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for the Government of British Columbia

EXECUTIVE SUMMARY

BACKGROUND

Purpose

Review Objectives

Scope of Review

This report presents the findings, conclusions and recommendations of areview
completed by Deloitte Consulting of the Capital Management Process within
the Government of British Columbia from late 1999 to early 2000.

The objectives of the review were:

To assess the framework (legidation, policies, directives, etc.) used by the
Government to manage capital projects,

To assess the practices that are followed to implement capital projects; and
To provide recommendations, where appropriate.

The scope of this review was an examination of the management practices of
the Government at the central agency level, within government ministries and
the non-commercia Crown corporations. Generdly, the scope of our work
excluded information technology projects, and investments not considered
capital. As part of the analysis, we examined a number of mgjor capital
projects. The Fast Ferries Project was specifically excluded because of other
ongoing reviews. These projects were examined in the broad context of selected
capital management practices. The purpose was not to assess the
appropriateness of a project nor provide a detailed examination of any
individual project. We are offering no overal opinion on any of the projects
examined.

Selected projects Nine representative projects were selected and examined by Deloitte
of $2.7 billion ... Consulting. The value of the projects approximated $2.7 billion. The projects
were:
Smithers Secondary School expansion
Kelowna Cancer Centre
North Fraser PreTrial Centre
Port Mann Bridge/Cape Horn Interchange
Royal Jubilee Hospital Diagnostic and Treatment Centre replacement
Technical University of British Columbia
Vancouver General Hospital planned facility replacement and renovation
Vancouver Trade and Convention Centre expansion
SkyTrain extension
... areamong The review should be understood in the context of the Government’s total
the biggest. capita program. In 1999, about 2,300 social capital projects were underway.
Schools and health projects represented 85% of the total number. Only 8% of
the projects were larger than $10 million in sze. Thus we focussed on the types
of projects that had the higher financial and risk exposure.
Deloitte
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Significant changes
areunderway ...

... but challenges exist.

We identified a number of reviews, studies and audits that were conducted on
the capital management process and on specific large capita projects in the past
five years. Each review resulted in recommendations that have influenced the
Government’ s organization and processes for managing capital. Many of the
changes attempted to promote central agency (e.g., Treasury Board) control and
accountability.

Two mgor initiatives are in progress. One tracks capital expenditures within
ministries. The other introduces a sophigticated, earned value management
reporting approach.

While progress has been made, there are signs that more improvement is
necessary; different practices exist in the ministries and Crown corporations, the
Cabinet wishes to accelerate project delivery and the Auditor Genera’ s reports,
particularly in the review of the Fast Ferries Project, continue to identify
weaknesses.

SITUATION ANALYSIS

Project
governance
isweak.

Project justification
is adequate but
requiresimprovement.

In the following paragraphs, we highlight the findings and conclusions from our
review of the current situation.

The need for a comprehensive, consistent framework to guide in the
identification, justification, approva and implementation of projects has been
identified by the Government but it has yet to be completed or implemented.
The result is inconsistent management of projects, unclear accountability for
success or failure of a project, and often dow decision-making.

The legidation and policies regarding the role and authority of central agencies
to monitor, investigate and control capital projects being funded by the
decisions of the Treasury Board Ministers are unclear.

Every capital project must go through a process of identification, definition and
justification. Some projects identified risks, congtraints, potential impacts, and
implications. However, the analyses in many cases lacked sufficient support.
Risks and impacts associated with projects were not always clearly identified.

Some projects had analysis to support the need for a capital project but did not
address the impact on aministry’ s future operating budget, i.e., would the funds
be available to operate the facility once it was built? Therefore, there was
limited linkage between the capital and operating budgets.

Deloitte
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Health care projects
areparticularly
difficult.

Ministries have a
reasonable approach
to capital planning,
but ...

... project selection is
often made difficult.

Risk needsto
be managed.

Project reporting
isweak and lacks
authority.

We reviewed project management from the identification stage through to
completion in anumber of ministries with major capita projects. The projects
comprised: highway improvements, hospitals, a school addition, a detention
centre, the SkyTrain extension, a university and the VVancouver Trade and
Convention Centre expansion. Hedlth care facilities appear to be particularly
difficult projects to complete. By comparison, other ministries' projects are
brought forward and implemented faster and with less problems than the
Ministry of Hedlth.

The attributes of health care projects and the management process contribute to
the situation: extensive consultations with a wide group of stakeholders;

multiple sources of potentid funding; sophigticated building and equipment
concepts; health facilities that are integrated into alocal or provincia hedth
care delivery strategy; significant costs that are both one-time and on-going;
and an overall demand for facilities that exceed current funding ability. We
found general agreement that the processiis too long, frequently repetitious and
lacks standard practices.

Ministries and tax-supported Crown corporations annually prepare Long-Term
Capital Plans. Thisis an excellent approach to forecasting capital needs and
communicating within the ministry and to the centra agencies of future
potential capital projects and the likely funding levels.

Governments in Canada face competing demands for capital and operating
funds. Ministers of government expect relevant and timely information as the
basis on which to exercise their judgement on priorities. We believe that capital
expenditure decisions among certain ministry proposals is made difficult
because of inadequate information in the justification of projects.

All projectsinherently contain risk. Risk factors include large dollar amounts,
design difficulty, environmental concerns, speed of construction, etc. We found
only limited evidence on certain projects that such risks, particularly in the early
stages of a project, are identified and well managed by the central agencies or
that Minigters provide explicit direction to government officials to manage such
risk. There islittle evidence of an administrative framework to manage projects
in proportion to risk.

We found that the authority of central agencies, which ultimately fund these
capita projects, to demand and stipulate progress reporting is unclear and open
to challenge. The ability of central agency officias, by law or policy, to obtain
information on projectsis unclear. This apparent lack of clear authority was
most apparent with Crown corporations, and these entities frequently have the
largest and most difficult projects to implement. Furthermore, where reports
exist we found that the information was unclear, inconsistent and not always
timely. Some good practices were found but in many cases this was the

exception.

Deloitte
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Untimely project
announcements.

Project implementation
generally
well executed.

Adequate requirements
stage.

Procurement and
construction well done.

Post-completion
reviews needed.

We found instances where Ministers announced a capita project before final
approvals had been made by the Treasury Board Ministers. Project
announcements created expectations within the ministries or the community
that appeared to be unredigtic in terms of fina designs, fina approva or
construction schedules. This has and can lead to frustration among various
parties, increased project delivery risk, and cost escalations.

Project implementation, i.e., detailed planning and construction, begins once the
approva to proceed is authorized. Those projects which were well executed
usudly displayed attributes such as.

Good project judtification;
Reporting commensurate with risk;
Strong project management; and
Clear authority and accountability.

Each project implementation should begin with a clear definition of the
requirements or need for the project. This then gets turned into specific
solutions. Those projects that were well managed displayed very good andysis
of the requirements or solutions.

We found few instances of problems in the actual tendering process or the
construction of the work according to the plans and blueprints. Some deviation
is common but most were within acceptable limits.

A common shortcoming of many types of projects in the public and private
sector, including capita projects, is the absence of a post-completion analysis or
follow-up to track lessons learned and areas for future improvement. The
Government of British Columbia projects appear to be no exception to this
genera state. Improvement in this areais warranted.

PROJECT MANAGEMENT FRAMEWORK

An enhanced capital
management
framework is
recommended ...

... which enhances
existing initiatives ...

... consistent with
best practices, and ...

Our overdl conclusion and recommendation is that a single, integrated
framework is needed to ensure a higher success rate on the Government’s
capital projects. Such aframework would add discipline and structure to the
management process. Further, such aframework would integrate existing good
practices, the initiatives aready underway, and the additional improvements
being recommended by Ddoitte Consulting.

To improve the overall planning and control of capita projects, we are
recommending that many of the newly introduced concepts by Treasury Board
officials be enhanced or expanded. Their plans for future improvements should
be accelerated.

Our proposed model is consistent with best practices that were identified in
other government jurisdictions in Canada and the United States, as well asthe
private sector. They have equal applicability to the Government of

British Columbia.

Deloitte
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... built on
SiX main cornerstones.

NEXT STEPS

A proposed roadmap to
improvement is
recommended ...

... combined with a
very disciplined
approach to project
management.

To achieve the future state of effective project management, our
recommendations are built on six cornerstones or concepts; these are:

Greater authority by the Minister of Finance and Corporate Relations on
the management and monitoring of capital projects regardless of which
government body delivers the projects;

A structured and disciplined capital management process,

Clear roles and responsibilities, with Treasury Board playing a centra role;
Justification of capital projects through business case analysis of socia,
economic and financia factors,

Project classification and reporting based on cost and risk; and

A standard regime for complete, accurate and timely project reporting.

We are proposing a series of initiatives over the next 18 months that involve a
combination of:

Legidative changes,

Adminigrative policy development;

Introduction of analytica tools and methodologies;

Structured reporting reguirements,

Standard project development and implementation guidelines; and
Communication and training.

The roadmap provides atimeline and alows accountability to be assigned, and
progress against milestones tracked. With the exception of some Capital
Divison and Crown Corporations Secretariat initiatives, there does not appear
to have been a plan to implement recommendations of any of the previousy
conducted studies.

Our proposas when implemented will lead to a very disciplined approach for
the benefit of government Ministers and officials. The authority and
accountability to plan, approve, monitor and, if necessary, investigate projects
will be clear. Pre-requisites for approval to move to a subsequent stage of a
project will be clear.

Risk cannot be eliminated on magjor capita projects, but the exposure to risk can
be reduced. The improved approach will ensure that al parties are informed of
the risk; practices will be in place commensurate with the risk; and the authority
to take remedia action, if necessary will exist.

The emphasisis on creating a politica and management culture that effectively
informs the government of the benefits, costs and risks of its projects, presents
the trade-offs involved in project delivery and alows effective management for
the implementation and control of a capital project.

Deloitte
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l. INTRODUCTION

A. ASSIGNMENT BACKGROUND, OBJECTIVES AND SCOPE

The Government of British Columbia has a strong history of investing heavily in the Province' s future
through capital infrastructure spending. With this emphasis on capital spending, the processes related to
the budgeting, planning and execution of capita projects by the Government of British Columbia have
become the subject of intense scrutiny. Some of the reviews of the provincial capita program in the last
decade have included:

A review by Treasury Board staff in 1992;
A review by consultants working for Treasury Board staff in 1995;

A review and industry consultation process by the Ministry of Employment and Investment in
1995;

A review by the Capital Expenditure Review Working Group completed in January 1997;
The report of the Budget Process Review Panel (the Enn’s Report) 1999;

Various Auditor General’s reports; and

Various reviews within individual agencies.

Each review has resulted in recommendations that have shaped the current organization and processes
related to the capital program.

In April 1998, the Treasury Board addressed a large number of the prevailing recommendations by
creating the Capital Division of the Ministry of Finance and Corporate Relations (MFCR). The new
organization brought together staff from the Treasury Board, the Ministry of Employment and Investment,

and the facilities branches of the five socia capital ministries. The rationae behind this consolidation was
that such an organization would:

Promote central agency accountability and fiduciary responsibility;

Promote full spending of the annual capita alocation;

Promote more cost-effective solutions across government; and

Ddiver administrative efficiencies and benefits from concentrated expertise.

Sinceits inception, the Capitd Division has developed and promoted a number of good organizationd,
policy and procedura concepts. Examples of these efforts include:

Developing standardized tools and templates for preparing business cases,

Deloitte
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Linking strategic planning efforts to capital planning and budgeting; and

Conducting third party reviews of projects throughout their lifecycle to ensure proper due
diligence and reviews are completed.

The effective implementation of an integrated, consistent capital management process has, however, been
hampered by a number of issues:.

Challenges in merging capital management processes from different ministries into a single entity;
The impact of the capital expenditure freeze on proposed and existing projects,

Increased media and stakeholder scrutiny of individua projects resulting in additional ad hoc
information requests and demands on Treasury Board staff; and

The desire on the part of Cabinet to accelerate decision-making and announcement of major
projects.

In early 1999, after public concerns were raised about one particular project, the Fast Ferries Project, the
Office of the Auditor General conducted a specia review, released in October 1999. It found many
anomalies from what it considered good practices.

In response to the Auditor General’ s report and with a concern that some of the deficiencies noted by the
Auditor General may not be isolated incidents, the Minister of Finance and Corporate Relations decided to
obtain independent advice on management practices for mgjor capita projects.

Ddoitte Consulting was engaged in late 1999, through aformal tendering process, to provide such a
review.

The objectives of the review were to provide:

An assessment of the framework (policies, directives, rules etc.) put into place by the Government
to plan and manage major capital projects;

An assessment of the practices that are followed in the planning, delivery and monitoring of
capital projects given the framework; and

Recommendations for improvement.

The scope of the review included:
An examination of decision-making, planning, ddivery and monitoring;
Congideration of best practices from government and industry; and

Examination of Government capital projects, selected by Deloitte Consulting; this included
projects that are completed, in progress or under consideration.

The work was conducted with a focus on infrastructure projects greater than $3 million. Excluded from the
review were systems and information technology projects, projects undertaken by commercial Crown
corporations, and the Fast Ferries Project. In the latter instance, a number of other reviews were already
underway.

Deloitte
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Thisreview focussed on the overall capital process with a view to evaluating general management
policies, procedures and practices. The review did not incorporate a detailed audit nor did it assess the
appropriateness of investment decisions. Rather, the review determined the degree to which management
policies, procedures and practices are in place to ensure due diligence is carried out in identifying,
planning for, approving, implementing and commissioning capital projects. Where project examples are
cited they are not intended to be an opinion regarding the entire project.

B. ASSIGNMENT APPROACH

At the outset of the assignment, it was agreed that our review should be completed in early 2000 to ensure
that any recommendations could be incorporated, where appropriate, into the planning process for the next
fiscal year.

Our review of the capital process was initialy based on an examination of files and documentation
provided by the Capita Division (Ministry of Finance and Corporate Relations) related to the capital
planning and budgeting process as well as plans and requests of individua ministries and major projects.
We a so conducted interviews with selected members of the Capital Division to gain a detailed
understanding of the existing capital management process as well as the actua practices.

