Health Canada's Annex to the
Statement of Management Responsibility Including
Internal Control Over Financial Reporting

Assessment of Internal Controls over
Financial Reporting and the Action Plan for
the fiscal year ending March 31, 2012

Note to the reader
With the Treasury Board Policy on Internal Control, effective April 1, 2009, departments are required to
demonstrate the measures they are taking to maintain an effective system of internal control over financial
reporting (ICFR).
As part of this policy, departments are expected to conduct annual assessments of their system of ICFR, to
establish action plan(s) to address any necessary adjustments, and to attach to their Statements of
Management Responsibility a summary of their assessment results and action plan.
Effective systems of ICFR aim to achieve reliable financial statements along with providing assurance that:


Transactions are appropriately authorized;



Financial records are properly maintained;



Assets are safeguarded from risks such as waste, abuse, loss, fraud and mismanagement; and,



Applicable laws, regulations and policies are followed.

It is important to note that the system of ICFR is not designed to eliminate all risks, rather to mitigate risk to a
reasonable level with controls that are proportionate to the risks they aim to mitigate.
The maintenance of an effective system of ICFR is an ongoing process designed to identify, assess
effectiveness, and adjust as required key controls to mitigate risks as well as to monitor its performance in
support of continuous improvement. As a result, the scope, pace and status of those departmental assessments
of the effectiveness of their system of ICFR will vary from one organization to the other based on risks and
taking into account their unique circumstances.

________
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1. Introduction
This document is attached to Health Canada’s (HC) Statement of Management Responsibility including
Internal Control over Financial Reporting (ICFR) for the fiscal year ended March 31, 2012. As required by
the Treasury Board Policy on Internal Control (PIC), this document provides summary information on the
measures taken by management to maintain an effective system of ICFR. In particular, it provides summary
information on the assessments conducted by HC as at March 31, 2012, including progress, results and related
action plans along with some financial highlights pertinent to understanding the control environment unique
to the department. This is the third year of publication of this annex.

1.1 Authority, Mandate and Program Activities
Detailed information on HC’s authority, mandate and program activities can be found in the Departmental
Performance Report [HYPERLINK] and the Report on Plans and Priorities http://www.hc-sc.gc.ca/ahcasc/performance/estim-previs/plans-prior/index-eng.php.

1.2 Financial highlights
Below is key financial information for fiscal year 2011-2012. More information can be found in HC's
Financial Statements (unaudited) along with the Notes to Financial Statements [HYPERLINK]. Information
can also be found in the Public Accounts of Canada [HYPERLINK].


Approximately 62% ($2.4 billion) of the department’s total spending authorities ($3.9 billion) are
derived from the First Nations and Inuit Health Programs and are incurred across Canada to provide
health services to First Nations and Inuit people.



HC has approximately 10,000 employees, with salary costs representing about 27% of authorized
expenditures.



HC has a regional presence of approximately 34% of the department’s total employees with the
remaining 66% located in the National Capital Region (NCR). The regions play a key role in
delivering the department’s mandate to Canadians.



The regions initiate, approve and process a relative portion of operating expenses including goods
and services, capital assets and some human resources/payroll transactions as well as Grants and
Contributions. Key control procedures for these services are performed in the regional offices.



There are a number of information systems that are critical to departmental operations and financial
reporting such as SAP (Systems, Applications, and Products in data processing) which is the
department’s financial system of records, two contribution systems, a departmental Contract
Requisition and Reporting System, and Peoplesoft.



As per the notes to the financial statements, which explain and expand on information contained in
the financial statements, the department complies with numerous statutory and regulatory
requirements.

1.3 Service arrangements relevant to financial statements
HC relies on other organizations for the processing of certain transactions that are recorded in its financial
statements:
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Common Arrangements


Public Works and Government Services Canada (PWGSC) centrally administers the payments of
salaries and the procurement of goods and services, as per HC’s Delegation of Authority.



Treasury Board Secretariat provides the departments with information that is used to calculate
various accruals and allowances, such as the accrued severance liability.



The Department of Justice provides legal services to HC.



