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Auditor General’s Comments

Government has established clear direction for Crown
corporations to manage executive compensation, and continues to
increase transparency in this area. Recently, government established
a framework with compensation caps for Crown corporation

Chief Executive Officers (CEOs).

When these caps were introduced the compensation

arrangements for existing CEOs were grandfathered for the

John Doyle duration of their appointments, and many CEOs currently earn
Auditor General more than the cap amount. As a result, the system is in transition,
and further work is needed to align compensation packages with
the established framework. However, because most appointments
are for indefinite terms, we do not know when all compensation
caps will be implemented.

Because this topic is important to British Columbians,
continued departure from the framework may negatively impact
public observations and impressions. Given that continuous
improvement should always be a goal, I am pleased to provide
some recommendations and guidance based on best practices
to enhance further the management of executive compensation.
Government acknowledges that the recommendations are consistent
with the next steps in the development of their framework, has
already begun implementing some of the recommendations, and
has committed to the remainder.

I would like to thank the staff at the Public Sector Employers’
Council Secretariat and the Crown corporations included in our
review for their cooperation and assistance provided to my Office
during this work.

SOme

John Doyle, MBA, CA
Auditor General of British Columbia

Victoria, British Columbia
November 2009
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Executive Summary

Crown corporations in this province manage important public
resources and services that British Columbians expect from their
government. Recruiting and retaining talented managers is critical
to ensuring these corporations operate effectively in the public
interest. Executive remuneration is a tool used to attract and retain
good leaders and motivate exceptional performance.

Both the government of British Columbia and Crown corporation
boards play a role in planning and managing total executive
compensation.

Audit purpose and scope

The purpose of this audit was to determine whether the
government of British Columbia and a sample of Crown
corporations have established appropriate structures and processes
to ensure that Crown corporation executive compensation is
well managed. Included within the scope were the Public Sector
Employers” Council and British Columbia Crown corporations.

As part of the project, we also developed better practice guidance
related to executive compensation and performance-related pay.
This work is presented in Appendix B.

Overall conclusion

Both the provincial government and Crown corporations have
established clear direction to manage executive compensation,
but improvements are required to foster consistent executive
compensation planning and management. Because of the relative
newness of government executive compensation caps, it will
be several years before the limits are fully implemented. In the
meantime, practices to ensure executive compensation policies are
followed need to be strengthened. Public disclosure of executive
compensation is currently better than other Canadian jurisdictions,
but improvements could be made.

Auditor General of British Columbia | 2009/2010 Report 4: British Columbia Crown Corporations
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Executive Summary

Key findings and recommendations

Government has provided high-level direction for Crown corporation executive
compensation, but not the mechanisms to ensure it is consistently followed

We expected government to have established clear direction
and effective processes to plan and manage Crown corporation
executive compensation in British Columbia.

We found that it has done this through the Public Sector
Employers Act and two formal guidelines: “A Guide to Excluded
and Executive Compensation in the BC Public Sector” and
“Public Sector Executive Compensation Reporting Guidelines”.
Recently, government also posted formal guidelines on
performance-related pay on their website.

At the same time, however, we found that:

B the bodies set-up to provide a forum for human resource
management and labour relations issues are not operating
effectively;

B formal records of decision on compensation plan approvals
are not maintained; and

B government has not been monitoring to ensure that approved
compensation plans are being followed.

Consequently, we have made recommendations to address each
of these topics.

Government limits on executive compensation for Crown corporations will take
several years to be fully implemented

The provincial Cabinet set formal limits on total CEO
compensation in 2007. We found that these caps were established
without government consulting Crown corporation boards or
providing them with the criteria used. As well, the corporations do
not feel government is effectively balancing centralized control with
the need for decentralized choice and flexibility.

Just over half (54%) of current Crown corporation CEOs are
earning more than the provincial caps set in 2007 because those
individuals were already in the positions before the new limits took
effect. As Appendix A shows, most Crown corporation CEOs have
indefinite term employment contracts. Therefore, this situation will

6 Auditor General of British Columbia | 2009/2010 Report 4: British Columbia Crown Corporations
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Executive Summary

continue until new CEOs are hired into those positions—a situation
that will take several years to fully resolve.

Crown corporation CEO compensation limits were
communicated confidentially to each Crown corporation, and are
not available for public review.

Since establishing the caps, government has approved one
exception. In this case, the rationale for the approval was not
formally documented.

Crown corporations have, for the most part, established frameworks to manage
executive compensation in keeping with government direction

We found Crown corporation processes to manage executive
compensation to be generally consistent with good practice and
the direction provided by government. Crown corporations
do have policies and procedures in place, and board roles and
responsibilities have been defined.

However, the human resources committee of one Crown board
did not keep minutes of its deliberations and decisions—this is not
considered good practice.

We also found processes in place to establish employee
performance expectations and evaluate results, but these processes
were not fully followed in all instances.

As well, although Crown corporations regularly commission
independent reviews of their compensation plans, not all include
provisions to have performance-related pay programs evaluated
to ensure their effectiveness. We have recommended that periodic
reviews be conducted to ensure performance-related programs
continue to achieve their intended objectives.

Most Crown corporations have aligned performance pay to organizational goals
and objectives, but the link between results and pay was not always evident

Of the six Crown corporations reviewed, most provided evidence
to show that employee performance plans clearly aligned with
organizational goals and objectives, and that performance payments
were only made to the extent that performance expectations
were met. We found two Crown corporations, however, that did
not adequately document linkages between performance plans

Auditor General of British Columbia | 2009/2010 Report 4: British Columbia Crown Corporations
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and payment results. We therefore recommended that Crown
corporations clearly demonstrate the link between performance
payments and actual performance.

All of the Crown corporations we examined are making efforts
to develop meaningful performance measures that are consistent
with good practice. Making sure all performance measures are
consistently SMART (specific, measureable, achievable, relevant,
time-based) is an area for continual improvement and we have
made a recommendation to help guide this.