Our lines of inquiry highlighted the key phases of a capita project upon which we focussed our review.
They included:

Generd Information;

Project and Risk Management;
Responsibility and Accountability;
Requirements Definition;
Specifications Definition;
Procurement Process,
Construction; and
Delivery/Commissioning.

Further details of our lines of inquiry are provided in Appendix 1.

In addition to drawing on practices from other jurisdictions, the Government’s own best practices were
used to introduce improvements to the capital management process.

To obtain a cross section of the different practices, we met with individuals from the following entitiesin
addition to Capita Division gtaff at the Ministry of Finance and Corporate Relations:

BC Buildings Corporation;

BC Cancer Agency;

BC Transportation Financing Authority;

Capital Hedlth Region;

Capital Regional Digtrict;

Crown Corporations Secretariat;

Health Association of BC;

Ministry of Advanced Education, Training and Technology;
Ministry of Attorney Generdl;

Ministry of Education;

Ministry of Employment and Investment;

Ministry of Hedlth and Ministry Responsible for Seniors;
Ministry of Trangportation and Highways,

Deloitte
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Rapid Transit Project 2000 Ltd. (SkyTrain extension);
Royal Jubilee Hospital (Victoria);

Technica University of BC;

Vancouver/Richmond Health Board;

Vancouver General Hospital; and

Vancouver Trade and Convention Centre Authority.

We met with certain consultants retained by the Province to obtain their views on capita projects. In
addition, we met with the Office of the Auditor Genera to brief the Office on our lines of inquiry and to
ensure that it was aware of our overall methodology, scope and approach.

Towards the end of our review, two working sessions were held to test potential recommendations. The
first consisted of individuas representing Treasury Board staff, a number of ministries, locd agencies, and
Crown corporations. The second consisted of individuals representing various stakeholders in the area of
health care.

C. PROJECTSREVIEWED

As part of conducting the review, Deloitte Consulting selected a sample of representative projects to assess
the resullts of the existing capital management practices.

The sample of nine projects was selected using both quantitative and qualitative criteriaincluding:

Minimum project size of $3 million;

Projects at all stages e.g., preplanning, planning, construction, etc.;
A range of minigtries;

Projects with high visbility or interest; and

Different geographic locations.

The total value of the projects selected was approximately $2.7 billion. Table 1.1 lists each project as well
as provides a brief description, total project cost and the ministry/Crown corporation responsible.

Deloitte
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Tablel.1— Capital Projects Reviewed in the Study

Project Name

Description

Total Estimated

Project Cost
($ millions)

Ministry/Crown
Corporation Responsible

Smithers Secondary Addition/renovation to 34 Ministry of Education

School existing facility

Kelowna Cancer Centre New facility construction 273 Ministry of Health

North Fraser New facility construction 490 Ministry of Attorney General

PreTria Centre and the BC Buildings
Corporation

Port Mann Bridge/Cape Upgrade construction 63.8 Ministry of Transportation and

Horn Interchange Highways, and the BC
Transportation Financing
Authority

Royal Jubilee Hospital Facility replacement, 1016 Ministry of Health

(Victoria) renovations and new

construction

Technical University of New facility construction 1030 Ministry of Advanced

British Columbia Education, Training and
Technology, and ICBC

Vancouver General Facility renovations, 156.1 Ministry of Health

Hospital replacement and expansion

Vancouver Trade and New facility construction 988.0 Ministry of Employment and

Convention Centre and expansion Investment, and the Vancouver
Trade and Convention Centre
Authority

SkyTrain New facility construction 1,166.5 Rapid Transit Project 2000 Ltd.

and extension

D. TERMINOLOGY AND DEFINITIONS

This section defines a number of terms that are used within the report:

The Government refers to the Government of the Province of British Columbia.

The Capital Division isadivision of the Treasury Board that has responsibility for capital

management policy and procedures. Where we refer to Treasury Board staff, we are referring to

the staff in the Capital Division;

The Treasury Board refers to the Ministers of the Crown acting as the Treasury Board; and

Treasury Board Staff refer to the staff of Capital Division.

Deloitte
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Social Capital Ministries refer to the Ministries of Education, Advanced Education, Training and
Technology, Hedth and the Ministry Responsible for Seniors, Children and Families, and
Attorney General.

Local Agencies refer to school boards, post secondary ingtitutions (including universities, colleges
and ingtitutes), community hedth councils and/or regional health boards.

Crown Corporations Secretariat is an agency that provides advice to Ministers Responsible,
Cabinet and Crown Corporations on individual and cross-corporate issues and initiatives.

Crown Cor porations

For the purpose of this report, we have divided Crown corporations into two groups: commercia and
non-commercia. Exhibit 1.1 lists the 26 Crown corporations by group.

Commercia Crown corporations generally require no on-going contributions from government while
non-commercia Crown corporations receive regular funding assistance from government. Non-
commercial Crown corporations are aso referred to as taxpayer-supported Crown corporations.

Exhibit 1.1 - Crown Corporations by Category*

Commercial

British Columbia Hydro and Power Authority*
British Columbia Lottery Corporation*

British Columbia Railway Company*
Insurance Corporation of British Columbia*

Non-commercial

British Columbia Assessment Authority*

British Columbia Assets and Land Corporation
British Columbia Buildings Corporation*

British Columbia Community Financial Services Corporation
British Columbia Ferry Corporation*

British Columbia Housing Management Commission
British Columbia Pavilion Corporation*

British Columbia Trangt*

British Columbia Trangportation Financing Authority*
Columbia Power Corporation*

Duke Point Development Limited

First Peoples Heritage Language and Cultural Council
Fisheries Renewa BC

Forest Renewal BC

Homeowner Protection Office

Okanagan Valley Tree Fruit Authority

Pecific Nationa Exhibition*

Provincial Capita Commission*

Rapid Transit Project 2000 Ltd. *

Tourism British Columbia

VictoriaLine Ltd. *

Workers Compensation Board

* Crown corporations that report to CCS and the Cabinet Committee on Crown corporations

! Source: Crown Corporations Secretariat

Deloitte
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F. REPORT STRUCTURE

The main body of the report is structured as follows:
Section |1 presents a description of the current processes in capital management within the
Government of British Columbia. Thisis based on reviews of existing documentation and

interviews with staff in the Capital Division, a number of ministries and several Crown
corporations;

Section |11 presents an analysis of the current practices;

Section IV presents a capital management framework or future state where effective project
management would be in place;

Section V follows with details of our recommendations; and

Section VI concludes the report with a*“roadmap” for the future, highlighting a strategy to
implement the recommendations.

A number of Appendices to this report provide details to recommendations and concepts presented in the

main body.

Deloitte
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II.  CURRENT SITUATION — AN OVERVIEW
OF CAPITAL MANAGEMENT PROCESSES

A. TYPESOF CAPITAL EXPENDITURES

There have been recent efforts by the Capital Division to more accurately define the types of capital
expenditures that are eligible for funding through the Consolidated Capital Plan (CCP). Such expenditures
are usually debt-financed and are categorized as follows:

Capital | mprovements

Capita improvements are expenditures required to ensure that the physical plant meets or exceeds
its intended economic life. This can be accomplished by extending the life of its components
and/or provide increased efficiency or utility, correcting deficiencies in design and/or construction
which occur beyond the warranty period and correct unsafe conditions such as building code
deficiencies, occupational health and safety, and access.

Renovation (Program Driven)

Program driven renovation projects are expenditures to renovate or upgrade existing facilities to
respond to changes in programs and/or program delivery.

Replacement

Replacement projects are expenditures required to replace an existing facility because the facility
has reached the end of its useful life, the facility is no longer suitable for the purpose it was
intended for and/or its location is no longer suitable.

Expansion

Expansion projects are expenditures required to increase capacity to meet provincia growth or an
increase in program delivery and includes projects that add new space through construction of a
new facility or an addition to existing facilities.

Table 11.1(a) shows the current year’ s budget and the 1998/99 actua capital expenditures (in millions of
dollars) by agency and by type of capital that were subject to the processes autlined in this section.
Table 11.1(b) shows atwo-year comparison of budget versus actual and forecast. These tables show the
constant growth in capita expenditures. The variances indicate the difficulty in the planning and ddlivery
of capital projects and particular timing for construction, approvals, etc. As one example, in the past

two years, the Ministry of Health has not spent al of its allocated capital funds.

It isimportant to recognize the number of projects and the relative size of the Government’ s capital
program. The number of socia capita projects that were ongoing or proposed in 1999 totaled
approximately 2,300. Out of this total, schools represented amost 60% and hedlth projects 25%. With
regard to the sizes of projects, almost 80% were considered “minor” (i.e., less than $1.5 million) and only
8% were over $10 million.

For the past five fiscal years ending 1999-2000, the number of capita projects (completed or ongoing),
that were over $25 million each totaled only 41. Out of thistotal of 41, 18 were health projects and 14
were highway projects.

Deloitte
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It should be noted that these expenditures do not represent the entire capital expenditures of the
Government; some Crown corporations and other entities e.g., the Vancouver Trade and Convention
Centre, would add to the expenditures volume.

Tablel1.1(a) — Consolidated Capital Plan Expenditures by Type®

Capital | mprovement Renovation \ Replacement Expansion
Agency 98/99 99/00 98/99 99/00 J 98/99 99/00 98/99 99/00
__Actual _ Budget _ Actual __Budget | Actual _ Budget Actual _ Budget _

Education $76.3 $63.9 $22.3 $23.8 $70.5 | $40.9 | $253.7 $212.5
Transportation Financing Authority $139.1 | $137.3 - - - - | $245.4 $352.1
Rapid Transit Project - - - - - - | $190.0 $410.0
Health $53.1| $185.8 $2.9 $5.1 $418 | $94.1| $71.3 $73.9
BC Ferries $16.6 $18.0 - - - - | $136.4 $121.0
Advanced Education, $15.7 $33.0 $38.1 $30.6 - $32 | $27.5 $60.2
Training & Technology

BC Transit $2.9 - - - $78 | $150| $421 $10.8
BC Buildings Corporation $11.5 $3.0 - $3.0 - - $0.8 -
Attorney General - - $2.1 $6.8 $0.3 $0.5 $7.3 $24.3
Children & Families $0.7 $2.8 - - - $6.0 $1.3 $9.9
TOTALS $315.9 | $448.8 $65.4 $69.3 | $120.4 | $159.7 | $975.8 | $1,274.7

Table1.1(b) — Consolidated Capital Plan Expenditures (Budget vs. Actual)?

1998/99 ‘ 1999/00
Agency
o gdgget 98/99 Actual | 99/00 Budget 192900 Tota
Education $339.2 $422.8 $341.1 $430.0
Transportation Financing Authority $350.1 $384.5 $489.4 $480.2
Rapid Transit Project - $190.0 $410.0 $420.5
Health $221.9 $169.1 $358.9 $230.1
BC Ferries $85.0 $153.0 $139.0 $129.6
Advanced Education, Training & Technology $84.0 $81.3 $127.0 $70.0
BC Transit $118.8 $52.8 $25.8 $22.2
BC Buildings Corporation $13.0 $12.3 $11.0 $10.3
Attorney General $15.3 $9.7 $31.6 $25.4
Children & Families $18.7 $2.0 $18.7 $2.9
TOTALS $1,246.0 $1,477.5 $1,952.5 $1,821.3

B.

1. Central Agencies

CAPITAL MANAGEMENT GOVERNANCE

The Government has created a number of central agencies to oversee the capital management activities of
ministries and Crown agencies. The responsibilities and accountabilities of central agencies are derived
from legidation or other authorities.

2 Source: Capital Division
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There are four main central agencies responsible for capital management activities of ministries and
Crown agencies, including: Treasury Board staff, the Office of the Comptroller General, the Provincia
Treasury and the Crown Corporations Secretariat (CCYS).

Treasury Board

The committee of the Executive Council, called Treasury Board, consists of the Minister of Finance and
Corporate Relations as chair, and other members of the Executive Council appointed by the Lieutenant
Governor in Council, one of whom must be designated in the appointment as vice chair.

On the recommendation of the Minister of Finance and Corporate Relations, the Lieutenant Governor in
Council appoints a senior public officer as secretary to Treasury Board.

Subject to the Financial Administration Act (FAA) and the directions of the Executive Council, Treasury
Board may determine its rules and methods of procedure.

According to the FAA, Treasury Board must act as a committee of the Executive Council in matters
relating to the following:

Accounting policies and practices, including the form and content of the Public Accounts and the
Estimates,

Government management practices and systems;

Government financia management and control, including expenditures and assets,

Evaluation of government programs as to economy, efficiency and effectiveness,

Government personnel management; and

Other matters referred to it by the Executive Council.

Treasury Board is the decision and approva authority for government expenditures. With respect to capital
budgeting, Treasury Board relies on the recommendations of the Capital Division, but is, itslf, ultimately
responsible for approving the Consolidated Capitd Plan (CCP).

Treasury Board has an oversight role on capita projects. To that end, any major project irregularities
discovered by the Capital Division are presented to Treasury Board. Aswell, for mgjor social capital
projects, Treasury Board is responsible for approving Completion Approval Requests (CARS) that dlow a
project to proceed from the planning stage to the implementation stage.

For some Crown agencies, and particularly for selected tax-supported and government funded Crown
corporations, Treasury Board staff and the Crown Corporations Secretariat advise Treasury Board on
capital and operating budgets.

Ministry of Finance and Corporate Relations

The Ministry of Finance and Corporate Relations (MFCR) isaministry of the public service of British
Columbia. The Minister of Finance and Corporate Relations is responsible to the Lieutenant Governor in
Council for the direction of the MFCR.

The Minister of Finance and Corporate Relations is responsible for the management and administration of
the consolidated revenue fund, supervision of the revenues and expenditures of the Government, and
matters relating to the fiscal policy of the Government.
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Every Minigter is responsible for the administration of the financia affairs of his or her ministry, under the
genera direction of the Minister of Finance and Corporate Relations and Treasury Board.

