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1.0 Introduction

A. BACKGROUND

In 2002, the Office of the Auditor General of Canada (OAG) undertook a government-wide audit
of the federal government’s Sponsorship Program (as well as advertising and public opinion
research activities), which included transactions between the Communication Coordination
Services Branch (CCSB) of Public Works and Government Services Canada (PWGSC) and some
Crown entities. The audit found significant shortcomings in CCSB’s management of the
Sponsorship Program. The OAG’s report referred to Canada Post Corporation (CPC or the
Corporation) with respect to two transactions:

e sponsorship of the Maurice Richard television series; and,
e sponsorship of CPC’s participation in the “Stampin’ the Future” competition.

The OAG’s report noted that their audit scope did not include the entire sponsorshis / marketing
program of CPC, and, given the nature of their findings, the report suggested that CPC
undertake an examination of its full sponsorship/marketing program and report the results of
this examination to its Board of Directors.

Subsequent to the issuance of the OAG’s report, the Minister responsible for CPC, in letters to
the Chairman of CPC’s Board of Directors, reiterated the need for CPC to undertake an
examination of its sponsorship, marketing and advertising activities. The Minister also requested
that CPC undertake an examination of its management practices.

With respect to the examination of CPC’s management practices, the Minister’s letter directed
that:

e the examination should verify whether appropriate internal management policies and
practices were in place between 1996 and 2003; and,

« the examination should assess compliance with the policies and practices.

Through discussions with the Minister’s office, clarification was provided that the requested
assessment of compliance should focus on the identification of exceptions to the normal
application of CPC’s policies and practices in force at the relevant timeframe, which might give
rise to situations of non-compliance.

As a result, Deloitte & Touche LLP ("Deloitte”) was retained to undertake an examination of
CPC’s management practices (the "Management Practices Review”).

© Deloitte & Touche LLP and related entities. July 23, 2004
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PROJECT OBJECTIVE AND SCOPE

The overall objective of the Management Practices Review was to examine specific CPC

management policies and practices for appropriateness and compliance. Generalily, in terms of
appropriateness, the examination focused on an assessment of the design of CPC’s policies and
practices compared with accepted business practices and internal controis of the day. The
compliance aspect of the review focused on activities that would be either exceptions to the

normal practice or situations where there was in fact non-compliance.

The scope of the Management Practices Review was:
e CPC as a corporate entity. The examination did not include a review of CPC’s subsi

diaries.

Where the examination’s findings warranted further follow-up, the examination was designed
to examine specific transactions within subsidiaries that were related to or flowing from CPC;

and,

» specific management policies and practices for the period from January 1, 1996 to December
31, 2003. The examination was not required to examine all CPC management policies and
practices over the examination time period, nor was it practical to do so. The specific areas

for examination were:
o hiring, not including compensation practices (“Hiring”), with a focus on the

appropriateness of hiring policies and practices, and a review of identified exceptions

to hiring policies and practices;

o procurement/contracting (“Procurement”) with a focus on the appropriateness of
procurement/contracting policies and practices, and a review of a sample of

exceptions to policies and practices;

o senior executive and board travel and hospitality ("Travel and Hospitality”) witha
focus on the appropriateness of travel/hospitality policies and guidelines and a review
of a sample of senior executive and board travel/hospitality claims to identify non-

compliance; and,

o Internal Audit scope restrictions (“Internal Audit”) to determine if scope restrictions

were imposed on Internal Audit.

July 23, 2004
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C. APPROACH AND METHODOLOGY

To conduct the examination, a work plan was developed that included the following key work
streams: |

Examination of Management
Pianning

and Data
Gathering

Practices -
e Reporting

Compliance Review

(using Forensic Practices)

Project Management and Communications

The examination plan was provided to the CPC Board of Directors (the “Board”) for its

information and the terms of the engagement were confirmed with the Board in writing. The
Board retained Davies Ward Phillips & Vineberg LLP, who in turn retained CRS Inc., to advise
them on the scope, process and results of Deloitte’s examination, and other related matters.