Crown corporation executive compensation reporting is generally consistent

with good practice

Auditor General of British Columbia

We found that the Crown corporation compensation disclosures
generally met the government’s guidelines. The presentation
of information varied among Crown corporations and not all
elaborated on their compensation philosophy or compensation
objectives. However, we also found that Public Sector Employers’
Council Secretariat does not review compensation disclosures
to ensure they comply with government’s expectations.
For consistency and to ensure good practice, we believe monitoring
is important and have recommended that the Secretariat ensure the
disclosures comply with the guidelines.

Government does not require Crown corporation boards to
review and sign off on disclosure statements before public release.
Given the accountability of each board for its compensation
decisions, we have recommended that board chairs sign the
compensation disclosures.

2009/2010 Report 4: British Columbia Crown Corporations
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Response from Government

Auditor General of British Columbia

The Public Sector Employers Council is pleased to receive and
respond to the Office of the Auditor General’s report on Crown
corporation executive compensation.

Public sector executive compensation is a challenging area
requiring both prudence with public funds and provision of
sufficient compensation, appropriately structured, to attract the
calibre of person needed to lead complex organizations whose
services are important to British Columbians. Public sector
corporations and agencies often have budgets in the hundreds of
millions of dollars and thousands of employees responsible for
delivering services such as health care, education, electrical power
generation and distribution, transit, automobile insurance and
public housing. Taxpayers have the right to expect high quality
executives to be working on their behalf and this requires balancing
prudent use of public funds with adequate executive compensation.
The report acknowledges this challenge while identifying
opportunities for process improvements. Government must ensure
that the process of setting compensation is transparent, that public
sector employer boards of directors are accountable for their
decisions on executive compensation, and that the public has access
to clear information about compensation paid to senior executives
in the public sector.

Government agrees with the report’s finding that the disclosure
policy for public sector executive compensation in British
Columbia meets a high standard. British Columbia’s compensation
disclosure requirements are modeled on those of the Canadian
Securities Administrators. Their requirements provide high
standards in compensation disclosure. Government also agrees
that improvements can be made in how Crown agency executive
compensation is administered both in government and in the
agencies themselves.

Progress has already been made in implementing the Office of the
Auditor General’s recommendations. This includes:

B making available pay for performance guidelines. These will
be a useful resource to agency boards in British Columbia,
both public and private (http://www.aved.gov.bc.ca/PSEC/
executivecompensation.htm);

2009/2010 Report 4: British Columbia Crown Corporations
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Auditor General of British Columbia

B updating and clarifying compensation guidelines
and processes (http://www.aved.gov.bc.ca/PSEC/
executivecompensation.htm); and

B improving the formal documentation of requests and the
communication of decisions related to those requests.

Government accepts the report’s recommendations and
expects to implement those not already in place over the coming
year. These recommendations are consistent next steps in the
development of the Government’s compensation framework or
are improvements to it and, as such, they will be implemented.
Implementation measures will include:

B consultation with public sector employers on the principles
guiding any future changes to government’s decision-making
framework in this area;

B government support and encouragement of Crown agency
boards to:

— review regularly their compensation plans to ensure that
they continue to support their intended objectives and

— when those plans involve re-earnable incentive pay,
ensure that incentives support long and short term
objectives and are tied to performance;

B introduction of a monitoring function in government to verify
that CEO compensation is within approved compensation
plans; and

B adjustment of government’s disclosure policy to include
a requirement for board endorsement of disclosed
compensation statements.

2009/2010 Report 4: British Columbia Crown Corporations
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Detailed Report

Background

Corporate executives in both the public and the private sectors
earn a great deal more than the average worker. The higher earnings
are usually tied to the skill set these executives offer in managing
significant resources on behalf of shareholders or taxpayers.

Nevertheless, the size of some executive compensation
packages and complexity of the arrangements have concerned
many observers in the media and the public in recent years.
These concerns have increased demand for greater transparency and
accountability for the compensation paid to corporate executives.

What is executive compensation and what does it include?

Executive compensation is how senior employees within
organizations are remunerated and rewarded for the services
they provide. Public sector compensation packages involve many
different components (see Exhibit 1).

Exhibit 1

©00000000000000000000000000000000000000000000000000000000000000000000000000000000000000000000000000000000000000000 ©

Components of executive compensation

Compensation Component | Definition
Base salary B Pay calculated at an annual or monthly rate
Short- and long-term incentive B One-time payment for meeting previously established short- or long-term
(or “performance-based pay”) performance objectives
Bonus B An amount of money given in addition to normal pay in recognition of

exceptional performance, but not tied to specific performance objectives

Perquisites (or “perks”) B An extra right or privilege attached to employment. Examples:
— car allowance and paid parking

— interest-free loan

— paid administrative leave

— club or professional membership

Pension Plan B [ncome provided at retirement. Some organizations, in addition to a standard
pension plan, offer a second, supplementary pension plan to executives

Other benefits B |n addition to all or some of the above, other benefits include:
— medical and dental benefits

— extended health benefits

— disability and life insurance

— vacation and sick leave benefits

— Canada Pension Plan

— employment insurance

— workers’ compensation

Compensation protection B Typically, a severance plan to compensate a person’s early job termination

©00000000000000000000000000000000000000000000000000000000000000000000000000000000000000000000000000000000000000000 ©

Source: Compiled by the Office of the Auditor General of British Columbia
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How are executive compensation levels determined?

Many factors can be combined and used to guide and determine
the compensation rates for an executive. These include:

size and type of organization;

B complexity of the organization’s operations;
financial significance (revenue and assets);
level of strategic importance to the province;

knowledge and specialized skill requirements; and

comparative rates of pay for similar positions provincially,
inter-provincially and federally, and compared with those
in the private sector.

How much do Crown corporation CEOs earn compared with private sector CEOs in British Columbia,
as well as other workers in the province?

In 2008/09, the average total compensation of the top five highest
paid private sector CEOs in British Columbia was $8.7 million.
The average total compensation for the top five highest paid
Crown corporation CEOs was $540,000.

Compensation paid to CEOs is significantly higher than that
earned by most Canadians. According to the most recent Canadian
Census (2006), British Columbia’s full-time median employment
income in 2005 was $42,230.