Capital Divison, adivision of the Ministry of Finance and Corporate Relations, is responsible for
providing analysis and recommendations to Treasury Board on al issues related to socia capital projects
and the capital expenditures of non-commercial Crown corporations. In essence, the role of Capita
Divisonisto act as the Government's critical eye with respect to capital expenditures of social capital
ministries making sure that money is being spent on the projects that align best with the Government’s
direction and ensuring that money is spent in a cost-effective manner.

Capital Divison begins the annua capital budgeting cycle (Consolidated Capita Plan) by issuing budget
ingtructions to the provincia agencies. Capital Division then reviews the Long-Term Capita Plans
(LTCPs) and Capital Project Requests (CPRs) submitted by each provincia agency and presentsits
recommendations on the associated four-year notiona Capital Expenditure Limits (CELS) to Treasury
Board. Capital Division also reviews and aggregates, making recommendations to Treasury Board
regarding specific projects.

Once Treasury Board approves the Consolidated Capital Plan, Capital Division’s responsibilities are the
monitoring of al capital expenditures by both socid capital ministries and certain Crown corporations. As
well, Capita Division isresponsible for ensuring that al socia capita projects are implemented in a
manner that is consistent with Treasury Board approval. Related activities include project oversight,
project monitoring, and the establishing of standards, unit rates and guidelines.

A final responsibility of the Capital Division, which was not examined as part of thisreview, isthe
management of a capital program to significantly reduce seismic hazards that can cause injury or damage
to building occupants, operation, structure, and contents.

Office of the Comptroller General

The Lieutenant Governor in Council must appoint a person to be the Comptroller Genera in the Ministry
of Finance and Corporate Relations, and the Comptroller Genera is an employee under the Public Service
Act.

According to the FAA, the Comptroller Generdl:
Has access at all timesto all ministries and branches of the Government and to their records;

May require from any public officer information and explanations necessary for the performance
of the Comptroller Generd's duties;

May, on the direction of the Treasury Board:

Require fromany officer or employee of a public body, as defined in the Auditor General Act,
information and explanations necessary to enable the Comptroller General to determine

whether public money disbursed or spent by the Gover nment has been or is being applied for
the purpose for which it was appropriated; and

Examineand report on any or all of thefinancial and accounting operations of a Gover nment
corporation.
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May examine any person under oath with respect to any matter that, under any Act, the
Comptroller General is required or authorized to check, examine or control, and for the purposes
of the examination the Comptroller General has the powers, protection and privileges of a
commissioner under sections 12, 15 and 16 of the Inquiry Act.

The Comptroller General must, subject to any direction of Treasury Board, do all of the following:

Develop and issue policies and guidelines and establish procedures for the financial management
and recording of the revenues, expenditures, assets, liabilities and equity of the Government;

I ssue directives respecting the methods by which the accounts of the Government are kept;
Administer and maintain the central accounts of the Government;

Provide functiond control over al financia transactions entered into the central accounting
system;

Evaluate financia management throughout the Government and recommend to Treasury Board
improvements considered necessary;

Prepare the public accounts and the financia statements of the Government, and any other
financia statements and reports required by the Minister of Finance and Corporate Relations or
Treasury Board; and

Perform other duties assigned to the Comptroller General by the Treasury Board or under this or
any other Act.

Provincial Treasury

The Provincia Treasury operates as the Province' s banker. It looks after debt, manages banking and cash,
administers loans and deals with risk management. These services are extended to al ministries, Crown
corporations and public sector agencies.

Crown Corporations Secretariat

The Crown Corporations Secretariat (CCS) was established in 1991 to oversee a number of Crown
corporations. At the time of this review, the role of the CCS was to provide central agency support and
independent advice to Ministers Responsible, Treasury Board, the Cabinet Committee on Crown
Corporations, and Cabinet on mgjor governance, operationa and strategic issues in the Crown corporation
sector.

CCS provides advice and analysis in connection with the following broad areas.

Strategic and business plan devel opment

Financial and rate of return andysis

Reporting of financia, environmental, customer service and economic development performance
Capitd project development

Pricing, dividends, taxation, procurement and entrepreneurship policy

Compliance with cabinet policy

Review of governance and funding arrangements
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Socia and economic development policy
Equity and aboriginal issues

2. Crown Corporations

In the Government of British Columbia, no general legidation covers Crown corporation governance
issues completely, particularly asit relates to capital projects entrusted to these corporations. Two Acts,
the Financial Administration Act (FAA) and the Financial Information Act (FIA), contain provisons
affecting Crown corporations, but are limited in the issues addressed.

Amendments to the FIA in 1993 now require a Crown corporation to provide the Minister Responsible, the
Minister of Finance and Corporate Relations, Cabinet, and any Cabinet committee with all strategic plans,
business plans, capita and operating budgets, and any other information requested by the Minister
Responsible for the corporation.

Because most Crown corporations are created by the Legidative Assembly, fulfilling a mandate set in
legidation, it is the responsibility of the Legidative Assembly to ensure that the mandate is appropriately
discharged.

Treasury Board staff, the Office of the Comptroller General, Crown Corporations Secretariat and other
central agencies aso have roles in overseeing the activities of Crown corporations.

Collectively these central agencies provide staff support to Cabinet, Cabinet committees, the Minister
Responsible, and the Minister of Finance and Corporate Relations.

Because there are a variety of central agencies involved in different aspects of Crown corporation’s
activities, roles and responsbilities can and do become blurred and duplicated. Coordination of central
agency efforts has become an issue as it relates to capital governance.

A memorandum of understanding (MOU) has been prepared by the CCS and the other central agenciesto
clarify their respective roles and responsibilities with regard to Crown corporations.

The following documents outline the genera authorities upon which both Treasury Board staff and CCS
rely to carry out an oversight function of Crown corporation activities.

Memo sent to al Crown CEQO' s regarding “Crown Agencies Roles and Accountabilities’ agreed to
by the Cabinet Committee on Crown Corporations (December 1992);

Letter from Minister Clark to CEOs outlining CCS mandate (October 1993);

Updated matrix of roles and responsbilities (November 1994);

Mandate Statement of CCS (1995);

Excerpt from the FAA (role of Treasury Board and the MFCR);

The Financial Information Act (1996); and

Division and Branch responsibilities of Treasury Board staff.

Board of Directors

Generdly, the purpose and powers of a Crown corporation are set out in enabling legidation and are
exercised through an appointed board of directors. In addition, either through the articles of incorporation
or other mechanisms (governance manual), most Crown corporations set out the roles, responsbilities and
authorities of directors, the Chair and senior officers.
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In most instances, the board of directors of Crown corporations is appointed by the Lieutenant Governor in
Council, dthough not in al cases; for example, BC Pavilion Corporation directors are appointed by the
Minister. Also, with some Crowns, the enabling legidation sets out specific individuds (e.g., aMinister or
mayor) who must be appointed; for example, appointments to the BC Transit board must be drawn from a
legidatively prescribed category of candidates.

Role of the Minister Responsible for the Corporation

The Minister Responsible, usually in consultation with the Board, recommends director appointments to
Cabinet. The Minister Responsible is the key link between the board of Directors and Cabinet. Through
that link, the Minister Responsible provides strategic and policy direction on an informal or formal basis.

Generaly, for Crown corporations under the purview of CCS, strategic and business plans, mutualy
satisfactory to the Board and the Minister, are prepared each year. In addition, a Crown corporation may
be required to provide the Minister Responsible, Minister of Finance or a designated committee of the
Executive Council, strategic plans, business plan, capital and operating budges and other requested
information (Financial Information Act, s.3). With assistance from senior officials, the Minister
Responsible represents the Crown corporation during the Estimates Debate either in the Legidative
Assembly or in various budget committees.

Enabling legidation generaly provides that the Minister Responsible must be satisfied with the accounting
system established and maintained by the Board of Directors and may require detailed accounts of
revenues and expenditures for a period specified in legidation or as designated by the Minister. Aswell,
the Minister Responsible must lay before the Legidative Assembly and annua report (including a
financia statement) from the Crown corporation.

Role of Deputy Ministers

Deputy Ministers have no legidated role concerning Crown corporations. The Interpretation Act alows
Deputy Ministersto act on behalf of Ministers, but thereis no clear direction provided to the Deputies
about Crown corporations.

3. Provincial Agencies
Provincia agencies include both the socia capital ministries and non-commercial Crown corporations.

Provincial agencies are responsible for setting the overall goas and objectives of their respective agencies
and communicating these to the loca agencies. Provincia agencies are responsible for collecting the
capital plans of their local agencies (if applicable) and producing an agency-wide LTCP as part of the
annual budgeting process. This responsbility requires program assessment and needs identification and
includes reviewing projects with respect to justification, aternatives, scope, budget, rates, overall priorities
and consistency with the provincia Consolidated Capital Plan (CCP), capitd expenditures and
Government priorities.
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4, Local Agencies

Local agencies are, in most cases, both the source of capital project requests and the owners of the
resulting facilities. Local agenciesinclude regional health boards, universities and colleges, and school
districts. Each year, local agencies are asked to identify local needs and prepare and submit their LTCPs
and CPRs to the corresponding provincia agency. The local agency is aso responsible for coordinating
the planning and construction of those projects that are approved by Treasury Board.

In the Ministry of Health, governance and the overall capital management process is made more complex
by virtue of the number of playersin the system and the wide variety of services provided. There are
numerous local agencies involved in the planning and funding of capita projects, including but not
restricted to:

Community hedlth councils;

Community health service societies;

Regiona health boards;

Cluster boards;

Regiona hospita districts (funding agencies); and
Various associations (e.g., BC Health Association).

The sheer number of participants increases the complexity of the planning process, as do the differences
between urban and rural agencies and their access to resources and expertise.

C. CAPITAL MANAGEMENT PROCESS OVERVIEW

1. Capital Management Processes

With the creation of the Capital Division in 1998, significant effort was expended to rationalize and
standardize the provincid capita project processes across the entire Government, including non-
commercial Crown corporations. Two major capital project processes are currently in place; one for socia
capital projects and one for non-commercial Crown corporation projects. These processes are described by
Figures11.1-11.2 on the following pages. The application of these generic process models can vary
considerably by agency and by project.
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Figurell.l- Traditionally Financed Social Capital Projects

For minor social capital projects (under $1.5M), a Certificate of Approval for the full amount isissued at the outset andtheplanning
and design control steps are by -passed.
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Certain planning and design control steps can be by -passed if successfully implemented designs and plans are used.
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Figurell.2 — Non-Commercial Crown Corporation Projects

Crown corporations have full responsibility for managing and controlling project implementation. Capital Division monitors progress

through periodic project reporting.
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2.

[llustrative Example

To further illustrate the capital management process, the following example shows how capital funds are
budgeted, alocated, and approved for spending in the case of alarge socid capital project. This example,
provided by the Capital Division, shows a very standard and generic situation and the process for many
projects could vary considerably, depending on the size and scope of the project, and the specific agencies
involved.

1

10.

11

A School Didtrict identifies a requirement for new elementary school spaces. The School District’s
analysis indicates that a new school is required at a cost of $6 million based on the program standards,
facility and space standards, and unit rates that have been established for elementary schools. The
project is requested as a part of the School District’s local agency capital plan submitted to the
Ministry of Education.

The Ministry of Education prepares its four-year Capital Projects Request (CPR), aranked list of
projects with projected cash flows consistent with the Ministry’s four-year capital expenditure limits
and includes a specific project totaling $6 million for the School Digtrict.

Capital Division reviews the specific project and provides a recommendation to Treasury Board.

Treasury Board approves the project and issues information to the Ministry of Education, indicating
that the school has been approved and any other conditions of approval.

The Ministry of Education announces the building of a new e ementary school by the School Didtrict.

The Capital Division issues a Director’s Letter to the School District communicating the project scope,
budget, conditions, and procedures consistent with Treasury Board' s direction. The School District
adopts a by-law consistent with the project conditions.

The Capital Division issues a Certificate of Approva (COA) for $240,000 (4% of the total budget) to
fund the Planning stage of the project. The Capita Division also appoints Project Cost and Vaue
Analysis consultants for the project.

The School District has three schematic designs prepared, picks the most cost-effective one and
conducts a Vaue Analysis (VA) of the design. The VA indicates cost savings of $200,000, so the
budget estimates are revised to show atotal remaining budget of $5.56 million ($6M-$240,000 for
planning - $200,000 savings).

The School Digtrict conducts another VA, arefined cost estimate and then finaizes the design
development documents. No further cost savings are found. The School District submits a Design
Development Report (DDR) to the Capita Division.

The Capital Division reviews the DDR and submits a corresponding Completion Approval Request
(CAR) including a recommendation to the Chair of Treasury Board. The purpose of the CAR isto
ensure the project is still required based on the origind justification and is consistent with Treasury
Board's original approva (e.g., budget and scope). Once the Chair of Treasury Board approves the
CAR, the Capital Division amends the COA for the cost of the working drawings.

The School District prepares working drawings, tender documents and cost estimates (that comply
with the VA). The Capital Division authorizes the tender documents if the cost estimate suggests that
they fall within the budget approved as part of the CPR.
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12. The School Didtrict tenders the project and signs a contract with the selected vendor for $5.2 million.
Since this value is less than the remaining approved budget, Capital Division amends the COA to
alow $5.2 million for the completion of the project.

13. Capitd Divison monitors on-going School Didtrict capital expenditures and construction progress
until the project is complete.

14. Capital Division conducts a Post Occupancy Evaluation on the completed school.

D. CAPITAL MANAGEMENT REPORTING PROCESS

The focus of this part of our review was on the construction phase within the implementation of capital
projects and the reporting of costs and progress against budgets and schedules. In particular, we
concentrated on the ability of the Central Agenciesto monitor progress and costs.

One of the key responsibilities of the Capital Division is the monitoring of capital expenditures. The
Capita Divison has set as agoa for 1999/2000 the devel opment of a monitoring process for non-
commercial Crown corporations and a policy to ensure more comprehensive reporting on major capital
projects. The Capital Division is also responsible for the management of the capital project tracking
system to ensure that the conditions imposed by Treasury Board are met.