The detailed examination procedures, to assess the appropriateness of CPC’s policies and
practices, compared CPC’s policies and practices with accepted business practices and internal
controls of the day.

To assess CPC's compliance with CPC's policies and practices, the examination procedures were
focussed on identifying and examining potential exceptions to CPC’s established policies and
practices. In every case the issue of compliance was assessed by comparison to the policies and
practices that were in place at the time the transaction occurred. Where appropriate, the
examination procedures were complemented with forensic practices.

© Deloitte & Touche LLP and related entities. July 23, 2004
Examination of Management Practices 4




D. FINAL REPORT CONTENT

This Final Report on the examination of Management Practices at CPC fulfills the requirements of
Deloitte’s project objective and scope, as referred to in Section B of the Introduction, and is
based on work conducted over the period from mid-February 2004 to June 7, 2004.

The findings presented in this report have been reviewed and discussed with the Board and
representatives of CPC management. This report is issued coincident with the issuance of the
Final Report on the Examination of Sponsorship, Marketing and Advertising Activities.

The Assessment section of the report sets out the assessment of the examination’s results and
findings, organized by examination area, as follows:

Hiring (not including compensation practices);
Procurement/Contracting;

Senior Executive and Board Travel and Hospitality; and,
Internal Audit Scope Restrictions.

For each examination area, the report presents the examination objectives and scope,
examination criteria and the procedures employed. An overview of the subject area is then
presented and examination results are outlined, reported against the criteria applied. Summary
conclusions, observations and recommendations are then provided for each examination area.

CPC Senior Management has developed a program of actions to address the issues, findings and
recommendations. The action plans have been reviewed and approved by the Board, and the
Board has indicated that they will closely monitor the implementation of the Corporation’s action
plans. The action plans are presented under the heading "CPC Response” in each section of the
report. The action plans related to the Corporation’s oversight and governance processes, which
address a number of the issues raised throughout the report, are provided in the final sectlon of
the report under the heading “CPC Response - Oversight and Governance”.

Deloitte has reviewed CPC'’s response to the extent of assuring the Board that the responses
proposed address the issues identified in this report.

July 23, 2004
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E. GUIDING PRINCIPLES

In developing the summary conclusions, observations and recommendations for each
examination area, the examination was guided by the following four broad principles:

1. Standards of performance - CPC, as a large and highly visible crown corporation, shouid
be measured against the criterion of consistently meeting the standards of performance with
respect to its policies, systems, practices and conduct that were deemed appropriate at the
time. The standards expected of crown corporations at the time are set out in a variety of
sources such as their legislation, the Financial Administration Act, ether guidance and
directives provided by the government and accepted business practices of the day.

2. Tone at the top - As demonstrated in many organizations, the tone at the top is critical in
defining the culture and performance expectations for an organization. As a resuit, the
activities of the senior leadership (the Board, CEO and senior executive) must meet the
highest standards of performance and conduct within the organization.

3. Separation of duties - It is critical that there be both effective execution and effective
oversight to achieve the standards of performance and conduct that are sought. This means
that there should be effective oversight at a level above the most senior level responsible for
execution to ensure the required checks and balance. |

4. Documentation - To meet the standards of performance expected, evidence must be in
place demonstrating that the activities that are called for have been performed. This means

documentation, as evidence, does matter. Proof of compliance with important policies and
principles should come from the documentary evidence that could be reviewed.

These guiding principles have been derived from authoritative material on internal controls and
the characteristics of effective control systems.

© Deloitte & Touche LLP and related entities. July 23, 2004
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2.0 Assessment

A. HIRING (NOT INCLUDING COMPENSATION PRACTICES)

i. Objectives and Scope

The objectives of the Hiring stream were to:
» assess the appropriateness of CPC’s hiring policies and practices; and,

* determine the level of exceptions to hiring policies and non-compliance with the
examination criteria for hiring, using forensic practices, where appropriate, to identify
and examine potential sources of exceptions.