Reasons given to explain the higher compensation CEOs
receive include the skills and experience they offer, the level of
responsibility they must assume, and the complexity of the job to
be performed. It has also been argued that the pool of experienced
individuals available to fill such positions is small and therefore
to attract and retain the qualified individuals, competitive
compensation offerings are required.

14 Auditor General of British Columbia | 2009/2010 Report 4: British Columbia Crown Corporations
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Why is it important to review levels of executive compensation?

There is no one way to establish an executive compensation
framework. However, the problem of wage inflation—occurring
as a result of unchecked efforts to make compensation rates
competitive—has become a major concern. Much has been written
about this in the media in Canada and internationally. In the United
States, where CEO compensation rates are increasing at a much
faster pace than for other employee groups, the federal government
recently introduced measures in an attempt to address the issue
of wage inflation.

What is the provincial government’s role in executive compensation?

In British Columbia, the government is responsible for
establishing an overall framework for public sector executive
compensation and has done this through legislation, policies and
guidelines. The Public Sector Employers Act identifies: who is
responsible for executive compensation planning and management,
what those individuals must do, and what compensation rules
must be followed. Two formal guidelines—“A Guide to Excluded
and Executive Compensation in the BC Public Sector” and “Public
Sector Reporting Guidelines”— provide additional information.

The Act provides for the creation of a Public Sector Employers’
Council (PSEC). The council is to:

B provide strategic direction in relation to human resource
management and labour relations;

B advise government on human resource issues; and

B provide a forum for public sector employers to plan solutions
to human resource issues.

The Act also provides for the creation of public sector employers’
associations to help coordinate compensation planning and
management on behalf of the council.

Executive compensation plan approvals and public reporting
requirements have also been legislated by government. If a public
sector employer makes a change to the terms and conditions of a
senior employee’s compensation, the employer must first obtain
approval for doing so from the CEO of the Public Sector Employers’
Council.

In addition to all of this, the government has also set total
compensation limits for CEOs in the public sector.

Auditor General of British Columbia | 2009/2010 Report 4: British Columbia Crown Corporations
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Detailed Report

Who is responsible for planning and managing executive compensation within British Columbia’s
Crown corporations?

Responsibility for planning and managing executive
compensation within British Columbia’s Crown corporations is
a shared responsibility of each organization’s board of directors,
its Chief Executive Officer, and its human resources department.

Crown corporation boards develop policies to guide executive
compensation planning and management, often establishing a
sub-committee of the board dedicated to reviewing human resource
plans and providing recommendations for the board’s approval.

It is common practice for Crown corporations to commission
independent executive compensation reviews to make sure the
compensation framework is reasonable compared with rates
being offered by like organizations for similar positions.

Audit Purpose and Scope

The purpose of this audit was to determine whether the
British Columbia government and a sample of Crown corporations
have established appropriate structures and processes to ensure
Crown corporation executive compensation is well managed.
Specifically, we examined whether:

B the government has established clear direction for Crown
corporation executive compensation, including performance
pay;

B Crown corporation boards have established appropriate
direction, policies and procedures to manage executive
compensation and performance pay based on the direction
provided by government;

B performance pay is based on performance objectives being
aligned with the goals and objectives of the organization;

B performance pay is awarded only to the extent that
performance objectives have been met; and

B Crown corporations are fully, clearly and on a timely basis
disclosing information to government and the public about
executive compensation, including performance pay.

16 Auditor General of British Columbia | 2009/2010 Report 4: British Columbia Crown Corporations
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Detailed Report

Included within the scope of this audit were the Public Sector
Employers” Council and British Columbia Crown corporations.
We focused on the following Crown corporations:

® BC Hydro Corporation
BC Lottery Corporation

Tourism BC

BC Assessment Authority

BC Securities Commission

B Community Living British Columbia

We reviewed executive compensation planning and management,
including executive performance appraisal practices (CEO and
senior executives). We did not review executive recruitment,
selection and succession management practices. We also did
not evaluate the fairness or reasonableness of compensation
components and amounts. These are policy decisions that are the
prerogative of government and the boards of directors, and based
on judgment—it is not for the Auditor General to say what the right
amounts are.

To gather additional information to support our audit efforts,
we conducted an online survey of 24 Crown corporations as well.
In Appendix A we provide information, primarily from publicly
available sources, about Crown corporations and their CEO
compensation.

As part of this audit, we also developed a better practices
guide for executive compensation and performance-related pay
(presented in Appendix B).

The audit was carried out in accordance with the standards
for assurance established by the Canadian Institute of Chartered
Accountants. We carried out the audit from January to July 2009.

Auditor General of British Columbia | 2009/2010 Report 4: British Columbia Crown Corporations
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Key Findings

Government has provided high-level direction for Crown corporation executive
compensation, but not the mechanisms to ensure it is consistently followed

Legislation and guidelines

Clearly communicating roles, responsibilities and requirements is
critical to ensuring effective executive compensation planning and
management. We expected government to have established clear
direction and effective central government structures and processes
to plan and manage total executive compensation in Crown
corporations.

We found that government has provided the necessary high-level
direction, in most areas, through both the Public Sector Employers
Act and two formal guideline documents:

B “A Guide to Excluded and Executive Compensation in the
BC Public Sector” and

B “Public Sector Reporting Guidelines”

Additional information and explanation is also provided on
the website of the Public Sector Employers” Council.

Through an online survey we conducted with 24 Crown
corporations, most respondents reported they were satisfied that
government’s legislation and guidelines regarding executive
compensation requirements are clear (see following page).

A majority of respondents were also satisfied that the roles and
responsibilities of the Public Sector Employers” Council pertaining
to executive compensation had been clearly communicated
(Exhibit 2).

18  Auditor General of British Columbia | 2009/2010 Report 4: British Columbia Crown Corporations
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Exhibit 2:

©00000000000000000000000000000000000000000000000000000000000000000000000000000000000000000000000000000000000000000 ©

Satisfaction that PSEC roles and responsibilities have been clearly communicated

Crown Corporation
Online Survey

Between March 11 and
March 28, 2009, our

Office administered an
online survey to 24 Crown
corporations who are
required to follow the Public
Sector Employers’ Act

when managing executive
compensation.