The implementation phases of capita projects have previoudy been criticized by the Auditor Genera and
the development of enhanced policies and procedures for monitoring and reporting has been
recommended.

The earliest guidance on reporting that we observed was contained in a memorandum dated July 14, 1995
addressed to the socia capital ministries and to the senior finance officials of five Crown corporations.
These ingtructions referred to the maintenance of the Capital Project Tracking System by the Capita
Project Coordination Branch of the Ministry of Employment and Investment, and required that each socia
capital ministry and Crown corporation provide a signed-off quarterly reporting package to the central

agency.

The next set of instructions were released under a memo dated April 22, 1996. The implementation of a
carry-over policy was the focus of these instructions.

The information provided from these quarterly reports was used for the Ministry of Finance and Corporate
Relations quarterly report and for briefing notes prepared by the Capital Project Coordination Branch and
Treasury Board staff.

These two sets of instructions were the only guidelines provided by the central agencies until the end of
May 1999.

In the period prior to that date, problems with the reporting of the status of the Fast Ferries Project began
to surface and the Ministry of Finance commissioned areview on the approva and monitoring of capital
projects. The report, dated May 11, 1999, identified certain weaknesses in the Government’ s reporting
framework.

Treasury Board staff (Capital Division) issued a letter dated May 31, 1999 requiring socid capital
ministries and non-commercial Crown corporations to submit a monthly calendarized budget and monthly
variance reports for capital projects. The instructions did not require this reporting on a project-by-project
basis, but just a consolidation by agency into asingle line. The reporting again was based on cash flows.
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This reporting started in June 1999 and is used for a number of purposes:

To brief the Minister of Finance monthly;
For the Provincia Treasury in relation to borrowing requirements; and
For the Budget and Policy Branch of Capital Division to monitor overal capita spending.

As aresult of the Auditor Generd’s review of the Government’ s budgeting process, this reporting is
currently being modified so that additiona information is received regarding accruals and sources of
funding. A draft letter to this end has been prepared, but remains to be released.

These two latest instructions did not address the need for a comprehensive and central policy for reporting.
We were informed that Capitd Division have intended to develop a reporting policy and have been
working on such since the Spring of 1999.

A reporting policy was originaly drafted by Capital Division in June 1999 and the latest draft dated
November 1999 was issued to a number of stakeholders for comment. We were informed that the
finalization of this policy would not take place until after our report has been released.

The draft Reporting Policy combines the previous instructions under Agency Capital Expenditure Reports
which will provide a monthly summary of expenditures for each agency including:

Capita expenditures for the month concluded; and

A re-calendarized budget forecast for the balance of the fiscal year.
If are-caendarized budget is required, the report will provide:

Reasons for the forecast variance;
Strategy to address variance; and
Impact of the variance.

In addition, two further reporting requirements have been proposed:

Individua Summary Project Reports, which expand the quarterly reporting and could provide
monthly detailed information on budget variances and other issues specific to each project,
including;

Cumulative actual capital expenditures by project;

Forecast capital expendituresto the end of the current fiscal year and future years, by project;
and

An analysis of issues which have caused or may cause variances from budgeted amounts.

Supplementary Project Reports, which will focus on selected mgjor projects and provide more
detailed information to ensure that any significant variances or potentia variances are identified as
soon as possible and appropriately addressed. These reports will include:

Forecast of final cost and material completion dates;
Progress and expenditures to date;

Comparisons of work completed expenditures,
Explanations of variances and strategies,

Analysis of cost and schedule impact of any variances;
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Summary of costs incurred and estimated costs to complete;
Assessment of contingency plans and an analysis of the adequacy of reserves,
Schedule charts (Gantt Charts); and

Other conditions that may cause variances in the future.

These two reports attempt to address two major weaknesses that have been in place for a number of years
i.e., the lack of monthly reporting on individua projects and the implementation of Earned Vaue
Management® (EVM) reporting.

The draft policy requires EVM reporting for al projects over $40 million. Based on andysis provided to
us, thiswould cover 16 projects currently underway. It is noteworthy that EVM is a project management
tool and is primarily for the benefit of the local agencies and Crown corporations, rather than central
agencies.

As can be seen from Figure 11.3, the responsibility for capital expenditure reporting for socia capital
projects to the Capital Divison’s Budget and Policy Branch rests with the Implementation Branch of the
Capital Divison. We were informed that the Implementation Branch is guided by the same instructions as
described above and that it works with the local agency on a continuous basis regarding the status of
individud projects.

% Earned VValue Management is a contemporary project management technique that focusses on work-in-progress.
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Figurell.3 - Hierarchy of Reporting *
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2. Current cash flow reporting as required under the memo dated May 31, 1999.

3. Current quarterly reporting requirements as required under the memos dated July 14, 1995 and April 22, 1996.

The new proposed draft policy requires this reporting on amonthly basis.

4. Thenew EVM reporting dated November 1999 is not fully implemented. Capital Division isreviewing the
$40 million threshold level for thisrequirement.

5. Monthly reports prepared by the local agencies or Crown corporations that are submitted to the Capital Division
which then prepares the monthly cash flows and quarterly staff reports as currently required.

Deloitte

Consulting  © 2000 Deloitte Consulting

29



Capital Management Process Review
for the Government of British Columbia

E. CAPITAL MANAGEMENT IMPLEMENTATION PROCESS

The theme of reports issued by the Auditor General have underlined the need to put in place an overdl
capital project policy framework that would guide the effective completion of capita projects within the
Government of British Columbia.

The 1995 Ministry of Employment and Investment’ s Consultation Process on Public Construction
identified that there was:

A lack of centra policy for capital; and
No standardized procedures for procuring design and construction-related services.

The 1997 Capita Expenditure Review Working Group recommended that the Government assign the
Ministry of Finance and Corporate Relations the responsibility of developing a Capital Policy Framework.

Capitd Division has set agod for 1999/2000, as part of its efforts to standardize business practices under
capita policy development, that will:

Streamline exigting policiesinto a single capita policy framework; and
Draft a capita policy and procedures manual.

Although the central agencies have identified the need for a consolidated, consistent framework to guide
the congtruction of major capital infrastructure projects in the Government of British Columbia, to date,
this has not yet been completed.

However, it should be recognized that capital projects in the Government are not undertaken without
guiding principlesin place. Each socia capital ministry and Crown corporation involved in capital projects
has its own internal policies, controls and procedures that overlay the management of capital projects.
Thus, the policy framework for capital project management currently resides within each ministry and
Crown corporation.

Central agencies have developed very little in the way of centraized capita policies. The MFCR has set
general management and financial management operating policies on a government-wide basis, but these
do not effectively deal with capital expenditures. For example, the contract management policies primarily
deal with materials and service contracts. Furthermore, it is not clear whether Crown corporations fall
under these policies.

The Capital Division has attempted to address the lack of a consolidated single source for a capita project
management framework through the development of draft policies and frameworks covering certain
aspects of the capital project cycle. In addition, instructions for capital expenditure budgets are released
annually that provide guidance in the planning of capital expenditures for al projects. Individual
instructions have a so been released covering the reporting of capital expenditures.

There were mgjor changes in the budget instructions from 1999/2000 to 2000/2001 in the area of needs
analysis. As previoudy discussed in this report, the Capital Division has also prepared a draft Reporting
Policy that remains to be finalized.

The Capital Divison has drafted an Expenditure Control Framework (ECF) that covers al capital or
investment proposals involving $25 million or morein provincia contributions as well as proposed
operating programs with an annual budget of more than $3 million. The ECF addresses three distinct
phases of financia management: proposals, implementation and evaluation. High-level principles are dso
included that guide the three phases. The ECF, however, does not go beyond the proposa phase.
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Business case development guidelines are provided along with an Expenditure Proposa Devel opment
System (EPDS) that expedites fulfilling the requirements of developing a detailed business case for
presentation to Treasury Board. The front-end aspects of capital projects have previoudy been criticized
by the Auditor General and the development of sound business case guidelinesis a positive step in
addressing these concerns.

We were informed that the Ministry of Health has adopted the ECF and EPDS for developing its business
cases for proposed capital expenditures. However, the Capital Division has not yet finalized these
two draft documents, currently dated November 1999.

The monitoring and reporting of capital expenditures are briefly referred to in the ECF, but the draft
reporting policy essentialy provides the details. We were informed that the next focus of the Capita
Division would be on the post implementation evauation phase of the framework and the identification of
lessons learned. In addition, a systematic review of capital assets in order to clearly identify maintenance
Ccosts needs to be undertaken on a government-wide basis.

A further intention is for the ECF/EPDS to eventually enhance Appendix E of the Budget Instructions
which currently supports all major capital project proposals.

In addition to these documents, the policy group of the Capita Division has aso drafted a proposed table
of contents for a Consolidated Capital Plan Process and Policies Manua (the Manual). This draft is dated
August 1999 and is reproduced in Exhibit 11.1. The Manua would, in effect, consolidate al the existing
instructions and policies drafted by Capital Division. However, most of its contents remain to be written
and a consolidated one-source reference for sound capital project management processes within the
Government of British Columbia remains outstanding.
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Exhibit 11.1— Draft Tableof ContentsProposed by Capital Division for a Consolidated Capital Plan

Process and Policies Manual — August 1999

1.1 Introduction
2.1 Principles, Objectives and Authorities
3.1 Consolidated Capital Planning Process
3.1. Planning, Design, Construction,
Occupancy
4.1 Roles & Responsibilities
4.1. Central Agencies
4.2. Minigtries
4.3. Crowns
4.4. L oca Agencies
5.1 Planning
5.1. Overview
5.2. Hligibility for Funding
5.2.1. Capitdization/Accounting Criteria
5.2.2. Equipment
5.3.Long Term Capital Plans
5.3.1. Purpose
5.3.2. Requirements
5.3.2.1. Inventory/Asset Management
5.4. Capital Project Request
54.1. Purpose
54.2. Requirements
5.4.2.1. Business Case
5.4.2.2. Budget Settings

54221 Facility Standards
5.4.222. Unit Rates, Per
Diems,

Other Methodologies
5.4.2.3. Annua Capita Allowance
5.5. Approval Processes
5.5.1 Mgjor Capita
5.5.2 Minor Capita
5.5.3 Emergent
5.6. Alternative Financed Projects
5.6.1. Business Case
5.6.2. Approva Process
5.6.3. Monitoring
5.7. Financid Administration
5.7.1. Certificates of Approval
5.7.2. Provincia Treasury
5.8. Cost Shared Projects
5.9. Expenditure Reporting, Monitoring, &
Audit
5.9.1. Reporting
5.9.2. Audit
5.10.Capital Expenditure Reallocation Policy
5.11.Carry-Over

6.1 Design — Social Capital Ministries
6.1. Overview
6.2. Approvas
6.2.1. Planning
6.2.2. Completion
6.3. Project Administration
6.3.1. Project Building Committee
6.3.2. Design Consultants
6.3.2.1. Sdlection And Evauation
6.3.2.2. Client/Consultant Agreement
6.3.3 Design and Cost Management
6.3.3.1. Facility Standards & Unit
Rates
6.3.3.2. Cost Management Policy
6.3.3.2.1. Cost Consultant
services
6.3.3.3. Vaue Andyss
6.3.3.4. Pre-tender estimate
6.3.3.5. 10 Day Policy
7.1.Construction
7.1. Overview
7.2. Approvds
7.3.Project Administration
7.3.1. Tender Policy and Thresholds
7.3.2. Project Delivery Mode
7.3.2.1. Stip Sum, CM, DB, €tc.
7.3.2.2. Pre-Qudification
7.3.3. Contract Tender & Management
7.3.4. Contract Management
7.3.4.1. Bid Evauation/Selection
8.1 Extraordinary Project Request & Projects
Greater Than $50 million
8.1. Approval Process
8.2. Business Case Requirements
8.3. Reporting & Audit
9.1 Land Acquisition and Disposal
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1. ANALYSIS OF THE CURRENT SITUATION

A. INTRODUCTION

The process of taking a capital project from the genesis of an idea through completion can be along and
complex process. Our analysis of this process, based on the lines of inquiry, examined the following key
components of the process, asillustrated in Figure I11.1.

Reporting

Project Justification
Selection and Approval

Project Announcements

Pre-Implementation Project Implementation

Figurelll.l — Analysis Framework

Governance — the process through which capital projects are controlled, including the clarity of roles and
responsibilities and the reporting relationships necessary for the efficient and effective delivery of projects,
from the idea stage through the business case development, project selection, approva and funding, the
delivery of the project and the necessary reporting throughout the process.

Pre-lmplementation Process — for the purpose of our analysis, this comprises capita project justification,
selection and approval. This, coupled with project announcements, comprises the pre-implementation
stage of our analysis framework.

Justification, Selection and Approval Process — the process through which capital project
business cases are developed, prioritized and approved by both the relevant Ministry/Crown
corporations and Cabinet.

Project Announcements — the process through which the public is made aware of the capita
projects that will be undertaken.
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Project Reporting — the means through which the appropriate stakeholders receive relevant and
timely information regarding the project’s progress and status to alow them to make informed
decisions.

Project I mplementation Process — the process through which projects are managed and delivered. This
typically includes the stages of Requirements Definition, Specifications Definition, Procurement,
Construction Management, Delivery/Commissioning and Follow-up as well as the associated Project and
Risk Management process that is apparent throughout the entire process.

In conducting our analysis, we examined a number of projects as outlined in the introduction of this
report. It must be emphasized that the purpose of our assignment wasnot to assess the appropriateness
nor provide a detailed review or audit of theindividual projects. The projects were examined in the much
broader context of the capital management practices of the Government and no attempt was made to
evaluate the entire project. Where examples are cited in this section, they are merely illustrative of a
broader issue; they are not intended to be reflective of the entire project.

It should be noted that the framework used by the Capital Division to explain its policies and practicesis
similar in concept to the Deloitte Consulting framework used in this analysis. Both are supported by a
body of accepted practices and conventions. As an example, the Division's identification stage (shown in
Figuresll.l and 11.2) embodies al of the Pre-Implementation Process of Figure I11.1.

