission rates,
one hospital suggested that, in addition to
overall rates, readmissions should be tracked by
medical condition because certain conditions,
such as jaundice in newborns, tend to have a
higher rate of medically required readmissions.

The Ministry recognizes the importance of
tracking readmissions and is in agreement

with the Auditor General’s observations. In

this regard, the Ministry continues to work

on capturing data on post-discharge visits to
any emergency department because almost all
unplanned hospital readmissions are admit-

ted via the emergency department. However,
capturing such data requires linking hospital in-
patient and emergency department data sources
(that is, linking the Discharge Abstract Database
to the National Ambulatory Care Reporting
System), which is resource intensive. Therefore,
as a result of an external technical expert panel’s
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evaluation of numerous readmission indicators
(part of the development of the Health Care
System Scorecard), tracking is initially being
conducted on unplanned emergency depart-
ment visits by mental-health and substance-
abuse patients that occur within 30 days of the
patient’s discharge from any hospital. In addi-
tion, the indicator “readmissions to any hospital
for certain medical conditions” is included in
the proposed renewal of the performance agree-
ment between the Ministry and the LHINs.
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Section

Office

Background

Financial responsibilities to children and/or a
former spouse do not end with separation or
divorce. In recognition of this, all court orders for
child and spousal support in Ontario have since
1987 been automatically filed with, and in many
cases enforced by, the Family Responsibility Office
(Office). The Office also enforces private separation
agreements that have been voluntarily registered
with the courts and filed with the Office. The basic
mandate of the Office has been unchanged since
its inception in 1987: to enforce family-support
obligations—aggressively if necessary—and to
remit family-support payments to their intended
recipients on a timely basis.

During the 1990s, a series of legislative changes
strengthened the powers of the Office. In March
1992, for example, a legislative amendment was
passed allowing the Office to collect up to half a
support payer’s net monthly income directly from
the payer’s sources of income, such as employment
or a pension fund. In addition, the Family Respon-
sibility and Support Arrears Enforcement Act, 1996
instituted changes that:

e widened the definition of income from which

support can be deducted to include commis-
sions and lump-sum payments;

Cha pter 3 Ministry of Community and Social Services

XN 1x1 Family Responsibility

e provided additional tools to allow the Office to
more effectively enforce support obligations;
and

e made it possible to voluntarily opt out of the
Office’s enforcement of a support obligation or
separation agreement if both parties agreed.

In the year ending March 31, 2010, the Office
administered approximately 190,000 cases, up
slightly from 180,000 at the time of our last audit
in 2003. Each month, the Office registers approxi-
mately 1,200 to 1,500 new cases and closes a
roughly similar number. Many of the people using
its services are among the most vulnerable in soci-
ety; nearly 20,000 individuals who have their sup-
port orders enforced by the Office also collect social
assistance, often because their former partners
failed to pay spousal or child support.

Historically, about one-third of all payers have
been in full compliance with their support obliga-
tions; one-third have been in partial compliance
(defined as meeting at least 85% of the current
month’s obligation); and one-third have been in
non-compliance.

The Office has approximately 433 employees,
all of whom work in a central office in Toronto, as
well as 18 lawyers seconded from the Ministry of
the Attorney General, and it maintains a panel of
70 private-sector lawyers to provide family-support
litigation services across the province. The Office
was originally under the authority of the Ministry



of the Attorney General but is now under the Min-
istry of Community and Social Services.

The Office’s total operating expenditures rose
from $28.3 million in the 2002/03 fiscal year to
about $44 million in 2009/10, with about two-
thirds going to employee salaries and benefits.

Audit Objectives and Scope

The objectives of our audit of the Family Respon-
sibility Office (Office) were to assess whether:

e it effectively enforced support obligations in
compliance with requirements of the Family
Responsibility and Support Arrears Enforce-
ment Act, 1996 and its regulations, and
receipts from support payers were accurately
accounted for and distributed to support
recipients on a timely basis; and

e costs were incurred with due regard for econ-
omy and efficiency, and the effectiveness of
services provided was meaningfully evaluated
and reported upon.

Our audit included a review of the Office’s
administrative policies and procedures, as well as
discussions with a cross-section of its staff. We also
reviewed and assessed pertinent summary informa-
tion and statistics, as well as a sample of individual
case files. Comparative information was also
obtained from a survey of family-support enforce-
ment programs in other Canadian jurisdictions, and
information was obtained from the Office of the
Ombudsman of Ontario, which conducted a review
of the Office in 2006.

Prior to commencing our audit field work,
we identified the audit criteria that were used to
address our audit objectives. These were reviewed
and agreed to by senior management at the Office.
We then designed and conducted tests and proced-
ures to address our audit objectives and criteria.

Our audit was performed in accordance with
standards for assurance engagements, encompass-
ing value for money and compliance, established by

Family Responsibility Office QIR

the Canadian Institute of Chartered Accountants,
and accordingly included such tests and other
procedures as we considered necessary in the
circumstances.

We also reviewed several audit reports issued
by the internal audit services of the Ministry of
Community and Social Services with respect to the
Office’s business processes and the new IT system
development project. We found that these reports
could generally be relied upon and accordingly
reduced the scope of our own work in certain areas.