Respondents were asked

to answer nine questions
pertaining to the clarity

of government direction
and their views on best
practices related to
executive compensation and
performance pay planning
and management.

Resource Committee (HRC)
Chairs and the individuals in
charge of corporate human

resources (HR).

A total of 81 people were
sent the survey and 49
responded (response rate of
60%). There was at least one
respondent from each of the
24 Crown corporations.

A majority of respondents
were staff:

B 12% of respondents were
board Chairs

B 16% of respondents were
board HRC Chairs

B 31% of respondents were
CEOs

B 41% of respondents were
HR leads

Very

Dissatisfied
10%

Dissatisfied
30%

Satisfied
60%

The survey was sent to board
Chairs, CEOs, Board Human

Auditor General of British Columbia

We also asked respondents to rate the clarity of the direction
provided by PSEC Secretariat through the documents it has
prepared for public sector employers to use. Overall, respondents
rated the clarity of government’s documents as being good.

Respondents also suggested areas for improvement.
These included giving Crown corporations the opportunity to be
more involved in developing executive compensation processes,
providing clearer guidance about compensation plan submissions,
and conducting more face-to-face communication.

One area where government had not, until recently, provided
clear guidance was in relation to the design and implementation
of performance-related pay programs. Draft guidelines had
been developed but never formalized. On August 25, 2009,
however, PSEC revised and formalized their draft guidelines
and communicated them to the Crown Corporation Employers
Association (CCEA).

2009/2010 Report 4: British Columbia Crown Corporations
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Co-ordinating bodies

The Public Sector Employers” Council was established under
the Public Sector Employers Act to “set and coordinate strategic
direction in human resource management and labour relations,”
as well as to “provide a forum to enable public sector employers
to plan solutions to human resource issues.”

The Act also provides for the creation of public sector employers’
associations to help coordinate compensation planning and
management with the council. Representatives from these
associations —including the CCEA—are members of the council.

We expected to find both that the Public Sector Employers’
Council meets regularly and that the CCEA is actively involved
in working with the council’s Secretariat to carry out the roles
and responsibilities outlined in legislation.

In fact, however, we learned that the council has not met in
the past two years. Instead it has been the provincial Cabinet that
has been setting the strategic direction with its CEO compensation
framework.

As well, the CCEA has not been operating as outlined in
legislation and, in our view, insufficient attention had been
directed at ensuring its effective operation. Currently however, we
note efforts are being made to revitalize the CCEA. The organization
now has a website that states the organization is in the process of
rebuilding.

We recommend that government ensure appropriate mechanisms
are in place to resolve executive compensation issues with
Crown corporations.

Executive compensation proposal submission and approval process

We expected compensation plan proposals and approval
decisions to be well-documented. Instead we found that proposals
are submitted in a variety of formats, no formal records of decision
are maintained, and that in some cases no documentation exists
to substantiate a compensation package’s approval by the Minister
responsible. Even for compensation proposals not approved,
we could find no records to document the reasons for the decisions.

20  Auditor General of British Columbia | 2009/2010 Report 4: British Columbia Crown Corporations
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Insufficient documentation increases the risk of
misunderstanding between government and its Crown
corporations and the risk of government policy not being followed.
Government must ensure it has systems in place to effectively
gather standard total compensation proposal information for
comprehensive evaluation purposes. Clear records of decisions
should also be produced and retained to guarantee effective
corporate memory retention.

We recommend that government improve its compensation proposal
submission and approval requirements and maintain a formal
record of all decisions made.

Compliance with compensation plans

Auditor General of British Columbia

We expected government, through the Public Sector Employers’
Council, to have control systems in place to ensure compensation
plans are being followed as approved. Instead we found that
the council does not have adequate control systems in place to
effectively monitor compensation payments and confirm that the
terms and conditions of approved compensation plans are being
complied with.

Given that the Public Sector Employers” Council does not have
approved compensation plans on file for all Crown corporations,
and that it was unable to provide us with a clear picture of potential
total compensation maximums for CEOs, we concluded that the
government does not have adequate systems in place to effectively
monitor and ensure compensation plans are being implemented as
approved.

Monitoring of executive compensation by the Public Sector
Employer’s Council could be simplified by using a standard
contract structure across all Crown corporations, or by requiring
Crown corporations to provide details of financial and non-financial
compensation in a standard format. Any process could mirror the
format for submission and approval of compensation plans.

We recommend that government put adequate monitoring systems
in place to ensure compensation plans are followed as approved.

| 2009/2010 Report 4: British Columbia Crown Corporations
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Detailed Report

Government limits on executive compensation for Crown corporations
will take several years to be fully implemented

Total compensation caps for CEOs

The Crown Agencies Secretariat, in collaboration with Treasury
Board staff, conducted an internal review of Crown agency
executive compensation practices in 2007. Based on the results
of their review, they developed a CEO compensation framework
and made recommendations to government regarding total cash
compensation maximums for Crown agencies. Factors they took
into consideration included:

B the current compensation provided to Crown corporation
CEOs;

the current compensation paid to Deputy Ministers;
pension plans provided to the public service;

® Crown corporation types, financial significance, strategic
importance, size and complexity; and

B compensation provided to CEOs of Crown corporations
in other jurisdictions across Canada (note: for 11 Crown
corporations no comparators were deemed suitable).

For the review, input was also requested from Ministers
responsible for each of the Crown corporations. No direct input
from Crown corporations was requested. Consultation with
major stakeholders is an important component of good decision
making. In the case of CEO compensation, the board of directors
is responsible for the operation of each Crown corporation, and
a key role of carrying-out that responsibility is the hiring of the
CEO. Crown corporation boards could have provided valuable
information about unique needs of their corporations.

When the Chairs of the Crown corporations were informed of the
compensation caps, they were not provided with the rationale used
to determine the caps. This, of course, made it difficult for some
Crown corporations to understand and accept the caps, or to know
on what basis to request an exception to the caps. The high level
criteria that will be considered in compensation decisions has now
been included in a revised edition of the Guide to Excluded and
Executive Compensation in the BC Public Sector issued in July 2009.
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Most CEOs are currently earning more than the caps

Just over half (54%) of current Crown corporation CEOs are
being compensated more than the caps that have been set for their
positions. CEOs already earning more than the newly implemented
caps have been “red circled”—meaning that when these positions
become advertised again, government expects new CEOs to be
hired within the set compensation limit. As Appendix A shows,
most Crown corporation CEOs have indefinite term employment
contracts. Therefore, it will take several years to fully implement
government’s limits on executive compensation.