The scope of the examination included hiring policies and practices and exceptions between
1996-2003. The exceptions to the application of the standard hiring policies and practices
were determined through discussion with CPC personnel.

ii. Examination Criteria

The examination criteria used to assess the appropriateness of CPC’s hiring policies and
practices was based on recognized and accepted hiring principles at the time from both the
public and private sectors. To assess appropriateness, the examination reviewed whether
CPC had policies, practices and internal controls in place to ensure that hiring activities
performed by CPC met the following criteria:

* Non-partisanship - Conduct hiring in a manner that is free from favouritism,
nepotism or political partisanship and in a manner that is in compliance with the

conflict of interest policy.

» Competency-based - Conduct hiring that ensures that the individual hired possesses
the attributes and qualifications required for effective job performance.

* Fairness - Conduct hiring that ensures that hiring decisions are equitable, just and
objective. This would include providing evidence to suggest adherence with
competitive processes, as outlined in the hiring practices, collective agreements,
internal principles (such as “hire from within”) and employment legislation.

* Business Need - Conduct hiring that ensures that only the necessary number of
competent individuals required to conduct business are hired and that there are sound
business reasons for the hiring of the individual.

e Openness - Conduct hiring in a manner that all communications regarding staffing
and hiring decisions are open, honest, timely and clearly understood, and that accurate
records for both successful and unsuccessful candidates are maintained.

The examination’s compliance testing also used the above criteria in assessing identified
exceptions. For the purposes of this examination, an “exception” was defined as an
applicant or employee that was hired and/or given special consideration outside of the

regular hiring process.

July 23, 2004
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lii. Procedures Employed

iv.

In order to assess appropriateness of hiring policies and practices, relevant CPC policies
and practices were reviewed and assessed against the examination criteria, interviews were
conducted with Human Resources (HR) personnel, and relevant CPC Internal Audit reports
were reviewed. To validate the description of hiring practices, a judgemental sample of
regular hiring files was reviewed.

To determine exceptions to compliance with the hiring policy and practices, interviews were
conducted with HR personnel to identify exceptions, hiring data related to the identified
exceptions was reviewed and follow-up interviews were conducted. The individuals who
were hired as a result of these processes were not interviewed.

Overview of Hiring

Based on 2003 data, CPC has approximately 70,000 employees (including full-time and
part-time permanent, term and temporary positions). CPC has approximately 16,000
external hires (i.e. hires, re-hires and re-instatements) annually (an average based on
1999-2001 data), with 20% of those hires representing full-time positions (regular and
term), and the remaining 80% representing part-time (regular and term), temporary,
casual or summer positions.

Hiring takes many different forms within CPC. Transactions such as promotions, re-hires,
movements and transfers, are considered “internal hires” and can contain elements of a
competitive hiring process. An “external hire” refers to the hiring of an employee and can
include hires, re-hires and re-instatements.

There are two underlying hiring principles used at Canada Post: “hire from within” and
“competency-based selection”. CPC staffing officers and functional managers must follow
these principles, along with the corporation’s Conflict of Interest policy and Employment
Equity policy. In addition, hiring processes vary by bargaining group and must adhere to
the procedures outlined in the collective agreements.

Although there are unique differences between the hiring processes used for the different
bargaining groups, generally speaking, there are nine key steps that are applied across
CPC’s regular hiring process (excluding summer students): .

- 1. An approval to staff a position is obtained;

2. Selection criteria are established;

3. An appropriate recruitment strategy (based on the bargaining group to which the
position belongs) is chosen ~ after all internal channels have been exhausted, it is then
determined if external hiring is required;

Job competitions are posted;

Candidates are tracked for records and documentation purposes;

Candidates are screened by seiection boards;

Candidate(s) are selected and final reference and security checks are completed;

An offer of employment is prepared and acceptance is evidenced by the signature of
the candidate; and, .

