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Our opinion provides assurance that the Government of Canada is properly reporting its overall financial performance to 
Parliament and to Canadians. Reporting the government’s financial results requires significant effort by public servants. 
Staff in individual departments and central agencies work together to prepare the government’s consolidated financial 
statements. For the 15

th 
consecutive year, we have expressed an unmodified audit opinion on the consolidated financial 

statements, and we thank those involved for their assistance and for the cooperation extended to my Office during the 
audit. 

The purpose of these Observations is to comment on matters that we would like to bring to Parliament’s attention. 

National Defence — Inventory and Asset-Pooled Items 

For the past 10 years, we have been reporting National Defence’s difficulties in properly recording and valuing its 
inventory and asset-pooled items (repairable spare parts associated with the Department’s capital assets). These 
difficulties have resulted in hundreds of millions of dollars in adjustments being made each year to the government’s 
consolidated financial statements. Inventories at National Defence account for about $6.5 billion of the government’s total 
$7.5 billion in inventories. In addition, asset-pooled items, which are controlled as inventory and accounted for as tangible 
capital assets, have a net book value of about $3.1 billion. 

In last year’s Observations, we reported that National Defence was working on several initiatives aimed at, among other 
things, addressing its difficulties in properly recording and valuing its inventory and asset-pooled items. These initiatives 
included developing policies and financial control frameworks and transitioning to a new resource management system. 
This transition, which is due to be completed by December 2013, would enable the Department to track and account for its 
inventory, asset-pooled items, and tangible capital assets in one system. As all initiatives were expected to be completed 
by 2016, we reported that the Department needed to implement compensating controls during the interim period to ensure 
that its assets are accurate, complete, properly valued, and recorded. 

In its June 2013 report, the Standing Committee on Public Accounts recommended that, by 30 September 2013, National 
Defence provide the Committee with a plan, including specific initiatives and timelines, for improving the proper 
recording and valuation of the Department’s inventory and asset-pooled items. During the audit, the Department indicated 
that it will meet the deadline and will present its plan to the Committee. On 13 September 2013, Parliament was officially 
prorogued ending the session and terminating the business of the Committee. The Department informed us that it still 
intends to present its plan by November 2013. 

In the 2012–2013 fiscal year, National Defence continued to work on its improvement initiatives. Nevertheless, we found 
that National Defence has made limited progress in implementing effective compensating controls and processes to 
address its difficulties in properly recording and valuing its inventory and asset-pooled items. We continue to find errors 
that require numerous adjustments relating to valuation, completeness, and accuracy of quantities, and the timely 
recording of transactions. Furthermore, the Department has extended its timeline, to beyond 2016, to complete the work 
required to ensure that it has in place an effective risk-based system of internal control that is properly maintained, 
monitored, and reviewed, with timely corrective measures taken when issues are identified. Therefore, delays in 
completing this work increase the need for effective compensating controls to be implemented in the interim to address 
concerns related to inventory and asset-pooled items. 
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Senior management needs to continue to monitor the implementation of the various improvement initiatives and to report 
on their status to its Departmental Audit Committee and to the Comptroller General, as necessary. Given the nature and 
significant value of the Department’s inventory and asset-pooled items, we reaffirm the importance of implementing 
effective compensating controls until the initiatives are implemented fully. Effective compensating controls will ensure 
that the Department maintains proper records that provide accurate information for sound decision making. These 
compensating controls should include, but are not limited to, the following measures: 

�	 Perform physical counts at each year-end, focusing, at a minimum, on high-dollar value and high-risk items, to ensure 

that the quantities recorded for inventory and asset-pooled items reflect the actual quantities in stock. 

�	 Put in place processes and procedures to maintain the integrity of price data, across all inventory accounts and 

asset-pooled items, to ensure that accurate pricing is available. 

�	 Determine the root causes of quantity and pricing differences identified during the counts, and take corrective and 

timely action to ensure complete and accurate records. 

�	 Extend the investigation of identified errors across all other similar accounts. 

�	 Establish and use contra accounts to ensure timely write-downs and write-offs of damaged and obsolete inventory and 

asset-pooled items in order to record them at appropriate values. 

We will continue to monitor National Defence’s improvement initiatives concerning inventory and asset-pooled items and 
their impact on the consolidated financial statements. 

Continuing Matters 

In the past, we have reported the following matter in the Observations: 
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Action taken, further reporting not anticipated 

Observation Current status 

Accrual-based budgeting and 
appropriations by departments and 
agencies 

Appropriations are currently accounted for using the modified-cash basis of 
accounting. Accrual-based appropriations would provide Parliament with the 
same basis for control and approval over voted spending as the government’s 
overall financial plan and the consolidated financial statements. 

In previous years, we reported that the federal government had outlined a plan 
to implement accrual-based budgeting in phases. After implementing it, the 
government planned to evaluate the costs and benefits of implementing 
accrual-based appropriations in the 2012–2013 fiscal year. 

In April 2013, the government completed its study of accrual-based budgeting 
and appropriations, and it reported the results to the standing committees on 
Public Accounts and on Government Operations and Estimates. In its Report 
on the Assessment of Departmental Accrual Budgeting and Appropriations, 
the Treasury Board of Canada Secretariat concluded that it continues to 
support the use of accrual methods for budgeting, accounting, and reporting, 
but that the accounting for appropriations should remain unchanged. 

Matters requiring further action 

Observation Current status 

Canada Border Services 
Agency — Tax Revenue System 
Deficiencies 

For several years, we have stated that the Canada Border Services Agency 
needed to improve its tax revenue accounting systems and practices, because 
unexplained differences existed between the general ledger and the various 
reports taken from customs tax program systems. The data in these systems 
requires extensive manipulation in order to present revenues and receivables 
on an accrual basis of accounting. 

During the year, the Canada Border Services Agency completed its historical 
GST/HST revenue reconciliations resulting in no material unexplained 
differences. The Agency is now performing ongoing monthly reconciliations 
of their revenue and adjustments are recorded on an ongoing basis as needed. 

A 2008 report by the Standing Committee on Public Accounts recommended 
that the Agency provide the Committee with a detailed plan, including 
timelines, for improving its tax revenue accounting systems. The Agency’s 
response to the report noted that it had a plan to address the shortcomings in 
financial reporting and data integrity. 

This year, the Agency advised us that, after numerous changes in the plans and 
the timing, it has further delayed the date for the scheduled implementation of 
the new accounts receivable system to 31 March 2015. It is important that the 
revised implementation deadline be met without further delays in order to 
improve the information used in the management of accounts receivable and 
financial reporting. 

Consolidated Financial Statements of the Governement of Canada 2 . 43 



Public Accounts of Canada, 2012-2013 

Observation Current status 

National Defence — Tangible 
Capital Assets 

In the past, we have reported that National Defence has had difficulties in 
properly accounting for work in progress and other tangible capital assets. 

In the 2012–2013 fiscal year, we noted that the Department has made progress 
in addressing longstanding write-downs and write-offs of work in progress and 
tangible capital assets. However, challenges continue to be identified with 
respect to: 

� the timely recording and amortization of tangible capital assets that 
are put into use; and 

� the timely write-downs and write-offs of tangible capital assets 
identified as obsolete, damaged, or no longer in use. 

To ensure that amounts recorded are complete and accurate it is important that 
National Defence monitor its work-in-progress balances to identify and 
record, on a timely basis, amounts that should be recorded as a tangible capital 
asset. As with inventory and asset-pooled items, the Department should 
establish and use contra accounts to ensure that the tangible capital assets that 
require write-down and write-off are properly reflected in financial records on 
a timely basis. 
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