Crown corporations may submit requests for an exception to
be made to the CEO compensation caps. All exceptions must be
approved by both the Premier and the Minister responsible for
the Public Sector Employers” Council. Since 2007, five CEOs have
been hired with compensation offers that are within the CEO
compensation caps. Only one exception has been granted but no
record of decision or formal written approval for a compensation
proposal exists. We were informed that the approval in this situation
was granted verbally.

Balancing centralized control with choice and flexibility

Auditor General of British Columbia

Our survey of Crown corporations asked respondents to rate
how satisfied they were that the direction provided by government
reasonably balances centralized control with decentralized choice
and flexibility for Crown corporations to plan and manage executive
compensation. A majority of all respondents (70%) were either
dissatisfied or very dissatisfied (Exhibit 3).
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Exhibit 3:
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Satisfaction with balance of government control versus Crown corporation choice and flexibility

Very Satisfied
2%

Very
Dissatisfied ]
30% Satisfied

28%

Dissatisfied
40%

Most board members (66%) said that they were either dissatisfied
or very dissatisfied with the balance of control versus flexibility.
Additional comments provided by board members (see comments
below) show that both government and Crown corporation
boards have a role to play in ensuring that competitive executive
remuneration is balanced with the prudent use of public funds.
Given natural tension exists between these two imperatives,
we believe that effective mechanisms to resolve such issues are
required.

Sample of board member comments to our online survey

B “Government appoints our Board and requires effective governance
practice. PSEC [the Public Sector Employers’ Council ] unnecessarily
usurps the Board.”

B “The Boards of the commercial Crown corporations should determine
compensation as is true in the private sector. It is very hard to compete
for talent without being able to set competitive compensation.”

B “The cap on compensation that the government imposed does not seem
to take into account competitive salaries in the sector.”
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Detailed Report

Crown corporations have, for the most part, established frameworks to manage
executive compensation in keeping with government direction

Policies and procedures

Crown corporations are required to plan and manage executive
remuneration in a way that is consistent with direction provided by
government’s framework for compensation.

We found that the six Crown corporations we reviewed do have
the necessary policies and procedures in place to manage executive
compensation. Board roles and responsibilities have been defined
and performance management systems are in place to plan and
review executive performance. Although language differs by
Crown corporation, the structures and processes are all very similar.

In some of the Crown corporations we reviewed, we still found
practices that could be improved, the most notable being a lack of
sign-off of performance plans and appraisals by the employee and
their supervisor.

Board monitoring of executive compensation

We expected Crown corporation boards to have identified their
executive compensation information needs and to be actively using
this information for monitoring purposes. We found strong evidence
of this occurring in five of the corporations we reviewed. In the sixth
case, we could not confirm that the board was actively monitoring
executive compensation.

Compensation frameworks

We expected Crown corporations to have, for all executive staff,
current compensation arrangements that identified all monetary
components—including base pay, performance pay, bonuses and
other benefits. The Crown corporations we reviewed did have such
compensation frameworks in place.

However, we also found that although the Crown corporations
commissioned regular independent reviews of their compensation
frameworks to ensure they are market competitive, not all of these
reviews evaluated the effectiveness of performance pay programs
in meeting corporate objectives.
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We recommend that Crown corporations offering performance-
related pay as part of executive compensation conduct periodic
reviews to ensure these programs continue to achieve intended

objectives.

Most Crown corporations have aligned performance pay to organization goals
and objectives, but the link between results and pay was not always evident

Alignment of performance plans to organizational goals

We were looking for evidence that Crown corporations have
established performance pay systems that reflect principles of good
practice. Good practice includes ensuring that CEO and executive
staff performance plans have been clearly aligned to organizational
goals, objectives and strategies, and that performance pay is based
on a combination of individual, team and corporate performance
as well as on SMART performance measurement (specific,
measureable, achievable, relevant, time-based). We were also
looking for evidence of long-term focus.

We found that most of the Crown corporations we reviewed
had ensured clear alignment between performance plans and
organizational goals and objectives in 2007/08. The identification
of performance measures varied greatly, but all of the Crown
corporations provided evidence to show effort is being made to
develop performance measures consistent with good practice.

Most performance pay systems focused on individual
performance and did not incorporate team performance. Only half
factored in corporate performance. The extent to which performance
measures reflected principles of SMART measurement was
mixed. We concluded that more effort is needed to ensure that all
performance measures are consistently SMART.

We found little evidence of a long-term focus in performance
measurement.

We recommend that Crown corporations offering performance-
related pay as part of executive compensation develop performance
measures that reflect the corporation’s long- and short-term
objectives, and include measures that promote team and

corporate results.
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Performance pay based on meeting performance expectations

Performance-related payment calculations should be linked to
employee plans and appraisals, showing a clear connection from
plans to results and paid incentives. We therefore expected to
find well-documented linkages between performance payments,
employee plans and appraisals, as well as evidence that pay for
performance is provided only if performance expectations have
been met.

Of the six Crown corporations we reviewed, four provided
evidence to show that performance payments were made only to
the extent that performance expectations were met. Two were not
able to clearly show the linkages between performance results and
performance payments.

We recommend that government require Crown corporations that
offer performance-related pay as part of executive compensation

to clearly demonstrate and document the link between performance
payments and actual performance.