Candidates are notified of the results and the process is documented and kept on file
for a minimum of two years.

XN A

o

It should be noted that the hiring practices employed at Canada Post have evolved over the
past seven years. Interviews with HR staff indicate that there has been an emphasis over
the past three to four years to clarify, reaffirm and document hiring policies, principles, and
guidelines and to increase the openness and effectiveness of the process. The overall
outcome of these results is a more structured and supported hiring process, with roles and
responsibilities more clearly defined.

© Deloitte & Touche LLP and related entities. ' July 23, 2004
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The hiring process for summer students differs slightly from the above and has evolved
over the past seven years. Functions seeking summer student help must submit a staffing
request to HR indicating the position and the qualifications and competencies required.
Over the past two years, the summer student program has become more formal, to
address potential conflict of interest issues.

v. Examination Results

Assessment of Appropriateness

Based on the examination conducted, CPC was found to have appropriate hiring policies
and practices throughout the examination timeframe, with evidence of comprehensive
controls in most areas. As assessed against accepted hiring practices, the regular hiring
practices at CPC were found to contain the key elements of an effective and fair process.
The examination found that there were appropriate internal controls to ensure that the
process is followed and that there were tools available to support staffing officers in
administering the hiring activities, with two exceptions described more fully below - it
appears that additional training is required for those involved in hiring activities and there
are no HR metrics in place to monitor the consistent application of the policies and
practices over all hiring activities.

The following describes the examination’s main findings against the criteria as described
previously:

Non-Partisanship

There are several controls in place to promote non-partisanship in reaching hiring
decisions, including the definition of appropriate selection criteria, the establishment of
a neutral selection board, holding open competitions to increase the openness and
awareness of the hiring process and the provision in the collective agreement for
bargained positions, as grievances can be filed if the agreement has been breached.

Competency-Based

The competency-based framework employed at CPC provides a structured approach

~and process for selection. A standard set of criteria is incorporated into the
assessment tools and templates, enabling the selection board to identify a candidate
whose skills match the job requirements. Multiple testing methods are used in order
to make a sound assessment of the candidate’s skills. These tools typically include
screening templates, interview guides, and aptitude or language tests.

Fairness

A staffing authorization request initiates the hiring process, and the authorization
process ensures that there is legitimate demand for the position. The selection criteria,
which are based on core competencies, provide a framework for fair and equitable
assessment of all candidates. The collective agreement dictates the process to be
followed and the grievance process provides a channel to take recourse. Jobs are
widely posted, using several internal channels to provlde equal opportunity to

employees.
Business Need

The staffing request and approval process validates the rationale for the hiring activity
and ensures that there is a legitimate business need for the position that is aligned
with the strategic direction of the corporation. The approval process is centralized
through one point of contact in CPC’s HR group, where all of the requests made
throughout the Corporation are addressed.

July 23, 2004
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Openness

Open competitions for bargained positions illustrate that collective agreements are
being followed. Documentation of the competition process and the resuits of
candidate screening provide supporting evidence that hiring decisions are made in
accordance with accepted policies and practices.

As noted earlier, although the appropriate tools have been developed and are made
available to those involved in the hiring process, there is little evidence that appropriate
internal controls are in place in the area of rigorous monitoring or checks to ensure
consistent application. The lack of monitoring and evaluation suggests that exceptions can
be made and the process can be circumvented. In addition, through interviews, it was
confirmed that there is no consistent training on hiring policies and practices. Having said
that, a CPC Internal Audit report completed in 2000 on external hiring suggests that there
are informal controls that mitigate such risks, and during this examination a high level of
professionalism was noted amongst the CPC HR staff with which the examination team
interacted. - )