Shared Services Canada (SSC) was created on August 4, 2011 to consolidate, streamline and
improve the government’s information technology (IT) infrastructure services, specifically email,
data centre and network services for 43 federal departments and agencies. Effective November 15,
2011, the responsibility for email, data centre and network services, including associated resources,
was transferred from Health Canada to SSC. The administration and delivery of these services were
shared during the 2011-12 transition period while SSC was being established.

Specific Arrangements:


An external service provider, pursuant to a contract with the Government of Canada, administers
the Health Information and Claims Processing System for pharmacy, dental care, medical supplies
and equipment benefits on behalf of the First Nations and Inuit Health Branch program. The
external service provider has the authority and responsibility to ensure that claims paid on behalf of
HC for services provided to First Nations and Inuit clients are made in accordance with the Terms
and Conditions set out by the First Nations and Inuit Health Branch program. Included in the
contract requirements is the condition that an independent annual assurance report on the operating
effectiveness of controls be provided at the end of each reporting period in accordance with the
standards of the Canadian Institute of Chartered Accountants (CICA).

1.4 Material changes in fiscal year 2011-2012
Changes impacting the Financial Resources
In 2011-2012, significant changes to Health Canada authorities were as follows:


The Heath Products and Food Branch (HPFB) introduced a new cost recovery regime, resulting in
an increase to their net vote revenues authority for Human Drugs and Medical Devices from
$39.3M to $98.9M, to improve regulatory review service delivery in these areas.



HC changed its operations in response to the creation of Shared Services Canada, including
transferring of certain IT functions and associated staff; and financial sources (deemed
appropriation of $22.4M for 2011-12, including EBP).



HC received new funding to establish the Canada Brain Research Fund to advance knowledge for
the treatment of brain disorders ($10M in contributions for 2011-12) and to help support the
development of new community integrated palliative care models ($250K in contributions for
2011-12).



HC received funding to maintain the provision of supplementary health benefits and to ensure
continuity of access to clinical and client care nursing services in remote and isolated First Nations
communities ($218.8M for 2011-12, including EBP).

2

Annex to the Statement of Management Responsibility including ICFR for fiscal year 2011‐12 (unaudited)



HC renewed its sunsetting programs, of which the major items include:





Funding to protect Canadians health and the environment through a renewed Chemicals
Management Plan ($70.5M for 2011-2012, including EBP);
Funding for the renewal of the Clean Air Regulatory Agenda ($27.5M for 2011-2012, including
EBP);
Funding related to the assessment, management and remediation of federal contaminated sites
($4.2M for 2011-2012, including EBP);
Funding to help Canadians adapt to the impacts of climate change under Canada’s Clean Air
Agenda ($2.2M for 2011-2012, including EBP).

Changes in Senior Management
In 2011-2012, there were no changes in the Deputy Minister and the Chief Financial Officer positions.

2. Health Canada's control environment relevant to ICFR
HC recognizes the importance of setting the tone from the top to help ensure that staff at all levels understand
their role in maintaining effective systems of ICFR and are well equipped to exercise these responsibilities
effectively. The department’s focus is to ensure risks are properly managed through a responsive and riskbased control environment that enables continuous improvement and innovation.
Key components of entity level controls in departments aim at ensuring solid governance and effective risk
management at the corporate level, as well as the maintenance of other entity level controls to provide
effective support to staff by raising awareness and providing appropriate knowledge, skills, and tools.

2.1 Key positions, roles and responsibilities
Deputy Minister - As the Accounting Officer and the lead member of the governance structure for HC, the
Deputy Minister assumes overall responsibility and leadership for the stewardship, management and oversight
of departmental resources, including the measures taken to maintain an effective system of internal control.
Chief Financial Officer (CFO) - The Chief Financial Officer reports directly to the Deputy Minister. The
CFO is the focal point of accountability and provides leadership for the coordination, coherence and focus on
the design and maintenance of an effective and integrated system of ICFR. This includes accounting, financial
reporting, performance measurement and evaluation, procurement and assets management. The CFO is the
chair of the Executive Sub-Committee on Finance, Evaluation and Accountability, which is one of three
Assistant Deputy Minister-chaired sub-committees.
Assistant Deputy Ministers (ADM) – As senior departmental managers in charge of program delivery and
reporting to the Deputy Minister, the ADMs are responsible for providing assistance with governance along
with the management and oversight of the resources falling within their mandate, including financial
management and reporting.