Crown corporation executive compensation reporting is generally
consistent with good practice

British Columbia’s compensation reporting guidelines

The “Public Sector Executive Compensation Reporting
Guidelines,” developed and issued to Crown corporations in 2008,
require public sector organizations to disclose all compensation
provided to the CEO and the next four highest paid executives.
The guidelines direct public sector organizations, including
Crown corporations, to:

B identify who is responsible for determining executive
compensation;

B explain the organization’s compensation philosophy —how it
has been designed and what it is intended to achieve;

B describe and explain its performance-related pay measures
and rewards; and

B complete the summary compensation table provided in the
guidelines and explain the results.
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We found that the reporting guidelines make clear the
government’s expectations about the timeliness and completeness
of the information to be disclosed. Overall, the accountability
requirements are based on good-practice disclosure principles.
Compared with the compensation disclosure requirements
adopted by Canadian Securities Administrators, British Columbia’s
guidelines stand up well. Two main differences we noted are that
the Canadian Securities Administrators requirements ask for more
detailed information about pension plan benefits and they put
performance-related pay into a separate section.

We also compared British Columbia’s guidelines with
the best practices in compensation disclosure issued by the
Canadian Coalition for Good Governance in 2008! and found
that British Columbia’s guidelines compared well in terms of
communicating the same basic message.

An area of concern to us, however, is that the Public Sector
Employers” Council does not require Crown corporation boards
to approve compensation disclosures before they are made public.
In our view, accountability would be improved if board Chairs
were required to sign compensation disclosures.

Do other provinces have Crown corporation disclosure requirements?

Alberta: Yes, salaries and benefits are to be reported in annual reports. It is a government requirement based on
a Treasury Board directive.

B Saskatchewan: Yes, wages and expenses are published in a Payee Disclosure Report yearly.

Manitoba: Yes, the province’s Public Sector Disclosure Act requires disclosure of salary amounts greater than
$50,000 yearly.

Ontario: Yes, the province’s Public Sector Salary Disclosure Act requires disclosure of salary amounts and
benefits that total $100,000 or more yearly.

Quebec: Yes, provincial legislation requires state-owned enterprises to disclose base salary, variable pay and
benefits in annual reports.

New Brunswick: Yes, the province publishes salary information for Crown agencies on amounts over $40,000
annually.

Nova Scotia: No requirement.
Newfoundland: No requirement.

Prince Edward Island: No requirement.
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Source: Compiled by the Office of the Auditor General based on feedback received from other audit offices

1

According to the Canadian Coalition for Good Governance, there are four key characteristics of effective disclosure: the

information is easy to find, easy to understand, accurate and complete, and given in context so it has meaning.
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Executive compensation reporting

Compliance with guidelines

Auditor General of British Columbia

We expected Crown corporation boards to have provided timely
and full information to the public.

We reviewed Crown corporation compensation disclosures
to see if they covered off the items outlined in the government’s
guidelines. We found overall they had, but the manner in which
the information was reported varied. For Crown corporations to
improve their compensation reporting, we would like to see:

B a better discussion of compensation philosophy, principles
and objectives;
B more detailed disclosure of performance-related pay
measurement design and calculation methodology;
a disaggregated listing of “All Other Compensation”;
a better description of pension program design;

disclosure of deferred payments; and

the signature of the board Chair on all disclosures.

We expected government to have reviewed compensation
disclosures to assess the extent to which the Crown corporations
had adhered to the guidelines and correctly communicated
information requirements. We found that government had not
done this.

When we compared the disclosures to compensation plans,
we found some differences. The government gave us explanations
for the differences and commented that some Crown corporations
had presented information in a manner that was not consistent
with the intent of the guidelines. The risk of misinterpretation of
the executive compensation reporting guidelines always exists,
which is why we feel it is important that government review and
assess compensation reports for consistency and compliance with
the guidelines.

According to government, however, Crown corporation
boards are ultimately responsible for reviewing and approving
compensation disclosures. We asked the Crown corporations
we visited whether the board had approved the organization’s
executive compensation disclosure statement before its public

release. We found that not all of the Crown corporation boards had.
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The current lack of requirement by the Public Sector Employers’
Council that the board sign disclosure statements is an area where
we feel improvement is needed. If boards are ultimately responsible
for making sure disclosure meets government requirements, then
it is imperative for them to provide assurance that the compensation
report is fairly presented.

We recommend that the information included in public disclosures
of Crown corporation executive compensation be reviewed by

the Public Sector Employers’ Council Secretariat to ensure the
information complies with reporting guidelines.

We recommend that the Chair of Crown corporation boards sign
executive compensation disclosure statements, providing assurance
that executive payments are in accordance with board-approved
compensation plans.
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Appendix A: Purpose, size, revenue, expenses and executive compensation

by Crown corporation in British Columbia, 2008/09

Crown q Revenue Expenses | Total CEO
Corporation Crowu;f:rr:erauon i_ﬁg (08/09 (08/09 | Compensation Er:-er?r::n "
(Note 1) P millions) | millions) | (08/09) ploy
BC Assc.essment British Columbia property 200 76 75 195,785 | Indefinite
Authority assessments
BC Housing Develop & manage subsidized
Management housing options for those in 420 627 627 367,120 Indefinite
Commission greatest need
s
and Power . . 4,483 4,269 3,903 549,923 Indefinite
. environmentally and socially
Authority :
responsible way
. Science and technology talent
BC Inn.ovatlon development, innovation and 14 17 22 101,599 3 year
Council o term
commercialization
BC Lottery Plan and manage gaming 585 2,568 1,477 | 370,973 | Indefinite
Corporation opportunities
Public event facilities
BC Pavilion management - Vancouver .
: . 151 45 44 597,438 Indefinite
Corporation Convention Centre &
BC Place
. Support and facilitate
BC Railway BC Ports Strategy and Pacific 30 59 23 494,182 Indefinite
Company
Gateway Strategy
BC Sec'urlltles Regulate securities trading 189 32 30 549,092 Indefinite
Commission in BC
BC public transportation
BC Transit delivery (outside Greater 635 229 232 286,215% | Indefinite
Vancouver Regional District)
BC Public electrical transmission
Transmission system development and 367 238 231 463,559 Indefinite
Corporation operation
Columbia Columbia Basin social,
. economic and environmental 31 41 33 223,684 Indefinite
Basin Trust .
planning and development
Columbia Power project investment
Power Pro) 41 50 31 278,379 | Indefinite
. development
Corporation
Communit Provide services to adults and
y children with developmental 461 724 723 231,811 Indefinite