Assessment of Compliance

A review of a judgemental sample of 22 hiring files was conducted to confirm the
description of the process and gain a sense of compliance with the process for regular hires.
The files indicate that the major components of the hiring process have been followed and
documented. Documentation of the process is found to be complete in most cases and in
the cases where specific documentation is missing, there is other supporting

documentation that indicates adherence with the defined process. Key findings of note
“include:

e There was evidence of the use of regionally standardized templates for screening,
interviewing, documentation, recruiting and correspondence with applicants; and,
documentation checkiists were used to ensure required documentation was completed
and filed.

e There was evidence of compliance with relevant authorities such as collective
agreements, external hiring approval policies, and summer student hiring policies.

» There was evidence of openness in the hiring process through job postings and
applicant notifications.

¢ There was evidence of the use of selection boards, consisting of two or more members.

Through interviews, it was noted that there are exceptions to CPC’s hiring policies and
practices; known by the CPC personnel interviewed as “special hires”. Throughout the
timeframe of this examination (1996-2003), there is evidence of special hires, with the
largest volume of activity from 1998-2002. Notations on files, which were confirmed
through interviews, suggest that virtually all special hires were referred to the HR -
Executive Services ("Executive Services”) group by the Office of the Chairman (from 1996-
1999) and then subsequently from the President’s! office (from 1999 to 2003).

' In this report, the term “President” refers to the individual holding that position during the 1999-2003 time period,
unless otherwise noted, and with the exception of the CPC Response sections.
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Based on the examination procedures conducted, which included interviews with HR staff
and supervisors, verification of employment records and review of MR files, there is
documentation to support the identification of 87 special hires. Four were offered positions
and declined, and the remaining 83 special hires were as follows:

Type of Position #
Permanent: | |

e Full-time 7
Term:

o Full-time 34
e Part-time 4
TOTAL PERMANENT AND TERM | 45
TOTAL SUMMER 38

Of the 34 full-time term and four part-time term employees, 20 became full-time
permanent and 1 became part-time permanent employees over time. Of the 38 summer
hires, 6 eventually became full-time permanent employees.

There were additional cases identified by CPC as referrals outside the regular hiring process.
Based on examination procedures conducted to date, insufficient evidence was available to
conclude on these additional cases at the time of this Final Report. Further work would be
required to bring these items to conclusion, and the level of effort to reach conclusion on
these cases would likely be extensive and may not add further insights to the special hiring
processes.

Given the number of special hire referrals from the President, a centralized hiring process
was established by a General Manager within CPC’s Executive Services group to facilitate

the effective integration of special hires into the functions. The President indicated during
interviews that he was unaware of the process that had been put in place.

The majority (69 of the 83) of special hires were employed within non-unionized groups,
while the remainder (14 of the 83) were placed within union groups.

Based on a review of special hire files and follow-up interviews, there is strong evidence
that the permanent and term special hires were not taken through CPC’s nine step hiring
process described above. In most of the 45 cases, positions were created specifically for
the special hire, rather than having these people fill an identified business need. These
special hires were brought into the Corporation from outside, in contradiction with the
“hiring from within” principle. Special hires did not go through the formal external hiring
approval process, requiring documented rationale for the external hiring and signatures at
multiple levels of the organization. Documentation in the files indicate that some special
hires were subject to testing and regular administration procedures, such as completing
application forms and employment equity questionnaires, while others were not.
Interviews with HR staff indicate that formal interviews were not conducted with special
hires, rather informal meetings were held with the individual to discuss what type of role he
or she was interested in. Screening was minimal, not based on competency and without
the use of selection boards. Reference and security checks were often not conducted.

Although the corporation’s summer student program had a less formal hiring process until
two years ago, the summer students noted above were considered to be a special hire
situation as they were funded and coordinated by Executive Services, as opposed to going
through the regular hiring process for summer students, which was coordinated by Head
Office HR and funded by the function that employed the summer student.
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