Chief Audit Executive (CAE) - The Chief Audit Executive reports directly to the Deputy Minister,
independent from line management. The CAE provides assurance through periodic internal audits focused on
risk management, control, and governance processes which are necessary components in maintaining an
effective system of ICFR.
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Departmental Audit Committee (DAC) – The Departmental Audit Committee was established in 2008 and
is comprised of the Deputy Minister and four members external to the Government. In 2011-2012, the DAC
met four times, to provide advice on governance, risk management and control. During the year, the Chair
responsibility changed from the Deputy Minister to one of the external members.
Executive Committees (EC) - The Executive Committee is HC’s most senior horizontal decision-making,
direction setting and oversight body. It is responsible for the strategic management of the department’s
substantive responsibilities (i.e. regulations, legislation, policies, and programs) and corporate responsibilities.
The EC is supported by three sub-committees:
1. Finance Evaluation and Accountability (EC-FEA) supports the EC by providing strategic
leadership and direction for departmental financial management and control; managing for
results; management accountability; program evaluation; procurement and assets management;
investment planning and project management; and internal audit.
2. Internal Services (EC-IS) supports the EC by providing strategic leadership and direction for
internal service implications of new or ongoing departmental issues and related departmental
policies. Areas of focus include: communications, regional operations, information technology,
information management, real property, security, operational human resources, procurement and
contracting, access to information and privacy (ATIP), as well as occupational health and safety.

3. Science and Risk Management (EC-SRM) supports the EC by providing strategic leadership,
advice and direction for emerging and on-going horizontal science and risk management issues.
These could include common risk management issues at the science - policy interface (e.g.,
emerging health risk issues); legal risks, horizontal science policy and legislative and regulatory
policy issues; and international issues.

2.2 Key measures taken by Health Canada
The control environment is an important factor for ICFR. The Department’s control environment
incorporates a series of measures to equip its staff to manage risks through raising awareness, providing
appropriate knowledge and tools as well as developing skills. Key measures taken include:


A realignment within the Chief financial Officer Branch (CFOB) to cluster related functions under
two directorates, including a change to the regional finance and accounting functions which, since
April 2012, are reporting directly to the CFO.



The Ethics and Internal Ombudsman Services committed to helping employees, work teams and the
Department address conflicts, workplace concerns and ethical issues holistically;



HC’s code of conduct, and code of values and ethics in support of the professional activities of its
employees;



A dedicated division on internal control reporting to the Deputy Chief Financial Officer;



Annual performance agreements which clearly set out the financial management and reporting
responsibilities of its staff;



Formal training programs and communication documents in core areas of financial management;



Departmental policies tailored to HC’s control environment;
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Documentation of main business processes and related key risk and control points to support the
management and oversight of its system of ICFR;



Annual review of the financial signing authority cards and update of the delegated authorities
matrix as required; and,



Information Technology (IT) processing systems to achieve greater security, integrity, efficiency
and effectiveness.

In addition, HC annually updates its Corporate Risk Profile which falls under the responsibility of EC-FEA.
This report outlines the key risks that need to be managed over the upcoming fiscal year in order to achieve
the Department’s mandate and strategic objectives. This also contributes to the departmental priority setting
exercise and integrated operational planning process.

3. Assessment of Health Canada's system of ICFR
3.1 Assessment Approach
In support of the PIC an effective system of ICFR has the objective to provide reasonable assurance that:


Transactions are appropriately authorized;



Financial records are properly maintained;



Assets are safeguarded; and,



Applicable laws, regulations and policies are followed.