Living BC
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Appendix A: Purpose, size, revenue, expenses and executive compensation
by Crown corporation in British Columbia, 2008/09

Crown Crown Corporation Staff Revenue Sgriez | i CEO Term of
Corporation Purpose FTEs (08/09 (08/09 | Compensation Emplovment
(Note 1) P millions) | millions) | (08/09) ploy
First Peoples’
Heritage, . .
Language, Promote First Nations 9 4 4 N/A3 Indefinite
languages, arts, and cultures
and Culture
Council
Forestry
Innovation Pro’mote, develop and sustain 17 2 26 193334 Indefinite
Investment BC’s forest economy
Ltd.
Homeowner Regulate residential
Protection construction and provide 35 20 24 242,631 Indefinite
Office consumer protection
Industry Manage BC’s apprenticeship
Training trades training and certification 14 104 103 230,130 Indefinite
Authority system
Provide auto insurance
Insurance to BC motorists, driver
Corporation R 4,779 3,977 3,465 103,710? Indefinite
and vehicle licensing,
of BC . .
and registration
Promote lifelong learning
Knowledge in BC by providing quality 60 12 12 199,086 3 year
Network . . term
educational programming
Leggl Services Prowde legal aid to people 183 78 82 236,949 Indefinite
Society in BC
Qil and- Qas Regulz‘ite ql ar\d gas activities 128 30 34 201,710 5 year
Commission and pipelines in BC term
. Develop projects through .
Partnerships BC L . 38 17 15 509,453 Indefinite
public-private partnerships
Roval BC Preservation and education 1 vear
Y on human and natural history 125 21 21 199,779 4
Museum term
of BC
: Promote development and .
Tourism BC . . 122 65 65 389,506 Indefinite
growth in the tourism industry
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Source: Compiled by OAGBC from publicly available sources (except for the Term of Employment column).

This information has not been separately audited for this report.

Note 1: Organizations highlighted in green: CEOs are paid more than the cap established by government because
contracts have either been grandfathered or approved to be above the cap.

Note 2: Total compensation paid does not reflect full year; CEO hired in 2008 calendar year.

Note 3: CEO total compensation is less than $125,000, therefore no executive compensation disclosure report
was required to be produced.
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Appendix B: Executive Compensation — Better Practice Guide

The term compensation (often used interchangeably with
the term remuneration) means more than simply pay or wages.
Compensation refers to “all forms of financial returns and
tangible services and benefits that employees receive as part of
an employment relationship.”> Organizations bring together these
many different forms of compensation to attract and retain good
employees and to motivate excellent performance. Increasingly,
greater recognition is also being given to non-monetary factors,
or “intangibles,” that also affect recruitment and retention efforts.

Exhibit B.1 shows how different forms of monetary and
non-monetary forms of compensation come together to form what
is known as a “total rewards” (or total compensation) approach to
employee compensation. Total rewards includes all the different
ways employers can attract, recruit and retain valued employees
and foster employee performance excellence through pay and
other incentives. Each organization must define for itself the kind
of compensation program it wants to offer based on factors unique
to its own operating needs.

Exhibit B.1
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Model of a Total Rewards Program

Common Examples Reward Elements Definition
B Work Culture & Climate
- B Leadership & Direction X
Intangible B Career/Growth Intangibles
Opportunities (typically intrinsically
Lval B Work/Life balance valued)
Interna' value B job Enhancement
or motivation B Recognition
B Cars
B Clubs Prerequisites
B Physical Exams
B Retirement R
B Health & Welfare E
B Time Off with Pay Benefits M
B Statutory Programs U
B Income Replacement N
Tangible E
B Stock/Equity Long-term ° S
€ | O R
Rewards to B performance Shares Incentives TOTAL R M A
which an object E P T
dollarAvalue can B Annual Incentive Short-term T C €N |
be assigned B Bonus/Spot Awards Variable o A T i o
T S T N
B Base Salary B Cash A H CI)
B Hourly Wage ase Las L N
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Source: Hay Group, The Manager’s Guide to Rewards (2007), AMACOM, p. 6.

2

Milkovich et al. (2007). Compensation. Second Canadian edition. McGraw-Hill Ryerson, p. 4.
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Appendix B: Executive Compensation - Better Practice Guide

We developed the following set of better practices as a means
of helping government and its organizations plan and manage
executive compensation and performance-related pay arrangements
more effectively. These practices are based on a review of selected
literature and on the results of an online survey we conducted with
Crown corporation board members and senior management in
British Columbia.

Principles of Better Practice

Determining executive compensation components and
implementing supporting processes and controls in support of them
require good governance, planning and management. Over time,
assumptions and general principles of better practice in this area
have evolved, as they will no doubt continue to do.

Total rewards — Take both monetary and non-monetary factors into consideration

Compensation is a strategic lever that can be used to recruit,
retain and foster effective employee performance. Compensation
includes both monetary and non-monetary incentives such as
professional development, a healthy work environment and a
good work/life balance. It is good practice to take both monetary
and non-monetary factors into consideration when developing an
organizational employee compensation framework.

Performance-related pay — Link compensation to organizational goals and objectives

Linking compensation to organizational goals and objectives
helps motivate employees to achieve planned results. Organizations
that have introduced performance pay need to ensure that the
linkages between organizational goals and employee performance
plans are clear.

Performance-related pay — Consider group as well as individual performance

Overall organizational performance is the combined result of both
individual and group efforts. It is therefore good practice to measure
individual and group performance, as well as organizational
performance, and to provide differentiated compensation based
on a weighted combination of these results.
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Performance-related pay— Be SMART when developing performance measures

Individual, group and organizational performance needs to be
fairly measured and assessed. To ensure fairness, performance
measures should be SMART (that is specific, measurable,
achievable, relevant, and time-based). It is also considered good
practice to include performance measures that have a long-term
perspective.

Total rewards — Ensure transparency and accountability

Public transparency and accountability is standard best practice.
Compensation disclosures that provide a complete picture of
total executive remuneration —including base salary, pension,
allowances and other benefits —is a hallmark of better practice.