B. CAPITAL MANAGEMENT GOVERNANCE

The existing capital management process is inconsistent and varies by Ministry and program area because
of significant issues surrounding governance of capital projects. Specific deficiencies include:

Unclear roles and responsibilities between loca agencies, ministries and central agencies
throughout the capital management process,

Uncertainty on the rolesin capita project management between the Crown Corporations
Secretariat and the Crown agencies for which it has responsibility;

Capita management policies, procedures and documentation that are not clearly understood or
followed; and

Performance management systems that do not assign clear accountability for project outcomes or
provide incentives for delivering projects successfully.

In our review of the nine selected projects, the following observations were noted in the areas of
responsibilities and accountabilities:

In many projects, roles and responsibilities were not clearly defined or communicated,

In some cases, it was unclear as to who was responsible for crucia project elements such as:
1) needs and objective analysis, 2) feasihility studies; 3) proposals; 4) control of design and
construction; and

Although an on-site project leader or project manager was assigned in the magjority of cases
(e.g., by the local agency) in other projects there was either no project manager at times due to
personnel changes, or no project manager had been assigned.
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[llustrative Examples

Within the Province of British Columbia, overall responsibility for the acquisition, building and
maintenance of school facilitiesis assigned to the individual school districts. Roles and
responsibilities of the school districts, the Ministry of Education and the Ministry of Finance and
Corporate Relations are clearly established, communicated and foll owed.

In the area of health, these roles are not as clear: for example, with regards to the current
building project at the Vancouver General Hospital, it appearsthat thereislack of definition and
communication of roles and responsibilities.

In the Ministry of Health there is a backlog of capital projects in the system which has
contributed to a significant gap between the current capital base and theidentified capital need.
One of the issues identified in the health area as an inhibitor to the processis a lack of
under standing and acceptance of the recently revised governance model and, more specifically,
the roles and responsibilities of the various participants in the planning process. As noted
elsewhere, there are numerous players at various levels who are involved in the process
(ministries, regions, districts, etc.). Most participants appear to agree that the process needsto
be streamlined.

The implementation of health projectsis seriously impacted by time delays. These delays have
resulted, in part, fromthe governance issues previously discussed. Other contributing factors
include:

Inadequate project justification and selection;

Lack of communication of goals and objectives, form of plans, etc.;*

Continuous personnel turnover; and

Lack of sufficient front-end analysis or adequate businesscases. Thisresultsinthe Ministry
of Finance and Cor porate Relations having to perform more in-depth analysis at later
stages; in part, thisis due to a lack of funding in the early stages of planning and the
absence of accepted standards for estimating costs and preparing business cases.

These project delays have resulted in a number of conditions, including:

Increased project costs (significant delaysresult in original cost estimates being outdated
dueto changesin needs, technol ogy, building codes, maintenance requirements, people,
etc.);
Increased operating costs (dueto deferred or reduced maintenance on older assetswhich
are expected to bereplaced or reduced efficiencies dueto relying on older assets beyond
their expected life);
Under spending of amounts approved for projects because of delaysin the commencement
or the progress of these projects; and
Inability to deliver programs and services as planned.

The current planning process was introduced in 1998 and has not yet been fully implemented by all

interested parties. This accounts for the lack of understanding at some agencies.

* The lack of communication referred to above creates frustration and ultimately adds to time delays and
inefficiencies. There currently does not seem to be an understanding by all of the involved parties asto what the rules
are and who is setting them. The complex nature of the issues and the various agenciesinvolved contribute to this
issue within the Ministry of Health. This matter is being addressed, at least in part by the new Ministry of Health
planning documents.
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Asthe Government frequently chooses to implement large (potentially billion dollar) projects through
Crown corporations (either existing or specifically created for the project) the area of capital management
governance is of particular importance.

As described in Section 11, in the Government of British Columbia, there is currently no generd legidation
completely covering Crown corporations governance and accountability issues for capital project
management and direction. While CCS has devel oped policies on Crown governance, the absence of
generd legidation means that there is no single source for defining these topics for capital projectsin
Crown corporations.

The two most important pieces of legidation affecting Crown corporations, namely the Financial
Administration Act (FAA) and the Financial Information Act (FIA), arelimited in theissuesthey address.
For instance, neither Act clearly articulates the role of central agencies with respect to monitoring and
reviewing the capital management activities of Crown corporations. Even where the legidation addresses
roles a agenerd level, the limits of authorities and responsibilities for crown projects are often not

specified.

There are anumber of central agencies involved in different aspects of the activities of Crown corporations
and coordination of their effortsis an issue. Treasury Board staff, the Office of the Comptroller General
and the Crown Corporations Secretariat al have oversight responsibilities of Crown corporations. Because
roles and responsibilities are often unclear, they can and do become blurred and duplicated. To deal with
the uncertainties and ambiguities, a collection of authorities, upon which central agencies rely to carry out
their oversight responsihilities, has evolved with time. Despite this general collection of authorities, roles

and oversight responsibilities remain unclear.

The roles and responsihilities of those parties involved in Crown corporations governance are clearer in
other jurisdictions. For instance, at the federal level, the Financial Administration Act, Part X, dealswith
governance and accountability matters of Crown corporations. Part X sets out a comprehensive framework
of roles and responsibilities and clarifies the roles and responsbilities of those parties involved in Crown
corporation governance. For example, Part X of the federal FAA articulates arole for Treasury Board in
Crown corporation governance. While the language in the federal Act remains broad, it does set out clear
roles and responsibilities for those parties involved in Crown corporation governance.

In summary, with regards to Crown corporation governance, roles are unclear and the monitoring regime
generaly weak. The current legidative framework has not established appropriate oversight provisions for
central agencies. Non-commercial Crown corporations are managing billions of dollarsin capita funds
within a governance environment that is inadequate.
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C. CAPITAL MANAGEMENT PRE-IMPLEMENTATION PROCESS

1. Capital Project Justification, Selection and Approval Process

When a capital project is put forward it goes through a process of definition, business case devel opment
and prioritization against other projects leading to approva of the project for inclusion in the ministry’s
CPR. This prioritization should balance the financial, socid and economic factors identified in the project
business case as well as the project’ s strategic alignment with the policies and directions of the
Government and ministry. We note, for example, that the CCS has issued Multiple Account Evaluation
guidelines that encourage consideration of “societal goals’, environmental impacts, public service, etc.
The result of this process should be a defensible, prioritized list of projects permitting ministries and
Crown corporations to understand why certain projects are proceeding and others are not.

Despite these requirements, we observed several issues in the selection process of capitd projects. The
ministries’ needs were frequently not defined, documented and refined in the “conceptua stage”, prior to
project commencement. An examination of business cases prepared shows many did not seem to address
al potentia influences on the project, such as legidation, constraints and other risks (e.g., environmental,
socio-economic, etc.). The absence of good analysis and justification raises questions in the approva
process resulting in delays. Across ministries and Crown corporations, there are a variety of approaches
used to select projects. Some are quite effective, some are not. We noted that information analysis,
prioritization approaches and decision-making related to capita spending are also inconsistent across
ministries.

[llustrative Examples

In the Ministry of Education, the prioritization process for the construction of new schoolsis
based on an assessment of alternative options (build new vs. expand/refurbish existing), an
analysis of demographic trends, the age of the current facilities and regional initiatives
established by the Government. Within this process, however, further communications would
likely be useful regarding how the non-financial factors are incorporated into the decision-
making process, and how the projects fit into the Long-Term Capital Plan.

The selection process’ in the Ministry of Health is currently being revised due to problems
associated with the definition and communication to the various agencies that were called upon
to submit capital plansand requests. Most of theissues surrounding capital projects seemto exist
in the front-end of the process, including the identification of capital needs. The identification of
needs necessitates an under standing of the current condition of each capital asset, which until
now has not been availablein the Ministry dueto the absence of a consistent and reliable capital
asset inventory database.’

Another requirement in the early planning stages is the use of a communicated, standard
business case model.” Consistency in this stage of the processwill assist the Ministry of Health to
compare and rank competing proj ects consistent with both its goal s and those of the Gover nment.
Of particular importanceisthe different waysthat risk was (or in some cases was not) factored
into project justification.

® Documents prepared in January and February 2000 for implementation in 2001/02 outline anew process in the
Ministry of Health. If implemented and followed, the new practice should begin to alleviate these issues.

® The new process recognizes the need for a capital inventory and assessment system and outlines the creation of the
Health Capital Assessment and Planning System.

" Previously thiswas not done. The new guidelines require the submission of a project study.
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In 1995, the requirement for a massrapid transit systemfor Vancouver had beenidentified and
thedecisionto uselight rail transit (LRT) was made and presented through BC Transit and the
Crown Corporations Secretariat. In December 1997, a Project Office was created with a
mandate to review and confirmthe assumptions and costs of the LRT. Further investigations and
studies wer e undertaken. Concerns wer e raised about the costs and feasibility of LRT as
previously conceived. We were informed that original assumptions on LRT could not be
supported. In May 1998, the concer ns of the Project Office wer e raised with the Planning and
Priorities Committee of Cabinet and management of the Project Office wasinformed to prepare
a more detailed analysis package and return to the Committee for further discussions. We
under stand that, at this Committee, the benefits of the SkyTrain technol ogy and the receptiveness
and potential for a competitively priced procurement from Bombardier (the owner of this
proprietary vehicle technology) were discussed and an approach was approved.

Later in May 1998, the potential switch from LRT to SkyTrain technology became public
knowledge. At about the same time, the proposed Memorandum of Under standing (MOU) with
Bombardier was announced. The Cabinet Committee on Crown corporations and Cabinet
subsequently approved the proposed Bombardier MOU and the SkyTrain extension project.

Without debating the merits of the assessments and decisions, the normal project approval
process was accelerated or shortcut. Also, the announcement of a proposed MOU created
expectations in advance of Treasury Board approval.

The transition from project concept to requirements definition and, in some cases, to
procurement and then to an actual project occurred very quickly. Many key project management
processes and controls for construction were needed in the early stages of this project. The
subsequent actionsto review the operations of the Rapid Transit Project Office lead to numerous
recommendations for reporting and risk management that have been implemented.

The inconsistencies in these processes across ministries result in submissions to Treasury Board that are
equaly inconsistent in nature. While some ministries submit capital plansthat arein line with the Capita
Expenditure Limits (CELSs) outlined in the Treasury Board Budget Instructions, other ministries submit
plans that exceed the CELS, in some cases by up to 100%. This creates problems for Treasury Board staff
and delays the capital budget process as they are forced to return the plan to the ministry for revision. The
aternative for Treasury Board isto draw aline through the list of projects at the CEL s stage because no
additiona funding is expected.

We noted that links between capital budgeting and planning, operationa budgeting and planning as well as
capital management are weak and fail to achieve an appropriate balance between program requirements
and CELs; (asimilar observation was made by the Budget Process Review Panel).

A related issue was noted regarding the ability of Treasury Board and Cabinet Ministers to make the
necessary trade-offs and strike an appropriate balance among the financial, economic and social impacts of
capital expenditures between ministries. CCS had issued genera guidelines for crown projects; the
compliance with the guidelines appears inconsistent and the authority of CCS to mandate practicesis
unclear. In times of fiscal restraint, during which most of the budget for capital projects may be debt
financed, it isimperative that there exist a framework to alow projects to be rationally evaluated and their
alignment with the strategic objectives of the Government be assessed. Such a framework does not appear
to bein place.
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One of the factors supporting such a framework would be sufficient and consistent information for each
project to permit discussions of the merits of each project. At present, the information provided with
projects is either incomplete or insufficient to make trade-offs between ministries.

There were two further issues identified that are related to the process of project prioritization and
gpproval.

Firstly, in some cases, there were projects put forward with business cases that did not address adequately
the impact of the project on the operating budget in future years. As a smple example, if anew road is
built this year, the need for snow removal, road maintenance, etc. must be factored into the operating plan
for the future. Smilarly, if a project isimplemented on the basis of future cost-reductions, the future
operating plans should reflect the expected improvement in efficiency. Failure to address thisin the project
business case could result in construction of an asset without the corresponding fiscal ability to support its
operationsin future years.

Further, thereisalack of capital or fixed-asset inventory systems within some of the ministries reviewed.
Without the ability to accurately assess the age and condition of existing facilities and equipment,
ministries and Crown corporations are hampered in their ability to carry out effective long-term capital
planning for maintaining or improving their asset base.

[llustrative Examples

School districts complete project budgets based on standardized cost estimates prior to
submissions of the project to the Ministry of Education. Unit rates are used for initial cost
estimates. The unit rates have not been updated since early 1998, and thus may not reflect
current building code requirements and future school needs/designs.

For the Vancouver Trade and Convention Centre expansion, the project’ sobjectiveswereclearly
documented, presented and approved; however, the project ran into difficulties due to
several issues including:

a decision to proceed without final cost deter mination and federal gover nment invol vement;
and

lack of clear ownership and funding structure at the outset.

Through our review of the Port Mann Bridge project and through discussionswith officialsfrom
the Ministry of Transportation and Highways, which delivers highway projects on behalf of the
BC Transportation Financing Authority, we noted that the timeliness of approvals was of
particular significance in the construction of such projects due to the influence of weather
conditions on construction.

2. Capital Project Announcements

An issue that has generated obvious frustration for both MLA’s and Government officials is the timing of
project announcements. If sufficient analysis has not been conducted to devel op the scope and budget
estimates with the level of accuracy necessary to build the project into the CPR, there will be atime delay
before the project can be approved and ‘ officialy’ announced. If approved, projects must go through the
necessary stages (planning, design, environmental assessments, funding arrangements, etc.) before there
are any tangible results visible to the public. These time delays reinforce the public's perception of adow-
moving, inefficient government.
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D. CAPITAL MANAGEMENT REPORTING PROCESS

As a project proceeds through the various phases of implementation, a key element of project management
is status reporting of both the physical progress and the financia status of the project. In our review of
reporting practices, we focussed on the construction phase of the selected projects.

Our review indicated arisk that the level and quality of reporting that is currently provided on the progress
of mgjor government capita projectsis lacking in that it does not clearly provide identification of

problems and potentia problems. Senior government officials may not be receiving appropriate and timely
information in order for them to make informed decisions on how well projects are proceeding.