There is no question that enforcing court orders
for spousal and child support can be a difficult
and complex undertaking, especially as the most
problematic cases generally end up with the Office.
Many individuals willingly do all they can to meet
their support obligations but many others, either
unable or unwilling to do so, go to great lengths to
avoid making their required support payments.
While acknowledging the difficult environment
in which the Office operates, we concluded in 2003
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that it was in danger of failing to meet its mandated
responsibilities. Although the Office agreed with
our 2003 recommendations addressing these
issues, this year we again concluded that it is not
yet successful in effectively achieving its mandate
of collecting unpaid child and spousal support
payments. To be successful, it must take more
aggressive enforcement action, enhance its case-
management process, and significantly improve
its information technology and communications
systems.

After 2003, the Office spent about $21 million
over 3% years in an attempt to develop a state-
of-the-art IT system required to support a new
service-delivery model. However, this effort was
abandoned in December 2006 without a new sys-
tem being implemented. As well, while the Office
initiated some changes to its case-management
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processes, these have not yet improved its success
in collecting unpaid support.

While the Office has recently committed

$50 million to develop a new IT system, with
oversight from the government’s Chief Information
Officer, and is piloting a new case-management
approach, management must also work toward
instilling a more results-oriented culture to effect
the necessary changes.

Our specific findings are detailed below:

e It took at least five months for the Office to
receive, register, and, if necessary, begin to
enforce newly issued court orders for family
support. Although the courts sometimes were
slow to send the documents, or sometimes
sent incomplete documents, the Office was
also slow in registering completed orders.
Such delays make cases in arrears much more
difficult to enforce from the outset and can
result in undue hardship on recipients await-
ing their support payments.

e Both our 2003 audit and the Standing Com-
mittee on Public Accounts in their subsequent
report to the Legislative Assembly recom-
mended that the Office consider assigning
responsibility for each case to an individual
case worker, as is done in most other prov-
inces. Although each case is now assigned
to an enforcement services officer, this
“case-ownership model” also has a number of
significant shortcomings similar to those we
noted in 1999 and 2003. Among our findings:
e payers and recipients do not have direct

access to their assigned enforcement servi-
ces officer, and the call centre remains the

primary means by which they can contact

the Office;

o there is still no one assigned to proactively
oversee a case, and many different front-
line workers continue to work on the same
case over time; and

e there is only limited access to enforcement
staff because many calls to the Office do not

get through or are terminated before they
can be answered.

o The Office’s toll-free call centre remains the

primary way for recipients and payers to
contact the Office. However, call volumes are
so high that nearly 80% of calls to the centre
never get through, and of the ones that do get
through, one in seven hangs up before being
answered by Office staff.

At the end of our audit in April 2010, there
were approximately 91,000 bring-forward
notes outstanding, each of which is supposed
to trigger specific action on a case within one
month. The status of almost one-third of the
outstanding bring-forward notes was “open,”
indicating either that the notes had been
read but not acted upon, or that they had not
been read at all, meaning that the underlying
nature and urgency of the issues that led to
these notes in the first place was not known.
In addition, many of the notes were between
one and two years old.

For ongoing cases, the Office took almost
four months from the time the case went into
arrears before taking its first enforcement
action. For newly registered cases that went
straight into arrears, the delay was seven
months from the time the court order was
issued. We also found that many enforcement
actions were ineffective. As well, there were
often inordinately long gaps between such
actions that ranged from six months to five
years, and averaged about two years.

The Office is reviewing and working on only
about 20% to 25% of its total cases in any
given year—essentially, it acts in only one

in four or one in five cases each year to, for
example, take enforcement action, update
case information, or track down delinquent
payers. This may be caused in part by a case-
load that is relatively high compared to that of
other large provinces.

We also noted that there is currently no qual-
ity control process or effective managerial



oversight with a view to assessing whether
individual enforcement staff have made
reasonable efforts to collect outstanding
amounts. We noted, too, that Client Services
Branch staff (including enforcement staff)
averaged 19 sick days in the 2009/10 fiscal
year.

e Summary information provided to us
indicated that outstanding arrears totalled
$1.6 billion as of December 31, 2009. How-
ever, that number was not reliable because
the Office could not provide us with a detailed
listing by individual account totalling this
$1.6 billion. In addition, the Office had no
data about how long these amounts had been
outstanding or how much of the total they
deemed uncollectible.

e The statistical information supplied monthly
to the Ministry of Community and Social
Services did not provide a useful summary of
the Office’s successes and failures in collecting
outstanding support payments or in achieving
its other key operational objectives. The Office
itself acknowledged that it needs a defined
set of measures to fully assess its operational
performance.

e We noted security weaknesses in the Office’s
information technology system that put
sensitive personal client information at risk of
unauthorized access.

e On a positive note, we found that accounting
controls covering payments from support
payers and the subsequent disbursement to
intended recipients were generally satisfac-
tory, and most support payments were dis-
bursed within 48 hours of receipt.

The Office is engaged in the process of changing
the way we deliver services. This is a multi-year
project that will mean better service for people
who rely on this program, and more support
payments reaching families. The Office is work-

Family Responsibility Office

ing on a number of integrated modernization
initiatives that will move the organization from
its current reactive business model to a model
based on proactively managing cases.

These initiatives include:

e streamlining existing operational policies
and business procedures;
e modernizing the technology used at the

Office;

e establishing perform