Putting Principles of Better Practice to Use

Putting the above principles into practice is best done through
the design and implementation of effective management structures
and controls. A great deal of literature regarding governance®and
managing for results*offers tools and advice to help organizations
plan and implement general principles of better practice. The basic
underlying message can be summarized as follows:

B Leadership: Clearly define and communicate leadership
roles and authorities and assume responsibility for doing a
good job and achieving results.

B Plan for performance: Develop a vision of what you want
to achieve and how you are going to achieve it.

B Monitor and adjust: Identify issues and problems and
address them as they arise along the path to achieving
planned goals and objectives.

B Transparency and accountability: Openly and honestly
report progress in achieving plans because it is easier to
address challenges and celebrate success when the work is
visible.

*  Auditor General British Columbia. Public Sector Governance - A Guide to the Principles of Good Practices. December 2008

4 Auditor General of British Columbia. Building Momentum for Results-Based Management: A Study about Managing for Results
in British Columbia. April 2005
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The literature that exists to support effective executive
compensation planning and management reflects these common
sense messages but also provides tools and advice unique to
human resource management. What follows is a guide to using
this common sense message to manage executive compensation in
the British Columbia Crown agency sector.

Leadership — Assign and Assume Responsibility for Doing Good Work

Leadership responsibility for executive compensation within

the Crown agency sector of the British Columbia public service

is shared by government, boards of directors and senior executive
within the Crown agency.® Leadership commitment and clarity of
roles and responsibilities are critical to ensuring principles of good
executive compensation planning and management are followed.

B Government: Clarity of roles and delegated responsibilities
starts with the government. Through careful design and
communication of legislation, policies and guidelines
related to executive compensation, government can clearly
communicate roles and responsibilities in relation to
executive compensation.

B Boards of Directors: The board is responsible for supervising
management and for ensuring Crown corporations are
managed in keeping with government requirements and
good governance practice.® This includes approving executive
remuneration policies and procedures. Boards are directly
responsible for CEO hiring, performance evaluation and
executive succession planning. The creation of a Human
Resources sub-committee of the board, independent from
management, is considered to be a good practice to ensure
effective Human Resource oversight and management on the
part of the Board of Directors. ’

B CEOs and senior executives: It is the job of the CEO and
senior executives to develop strategic and operational plans
to achieve results and realize the vision. Senior executives
must work transparently and collaboratively with the board
to create a strategic compensation and human resource
management plan (or plans) to achieve corporate goals.

*  British Columbia Crown Agencies Secretariat. Shareholder’s Expectations for British Columbia Crown Agencies. January 2009.

¢ British Columbia Board Resourcing and Development Office. Best Practice Guidelines: BC Governance and Disclosure Guidelines
for Governing Boards of Public Sector Organizations [not dated].

7 British Columbia Crown Agencies Secretariat. Crown Agency Human Resources Committees: A Good Practice Checklist, [not dated].
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Planning— Envision where to go and how to get there

Strategic plans combined with operations plans that are aligned
to an overarching compensation philosophy help establish an
effective framework (or map) to focus and direct efforts toward
achieving results (see Exhibit B.2).

Exhibit B.2
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Executive compensation framework

Compensatio
Philosophy

Government Legislation,
Policies and Requirements

Government
Direction

Corporate Human
Resource Plan

Operations
Human Resource Plans

Service
Planning

Employee
Plans

Operations
Planning

Individual
Performance
Planning
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Source: Adapted from BC Public Service Agency Corporate HR Plan 2003/04 —2005/06

A compensation philosophy is a statement that defines what
an organization values and wants to achieve for itself and its
employees through compensation. Some important questions to
ask when developing a compensation philosophy include:

B Compensation definition: What do we want to include in
our definition of compensation?

B External competitiveness: Who do we compete with for
talent? How competitive do we need to be to attract and
retain good people? Where do we want to position our base
compensation relative to the market place? What can we offer
that others cannot?
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B Internal alignment: How can we best link compensation to
organizational goals and objectives? How much risk should
we ask employees to assume and how do we balance that
with rewards? What can we afford? How can we make it fair
and equitable?

B Performance measurement: What kind of data and
information do we need to collect? How should we measure
performance?

A well-crafted compensation philosophy outlines how the
organization has carefully considered the level and mix of
compensation and rewards to be offered based on an analysis of the
markets the organization competes with for talent. Such a philosophy
also describes how total rewards have been internally aligned
with the goals and values of the organization to foster and support
employee performance excellence in a fair and balanced manner.

Monitoring and adjusting— Recognize and address issues and problems

There is no such thing as perfect. That’s why concepts such as
Enterprise Wide Risk Management® and Total Quality Management’
were developed to help identify and resolve issues and challenges
when they arise. The steps involved in risk and quality management
are common sense:

B Based on an understanding of the context, identify what can
go wrong (or has gone wrong) and what constitutes quality.

B Figure out what can be done to avoid problems from
occurring and ensure quality management.

B Determine the organizational impact if a risk should arise
or if quality management is not achieved.

B Develop a response plan to address problems when they arise
and assure quality results.

Risk management and quality assurance are both proactive
and reactive. Being proactive is much more challenging because
it requires some creative future thinking—that is what making
adjustments is all about. It is better if changes can be made before
problems occur rather than after. This requires significant leadership
vision, determination and flexibility.

8 Standards Australia and Standards New Zealand (2004) AS/NZS 4360:2004, Risk Management Sydney, NSW. ISBN 0 7337 5904 1.
°  Deming, W.E. (1982). Out of the Crisis: Quality, Productivity and Competitive Position. MIT Press.
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Transparency and accountability— Openly and honestly report progress in achieving results

Auditor General of British Columbia

Organizations that embrace transparency and accountability are
better respected because they take the time to educate stakeholders
about the organization’s plans and to provide updates on their
efforts to achieve results.

Effective compensation disclosure depends on leadership
commitment, thoughtful performance planning and management,
and well-designed systems of employee performance measurement
and public reporting.

Compensation disclosures that provide a complete picture of total
executive remuneration, including linkages to organizational goals
and objectives, help stakeholders understand how compensation is
used to attract, retain and motivate excellent employee performance
and achieve results.
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