We recognize that capital project information and data collection is currently being carried out on aregular
basisin al Crown corporations, ministries and local agencies. However, the reporting of this information
is

inconsistent across entities;

in some cases, duplicated amongst central agencies,

considered to be inadequate by the central agencies; and

considered to be burdensome by the reporting agencies themselves.

As noted earlier, guidelines have existed since 1995. However, the reporting requirements emphasized
cash flow reporting against a limit with little comparison of budgets against actual progress. Problems
could not be identified in atimely fashion under this regime of reporting. The central agencies essentially
relied on the reporting agencies to come to them with problems.

The above mentioned reporting issues have arisen, primarily, as aresult of weaknessesin the existing
framework for capital project reporting, as opposed to poor financia controls and systems. In our view, the
central agencies are not providing appropriate guidance to government ministries, local agencies and
Crown corporations regarding reporting expectations on the progress of capital projects in order to provide
suffici entLy detailed analysis on each project as to actua status as compared to budgeted costs and
schedule.” Requirements remain fragmented and without proper guidance or instructions.

Furthermore, unnecessary duplication in reporting requirements is apparent and should be avoided. The
creation of a central database would eiminate this redundancy, while accommodating the needs of a
government-wide reporting policy. The level of control exercised by the central agency is crucial, but the
accountability to bring a project in on budget and on time should rest with the ministry, local agency or
Crown corporation.

The lack of an independent review and sign off of information has also been noted. Such reviews and sign-
offs are key to vaidating the data contained therein and any costs associated with such reviews should be
allocated appropriately.

As aresult, there is aneed to release a reporting policy to socia capital ministries and Crown corporations
which isto be part of an overal consolidated capital project management framework. However, the level
of reporting would depend upon the classification of each project.

A reporting framework will facilitate better control of capital projects and will enhance the ability of
government to identify and manage associated risks. It will provide increased visibility of control by the
Government, helping to minimize stakeholder concerns.

8 We note that the Budget Process Review Panel made somewhat similar observations and we understand that its
recommendations are being considered by the Government.
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Sound capitd project reporting should begin with the on-site project manager. As each mgjor project is
unique in size and scale, different reporting formats and detail are appropriate depending on risk. Central
agencies should issue principles or minimum standards for implementation reporting, but there should be
flexibility to adapt the principles to particular circumstances.

There may be resistance on the part of some local agencies to have reporting requirements imposed upon
them, particularly those with a good track record of managing capital projects. However, it is unlikely that
a Central Agency would require more than the on-site manager aready needs. Therefore, the use of
existing reporting should be utilized to the fullest extent possible.

Consequently, in order for such areporting policy to be successful, the reporting agencies need to be
involved in the development of areporting policy and should be part of the consultative process as policy
is drafted.

The results of our review of the nine selected capital projects reved that reporting was relatively weak and
inconsistent across the majority of projects reviewed. In some cases, reporting is only conducted once a
problem is detected. Reporting varies from projects with excellent reporting of milestones achieved,

budget variances, issues and problems to those that report on an exception basis (i.e., a problem as defined
by the project manager) to those with little project reporting to the governing body.

We noted alack of areporting framework and guidelines by which ministries and Crown corporations are
expected to report to their own Ministers and boards of directors. Similar concerns were expressed by the
Auditor Genera of British Columbia as aresult of his review of the Fast Ferries Project; in particular, the

lack of an appropriate reporting structure.

[llustrative Examples

Rapid Transit Project 2000 Ltd. (SkyTrain extension) isapparently the only government entity
that isimplementing earned value management (EVM) reporting, and hasjust recently released
itsfirst draft EVM report. Rapid Transit Project 2000 management has added this approach to
itsmonthly project reporting. The key stakehol ders are kept regularly informed on the progress
of the project through project status reports.

In the case of the North Fraser Pretrial Centre, capital budgets were generally well prepared
and future projections of oper ating costs wer e devel oped. Reporting to the appropriate Ministers
occursonly if a problem, a material change in scope, or a cost increase occurs. In general,
financial reporting appears adequate; however, the overall monitoring of costs and budgets
needs i mprovement.

E. CAPITAL MANAGEMENT IMPLEMENTATION PROCESS

Our review of the nine capital projects has identified the need for consolidated standards, policies,
guiddlines and processes, which should be implemented and followed for al capita projects. Thisis not
suggesting that the current Government does not follow policies and guidelines with respect to capital
management implementation. The issue is that each agency, ministry and central agency has their own
framework, which they use and apply to capital projects. This can lead to burdensome reporting
requirements, confused objectives and unnecessary use of resources.
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There should be a single source of reference that can be used as a guide and performance measurement
tool. This needs to be coordinated by the key stakeholders. It may represent basic requirements and a high
level statement of principles and policies. While the detailed procedures could be set out by the local
agencies, the overriding principles would be prescribed by the Government’ s central agencies.

Once a project is approved and funds are alocated, the implementation of the project follows a series of
steps, no different than a project executed in the private sector. These steps are typically:

Requirements Definition;
Specifications Definition;
Procurement and Construction;
Ddivery/Commissioning; and
Follow-up.

Concurrent with these steps are the associated project and risk management of the capital management
implementation process. The analysis and illustrative examples in this section are based upon the elements
and sample questions outlined in our lines of inquiry (Appendix A).

Project and Risk Management

In the mgjority of projects reviewed, we found that information was adequately communicated to the
relevant decision-makers. The content of the information and reports, however, did not aways meet the
needs of those decision-makers. In some instances, the information was either too abundant or too sparse.

Management continuity throughout the projects’ life cycle seemed reasonable in the mgjority of cases, but
the health portfolio of projects appears to have frequent turnover on project management. Associated
problems were detected in projects in which continuity was broken. Similarly, rotation of Capital Divison
analysts assigned to the project by the MFCR was also found to be disruptive.

Of the nine projects reviewed, al eventualy received the appropriate approvals. We found that the
individuals managing the project information were quaified and competent; budgets and schedules were
prepared. Further, in most instances we noted that appropriate financial and other controls were in place.
However, risk profiles were rarely created.

[llustrative Examples

The Smithers Secondary School project was carefully planned and scheduled. Reviews and
approvals were provided by the Ministry of Education and the Ministry of Finance and
Corporate Relations and the budget process appeared to be tightly controlled. Wher e needed,
external expertise was retained to ensure that the project was cost effective.
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In the SkyTrain extension project, qualitive risks have been identified and the degree of severity
and probability of occurrence of theseidentified risks has been assessed and responsibilities have
been generally assigned. Furthermore, a quantitative risk assessment has been performed
through the cal culation and monitoring of pressures on contingencieswith values having been
defined through the collection and assessment of pertinent infor mation.

In addition, budgets are prepared, justified, recast and submitted to the proper authorities for
review and approval. Although not explicitly identified, “ hard cost” escalation allowancesare
implicit in the budget cost estimates. Furthermore, costs associated with mandatory compensatory
items such as environmental mitigation and expropriated |ands have been included in the budget.

Other items, such as bus loops, are not included in the budget because various cost sharing
agreements with stakeholders are in place, or are currently being negotiated, to pay for them.
These items may be outside the current mandate of the SkyTrain extension project.

At the time of our review, the project, as defined within the $1.167 Billion budget, was potentially
four months over schedule, reportedly due to delays attributable to such items as environmental
approvalsand railway lands access. Mitigation measuresreportedly have been taken to recoup or
minimize this slippage.

We wer einformed that the contract reserves and the remaining baseline contingency should be
sufficient to cover any anticipated claimsor extrasarising fromreal or perceived increasesinthe
contractor’ s scope of work or claimsarising fromdelays. However, since these costs have not yet
been fully quantified, theimpact on the existing budget has not been fully deter mined. We were
informed that management is currently in the processof analyzing contractors' claims, and that
all but one anticipated delay claim have been resolved.

At present, these claims, along with the sensitivity to interest rate fluctuation, are the largest
visible sources of potential cost impact on this project.

As with any construction project, if such costs impacts are realized and exceed the available
contingency, the budget may have to be increased or the concept scope narrowed to meet the
budget. The Project Office has conducted a value analysis on the SkyTrain extension project.

A system of quality control is evident in this project and non-conformances are addressed.

Requirements Definition

The program objectives were found to be clear and program requirements reflected these objectives.
Project cost estimates were generaly broad at the outset of the project, but were continuously refined as
the project progressed. Appropriate analysis was performed by the agencies and presented to key decision
makers.
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[llustrative Examples

The Smithers Secondary School project waswell documented and the proj ect objective and needs
analysiswere properly approved. Project selection was based on objective criteria set by the
Ministry of Education.

In our review of the Kelowna Cancer Centre, we found that the requirements f or the Centrewere
determined by the Cancer Agency and confirmed by the Ministry of Health. Some high level
socio-economic and environmental impact assessments wer e conducted.

In the case of the Port Mann Bridge project, a feasibility study was conducted prior to the
initiation of engineering. The project’ s objectiveswere part of the long-termtraffic plan, but a
formal business case analysis was not conducted prior to project approval.

Specifications Definition

In most cases an adequate options analysis was conducted and submitted to the appropriate authority,
including clear and relevant information.

Feashility studies were not dways undertaken on the options identified through the options andysis.
Furthermore, potentia constraints were not aways identified at an early stage and life cycle costs were
rarely considered. Since life cycle costs were not considered in most of the projects reviewed, they were
not considered as a basis for concept design and for evaluating concept design alternatives, nor were they
estimated for the evaluation of design aternatives.

[llustrative Examples

An options analysis was conducted for the North Fraser Pretrial Centre by independent analysts.
In addition, our review found that the traditional way of handling projects was challenged in
favour of mor e effective methods. Costing and budgets wer e revised to reflect the progression of
the project.

In the case of the Technical University of British Columbia, the options analysis on the location
of the university was limited to selected regions of the Lower Mainland/Fraser Valley. Moretime
should have been spent prior to the final site selection to determine the most suitable type of
building and space configuration for the university. A “ buy versus lease” analysis was
conducted; however, a mor e detailed assessment of life cycle costs and operating costs would
have been valuable.

Of particular concern at the Royal Jubilee Hospital isthe fact that the orginal estimateswereold
and had increased with the passage of time dueto changing needs, technol ogy, building codes,
personnel, etc.

In the case of the Smithers Secondary School, the School District, the Ministry of Education and
the Capital Division were involved in the design analysis to ensure consistency with project
obj ectives. Subsequent to approval, extensive design and val ue analysis was undertaken by the
Capital Division to ensurethat the design was cost effective. During the process, outside experts
wer e retained to perform design and cost analysis, with input fromthe School District and the
Capital Division, to ensure needs were met within budget. The project was required to be
designed and costed before it was put out for tender.
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Inthe case of the Vancouver Trade and Convention Centre expansi on, the uniquefeaturesof the
site resulted in significantly higher costs, complexities and constraints than foreseen in the
proponent’ soriginal proposal document. The expanded facility wasto be built largely over water
which required serveral permitsand extensive and expensive marine geotechnical investigation
befor e the costs could be finalized. In addition, the site wasto incor por ate the existing convention
facility, the moving/construction of the sea busterminal and the construction of a new hotel and
retail development. Thisinvolved lengthy negotiations and cost sharing arrangements with
several parties. As a result, the project’ s estimated cost continued to increase as more design
work and negotiations were completed. An Independent Evaluation Committee reviewed the
initial design and cost estimates in the proponent’s proposal and the results were reported to
Treasury Board. In addition, Treasury Board was kept infor med of the project status and cost
estimates with regular meetings, reports and updates. Thefinal project definition report detailing
design schedules and budgets was not completed until August 1999.

Procurement and Construction

Contracting is based on inter-ministry policies, directives, guidelines and regulations. However, thereis no
overriding policy to which al ministries are subject. Nevertheless, we found that the procurement process
was appropriately carried out. Management of the construction process generally was in accordance with
legidation and government regulations. Although controls were not reviewed, it appears as if appropriate
financia controls are in place to ensure that payments are properly made. Generally, we found appropriate
plans and systems of quality assurance.

[llustrative Examples

In health care projects, thereis currently a very complex process in place for the payment of
project expenses. All invoi ces must pass the scrutiny and approval of the managing consultant,
the Project Building Committee and the Ministries of Finance and Health. When the certificate ol
approval for payment isissued, it issent to the Health Facilities Association, a society run by the
Ministry of Health, and payment isthen made to the facility or project operators. This process
results in significant delays in payment of contractors and other project suppliers.

The North Fraser Pretrial Centre carried out effective procurement and construction processes.
Independent consultants were used to conduct value analyses and industrial benefits were
considered. Appropriate project management policies (British Columbia Buildings Corporation)
wer e being followed for construction management.

The SkyTrain extension has both sole-sourced and competitive contract procurement. The
general concern with sole-sourced contracts is that they may result in higher costs. The
significant sole-source contractswerefor theelectrical and mechanical system, and the SkyTrain
cars. Although Bombardier has proprietary rights on SkyTrain technology, other procurement
options wer e explored. Management negotiated the Bombardier contract and independent
opinions confirmed the reasonableness of Bombardier’s price and risk allocation. Other
contracts for the guideway, special structures and other elements were awarded through a
competitive proposal/tender process.

A significant item still pending is an agreement on the operations and maintenance contract.
Although these costs will be Tranglink’s eventual responsibility, proceeding without this
agreement in place represents major cost risk.
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Delivery/Commissioning

Many of the projects reviewed have not yet reached the delivery phase. Some of the projects that have
reached this phase did not have aformal plan in place to conduct quality reviews. The remaining projects

appeared to have contemplated an informal mechanism, such as asking the Capital Division to perform
this function.

Nevertheless, there is no standard in place which requires an assessment of the projects compliance with
performance and engineering specifications.

[llustrative Examples

Projects funded by the BC Transportation Financing Authority are administered through project
funding agreements, which have formal change request processes. In the case of Ministry of
Transportation and Highways projects, quality assurance audits are conducted to deter mineil
delivered capital assets meet all specifications. There is usually a one-year warranty on the
asset. Contracts generally include a clause allowing the levy of penalties for late delivery.