In order to achieve this, departments are required to assess on an ongoing basis the design and operating
effectiveness of the key controls over financial reporting in support of continuous improvements of the
departmental system of ICFR.
Design effectiveness means ensuring that key control points are identified, documented, implemented and are
aligned with the risks they aim to mitigate and that any remediation is addressed. This includes the mapping
of key processes and IT systems to the main accounts by location as applicable.
Operating effectiveness means that the application of key controls to financial transactions has been tested
over a defined period and that any required remediation is addressed.
Ongoing Monitoring means that a systematic integrated approach to monitoring is in place, including
periodic risk-based assessment and timely remediation.

3.2 Health Canada's assessment scope
In support of the implementation of the PIC, the department has taken measures to assess its system of ICFR
starting from its financial statements with a focus on developing frameworks for its key business processes.
For this, the department gathered information and mapped out these key processes with the identification and
documentation of key risk and control points on the basis of materiality, volume, complexity, geographic
dispersion, and susceptibility to losses/frauds, areas subject to audit observations, past history, and external
attention. Further, HC documented and assessed its entity-level controls and Information Technology General
Controls (ITGC).
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In 2011-2012, the department continued to conduct operating effectiveness testing with a particular focus on
the following processes: contracting (procure-to-pay), transfer payments, revenues, payroll, Non-Insured
Medical Transportation, and ITGC.
In addition, HC have made progress on action plans developed to address observations from prior years ICFR
assessments including:

4.



Capital Asset Management;



Account Receivable Management;



Vendor Master Data Integrity. and



Enhancement of the process to estimate PAYE for Grants and Contributions

Health Canada's assessment results

4.1 Design effectiveness of key controls
Design effectiveness is not static. Therefore as policies, systems and procedures are amended, the design
effectiveness of the key controls is reassessed and modified accordingly. This ensures compliance and that
key controls are still appropriately aligned with the risks they aim to mitigate.
In 2011–2012, as noted in section 3.2 above, the focus was on operating effectiveness testing.

4.2 Operating effectiveness of key controls
In 2011-2012, operating effectiveness testing of key controls was conducted as planned on the Contracting,
Revenues, Payroll, and Transfer Payments business processes, as well as on the Non-Insured Medical
Transportation process. In addition, follow-up was conducted on the observations identified in the last ITGC
assessment.

Process
Contracting

Status
Completed

Comments
Testing of these controls was included as part of audits
conducted by the Audit and Accountability Bureau
(AAB). Overall results concluded that these key
controls were operating effectively and
recommendations were made to enhance the process in
the following two areas:
a) Quality Assurance over Financial
Administration Act (FAA) Section 34
certification; and
b) Expenditure initiation for the procurement
of a specific type of services.
Action plans were developed to improve these areas

Revenues

Completed

Enhancements were identified mainly in the following
areas:
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Process

Status

Comments
a) Reconciliation between the invoicing
systems and the departmental financial
system (SAP) and;
b) Approval of credit notes.
Action Plan is being developed to improve these areas.

Information Technology General Substantially
Controls
advanced

As recent update to SAP and the rollout of Peoplesoft,
HC continued to reassess its IT General Controls as a
way to reaffirm those controls as important elements of
the departmental control framework.
Required enhancements were identified in the areas of
user access and program change management.
Action Plan is being developed to improve these areas.

Non-Insured Medical
Transportation (NIMT)

Substantially
advanced

Results of Operating Effectiveness Testing indicate that
attention and review of controls around travel approval
are required.
Action Plan is being developed to address this gap.

Transfer Payments

Commenced

Operating Effectiveness Testing of the Transfer
Payments process started in 2011-2012 and will
continue in 2012-2013 including follow-up on
initiatives listed in section 5.1.

Payroll

Commenced

Operating Effectiveness Testing of the Payroll Process
started in 2011-2012 and will continue in 2012-2013
including follow-up on observations from prior internal
audits.

In addition, the Audit and Accountability Bureau (AAB) completed a number of audits whose scope included
some components which assessed controls over financial reporting. The areas examined included: Key
Financial Controls; Purchasing, Payables and Payments process; and SAP General Computer Controls. The
overarching conclusion of these audits support the effectiveness and comprehensiveness of the management
control frameworks as well as identifying some areas for improvement. The results were accepted by
management who have established action plans and have proceeded with their implementation.
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5. Health Canada's action plan
5.1 Progress made during the fiscal year ending March 31, 2012
During 2011-2012, HC continued to make significant progress in assessing and improving its key controls.
Results of the work performed and the plan for to next two years was presented at the Departmental Audit
Committee in March 2012 and received support.
The following is a summary and status of a number of initiatives undertaken in 2011-2012 to address
observations from prior year ICFR assessments
Actions

Status

Comments

Monitor the implementation of action plans to address assessment results
Development of a policy on
Accounting for Capital Assets

Completed

A new policy on Accounting for Capital Assets came
into effect in 2011-2012. Included in this policy is the
clarification of the standards for the capitalization and
recording of capital assets and the roles and
responsibilities of the key stakeholders involved in
managing and accounting for capital assets.

Enhancement of the process to
estimate PAYE for grants and
contributions

Completed

A new standard template was implemented, requiring
sign-off by both Finance and the Programs, in support
of the creation of PAYEs for Gs and Cs. In addition,
monitoring and follow-up on outstanding items has
been implemented to ensure appropriate and timely
usage and clearance of all PAYEs.

Monitoring of the implementation of
the new policy on Accounting for
Capital Assets

Substantially
advanced

The implementation of the new policy on Accounting
for Capital Assets is currently being monitored to
ensure it addresses issues noted in annual inventory
exercises.
In 2012-2013, an initiative to further ensure ready
access to source documents supporting the values of
capital assets, by electronically attaching such
documents directly in SAP, will be implemented.

Implementation of a Policy on
Receivable Management and
Charging Interest on overdue
accounts to clarify

Substantially
advanced

The implementation of the Policy on Accounts
Receivable Management and Charging Interest on
overdue accounts highlighted the need to further clarify
the responsibilities between Finance and the Program,
specifically for Contribution Agreements.
This Policy is currently being revised.
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Actions

Status

Comments

Monitor the implementation of action plans to address assessment results

Development of a Policy on Vendor
Master Records

Substantially
advanced

The expected result of this policy, once fully
implemented, is the standardization of applications in
the creation and maintenance of vendor records and
improved quality and consistency of reporting.

Reconciliation between the operating
system used for managing and
monitoring FNIHB Grants and
Contributions (G&C) with SAP

Commenced

An initiative is underway to update the information
captured in the operating system used for managing and
monitoring FNIHB Grants and Contributions. This
information supports the determination/establishment
of Accounts Receivable which will be recorded in both
systems.

Status

Comments

Other project initiated in 2011-2012
Work
Departmental Procure to Pay
Initiative

Commenced

The Department launched the Procure to Pay initiative.
This automation initiative is part of the Department’s
on-going business process improvements mandate to
increase departmental efficiencies. This initiative is
expected to standardize business processes, improve
accuracy and timeliness of information and improve
internal controls over financial practices by
implementing electronic work flows and approvals.
Department-wide implementation is planned for 20122013
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5.2 Action plan for the next fiscal years
Health Canada (HC) is committed to improving its framework of internal controls over financial reporting to
ensure that key controls appropriately mitigate associated risks.
In 2012-2013, HC plans to:


Perform testing of the operating effectiveness of the remaining key financial reporting controls of
the main business processes including Financial Statements, Payroll, Transfer Payments,
Interdepartmental Settlements, Travel and Hospitality and Non-Insured Medical Transportation.



Re-assess and update the Information Technology General Controls (ITGC) and Entity Level
Controls.

 Ensure that action plans are developed and appropriately implemented to enhance internal control
framework and mitigate risks for areas referenced in sections 4.2 and 5.1 and any potential future
requirements identified as part of operating effectiveness testing conducted in the year.
In 2013-2014, plans to:


Be in a state of readiness to sustain a control-based audit of the 2013-2014 financial statements.



Fully implement an ongoing risk-based monitoring strategy to ensure internal controls over
financial reporting are maintained and that changes to business processes key controls are
documented and tested on a timely basis.
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