The North Fraser Pretrial Centre is an innovative concept. Plans are in place to have an
independent consultant assess, upon completion and during the facility’ s operations, the
project’s compliance with performance and engineering specifications.

Follow-up

The Capitd Divison's policies encourage follow-up on project occupancy and completion. Of the projects
reviewed, very few appeared to be planning for debriefings and performing follow-up evaluations. As a
result, techniques used and lessons learned would not be discussed or documented as a reference and tool
for future projects.
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IV. FUTURE CAPITAL MANAGEMENT FRAMEWORK

Through our analysis of the current situation, discussions with key stakeholders and research into best
practices, we have developed a framework for how capital management should function in the future. The
following section presents our guiding principles for the future. This section is followed by a discussion of
some of the key attributes of the guiding principles and a presentation of some best practices.

A. GUIDING PRINCIPLES

We envision an integrated capital management process that effectively and efficiently manages the
financial resources of the Government to enhance the accountability and integrity of the use of public
funds for these projects. The guiding principles that underlie the future capital management process within
the Government of British Columbia are:

All government capital projects will be subject to the same capital management accountability
framework.

The capital management processes will be structured, disciplined and understandable.

There will be clear responsibilities and accountabilities, with Treasury Board playing a strong
central role in overseeing the process.

There will be more rigour in the pre-planning phase of projects.

Capita projects will be judtified with sound business cases that assess the financial, social and
economic impacts of the project. Other aspects such as service to citizens, environmental
implications, etc. could be included

Project management and project reporting models will be based on project cost and risk.

All projects will follow the same reporting models, based on complete, accurate and timely
information reported to Treasury Board.

Agencies will be accountable for delivering projects on time and on budget.

This process creates value by supporting decision makers at dl levels through the provision of
comprehensgive, relevant and timely information and advice that strategicaly links the alocation and use
of resources to Government programs. These principles are amplified in the sections below. Following
these discussions is a summary of some of the best practices from our research that support the future
direction and a discussion of the implications of this future direction.

B. FRAMEWORK ATTRIBUTES

In the future model, there should be a single, integrated capital management process that clearly defines
the roles of central agencies, individua ministries and local agencies. As al projects are funded through
debt guaranteed by the Government, the application of the framework envisions no differentiation between
projects. Treasury Board would retain the right to grant exemption or exclusion e.g., for selected
commercial corporations projects.
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The Minister of Finance and Corporate Relations through Treasury Board ministersin their capacity as
‘the banker” will retain the right to impose certain conditions on the project (e.g., an acceptable project
manager) prior to granting its approva and will aso establish reporting requirements based on a project’s
cost/risk profile. Mechanisms will exist to ensure that the capital management policies and guidelines that
are established are followed and that exceptions are appropriately documented and acted upon.

Consistent with the * banker model’, we do not see Treasury Board staff having arole in project
implementation. Rather, we see strengthening their monitoring role. Implementation of projectsin the
future framework is the responsibility of the project or facility “owner” (e.g. the local agency or Crown
corporation).

Projects put forward for consideration and eventua implementation will follow a standard approach to
business case development. A part of this process will include documenting the expected financial (both
present capital and future operating costybenefits), social and economic impacts of the project.

The project business cases will help the ministries and the Crown corporations in establishing their own
capital project priorities using their own prioritization frameworks. Comparisons of capita expenditures
(i.e, at the Treasury Board and Cabinet level) can draw on summaries of the financial, socia and
economic impacts included with the business cases.

Projects will go through a multi-phase approva process and this process will be linked to the release of
funds for the project. This ‘creeping (or incremental) commitment’ will help to ensure the project ison
track before it obtains further funding, or allow Treasury Board to re-evaluate its funding decision if there
are uncertainties that are not being addressed. A significant milestone in the process is the stage at which
the project has been formally approved, and a public announcement can be made.

Consggtent with the philosophy of treating ministry and non-commercial Crown corporation projectsin a
consistent manner, they will have equivalent reporting requirements in the envisioned framework. There
will be mandatory status reporting to Treasury Board staff on al projects on aregular basis.

Project reporting requirements will be based on project classification. Certain projects (e.g., high cost, high
risk, aggressive schedule) will have more onerous reporting requirements than low risk projects. Vaue
management/earned value concepts will be implemented as akey part of project reports.

Ministries, agencies and on-site project managers will have accessto al information reported to Treasury
Board. Wherever possible, variations of report formats will be minimized depending on project size, scope
and risk. Reports for different agencies will be drawn from common data sources. Thus we envision that
the reporting should not be significantly different than that needed by the on-site management team.

Performance reviews will be linked to the successful on-time and on-budget delivery of a project.

One of the characteristics of the future framework is a reduction in cycle time for projects. Thiswill be
achieved through standard implementation approaches and standard policy/guidelines. Both will reduce
the need to ‘reinvent the wheel’ on a project-by-project basis. Our framework envisions an environment in
which the experiences and lessons learned from a project are captured in post implementation reviews and
passed on to subsequent projects.
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C. BEST PRACTICES

In other jurisdictions, both public sector and private, leading organizations have decision-making
processes in place to help them assess where they should invest their capital for the greatest benefit. The
framework for these decision-making processes includes:

Business Cases,

Review and Approval;

Project Ranking and Selection;
Project Reporting; and

Project Implementation.

Business Cases, supported by payback or net present value caculations, draw attention to cash flows
associated with potential investments. In addition, they aso consider the strategic fit of the investment

with the organization’s overdl gods including socia and economic benefits as well as arisk anays's of
the project.

A Review and Approval framework ensures the appropriate level of attention is directed to each project,
resulting in decisions that are made more efficiently and are supported by better information. Some
leading organizations have review processes in place that determine the level of analysis and review that
will be conducted based on the size, complexity, and cost of the project. Projects that are crucia to the
organization's strategy, are of high cost, or span several years usualy regquire more analysis, support, and
review than projects that cost |less, have shorter time frames, or have less organization-wide impact.

Using defined Project Ranking and Selection processes creates an environment in which it is understood
which projects were selected and why.

In developing best practices for Project Reporting with which we could compare the proposed draft
reporting policy, we combined our own professional experience in project management consulting with a
review of existing international project management best practices and theory, including information
requirements expected by a bank/lender. The best practices of sound reporting enabled us to review and

critique the proposed draft reporting policy.

In addition to generd principles, there are three essential components of a sound reporting policy:
reporting needs; reporting plan and report types. The general principles of a sound reporting policy are:
Simplicity and Clarity
Accuracy and Completeness
Timeliness and Frequency
Trangparency and Revision
Continuity

In order to develop appropriate reporting requirements, it is essentia that reporting needs are clear, and
that they reflect the nature and organizationa structure of the project. Essential components of the needs
assessment are:

determining reporting needs,
establishing an appropriate level of reporting, and
creating minimum reporting requirements.
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Once reporting needs have been determined, it isimportant to formalize the needs and determine how
these needs can be met. This can be done, through the creation of a reporting plan. A reporting plan sets
out the functional components of reporting such as reporting mechanisms, resources, formats, timing, etc.
in order to ensure that reporting objectives can be met.

The last component of our reporting best practices is report types. This areais actualy determined within
the reporting plan. However, since report types as well as their content are a substantial determinant of the
success of areporting policy, we have treated this area independently of the reporting plan.

The following cycle of reporting (Figure 1V.1) has been developed to illustrate the need to using reporting
as ameans to contain and control a project. The success of the reporting cycle is the timeliness of
reporting and the timeliness of the response to the findings and analysis of reports.”

In order to maintain project control, the information gathered and integrated into a report must be current
to ensure analysis is conducted on the most relevant information. The longer the time required to complete
the reporting and control cycle, the longer a potential problem isleft unattended, fostering a Situation
whereby new, related and non-related problems may develop.

FigurelV.1- Cycle of Reporting
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Further details for the best practices for reporting information on capital projects are provided in
Appendix C.

In order to compare and expand on the Government’ s Project |mplementation framework, we have
developed sound project management principles and standards. These principles and standards are a
consolidation and selection of internationa generaly accepted project management knowledge and
practices. Our resources include, but are not exclusive to: the Project Management Institute; the Canadian
Institute of Quantity Surveyors, the AACE International (Association for the Advancement of Cost
Engineering); and other leading international engineers and project managers in the field of construction
management. As an example of best practices, the Project Management Program for the British Columbia
Building Industry, an affiliate of the Project Management Ingtitute, is in the process of developing a
practice manual for capita projects in British Columbia. This group’s contributors include architects,
engineers, construction contractors, procurement speciaists and facility managers in British Columbia. An
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exposure draft is anticipated for release by December 2000. We noted that the proposed table of contents
is very comprehensive and could serve as another guideline for the Government.

In addition, we conducted a genera review of the capital project management processes and policies with
regards to the establishment of best practices and a framework for capital projects of the Governments of
Alberta, Ontario, the United Kingdom, the United States, Ireland, Australia and New Zeaand. Of the
seven jurisdictions, five demonstrated leadership in the areas of best practice development as follows:
The Province of Alberta has a Project Administration Manual in place for infrastructure projects.

The United States General Accounting Office has developed an * Executive Guide: Leading
Practicesin Capita Decision-Making” which includes standards, policies and case studies.

The United Kingdom Audit Commission has developed best practices for the “Loca Authority
Management of Capital Projects’ entitled “ Just Capital”.

The Auditor General in New Zealand has developed and issued “best practices’ for capital
projects, which it uses to evaluate al capital projects.

The Office of Public Worksin Ireland is currently working towards | SO accreditation, which may
be something that the Government of British Columbia may wish to consider in the future.

Using the UK best practices as an example, we have listed some of the key areas below which the UK
Audit Commission has deemed significant and which we believe are of particular relevance to the
Government’ s capital management processes.

Projects should meet clearly specified service needs.

Project teams should understand each other’ s roles.

Authorities should alow enough time for design and avoid making late changes.

Value for money is more likely to result if aclear procurement strategy is agreed, the risks
assessed and costs and methods benchmarked.

Projects should be monitored closely so that they are completed on time and within budget.
All projects should be reviewed to see what lessons can be learned.

The underlying principles and practices for capital project management upon which our recommended
framework is based, is outlined in Appendix D. They are developed from numerous best practices.
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V. RECOMMENDATIONS

A. INTRODUCTION

Through an examination and analysis of the current Situation as outlined in Sections 11 and 111, a future
framework was recommended in Section V. Section V presents the recommendations that will enable the
Government to move towards this future framework. Figure V.1 depicts this framework and its
components.

Figure V.1 — Recommendation Framewor k

Reporting

Project Justification
Selection and Approval
Project Announcements

Project Implementation

Most of the difficulties that we observed were in the pre-implementation stage and the early parts of
project implementation.

Pre-Implementation

In the future framework, we are proposing major improvements in the activities involving pre-
implementation and requirements definition; activities that take place early in the project life cycle. In
some areas, our recommendations build on current activities or previous attempts to make improvements.
One of the significant differences in our approach, however, is the recommendation to change the
legidation and to issue directions to ensure that the authority to make the improvementsiis clear.

We describe our recommendations in the paragraphs that follow. One area of particular concern to us has
been the problems experienced in planning and delivering health capital projects. Indicative of the
Stuation, Table 1.1(b) shows that health projects have not delivered against the funds allocated. In
Appendix F, we describe how our recommendations, which gpply to al the projects, should begin to
improve the capital management practices specificaly for health projects.
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B. CAPITAL MANAGEMENT GOVERNANCE

We recommend the creation of one governance model with two clearly distinct areas; Pre-lmplementation
and Implementation. Pre-Implementation involves planning and dl activities leading up to project

gpprova. Implementation includes dl activities after project approval, including post-implementation
reviews. We envision a clean hand-off from one area to the other.

The governance model is applicable to both ministries and non-commercial Crown corporations (which is
the scope of this study).

Asindicated in our description of the current Situation, the role of the Crown Corporations Secretariat is
somewhat unclear with respect to monitoring and, if appropriate, intervening in capital projectsin the
Crown corporations for which it has responsibility. However, the CCS' role in advising, assisting and
supporting such Crown corporations in the planning of capital projectsis clear. Our recommendation is
that the latter role of advisor remain, particularly asit links to the role of the Cabinet Committee on Crown
Corporations. Nevertheless, we are recommending that the Minister of Finance and Corporate Relations
retain within the Minister’s purview the authority or right to monitor or take action on the management of
capital projectsin these Crown corporations. It is always within the discretion of the Minister to delegate
such authority to the Crown Corporations Secretariat if appropriate or desirable.

In Section 111, we noted confusion and frustration in the roles and responsibilities between the Capital
Division staff, and staff in the ministries, local agencies, etc. We believe these problems will be
substantially eliminated with the implementation of our recommendations on business cases, standard
practices, better reporting, etc. The risk of overlap, gaps or errors should be significantly reduced.

Capita Divison has a unit caled the Implementation Branch. The intervention activities of this Branch
should be reduced over time as the new standards are applied. Thiswill lead likely to a redeployment of
the resources in the Branch and a change in the focus of their efforts to an oversight role. The timing will
depend on the speed of implementation of the recommendations.

Specific Recommendations

Capital Divison’sinvolvement in project implementation should be refocussed to an oversight
role.

The FAA and the FIA should be amended to extend the authority of the MFCR over capital
projects that currrently exist for ministries to include designated Crown corporations. This will
include the following:

The Minister of Finance and Corporate Relations may develop and issue policies,
guidelinesand directionsin respect to the planning and implementation of capital projects
in Ministries of the government (as defined in the FAA) and non-commercial Crown
corporations.

Without restricting or limiting the circumstances, the Minister of Finance and Corporate
Relations may place special conditions on any monieslent to Crown corporations, or any
guaranteesor indemnity, or any contribution, or other financial undertakinginrespecttoa
capital project.

The Minister of Finance and Corporate Relations, under the Financial Information Act
must be provided with information on request. It is recommended that the definition of
“information” be both broadened and made mor e specific with respect to all information
pertaining to capital projects.
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TheFinancial Information Act expressly provides authority for the Minister Responsible for
the Crown corporation to investigate the financial affairs of the Corporation. Consideration
should be given to allow the Minister of Finance and Corporate Relations the same
authority for capital project financial affairs.

In respect to the relationship between the Minister of Finance and Cor porate Relationsand
other ministers (and their Ministries) of the Executive Council, we foresee no need to
change the legislation because the FAA (section 6.3) already provides the following:

“ each Minister isresponsible for the administration of thefinancial affairsof hisor her
Ministry, under the general discretion of the Minister of Finance and Cor porate
Relations and the Treasury Board” .

C. CAPITAL MANAGEMENT PRE-IMPLEMENTATION PROCESS

1. Project Justification, Selection and Approval

11 Project Classification

When a project business case comes to Treasury Board for approval, we recommend the following
practices.

Treasury Board should establish classifications of projects based on a project’s cost and risk profile.
Associated with each classification are project management standards, reporting requirements and funding
milestones, which must be respected by implementing organization (e.g., local agency) and management.
Appendix B presents an illugtrative classification framework. A formal framework including criteriaand
weighting must be developed by Treasury Board staff.

This classification would have a number of implications including: the degree of screening that will be
applied throughout the life of the project; the required complexity of the business case outlined previoudy;
the degree and scope of reporting on the project, etc. Moreover, most of the recommendations in the report
would be applied to a project in proportion to its classification.

1.2 Business Cases

We are recommending a business case method for each project in which no project would be approved
without a business case justification. Each business case would include a financial analysisaswell asa
discussion of the social and economic impacts of the project.

As the business case method will require significantly more up-front work, including a more refined cost
estimate, we are recommending the process described in the following paragraphs:

Based on the project idea, a*“ project study” paper will be produced. Thiswill be a brief (two page)
document outlining the proposed project and preliminary considerations on why this project should be
pursued, in combination with a high-level estimate of the financial business case.

We recommend monies be provided to the Capital Division to then be allocated to agencies, Crown
corporations and minigtries for pre-planning purposes. To obtain “seed” monies, local agencies/authorities
will have to submit their project study outlining the purpose of the project. Based on the two-page project
study paper, adecision will be made on whether funds will be provided to develop a complete business
case for the project. This decision will be based on factors such as strategic fit with the ministry’s
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direction, likely availability of funding, regiona initiatives, etc. This recommendation could be a
temporary mitigation measure until the business case methodology is well-established as a common
practice.

Projects included in aministry’s LTCP should be supported by a standard business case. Included in the
business case should be an assessment of the ongoing operationa impacts of the project. With amore
detailed business case analysis, projects can be evaluated fairly and consistently, not only within the
ministry but among ministries by the Treasury Board Ministers. With every business case there should be
a cover sheet summarizing the financial, social and economic factors of the project.

Prioritization of projects should be done with clear frameworks established by each ministry. Within a
ministry, it is expected that the criteria for project selection would be based on the established policy and
strategy priorities, and would be consistent with the Government’s priorities at that point in time.

Treasury Board staff would review business cases for soundness and would challenge submissions as
required.

13 Approval Process

A phased approval process should be implemented. This process will require areturn for approval at each
phase of the project to obtain funding for the subsequent phase. Thiswill, in the absence of any reporting,
allow the Treasury Board to understand the timing of project expenditures.

Specific Recommendations

On behalf of Treasury Board, the Capital Division should refine and implement a standard
business case methodology for evaluating capital projects.

Unit rates and standards should be used in project requirements and specifications planning.

All project proposals should identify the financial implications and linkage between capital and
operating budgets.

Systems should be developed to track the expected life and condition of fixed assets.
A project classification system should be introduced based on project cost and risks.

A phased approval process should be implemented for al capita projects based on project
classfication.

2. Project Announcements

Ministers and ministries should be provided with a standard set of guidelines for announcing capital
projects. In genera, these guidedines should suggest that projects should not be announced until after the
business case has been approved by Cabinet. Under the proposed system, Ministers will have

several opportunities to announce a capita project, e.g. (1) after the project is approved in principle, (2) at
the beginning and at major milestones of the construction stage, and (3) at the construction completion
stage.

Deloitte
'Cﬂﬂ!'il.lltll'lg © 2000 Deloitte Consulting 55



Capital Management Process Review
for the Government of British Columbia

Specific Recommendation

Standard guidelines should be implemented for announcing capita projects.

D. CAPITAL MANAGEMENT REPORTING PROCESS

The objective of the reporting and monitoring framework is to ensure that accurate and complete
information is communicated to the appropriate stakeholders in atimely manner. This alowsthe
stakeholder to assess the status of a project and to identify potential problem areas before they occur so
that corrective action may be taken. A reporting standard for al projects should be in place with regards to
financia reporting, potentid risk areas, project status and milestone tracking. A reporting policy isonly

one part of an effective overall capital project management framework.

Some local agencies fed that current reporting requirements are too burdensome. The introduction of a
project classfication system will permit flexibility in reporting requirements depending on risk.

A new reporting requirement guideine and framework does not necessarily imply the purging of existing
reporting requirements. Rather, the requirement is the consolidation and refinement of current reporting
practices into a comprehensive reporting structure that both clarifies the minimum requirements and
ensures essential reporting elements are not overlooked.

The information surrounding capital projects should be available within each agency. Therefore, a
mechanism to appropriately capture this information in a manner that would remedy the above noted
reporting concerns is required.

Following this, each agency should eectronicaly submit their data to a database maintained by the centra
agency (Capital Division). This information will be used to generate the reporting needs of al the
interested parties.

This system would in effect replace the current submission of forms process of reporting and thus
eliminate the burden on the agencies while providing the required level of information centraly.

The main attributes of an effective reporting policy are:

A standard format for reporting should be established with minimum standards in place. Minimum
standards would enhance clarity and continuity while providing sufficient flexibility to cater
reporting requirements to a particular project or agency. Thus, those requesting the reports (the
Treasury Board and the Ministry of Finance and Corporate Relations) as well as those producing
the reports will have defined expectations. Accordingly, sufficient detail will be provided to the
government bodies to ensure that they understand what is required. If a particular agency or
project requires report formats that differ from those requested, they should be drafted by that
agency and approved.

Educationa training sessions should be provided to the agencies in order that they become
comfortable with the reporting requirements as well as gain the skill level required to meet these
requirements. Thisis especially the case with regard to the Earned Vaue Management approach.
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A minimum variance deviation by clarification should be established in order to identify variances
that are considered to be significant.

Controls should be implemented at the project level to assure accuracy is maintained.

A requirement for the development of areporting plan should be established in order to ensure that
stakeholder needs for each project are met.

Reporting policies will have to take into account potential changes in the Government’ s approach
to accrua accounting and single entity reporting; this should be consistent with the Budget
Process Review Panel’ s recommendations.

Best practices are detailed in Appendix C and should be used as a guide in developing new reporting
reguirements.

Specific Recommendations
Standard information reporting practices should be implemented
Project reporting requirements based on project classification should be established.
A central database should be established in order to capture capital project information that

would be used to prepare reports to meet the needs of al stakeholders, while reducing both
preparation and duplication of effort.

E. CAPITAL MANAGEMENT IMPLEMENTATION PROCESS

An integral component in achieving a successful implementation of a project is a standard, comprehensive
capita project framework.

The draft Process and Policies Manua proposed by Capital Division appears to be fairly comprehensive.
However, some processes and policies have been omitted from the framework, as well as certain other
elements that merit consideration. The crucial omissions are listed below:

Conceptual phase

Risk management

Independent reviews and audits
Project management structure
Staffing and expertise
Procurement

Commissioning

Follow-up

Particularly, independent reviews and audits reduce the risk of imprudent management and act as a check
to ensure that management is mesting its performance expectations.

Furthermore, due to factors such as technological advances and increasing demands, capital projects have
increased in their complexity. Project complexity results in greater demands being placed on project
management, which in turn increases the risk of cost overruns, schedule delays and performance
deficiencies. As aresult, experienced skilled professional's should be considered to provide independent
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and objective checks and evauations of the implementation processes during the life cycle, to help ensure
that the project cost, schedule and quality objectives are met.

Among the rights reserved by Treasury Board or its delegate should be the right to reject the project
manager selected by the implementing agency.

Many local agencies do not have the expertise to implement a large and often costly capita project. These
agencies will need to draw project management talent from elsewhere. A follow-up review should be
conducted in order to ensure that lessons learned from a project are passed on to subsequent projects.
Evduations for staff members should reflect their ability to execute their phases of the project.

The payment process for health care projects needs to be streamlined and should be similar to that already
in place in other ministries. For example, in some other ministries, the process is that once the managing
consultant approves the invoice for payment, it is paid; then, on aregular basis (i.e., monthly or
periodicaly) representatives from the Capital Division and the agency review all expenditures. One option
for health projects is that the Project Building Committee with representation from the various interested
parties could review the expenditures. Other audits could aso be conducted.

It is evident, by the draft Manua outline developed by the Capita Division, that the Government has
already recognized the immediacy of the need to implement a sound, comprehensive capital management
framework. However, because the Manual isin the early stages of development, it is merely alisting of
key areas and phases, presented in the form of atable of contents. As aresult, we have deepened the
understanding of the framework, modifying, explaining and detailing each phase (Appendix D).

The suggested framework (Appendix E) includes up to five levels of policies and processes not mentioned
in the Government framework. This framework is intended to render guidance in the development of a
more sound Consolidated Capital Plan Process and Policies Manual.’

Specific Recommendations

A standard implementation approach should be employed for al capita projects; the specific
approach used will be based on the project classification.

Treasury Board should reserve the right to retain approval of key project € ements
(e.g., on-site project manager).

Independent reviews and audits should be conducted on capital projects when considered
necessary by the central agency.

Performance reviews of accountable staff should be linked to capita project performance.
The payment process for health care capita projects should be streamlined.

Follow-up reviews should be conducted on al capital projects.

® The scope of our study was on the social capital ministries and the so-called non-commercial Crown corporations;
the Government may wish to consider extending some of these recommendationsto all capital projects financed or
supported by the Government.
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VI. RECOMMENDATIONS ROADMAP

The purpose of this section of the report is to provide an integrated program plan for the redesign and/or
development of the proposed project management framework. As such, it is the overview strategy for
implementation of the recommendations set out in Section V. The detailed plan is not within the scope of
our study but should be the first step once the recommendations are accepted.

The “Roadmap” can be used to communicate the direction that the Government intends to pursue. It also
sets the timetable againgt which programs can be monitored by Ministers, Treasury Board, and senior
officers. With the exception of the current initiative of Capital Division, few of the studies conducted
regarding capital management have provided steps and accountability to follow to redize the benefits of
their recommendations. It is possible that other initiatives or studies that may be underway or planned
which relate to capital management could be added to the Roadmap. One of the benefits of a
comprehensive program is that it shows the timelines, dependencies and resource requirements; the latter
is particuarly important in planning priorities, available time, need for external assistance, etc.

Exhibit V1.1 is a schematic that shows the various initiatives, and the approximate timetable.

There are four magjor program work streams. These are:

Legislation and directives — which has activities to provide the authorities to manage projects, and
to clarify the roles and responsibilities of Government officials.

Policies and practices — which has activities to establish the single, integrated management
process.

Tools, techniques and methodol ogies — which has the activities to develop and implement al the
support instruments to enable the process.

Training and communication — which are the activities to educate the parties on the new policies,
practices and procedures so that there is a clear understanding of the new techniques.

Each of the mgjor tasks are shown in the exhibit. The following have been considered in the timing of the
tasks:

The fiscal year of the Government;

The budget preparation process;

The typical work cycle for project proposals, and
The schedule for the Legidature.

The implementation strategy has the following additional features:

It assumes that each new practice will have two roll-outs, one an initia roll-out to test and refine
the practice and then, afina roll-out.

It provides time for consultation among the Treasury Board staff, staff in the various local
agencies, ministries, and Crown corporations officials to develop and review the proposals.

It provides for a stream of activities for training, education and communications to ensure al the
appropriate parties understand the new policies and practices.

Thus, in an eighteentmonth timeframe, significant progress can be made to dramatically improve the
capital management process.
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Exhibit VI

.1— Roadmap

Q1 Q2 Q3 Q4 Q6 Q7

Legislation and Directives A, M, J/00 J, A, S/00 O, N, D/00 | J, F, M/01 J, A, S/01 O, N, D/01

Legislation Revisions A Proclaim Legislation

Roles, Responsibilities and Prepare Directives on Issue Directives to
Authorities Roles and Responsibilities, Ministries

Issue Directives to Crown
Corporations

Policies and Practices

3 Prepare Detail Draft Review RIS
Standard |mp|ementa[|0n Issue for Comm Revise Implement Version 1 and Revise Version 2

Approach

| Issue for Review Roll-out
Prepare Guidelines (Draft) Implement Version 1 ( Ministries)
i Comment b ” and Revise Version 2
Reporting Standards | © !
F‘;s‘g‘;&‘g:;gzs Implement Version 1 (Crown Corporations)

FaCIIIty Standards/Unit Rates Review, Confirm or Review Roll -out

Develop Standards Implement Standards Approach (Version 1) and Revise Version 2
Investigate Evaluation
Project Manager Evaluation iocesSIORMS

Tools, Techniques and

Methodologies

ining and Communication

Review, Revise and Re -

PrOjeCt Classification Develop Methodology Classify all Projects Use Version 1 D

Business Case/Justification Develop Methodology Roll-Out Methodology Use Approach for FY 01/02 [ReEts REER AT Re=
issue
n H Develop
Follow-up Reviews P w
H H Draft and Circulate Incorporate Guidelines into
Announcement Guidelines T s Brefigs
. ag Develop Competency " "
Prolect Management Positions Profile on P. M. Position Review all P.M. Positions Use Profile for New Project Manager Review and Revise

. . Draft A
Major Tra|n|ng and rait ﬂng‘n‘mcemenl Implement Guidelines Train on Standard Implementation Approach
Communication Activities
Train on Busin Communicate on Role Deliver Training on
Methodology Directives Revised Practices

Train on Class Train on Reporting Standards
pproach
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